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Company Update

Fertilizing the Bull

The Pre-Feasiblity Study for the Javier project in Spain has come out with attractive

economics, highlighting a robust project with plenty of upside. In our view, the PFS

highlights Javier as one of the best potash projects out there - a shallow,

conventional operation, with first world infrastructure and in close proximity to end

markets. We view it as low-risk and average-cost with one of the lowest capital

intensities in the world. We see plenty of upside to the numbers and expect healthy

newsflow this year which could act as catalysts to further drive the shares. We

maintain our BUY recommendation and increase our TP to A$2.40, from A$2.00.

Stock trades at 0.2x NAV (risk-weighted 25-75%).

■ Attractive. The PFS for the Javier project in Spain has come out with a decent NPV

(10%) of $1.06bn and IRR or 48% (at $350-400/t KCl real). Production is envisaged at

860ktpa at an All-in cost of $145/t, in the middle of the cost curve. This compares

favourably to our original preliminary estimate of 700ktpa at $143/t; NPV (10%) of

$914m and IRR 36%. A +20 year mine life is expected, based on 154Mt resource

grading 12.9% K
2
O (21.5% K60 product), with an option to go higher grade and upside

from recent drilling results excluded from the PFS. Pre-production capex is <$250m

($308m total inc 20% contingency), better than NUMe $300m. This excludes upside

from de-icing salt by-products, to be included in the DFS, expected to be completed

early 2015; production is still expected mid-2016, although we believe this looks a little

optimistic.

■ Conventional. We view Javier as a robust project. It is shallow (<300m) and able to be

accessed by decline for conventional underground mining and flotation processing. It

benefits from first world infrastructure and east transport links to markets. We view it

low-risk and average-cost with one of the lowest capital intensities in the world at

$290/tpa vs the global average of c. $930/tpa. Our NAV for Javier is 75% risk-weighted

at $1,079m (A$1.86/sh post financing, inc. salt production) .

■ Upside potential. We see plenty of upside from the PFS: increased size and grade of

resource, higher mining extraction rates, higher plant recovery and utilisation, lower

capex/opex, plus salt by-products. We update our numbers for the project and provide

a full valuation analysis on Javier and Highfield's other projects. We expect plenty of

share price catalysts over this year, including Sierra Del Perdon resource estimate and

scoping study in Q2/Q3, Pintano drilling results in H2 and Javier DFS in H2 (permits H1

2015).

■ Potash market. The potash market appears to be bottoming out at $290/t KCl and we

expect prices to rebound through the course of this year, as price momentum and

demand pick up and inventory levels decline. We forecast prices remaining buoyant

over the short to medium term at c.$300-350/t KCl.
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Javier: Fertilizing the Investor Case 

The results of the Pre-Feasibility study for the Javier project in Spain are out and look 

attractive. We provide an updated valuation and analysis, incorporating new numbers 

from the PFS. See the appendices for more details on the company, assets and potash 

markets. 

Conventional, shallow operation with great infrastructure and transport 

The PFS outlines a 20 year mine life based on 154Mt resource grading 12.9% K2O 

(21.5% KCl), targeting two of the four potash seams which are higher grade and 

relatively thick (1.8-3m). Potential exists to increase the resource and improve the grade 

– a higher grade resource option was considered of 107m grading 13.9% K2O (23% 

KCl) 

Mining will be by underground room-and-pillar methods (1.5-4m height), accessed by a 

2.1km decline. Hanging wall and footwall halite should produce good competency for 

mining. The PFS assumes a conservative extraction ratio of 60% (51% including 

geological uncertainty), which we expect to be improved upon. 

Processing will be by conventional flotation utilising a 600tph plant (peak capacity 

690tph), which will ramp up over 18 months from an initial 300tph. Assuming 90% 

utilisation of peak capacity, 4.73Mtpa of ore is expected to be processed (grading 12.9% 

K2O or 21.5% KCl). Preliminary testwork estimate a recovery rate of 85%, although we 

expect this to be improved upon, producing a normal K60 MOP product. Highfield 

intends to produce 50% standard product (NW Europe markets) and 50% granular 

product (for the Brazilian markets). The PFS did not include any halite/salt by-product 

production, although we expect to see this in the DFS. 

Infrastructure is excellent and access to markets simple. Highfield expects the majority 

of energy requirements to come from the national grid. This and available water sources 

are within 10km of the project. Product to Brazil is expected to be transported by road 

(7km from national highway) and rail to the Port of Bilbao. Road is expected to be used 

to transport to NW Europe. 

Numbers look good 

The PFS outlined production of 860ktpa KCl at a C1 cost of $122/t (All-in Sustaining 

Cost of $145/t including corporate G&A and sustaining capex). Capex is estimated at 

$308m, with $250m pre-production. Both opex and capex include a conservative 20% 

contingency. Importantly, 95% of costs are supported by Spanish contractor pricing and 

80% of capex has been peer reviewed by well-known contractor IDOM, so the numbers 

look pretty solid. 

We have modelled Javier in line with the PFS, assuming 860ktpa KCl plus 0.5Mtpa 

NaCl (potential to be up 1.5Mtpa NaCl) at a C1 cost of $138/t. With these parameters, 

we produce an NPV (10%) of $1.4bn and IRR of 49%. This compares to Highfield's NPV 

(10%) of $1.06bn and IRR or 48% (at $350-400/t KCl real, excluding salt production) 

and our original preliminary estimate of 700ktpa at $143/t; NPV (10%) of $914m and 

IRR 36% (at $300/t LT price; exc. salt by-product credits or $1.3bn inc.). 

Timeline looks tight 

Highfield expects to complete the DFS by Q4 2014, receive environmental approval and 

construction permits in Q1 2015 and start production in mid-2016. We believe that 

Highfield’s compressed timeline looks ambitious and conservatively assume production 

starting in Q4 2016. 
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Valuation: Value, Growth and Upside 

Our target price for Highfield is A$2.40/sh, based on a 1x NAV multiple, with projects 

risk-weighted up to 75%. We typically value exploration and development companies at 

0.25-1x NAV/NPV. We believe that Highfield deserves to trade at the lower end of this 

range as a junior advanced explorer with a strong project base and production profile, 

offset by feasibility, financing and development risk. 

We value Highfield at A$1,408m or A$2.42/sh (post-financing basis), using a NAV 

based on DCF models at a discount rate of 10%, in line with our normal valuation 

methodology (8% discount rate for low risk, plus 2% project risk). We have reduced our 

NPV risk-weighting for Javier to 25%, from 50%, as the PFS has now been completed. 

We continue to risk-weight Pintano and Sierra del Perdón by 75%, in accordance with 

their stage of feasibility/development. 

The majority of the value (77%) of the business lies in the most advanced Javier project 

at A$1.86/sh, followed by Pintano (51c/sh) and Sierra del Perdón (20c/sh). However, on 

a risk-free basis, Pintano potentially holds as much value as Javier but is the most 

greenfield project. We have generally been more conservative in our model than 

management targets. Highfield currently has A$5m in cash and no debt. 

Depending on financing, our forward-looking valuation shows a strong 56% increase 

over the next two years, assuming some reduction in risk-weighting and excluding any 

upside from exploration, acquisition or higher prices. In reality, we would expect this to 

be higher as Highfield defines project parameters, de-risks development and moves 

onto producer status. 

Table 1. Forward-looking Valuation Estimates 

Net Asset Value Disc Rate NAV (%) Current FY14 FY15 

Javier (25 to 0% risk weighted) 10 77 1,079 1,256 1,944 

Pintano (75 to 50% risk weighted) 10 21 298 328 721 

Sierra del Perdón (75 to 0% risk wtd) 10 8 16 384 51 

Sub-total     1,494 1,968 3,316 

Cash & Equivalents   0 5 16 15 

Debt   0 0 0 (50) 

Corporate G&A   (6) (91) (96) (103) 

Total NAV ($m)     1,466 1,887 3,178 

Shares O/S (m, post-financing basis)     646 646 646 

NAV ($/sh)     2.18 2.92 4.92 

NAV (A$/sh)     2.42 3.25 5.47 

% Change    25 56 

Source: Highfield Resources, Numis Securities Research Department 

Upside: Plenty of Potential 

1. Production potential: We believe Javier could produce c.1.5Mtpa salt by-product, 

higher than our more conservative 0.5Mtpa. We believe, conceptionally, that 

Pintano has the potential to produce 0.9-1.8Mtpa potash, higher than our 860ktpa. 

Sierra del Perdón has the potential to produce MgCl (c.450ktpa) from carnallite, 

which we have excluded from our model. Taking the upper end of these production 

parameters, would add around $350m (A$0.60/sh) to our NAV. 

2. Feasibility improvements: We believe there is scope to improve Javier as the 

DFS is completed. We see potential to increase production via increased plant 

utilisation (90%) or additional throughput (4.7Mtpa) if additional resources are 

defined and a twin decline is developed. We also see potential for higher grades 

(12.9% to c.13-14% KCl) and an increased extraction ratio (51% to more like 65-

70%), plus higher plant recoveries (85% to 90-95%). If we assume all these 

improvements are made, it would add around $400m to our NAV (A$0.70/sh). 

Metals & Mining
22 May 2014
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3. Lower capex, lower opex: Our forecasts for capex and opex have generally been 

more conservative than management targets. Highfield also includes a 20% 

contingency in its numbers. If we assume $50m less for Pintano and Sierra del 

Perdón ($250m and $150m, respectively), this would add around $75m 

(A$0.10/sh), to our NAV. 

4. Increased mine life. We have assumed a 15-20 year life-of-mine in our models. 

Exploration targets for each of the projects indicate mine lives something in the 

order of +20 years for Javier and 40 years for Pintano and Sierra del Perdón. 

Increasing mine life to these would add $230m (A$0.30/sh) to our NAV. 

Best Case Outweighs Worst Case 

Our best case valuation estimate outweighs our worst case. Our best case target price 

is A$4.25/sh, assuming a better production scenario at Javier, a 1.8Mtpa operation at 

Pintano with rail access, MgCl credits at Sierra del Perdón, mine life of 20-40 years, and 

lower capex/opex figures. Our worst case target price is A$2.10/sh, assuming a 10% 

increase in opex and capex, plus a one-year delay to production. 

Table 2. Best and Worst Case Valuation Estimates 

Net Asset Value Disc Rate NAV (%) Worst Base Best 

Javier (50% risk weighted) 10 77 979 1,079 1,659 

Pintano (75% risk weighted) 10 21 248 298 698 

Sierra del Perdón (75% risk wtd) 10 8 91 116 196 

Sub-total     1,319 1,494 2,554 

Cash & Equivalents   0 5 5 5 

Debt   0 0 0 0 

Corporate G&A   (6) (91) (91) (91) 

Total NAV ($m)     1,233 1,408 2,468 

Shares O/S (m)     646 646 646 

NAV ($/sh)     1.91 2.18 3.82 

NAV (A$/sh)     2.12 2.42 4.25 

% Change   -14  43 

Source: Highfield Resources, Numis Securities Research Department 

News Catalysts 

We expect good newsflow over the next year, which could act as catalysts for 

Highfield’s share price to aggress. These are mainly around the feasibility, financing and 

development of Javier and feasibility of Sierra del Perdón and Pintano. 

Figure 1. New Catalysts (Calendar) 

 
Source: Highfield Resources, Numis Securities Research Department 
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Modest Potash Leverage 

Highfield has modest potash leverage, with average sensitivity to our price forecasts 

due to its relatively low opex and capex base. Our NAV estimate increases 15% for a 

10% increase in the potash price, or 17% including salt. The NAV also shows strong 

sensitivity to discount rate, decreasing by 14%, for a 10% increase. Our NAV shows 

some sensitivity to forex (9%), opex (5%), and limited effect on capex (2%). 

Figure 2. Sensitivity analysis (% change) 

 

Source: Numis Securities Research Department 

The tables below show a NAV flex using a range of real potash and salt prices (grey 

highlights the base case). As can be seen, the upside for a $400/t potash price, for 

example is around 50% (50c), giving a NAV of A$3.60/sh. The salt price flex shows that, 

on the upside, a $75/t price would give a NAV of A$2.48/sh and, on the downside, no 

salt sales would result in an NAV of A$2.05/sh.  

Table 3. NAV (A$/sh) - Potash Price vs Discount Rate  Figure 3. NAV (A$/sh) - Salt Price vs Discount Rate 

Potash Price Discount Rate  Salt Price Discount Rate 

$/t KCl 8% 10% 12% 14%   $/t NaCl 8% 10% 12% 14% 

200 1.68 1.15 0.78 0.52   0 2.84 2.05 1.48 1.08 

250 2.50 1.78 1.27 0.91   25 2.94 2.12 1.54 1.12 

300 3.34 2.43 1.79 1.32   50 3.17 2.30 1.68 1.24 

350 4.09 2.99 2.22 1.66   75 3.41 2.48 1.82 1.35 

400 4.91 3.62 2.71 2.05   100 3.54 2.58 1.89 1.39 

450 5.74 4.26 3.21 2.45         

Source: Numis Securities Research Department  Source: Numis Securities Research Department 

The table below shows the NPV (10%) of each project and various risk-weightings (grey 

highlights the base case). As the projects are de-risked and move through feasibility, 

permitting, financing and ultimately development, we would expect to the see the risk-

weighting reduced to zero. What is obvious from the numbers are that the projects have 

significant value and IRR's of +40%, well above the industry norm. 

Table 4. NPV Risk-weighting Analysis and Project IRR 

   Risk-Weighted   NPV ($m)  IRR 

Project 75% 50% 25% 0% % 

Javier 360 719 1,079 1,439 49 

Pintano 298 596 894 1,192 47 

Sierra del Perdón 116 233 349 466 29 

Source: Numis Securities Research Department 
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Peer Group: Value to be had 

Based on Javier alone, Highfield is currently trading ahead of the peer group on an 

averaged EV valuation basis. It has an EV/resource of $1.27/t KCl, an EV/production of 

$71/t and a EV/capital intensity of $0.17/tpa, compared to the peer group averages of 

$0.46/t, $43/t and $0.10/tpa. Based on all of its projects (using Pintano and Sierra del 

Perdon exploration target), Highfield is trading on an EV/resource of $0.31/t KCl, an 

EV/production of $30/t and a EV/capital intensity of $0.17/tpa (average of $10 vs the 

peer group at $15). 

Figure 4. Peer group analysis 

 

Source: Priced as of 4pm 21 May 2014  

Source: Company data, Numis Securities Research Department, Bloomberg 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Company Ticker Market Cap Net Cash EV Project Country Production Capex Capital Intensity Cash Cost Start date Grade Depth Resource Mining EV/t EV/tpa EV/t EV valuation

$m $m $m Mtpa $m $/tpa $/t KCl % K2O m Mt KCl Method Production Capital Intensity Resource average

Karnalyte KRN CN 30 50 -20 Karnalyte Canada 2.1 2,000 941 200 2015 9 1,013 424 OP -9 -0.02 -0.05 -3.2

Verde NPK CN 31 13 18 Cerrado Verde Brazil 3.0 2,337 779 286 9 56 400 UG 6 0.02 0.05 2.1

South Boulder STB AU 21 10 11 Colluli Eritrea 1.0 740 740 2016 11 65 194 OP 11 0.02 0.06 3.8

Encanto EPO CN 34 -5 39 Muskowekwan Canada 2.5 2,418 967 170 18 1,050 190 S 16 0.04 0.21 5.3

Western Potash WPX CN 92 30 62 Milestone Canada 2.8 3,349 1,196 133 2016 16 1,700 761 S 22 0.05 0.08 7.4

Highfield HFR AU 66 5 61 All Projects Spain 2.1 758 368 138 2016-2019 13 750 196 UG 30 0.17 0.31 10.0

Elemental (Dingyi) ELM AU 70 5 65 Sintoukola R. of Congo 2.0 1,850 944 96 2015 21 435 360 UG 32 0.07 0.18 10.9

Prospect Global PGRX US 3 -113 116 Holbrook USA 2.0 1,980 990 162 10 429 103 UG 58 0.12 1.13 19.8

Highfield HFR AU 66 5 61 Javier Spain 0.9 308 358 138 2016 13 520 48 UG 71 0.17 1.27 24.1

Allana AAA CN 117 11 106 Dallol Ethiopia 1.0 642 642 122 2016 11 200 118 S 106 0.17 0.90 35.8

MagIndustries MAA CN 131 2 130 Mengo R. of Congo 1.2 723 603 140 2015 11 725 242 S 108 0.22 0.54 36.3

Average 57 -2 59 1.8 1,376 733 161 13 524 227 43 0.10 0.46 14.5
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Production: Lots of potential 

Highfield plans to start production initially from Javier in 2016, at 860ktpa KCl (+ up to 

1.5Mtpa NaCl). In our model, we have assumed 860ktpa KCl and 0.5Mtpa NaCl, 

starting Q3 CY2016 (changed from our previous 700ktpa KCl and 1.7Mtpa NaCl, 

starting mid-CY2016). Depending on feasibility and financing, we have conceptionally 

forecast that Sierra del Perdón is likely to follow in 2017/18 and Pintano in 2018/19. We 

have speculatively assumed a steady ramp-up of group production as these assets 

come online, peaking at 1.9Mt KCl and 4.7Mt NaCl in 2022. Note we only include Javier 

in our financial model. 

Figure 7. Production and Cost Profile 

 
Source: Highfield Resources, Numis Securities Research Department 

We expect cash costs to be fairly steady across the group at around $135-140/t KCl 

(down from our previous estimate of $145/t). We expect Sierra del Perdón to be the 

lowest and Pintano the highest cost producer but we note that the difference is pretty 

marginal. We estimate All-in Sustaining Costs (AISC) of $145/t, including corporate 

G&A and sustaining capex, which leaves plenty of margin at current and forecast potash 

prices. Again we have erred on the side of conservatism compared to management 

targets.  

Table 5. Production and Cost Profile 

Production (100% basis)  2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 

Javier Kt KCl 0 0 430 855 855 855 855 855 

Pintano Kt KCl 0 0 0 0 91 366 640 859 

Sierra del Perdón Kt KCl 0 0 0 86 172 343 343 343 

Total Potash Production Kt KCl 0 0 430 835 1,118 1,564 1,838 2,057 

Salt Production Mt NaCl 0 0 258 493 654 904 1,068 1,200 

Potash Eq Production Kt KCl 0 0 468 909 1,219 1,708 2,014 2,257 

Cash Costs          

Javier $/t KCl 0 0 133 137 139 138 138 138 

Pintano $/t KCl 0 0 0 0 135 138 142 142 

Sierra del Perdón $/t KCl 0 0 0 131 131 131 131 131 

Total Cash Cost (C2) $/t KCl 0 0 133 137 137 138 138 138 

All-in Sustaining Cost $/t KCl 0 0 145 145 145 145 145 145 

Source: Highfield Resources, Numis Securities Research Department 

According to our estimates, compared to the average global potash producer, this cash 

cost puts Highfield more or less in line with the industry average of $125-150/t. The 

projects benefit from being relatively shallow with decline access, plus having low 

transport and infrastructure costs, offset by lower grades in the deposit. We do not have 

global estimates of AISC as they are not published in the potash industry (more akin to 

gold). However, with low sustaining capex, we believe Highfield's would fall in the 

second quartile and be competitive. 
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Figure 8. Total Cash Cost Peer Comparison ($/t KCl) 

 

Source: Highfield Resources, Company data, Numis Securities Research Department 

In relation to the global potash industry, Highfield’s projects are relatively small, but the 

company has the luxury of three projects (two of which are contiguous), bringing group 

production in line with the average of 2Mtpa. In any case, the company strategy is about 

building low capital intensity, profitable operations rather the pushing for scale - a 

philosophy we firmly ascribe to as the mining industry has traditionally been endemic 

with growth over profits. 

Figure 9. Comparison of Production of Global Potash Projects (Mtpa KCl) 

 
N.b. Average excludes Jansen 

Source: Highfield Resources, Company data, Numis Securities Research Department 
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Capital Intensity: One of the Lowest 

Highfield’s projects have one of the lowest capital intensities in the world, which is a 

function of the strong infrastructure, shallow depths, decline access and strong transport 

links. We estimate a capital intensity of $290/tpa for Javier compared to the global 

average of $930/tpa. 

Figure 16. Capital Intensity of Global Projects ($/tpa KCl) 

 
Source: Highfield Resources, Company data, Numis Securities Research Department 
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Resources: A Good Start 

Highfield recently announced a resource update at Javier of 270Mt grading 11.2% K2O 

(17.8% KCl) for 48Mt contained KCl. This included 28Mt in Measured & Indicated 

resources and a high grade resource of 155Mt grading 12.9% K20 (21.5% KCl) for 17Mt 

KCl (K60), which was utilised for the PFS. This excludes recent exploration drilling and 

we fully expect to see the resource upgraded and expanded with more work. Most small 

to mid-sized projects around the world, by comparison, have resources in the order 300-

400Mt contained KCl, putting Javier as a small resource at this stage. 

Table 6. Total JORC Resources 

   Tonnes Potash 
Grade 

Potash 
Grade 

Cont. 
Potash 

Cont. 
Potash 

Property Ownership Classification  (Mt) % K2O % KCl Mt K2O Mt KCl 

Javier 100% Measured 17.4 11.3 17.9 2.0 3.1 

  Indicated 139.9 11.2 18.0 15.7 25.4 

  M&I 157.3 3.5 252.4 17.6 28.3 

  Inferred 111.3 11.1 17.6 12.4 19.6 

  Sub-Total 268.6 11.2 17.8 30.0 47.9 

Pintano 100% M&I 0.0 0.0 0.0 0.0 0.0 

  Inferred 187.0 11.2 17.7 20.9 33.0 

  Sub-Total 187.0 11.2 17.7 20.9 33.0 

Total  Measured & Indicated 157.3 11.2 18.0 17.6 28.3 

    Inferred 298.3 11.1 17.6 33.3 52.6 

    Total 455.6 11.2 17.8 50.9 80.9 

8% K2O cut-off grade, 1.5m thickness. Source:  Highfield Resources 

At Pintano, an initial resource of 187Mt grading 11.2% K2O for 33Mt KCl has been 

outlined. The company outlined an initial exploration target of 306-338Mt grading 9.1-

14.1% K2O (14.4-22.3% KCl) for 44-76Mt KCl, based on the smaller permits only. No 

estimate has been published for Sierra del Perdón, but we estimate it is likely to be in 

the order of 300-700Mt. These are early stage targets, and we note that more work will 

be required to bring these to an inferred resource and then upgraded to include 

economic parameters. However, they give an indication of the potential scale of the 

deposits.  

In our models, we have assumed that higher grade seams will be targeted with grades 

running in the order of 12.9% K2O for Javier and Pintano, as per the PFS, and 14.5% for 

Sierra del Perdón. Compared to global averages, grades are on the low side, with most 

operations running head grades of c.20% K2O. However, Highfield’s assets have the 

advantage of better infrastructure and lower transport costs. Plus they are relatively 

shallow at average depths starting at <300m, accessible by decline, compared to most 

other operations around the world with depths of c.800-1,500m, accessed by shaft. 
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Figure 11. Average Grade of Resource (% K2O) 

 
Source: Highfield Resources, Company data, Numis Securities Research Department 

 

Figure 12. Average Depth of Resource (m) – Javier starts at <300m from Surface 

 
Source: Highfield Resources, Company data, Numis Securities Research Department 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0 5 10 15 20 25 30 35 40 45

Gremyachinskoe
Verkhnekamskoe

Jansen
Allan expn
Cory expn

Burr
Sintoukola

Average
Muskowekwan

Legacy
Milestone

Pintano
Sierra del Perdon

Javier
Dallol
Colluli

Mengo
Holbrook
Karnalyte

Cerrado Verde

0 200 400 600 800 1000 1200 1400 1600 1800

Milestone

Legacy

Muskowekwan

Gremyachinskoe

Karnalyte

Pintano

Jansen

Burr

Average

Mengo

Sierra del Perdon

Verkhnekamskoe

Javier

Sintoukola

Holbrook

Dallol

Colluli

Cerrado Verde

Metals & Mining
22 May 2014



13

Registered No 2285918. Authorised and Regulated by The Financial Conduct Authority. A Member of the London Stock Exchange

 

 

Financials: Profit Potential 

We forecast profits to start in FY17 (June year end), as production starts from Javier. 

We forecast a net profit of A$56m in 2017, increasing to A$124m in 2018. We expect 

EBITDA of A$96m in 2016, rising to A$200m in 2018. FCF (after capex, debt 

repayments and dividends) would be around A$150m pa, a healthy number in our view.  

We have excluded Pintano and Sierra del Perdón from our financial analysis, pending 

more feasibility work and more clarity on development timelines and financing. In our 

view, Highfield would be unlikely to be able to fund all the projects within short order so 

will either have to stagger them over a few years or seek partners/alternative financing 

arrangements. 

We have assumed $308m capex to build Javier, as per the PFS ($250m pre-

production). In our model, we have made the gross assumption of 60/40 debt equity, 

meaning a total of A$200m in debt and A$130m in equity will need to be raised at spot 

prices. However, this is open to interpretation and will greatly depend on how share 

price performs nearer the time and what financing arrangements are put in place 

(offtake or strategic partner, leasing, etc). 

Following the A$10m placement from EMR Capital in April 2013 (at $0.30/sh), Highfield 

has around A$5m in cash and no debt on the balance sheet (end March). We forecast 

around A$10-15m raised in equity to complete the feasibility work at Javier and for 

further exploration/feasibility work at the other projects. We forecast potentially around 

A$70m cash and no debt at the end of 2019, although this is an unlikely scenario given 

the project pipeline.  

We have assumed dividends starting in FY17 at a 30% payout ratio. This equates to a 

yield of around 5%. 

Spanish Asset Acquisition - Upcoming Dilution 

In October 2012, Highfield acquired the three Spanish projects for the following 

amounts: 

(a) 50m ordinary shares as consideration for 100% of the Project (completed) 

(b) 100m performance shares to be converted to ordinary shares upon the successful 

completion of two project related milestones (50m shares per milestone): 

1. Delineation of JORC Indicated Resources of: 

 150Mt potash grading at or above 13% K2O, or 

 125Mt potash grading at or above 14% K2O, or 

 100Mt potash grading at or above 15% K2O, or 

 75Mt potash grading at or above 17% K2O, or 

 50Mt potash grading at or above 20% K2O. 

2. Receipt of all relevant approval to construct and operate a 500ktpa mine. 

In our model, we have assumed these additional shares will be issued in H1 CY2015, 

as the Javier project feasibility is completed and the project moves to financing and 

construction. 
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Figure 20. Model summary 

 
Source: Highfield Resources, Numis Securities Research Department 

Highfield Resources Ticker HFR.AX Market Capitalisation A$71.82 Financial Year End June

BUY Current Share Price A$0.53 Enterprise Value (EV) A$65.98 Reporting Currency A$

A$2.40 Implied Return 353% Net Cash (Debt) A$5.25 Shares in Issue 136m

Valuation Key Metrics 2013 2014F 2015F 2016F 2017F

Net Asset Value Disc Rate NAV (%) $m *$/sh *A$/sh EPS  ($/sh) (0.03) (0.03) (0.02) (0.06) 0.09

Javier (25% risk-weighted) 10% 77% 1,079 1.67 1.86 EPS Growth -238.5% 14.9% 11.0% -166.3% 245.1%

Pintano (75% risk weighted) 10% 21% 298 0.46 0.51 P/E n.m n.m n.m n.m 6.1x

Sierra del Perdon (75% risk weighted) 10% 8% 116 0.18 0.20 CFPS ($/sh) (0.01) (0.00) (0.02) (0.06) 0.10

Sub-total 1,494 2.31 2.57 P/CFPS n.m n.m n.m n.m 5.5x

Cash & Equivalents 0% 5 0.01 0.01 FCFPS ($/sh) (0.01) (0.01) (0.28) (0.23) (0.01)

Debt 0% 0 0.00 0.00 P/FCFPS n.m n.m n.m n.m n.m

Corporate G&A / Other (6%) (91) (0.14) (0.16) EV/EBITDA n.m n.m n.m n.m 0.7x

Total 1,408 2.18 A$2.42 Operating Margin 0% 0% 0% 0% 43%

Current NAV Multiple (Implied) 0.22x Dividend Per Share ($/sh) 0.00 0.00 0.00 0.00 0.03

Earnings Value $/sh A$/sh Dividend Yield 0.0% 0.0% 0.0% 0.0% 4.9%

EPS (1 year forward) 0.00 0.00 Return on Assets (ROA) -11% -8% -5% -12% 14%

Current P/E multiple (implied) 0.0x Return on Equity (ROE) -11% -8% -7% -31% 34%

Blended Valuation Target Multiple Weight Return on Capital Employed (ROCE) -11% -8% -5% -10% 23%

NAV valuation 1.00x 100% A$2.42 Interest Cover n.m n.m n.m n.m -0.1x

Earnings valuation 0.0x 0% A$0.00 Gearing (Debt/Equity) 0% 0% 30% 159% 134%

VALUATION A$2.42 Shares Outstanding (m) 119 286 646 646 646

Sensitivity Analysis NAV (A$/sh) 17F EPS 17F CFPS Income Statement 2013 2014F 2015F 2016F 2017F

Base case potash price forecast 2.42 0.09 0.10 Revenue 0 0 0 0 209

Base case +10% 2.81 0.11 0.12 Cost of Sales 0 0 0 0 (71)

Base case -10% 2.11 0.07 0.07 G&A (4) (3) (5) (5) (15)

Flat potash price (at spot $290/t) 2.30 0.05 0.06 Exploration 0 (1) (7) (27) (27)

News Catalysts (CY) H1 '14 H2 '14 2015 2016 Other 0 0 0 0 0

Javier resource update (M&I) EBITDA (3) (4) (12) (32) 96

Javier PFS DD&A 0 0 0 0 (6)

Javier DFS EBIT  (3) (4) (12) (32) 90

Sierra del Perdon resource update (M&I) Net Interest Expense 0 0 0 (6) (10)

Sierra del Perdon Scoping Study PBT (3) (4) (12) (38) 80

Pintano resource update Non-Recurring Items/Other 0 0 0 0 0

Javier begins production Taxes/Recovery 0 0 0 0 (24)

Reserves & Resources (attributable) Tonnage Grade % Potash EV/t Net Profit (Loss) - attributable (3) (4) (12) (38) 56

Reserves (P&P) Mt KCl 0 0.0 0.0 0.00 Minority Interest 0 0 0 0 0

Resources (M&I) Mt KCl 157 18.0 28.3 2.33 Cashflow 2013 2014F 2015F 2016F 2017F

Resources (Total) Mt KCl 456 17.8 80.9 0.82 Cash Flow From Operations

Production & Cost 2015F 2016F 2017F 2018F Net Profit (Loss) (3) (4) (12) (38) 56

Potash Production (KCl, MOP) 000t 0 0 430 749 DD&A 0 0 0 0 6

Salt Production (NaCl) 000t 0 0 258 493 Non Recurring/Other 2 2 (0) 0 0

Potash Eq. Production 000t 0 0 468 909 Working Cap. Changes 0 1 0 0 0

EV/oz Production (attributable) $/t 0 0 153 88 (1) (1) (12) (38) 62

Total Cash Cost (co-product basis) $/t 0 0 133 137 Cash Flow From Investing

Capital Expenditure (0) (0) (167) (111) (69)

Acquis./Investments (1) (7) (3) 0 0

(1) (8) (169) (111) (69)

Cash Flow From Financing

Equity Issues (Net of Costs) 5 18 130 0 0

Net Borrowings 0 0 50 150 20

Dividends Paid & Other 0 0 0 0 (17)

5 18 180 150 3

Net Change in Cash 3 10 (1) 0 (5)

Free Cash Flow (2) (2) (178) (150) (8)

Cash at End of Year 6 16 15 15 11

Balance Sheet 2013 2014F 2015F 2016F 2017F

Cash & Equivalents 6 16 15 15 11

Total Current Assets 6 16 15 15 11

PP&E & Mining Interests 0 5 174 285 349

Deferred taxation 0 0 0 0 0

Other 24 26 26 26 26

Total Assets 31 47 215 327 386

Assumptions (Real) 2013 2014F 2015F 2016F LT Short Term Debt 0 0 0 0 0

Potash Price (KCl, MOP - $/t) 379 327 350 344 300 Current Liabilities 0 1 1 1 1

Salt Price (NaCl, $/t) 50 50 50 50 50 Long Term Debt 0 0 50 200 220

Exchange Rate (A$:US$) 0.97 0.90 0.90 0.90 0.90 Other Long Term Liabilities 0 0 (0) 0 0

Total Liabilities 0 1 51 201 221

Shareholder Equity 30 46 164 126 165

Total Liab. & S/Holder Equity 31 47 215 327 386

Net Debt (6) (16) 35 185 209

* post-financing basis Working Capital 6 14 14 14 10
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Appendix 1: Highfield Snapshot 

Highfield Resources is an ASX-listed junior potash exploration and development 

company focused in Spain. Its assets comprise the Javier, Sierra del Perdón and 

Pintano projects which are undergoing resource definition and pre-feasibility work. The 

company’s corporate strategy is to become low cost potash producer that can utilise 

low-cost entry, plus strong local infrastructure and expertise to fast track development. 

Highfield has recent beginnings, being originally incorporated to explore for potash in 

Western Australia. It floated on the ASX in February 2012 and in June 2012 acquired 

the Spanish projects, changing the company focus. On a fully diluted basis, Directors 

and Management own 26% of the company and EMR Capital owns 15% (currently 

28%). 

Table 7. Board & Management 

Derek Carter Non-Exec Chairman Geologist with 40 years’ experience, inc. 20 years in management of ASX-listed companies. Former President of the 

South Australian Chamber of Mines & Energy and Director of the Australian Gold Council. Founder and MD of 

Minotaur. Current Director of Petratherm, Mithril and Blackthorn Resources. 

Anthony Hall MD Qualified lawyer with 20 years’ commercial experience in venture capital, risk management, strategy and business 

development. Former Head of Strategy and Business Development of Lend Lease Solar 

Pedro Rodriguez Development Director Geologist with 30 years’ experience in mining services in Spain. Formerly with Billiton, Navan-Almagrera, Newmont, 

Ormonde, Heemskirk.  

Owen Hegarty Non-Exec Director Over 40 years’ experience in mining, including 25 years with Rio Tinto (MD Asian and Group MD Copper and Gold 

Australia) and founder of Oxiana. Chairman of EMR Capital and Director of Fortesque and the AusIMM. 

Richard Crookes Non-Exec Director Geologist with 25 years’ experience. Investment Director at EMR Capital. Former Chief Geologist of Ernest Henry and 

Exec Director of Macquarie Bank’s Metals Energy Capital Division. 

Scott Funston Non-Exec Director Chartered accountant with 10 years’ experience in mining and accounting. Also Director of Avanco, Lindian, 

Waterberg Coal and Castillo Copper.  

John Claverley General Manager Engineer with 30 years’ experience in construction and infrastructure projects in Europe, inc. 20 years in Spain. 

Gonzola Mayoral Spanish Director Mining Mining engineer with over 15 years’ experience in Spanish construction and infrastructure projects. Previously 

General Manager of a large Spanish construction and geotechnical consultancy. 

Source: Highfield Resources 
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Appendix 2: Asset Pipeline of Growth 

Highfield has a 100% interest in three potash projects in northern Spain, within 35km 

from Pamplona: Javier, Sierra del Perdón and Pintano. The licences cover an area of 

around 300km² and are located in the Ebro Basin, which has a long history of potash 

and salt mining. The basin has geologically thick sequences of evaporates that have 

been exposed to relatively shallow depths by faulting and folding. 

Figure 15. Project Location 

 

Source: Highfield Resources 

Potash mining in the Ebro Basin occurs in the Navarra and Catalonia sub-basins. 

Highfield’s projects are located in the Navarra sub-basin, which includes the historic 

Sierra del Perdón mine. ICL Fertilizers’ Iberpotash currently operates two mines in 

Catalonia, producing 1Mtpa. 

Highfield has engaged a number of reputable international consultants to carry out 

resource definition and feasibility work, including Agapito Associates, IDOM, Wardell 

Armstrong and AMP. 

Competitive Advantages 

Highfield’s projects benefit from a number of geographic and competitive advantages: 

1. Infrastructure – access to grid power, gas and water. Large, skilled labour force. 

2. Access & Transport – Easily accessible with projects being close to major 

highways and rail. An industrial port is within 150km. 

3. Markets – Close to European and North African markets where demand currently 

outstrips supply. 

4. By-products – Able to produce salt (NaCl) which has a local market which is 

reported to be in deficit. 

5. No native title – Existing land is predominantly marginal farm land used for low 

value crops. Unlikely to be an issue for mine development. 

6. Safe country – Spain is a developed country with a supportive and well defined 

mine permitting process; no royalties and reasonable tax rates. 

  

Metals & Mining
22 May 2014

http://www.highfieldresources.com.au/images/OverviewMapNovember13FullSize.jpg


17

Registered No 2285918. Authorised and Regulated by The Financial Conduct Authority. A Member of the London Stock Exchange

 

 

Transport: Favourable 

In 2013, Highfield received encouraging initial results from a transport study prepared by 

the Spanish-domiciled global consulting firm IDOM. The study was commissioned to 

determine the best options to transport finished product from potential operations, 

considering 11 rail and road options. For 3Mtpa of finished product, the study highlighted: 

1. Likely transport solution 50km via road from Javier/Pintano to an existing freight 

terminal at Noain; then 255km of rail to Port of Bilbao. 

2. Estimated capex of EUR17m for expansion of existing logistic hub or new logistics 

facility (EUR3m) an upgrading of road networks (EUR14m). 

3. Capex per tonne of finished product - EUR5.67/t 

4. Average opex over 20 years of EUR18.83/t port ($25/t), including NPV of upfront 

capex. 

Figure 15. Infrastructure & Transport 

 
Source: Highfield Resources 

 

Table 8. Asset Summary 

Project Javier Pintano Sierra del Perdón 

Ownership 100% 100% 100% 

Stage Pre-Feasibility Exploration Exploration 

Resources 269Mt 187Mt - 

Geology 4x sylvinite + halite 4x sylvinite + halite sylvinite + carnallite 

Seam Thickness 60m (15-120m) 60m (10-180m) 60m (10-180m) 

Depths 290-750m 500-1,500m 250-1,200m 

Start up 2016 2017/18 2018/19 

Mine life +20 years - - 

Mining method underground underground underground 

Processing  flotation flotation flotation 

Tonnage 4.7Mtpa 4.7Mtpa 2Mtpa 

Grade 18% KCl (11.3% K2O) 18% KCl (11.2% K2O) 21% KCl (14.5% K2O) 

Recovery 85% 85% 85% 

Production 860kta KCl, 0.5Mtpa NaCl 860ktpa KCl, 0.5Mtpa NaCl 340ktpa KCl, 0.2Mtpa NaCl 

(+/- MgCl) 

Cash costs $138/t KCl $142/t KCl $130/t KCl 

Capex $308m $250m $200m 

Source: Highfield Resources, Numis Securities Research Department 
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Javier: The Early Producer 

The Javier project is expected to be the first project to production. While perhaps not the 

best geologically in terms of grade, it has the most developed infrastructure and 

shallowest depth, meaning capital constraints are less and development timelines 

shorter. 

Figure 17. Javier Project Area 

 
Source: Highfield Resources 

The Javier project comprises four 100% owned licences with a total area of around 

97km²: Goyo, Fronterizo and Muga, with a fourth (Vipasca) under application, expected 

to be received later this year. The licences are valid for three years but renewable or 

can be converted to a mining permit. 

Javier is hosted within the Javier-Pintano evaporate, covering an area of 5km by 4km. It 

is a shallow deposit, with depths of less than 300m to the top of the potash 

mineralisation (average 290-750m). Geologically, the deposit has four sylvinite beds 

interbedded with halite and thick halite above and below (P0, PAB, P1 & P2). The salt 

layer is typically 15-120m thick, averaging 60m. 

Resource likely to be upgraded 

In May 2013, Agapito issued an updated JORC resource of 270Mt grading 11.2% K2O 

(17.8% KCl) for 48Mt contained KCl. This included 157Mt in Measured & Indicated 

resources and a high grade resource of 155Mt grading 12.9% K20 (21.5% KCl) for 17Mt 

KCl (PAB and P2 only), which was utilised for the PFS. This was based on 8 holes 

drilled by Highfield and historic drilling. The resource was based on an 8% K2O cut-off 

grade and minimum 1.5m bed thickness. It was reduced by 15% to allow for geological 

uncertainty. There is minimal carnallite and there are no aquifers encountered, which 

removes mining and processing issues. Bed thickness of the higher grade resource 

range in height from 1.8-3m, which is relatively thick compared to a lot of peer projects. 

We believe significant potential to increase resources in unexplored areas of the project. 

Recent exploration drilling hit a 4.5m thick potash seam over 1.5kms from nearest drill 
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hole at a shallow depth of less than 300m. Only one hole so still early days but appears 

to indicate that the deposit extends well into south-eastern area with seismic data 

suggesting continuity with previous holes over a 5km strike extent. This could form an 

initial mining target due to the shallow depth and reasonable thickness. We fully expect 

to see the resource upgraded and expanded with more work. 

Conventional operation 

Mining will be by underground room-and-pillar methods (1.5-4m height), accessed by a 

2.1km decline. Hanging wall and footwall halite should produce good competency for 

mining. The PFS assumes a conservative extraction ratio of 60% (51% including 

geological uncertainty), which we expect to be improved upon. 

Processing will be by conventional flotation utilising a 600tph plant (peak capacity 

690tph), which will ramp up over 18 months from an initial 300tph. Assuming 90% 

utilisation of peak capacity, 4.73Mtpa of ore is expected to be processed (grading 12.9% 

K2O or 21.5% KCl). Preliminary testwork estimate a recovery rate of 85%, although we 

expect this to be improved upon, producing a normal K60 MOP product. Highfield 

intends to produce 50% standard product (NW Europe markets) and 50% granular (for 

the Brazilian markets). The PFS did not include any halite/salt production, although we 

expect to see this in the DFS. 

Highfield expects the majority of energy requirements to come from the national grid, 

with natural gas used for product drying. These and available water sources are within 

10km of the project. Product to Brazil is expected to be transported by road (7km from 

national highway) and rail to the Port of Bilbao. Road is expected to be used to transport 

to NW Europe. 

Highfield has identified a number of proposed plant sites. Tailings are expected to be 

back-filled into the mine after the first year of production. 

Numbers look good 

The PFS outlined production of 860ktpa KCl at a C1 cost of $122/t (All-in Sustaining 

Cost of $145/t including corporate G&A and sustaining capex). Capex is estimated at 

$308m, with $250m pre-production. Both opex and capex include a conservative 20% 

contingency. Importantly, 95% of costs are supported by Spanish contractor pricing and 

80% of capex has been peer reviewed by well-known contractor IDOM, so the numbers 

look pretty solid. 

We assume a marketing fee of 5% in our received price. 

We have modelled Javier in line with the PFS, assuming 860ktpa KCl plus 0.5Mtpa 

NaCl (potential to be up 1.5Mtpa NaCl) at a C1 cost of $138/t. With these parameters, 

we produce an NPV (10%) of $1.4bn and IRR of 49%. This compares to Highfield's NPV 

(10%) of $1.06bn and IRR or 48% (at $350-400/t KCl real, excluding salt production) 

Timeline looks tight 

Highfield expects to complete the DFS by Q4 2014, receive environmental approval and 

construction permits in Q1 2015 and start production in mid-2016. We believe that 

Highfield’s compressed timeline looks ambitious and conservatively assume production 

starting in Q4 2016. 
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Sierra del Perdón: Historic Brownfield Site 

The Sierra del Perdón project hosts two historic mines that produced around 9Mt of 

potash over 25 years. The project area comprises six mining zones, four of which were 

mined between 1972-1997 at 360ktpa by Potasas de Subiza and Potasa de Navarra. 

Mining ceased when the potash price fell to around $110/t. 

Figure 18. Sierra del Perdón Production History 

 
Source: Highfield Resources 

Highfield owns two licences that cover the old mine areas and some underexplored 

areas that are thought to be the extension of the deposit. The deposit is 12km long by 

7km wide, with licence covering an area of 150km². The salt layer ranges from 10-180m 

thick, averaging around 60m. Depth to mineralisation ranges from 250m in the east to 

1,200m in the west. The average grade of the sylvinite seam mined was around 14% 

K2O (22% KCl). Geologically, there is halite in the hanging wall followed by a thick seam 

of carnallite interbedded with sylvinite, followed by a halite interbed, sylvinite and halite 

in the footwall. Around 37Mt of sylvinite and 5Mt of carnallite were extracted historically. 

Highfield has the option of solution mining remnant mineralisation from old mine 

workings or, more likely, underground mining of untouched sylvinite mineralisation. 

Our base case conceptual model for Sierra del Perdón assumes a 2Mtpa underground 

operation with a 15-year mine life, grading 14.5% K2O (21% KCl head grade), to 

produce 340ktpa KCl and 0.2Mtpa NaCl. We have assumed opex of $130/t KCl and 

capex of $275m. With these parameters, we produce an NPV (10%) of $466m and IRR 

of 29%.  

There is also the likelihood of magnesium chloride (MgCl) being produced from the 

carnalllite layer, although we have excluded this in our model, assuming MgCl is not 

recovered. 

In June 2013, Highfield commenced a six-hole confirmatory drilling programme to 

provide a JORC resource and for met testwork, via ALS Global and Wardell Armstrong. 

Initial drilling results from the first four holes have been positive, showing strong 

correlation to historic data, and confirming the presence of potash mineralisation, up to 

widths of 20m. Intersections from the first hole included 7.5m grading 14.9% K2O 

(23.6% KCl) and 1.5m grading 20.2% K2O (32% KCl), from a depth of around 400m. 

Highfield expects to produce a JORC M&I resource estimate in Q2/Q3, as well as a 

scoping study. We conservatively forecast production starting in 2017/18.  
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Pintano: Potential Big Winner 

Pintano is the least advanced project, but probably has the potential to be the biggest 

producing asset in Highfield’s portfolio, in our view. The project is adjacent to and 

marginally deeper than Javier, with apparent higher grades and significant potential to 

the east. The project consists of two licences covering an area of 20km long and 5km 

wide, totalling 125km².  

Depths to the top of potash mineralisation ranges from 500-1,500m. Salt layers are 

around 10-180m thick, averaging around 60m. As with Javier, historic drilling intersected 

mineralisation with some zones over 40% KCl, predominantly from sylvinite. The initial 

resource is 187Mt grading 11.2% K2O for 33Mt KCl. North Rim outlined an initial 

exploration target of 306-338Mt grading 9.1-14.1% K2O for 28-48Mt K2O (44-76Mt KCl) 

from the smaller permits, so we expect to see resources grow.  

Figure 19. Pintano Project Upside 

 
Source: Highfield Resources 

There are likely to be a number of advantages in sharing infrastructure with Javier. 

Highfield believes the project is very scalable and that the eventual size of the operation 

is likely to be dependent on the financing and development options, particularly if some 

kind of strategic partner is involved. There are two transport options that Highfield could 

consider, involving trucking product to a freight terminal or extending the rail by 44km to 

the processing plant if a larger operation is envisaged.  

In our model, our base case assumes a similar operation to Javier - 4.7Mtpa 

underground operation with a 15 year mine life, grading 13% K2O (21.5% KCl), to 

produce 860ktpa KCl and 0.5Mtpa NaCl. We have assumed opex of $142/t KCl and 

capex of $250m, excluding the rail spur (which would give higher capex but lower opex). 

With these parameters, we produce an NPV (10%) of $1.2bn and IRR of 47%.  

Highfield has commenced an initial 8 hole drilling programme to confirm historic data. 

We expect a PFS in 2015, which is likely to mean a DFS in 2016 and production around 

2018/19, although subject to a good deal of work.  
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Appendix 3: Potash Markets 

Supply – Challenges Remain 

The global potash market is relatively small at around 55-60Mt KCl, with around 95% of 

supply used in agriculture as essential plant nutrient. The remaining 5% is consumed in 

a wide range of industrial uses. While only 12 countries produce potash, it is consumed 

by more than 180 countries globally, and as a result, approximately 75-80% of potash 

production moves across borders. Canada is the world’s largest potash exporter, 

accounting for about 40% of global trade. Potash supply is extremely concentrated with 

the top ten producers (via four marketing organisations) controlling 85% of global 

capacity; and two supply points (Canada and FSU) accounting for over two-thirds of 

world production.  

Figure 22. 2013 Global Potash Reserves (K2O basis)  Figure 23. 2013 Global Potash Production (K2O basis) 

  

 

 

 

Source: USGS  Source: USGS 

The two main marketing companies that supply potash are Cantopex (Canada) - 

comprising Agrium (AGU.T), Mosaic (MOC.US) and Potash Crop of Saskatchewan 

(POT.T); and the former Balarussian Potash Company (“BPC” – Russia and Belarus), 

comprising Balaruskali and Uralkali. Other producers include Vale, Rio Tinto, Intrepid, 

Kali & Salz (K+S), Migao, Sinofert, Arab Potash Company (APC) and BHP Billiton. 

Figure 24. Global Potash Suppliers 

 
Source:  IFA, K+S 
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We believe that supply data and long-term projections are generally overstated, for 

several reasons. First, collating the number of new potash projects and potential 

expansions in our opinion does not represent likely on-coming supply, as the timing of 

many projects and the ability of juniors to fund ambitious projects are often highly 

questionable. Also, nameplate capacity for new potash projects typically over-states 

actual operational capacity, which is often constrained by transportation or shipping 

nodes. Much like iron ore sector over the past decade, actual production continually fell 

short of forecasts as a result of financing, construction and ramping up delays. 

Figure 25. Global Potash Shipments (on a KCl basis) 

 
Source:  Mosaic 

As a result of continued growth in demand, there are almost 40 new proposed mines or 

capacity expansions that have been publically announced. However, for a variety of 

reasons, namely the size of capex, technical issues and the general lack of finance, we 

believe that very few of these projects, outside existing major potash producers, will 

actually be developed. Potash projects are typically very capital intensive: PotashCorp 

estimates that in Saskatchewan it costs C$4.2bn to bring a 2Mtpa greenfield potash 

mine and mill into production, taking a minimum seven-year lead. This figure does not 

include infrastructure outside the plant gates, including rail, road networks, utility 

systems, port facilities and potential fees to purchase reserves, which it believes could 

increase capex to in-excess of C$6bn. Even major mining houses face challenges, with 

the suspension of Vale’s Rio Colorado in Argentina, major delays at EuroChem’s 

Russian project, and despite $2.6bn pledged spend over the next four years, there is 

still some scepticism over the development of BHPB’s Jansen project in Canada. 

In an industry dominated by high capex and deep resources, there is a unique opportunity 

for Highfield to develop a number of shallow low cost operations, as evidenced by the 

development of similarly shallow potash deposits in Laos recently. Initially small in scale, 

their development has no connection with the potash majors, financed primarily by small 

local companies and Chinese interests. Although of inferior quality, a number of large 

projects are in the planning process, meaning that theoretically the country could be 

producing 5Mt MOP by 2018, exceeding 8Mtpa by 2025. 

Demand Driver 1: Increasing Population 

Between 1998-2008 global potash demand grew at a CAGR of 2.8%, and is forecast to 

average 3.3% pa (CAGR) through to 2020. One of the critical reasons why consumption 

growth rates are so consistent is that the world’s population is steadily growing, 

currently estimated at around 7.1bn people, with an additional 79m (births minus 

deaths) added annually. According to the UN, the global population is forecast to 

plateau at 9.2bn around 2080, before beginning to decline gradually. Despite the 

relatively modest annual increase, many experts predict that global food demand for a 

variety of reasons will double over the next 50 years.  
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Demand Driver 2: Decreasing Arable Land  

In the face of an increasing population, current crop yields will have to be maintained, 

even in the face of major shocks, with approximately half of the world’s useable land 

already under pastoral or intensive agriculture. Due to urbanisation, industrial and 

infrastructure development, arable land availability in many developing nations is 

actually declining (see below). However, crop growth is being achieved despite 

increasing population and protein in-take. 

Figure 26. Hectares of Arable Land per Person 

 
Source:  FAO 2013 

As an example, despite its population increasing by 500m over the past 30 years, India 

which once faced chronic food shortages now retains substantial grain reserves. 

Indonesia, formerly the world’s leading rice importer, is now not only self-sufficient but is 

also a major exporter. However, to maintain this level of output, let alone increasing it is 

a major challenge, as yields have been largely stagnant for the past two decades in rice 

producing regions of Japan, Korea and China, where farmers were early adopters of the 

“Green Revolution”. 

Figure 27. Rising Production Profile of Potash Intensive 

crops - Rice 

 Figure 28. Rising Production Profile of Potash Intensive 

crops – Palm Oil 

  

 

 

 

Source:  FAO, USDA, Potash 2013  Source:  FAO, USDA, Potash 2013 
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The “Green Revolution” describes the development of high-yield cereal crops, the 

expansion of irrigation infrastructure, and application of pesticides and fertilisers, 

critically, potash, nitrogen and phosphorus. The net result was that the price of corn, rice 

and other staples became 75% lower in real-terms by the middle of the 1980s than they 

were in the 1950s. Furthermore, prices stayed at those levels over the past several 

decades, largely achieved without the expansion of farmland and/or pasture. Currently, 

cereals account for more than half of the world’s food consumption (if grain to livestock 

is included) with yields averaging three tonnes per hectare, approximately double that of 

the 1960s. Unsurprisingly, the largest markets for potash are China (20%), Brazil (16%), 

the USA (15%) and India (14%) with the largest consumption by crop being grains, fruit 

and vegetables, oil seeds and cotton, in that order. 

Figure 29. Global Potash Consumption Growth (CGAR between 2001-2011) 

 
Source:  PotashCorp 2013, Numis Securities Research Department 

Although since moderated, Chinese and Indian potash demand between 1993-2008 has 

collectively averaged 8% (CGAR). Because of climatic conditions Brazilian soils are 

naturally deficient in potassium and Brazil thus has to import 90% of its needs for the 

continued production of sugar cane, soybeans, rice and corn. Brazil is also the world’s 

second largest beef exporter, much of it reliant on industrial-scale feed-lots, which in 

turn is based on grains reliant on regular potash application. 
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Demand Driver 3: Rise of the Middle Class & Dietary Changes 

This sudden increase in agricultural demand, however, cannot just be attributed to 

increasing population pressures. In emerging countries, economic growth results in the 

rise of a new middle class. A change of diet is among the first change that takes place 

when the standard of living increases. People switch from staple foods such as rice or 

wheat to higher quantities of animal protein, more fruit and vegetables. One important 

reason why food demand continues to grow is in large part, due to general improvement 

in living standards. It has been noted that as a country develops, there is a strong 

correlation between rising incomes and increased protein consumption per capita. 

Figure 30. Urban-Rural split in China 

 
Source:  National Bureau of Statistics, China 2011, UN 2030, Numis Securities Research Department 

Forecasts suggest that the middle classes from China and India by 2030 will account for 

approximately 45% of the global total. However, there is a fundamental difference 

between the two markets: even most economic advanced Indians for most part remain 

vegetarian, although this is slowly changing; whereas in China there has been a 

dramatic dietary change in habits. For example, in the period that average household 

incomes increased by 50%, protein consumption increased by 130%. Overall, meat 

consumption in China has increased 600% over the past 30 years. 

Figure 31. Chinese per Capita Food Consumption Urban-Rural Split 

 
Source:  UN, USDA, PotashCorp 2013 

Higher demand for meat requires additional feed grains. To produce one kilo of chicken, 

pork or beef, requires two, four and seven kilos of grain, respectively. Rather than 

replacing staple grains, it has been found that middle-classes typically augment them 

with more protein. It is clear therefore that the challenge of feeding the world depends in 

large part, not only the consumption of animal protein, but what type? 
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Figure 32. Regional increase in Potash consumption 

(2011-15F), E. Asia, (i.e. China) the largest contributor 

 Figure 33. Potash use by Crop, with the largest consumer 

being grains, partially driven by the feed-lot industry 

  

 

 
Source:  FAO, 2011  Source:  World Bank, IFA 2011 

While pork and poultry remain China's meats of choice, beef consumption is growing 

rapidly as Korean barbecue joints, hot-pot restaurants, and burger chains establish 

across the country. China currently only allows beef imports from Australia, New 

Zealand, Argentina, Uruguay and Costa Rica. Recently, it added a number of Canadian 

firms to its list of approved exporters, as well as signing a framework deal with India to 

import buffalo meat. To meet this rising protein demand, China is also establishing large 

industrial pork and chicken farms, which has meant that it imported 3Mt of corn in 

2011/12 (+200% y-o-y), with soybean imports rising 300% over the past decade. More 

than 45% of potash consumed in the United States is applied to growing corn, much of it 

directed toward biofuel production. In China, the cultivation of fruit and vegetables 

consumes 50% of their potash consumption, with rice taking a further 28%. In Brazil, 

almost 75% of the potash is used to produce soybean, sugar cane and corn; in Malaysia 

and Indonesia, 70% of it is directed toward palm oil cultivation. 

Demand Driver 4: Biofuels for the Future? 

Although not yet a major demand factor, the other major area that we believe potash 

demand could be increasingly important is in the production of biofuels. Global biofuel 

production has risen substantially in recent years, driven primarily by US (corn-based) 

and Brazilian (sugarcane-based) ethanol production - both of which utilise potash. It was 

also partially responsible for the dramatic rise in potash (as well as other fertilisers) 

prices throughout 2008. Since then, public support for biofuels as a potential energy 

source has waned, especially within the European Union, where many proponents are 

questioning the impact on food prices, especially among poorer developing nations. A 

potential sea-change to envelop the biofuel industry is based on cellulosic ethanol, 

utilising the whole plant, rather than food crops. Meaning that if/when implemented, it 

could become a major driver of demand for potash. 
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Prices: Bottoming out? 

Potash prices appear to have bottomed out and are expected to rebound from lows last 

year, following the fallout of Uralkali from the BPC oligopoly. Through Q1 2014, there 

appeared to be good availability of standard grade MOP, which has kept a lid on prices 

and driven it down below the $300/t mark to $287/t. However, prices were expected to 

bounce globally as the market tightens due to a combination of extreme weather 

conditions in Canada, labour disruptions at ICL and the upcoming Indian contract 

settlement. However, we have yet to see a sustainable price response. 

Figure 33. Potash Prices (Standard grade, FOB Vancouver Spot) 

 
Source: Bloomberg 

In Q1 comments, producers have cited India and China contracts as signs of the 

bottom. Lower prices have outweighed rising volumes as median EPS fell 47% across 

potash companies in Q1. March North American inventories fell to 2.9Mt, the second 

consecutive drop. We expect potash prices to rebound through the course of this year, 

with upward price momentum, increased demand (55-60Mt vs 53-54Mt in 2013), plus 

low inventory levels. 

Long Term Strong 

Over the medium to long-term, we believe potash to be an excellent investment with 

strong fundamentals in a strained fertiliser market, where supply is struggling to keep up 

with demand growth of 3-5% pa. Demand drivers include increasing population, 

decreasing arable land, dietary changes and biofuels. Despite some ongoing 

uncertainty over BPC, we forecast prices remaining buoyant over the short to medium 

term at c.$300-400/t KCl. 

We maintain our conservative long-term price of $300/t from 2020, based on the 

marginal cost of production. We note, however, that this includes little in the way of 

project incentivisation price and, given the high cost barrier of entry (capital intensity of 

c.$930/t KCl), one could easily argue that to meet an increasing supply-demand gap a 

higher price in the order of $400-500/t is easily justifiable. 

Table 9. Numis Potash Price Forecasts 

Assumptions (Real) 2013 2014F 2015F 2016F 2017F 2018F 2019F 2020F LT 

Potash Price (KCl, $/t) 379 327 350 344 335 325 315 306 300 

Source: Numis Securities Research Department 
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Risks 

 Commodity prices: The future price realisable for the company's product will have 

a significant effect on the future profitability of the company. Some companies will 

use hedging to mitigate some of this risk, although most prefer to retain full upside 

exposure to the underlying commodity. Some companies have diversified 

production from a number of metals, which helps to mitigate the risk of a price 

decline in any one commodity. A downturn in commodity prices may lead to lower 

investment in the industry, which may impact on a company’s earnings and/or 

growth potential. 

 Costs: Cost inflation above our assumptions could have a greater than anticipated 

impact on group earnings. The cost of raw materials, power and labour are often 

dependent on factors outside the company’s control. Mining costs are highly 

dependent on factors such as rock strength and characteristics, as well as the 

mining method. 

 Production & construction: All mines have risk of disruption to production due to 

unforeseen issues regarding health and safety, geology and engineering. Risks to 

production forecasts can come from delays in the commissioning process for a new 

project. There are risks to production from the application of new technology that 

may not perform within the design criteria. 

 Political & logistics: Mining companies operate globally and often in areas of high 

political risk. Changes to the government and/or legislation may impact production 

and/or earnings in future years. The supply of materials, plant, equipment and 

personnel may be affected by local issues beyond the company’s control. Some 

countries may be more challenging in this respect than others. 

 Personnel: The success of an operation and/or company often depends on key 

management and/or highly skilled operations staff, who may be in short supply 

and/or leave the employ of the company. This may impact operations and/or future 

growth prospects. Management expertise may also become stretched if the 

company attempts to grow too rapidly. 

 Geological: Reserve and resource estimates are subject to statistical uncertainty, 

and as such carry a risk that earnings could be significantly affected by unexpected 

changes in throughput, grade and cost. 

 Financing: Mining is often highly capital intensive. There is often a risk, especially 

with a development company, that the necessary debt and/or equity funding may 

not be available, or may be detrimental to the project economics. 

 Permitting: Significant delays to the permitting processes could have a material 

impact on development projects. 

 Environmental: Mining carries a risk of damage to the environment and 

consequent risk of litigation.  

 Currency & inflation: Variations in the local exchange rate versus the currency in 

which revenues are paid (usually US Dollars) can impact earnings significantly. This 

has been a particular problem with South African based operations in recent years. 
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are a reliable indicator of future results. Numis accepts no fiduciary duties to the reader of
this research report and in communicating it Numis is not acting in a fiduciary capacity.
Neither Numis nor any of its directors, officers, employees or agents shall have any liability,
howsoever arising, for any error, inaccuracy or incompleteness of fact or opinion in it or lack
of care in its preparation or publication except where such is caused by its gross negligence,
wilful default or fraud; nor shall it exclude or restrict any liability it has under the regulatory
system to the extent that to do so is impermissible under the law relating to financial
services.

All statements and opinions are made as of the date on the face of this document and are
not held out as applicable thereafter. Research will carry the date of publication or, on
research printed overnight, the date on which it was sent to the printers. Where a price is
quoted in research it will generally, in the absence of contrary words, be the latest
practicable price prior to distribution or, in the case of research printed overnight, the closing
price at the close of business. Unless otherwise stated, prices in this research report are
derived from quotations on the London Stock Exchange.

A list of significant items which could create a conflict of interest and other material interests
in relation to research, together with Numis’s policy for managing such conflicts of interest, is
set out on the Numis website (www.numis.com/x/regulatory.html ).

Numis or one or more of its associates or a director or an employee of Numis or of an
associate may from time to time have a position, or may have undertaken or may undertake
an own-account transaction, in a security referred to in this document or in a related security.
Such a position or such a transaction may relate to the market making activities of Numis or
to other activities of Numis.

Numis or one or more of its associates may from time to time have a broking, advisory or
other relationship with a company which is the subject of or referred to in this research,
including acting as that company’s official or sponsoring broker and providing corporate
finance or other financial services. It is the policy of Numis to seek to act as corporate
adviser or broker to many of the companies which are covered by the Research Department.
Accordingly companies covered in any research may be the subject of marketing initiatives
by the Corporate Finance Department.

A company covered in this research may have paid for an analyst’s reasonable expenses to
visit their premises or offered modest hospitality or entertainment; further details are
available on request.

Printed research will identify material sources; electronic research reports are normally
based on company announcements made through the Regulatory Information Service. In
those cases (but not otherwise) where the subject company has seen a draft of the research
report and has suggested factual amendments which are incorporated by the researcher,
this will be noted on the research. This applies normally only to printed pieces.

In printed research the risk warnings (if any) attaching to a particular company will be set out;
in electronic pieces there is a cross-reference to the archive of research on the Numis
website where, under the appropriate company name, details of such matters can be
viewed.

The archive of research (available to all clients who normally receive Numis research) is
available on the Numis website (www.numis.com/x/Mainresearch.html ).

Numis accepts no responsibility whatever for any failure by a person resident outside the
United Kingdom to observe the foregoing. No part of the content of any research material
may be copied, forwarded or duplicated in any form or by any means without the prior
consent of Numis and Numis accepts no liability whatsoever for the actions of third parties in
this respect.

The following disclosures are addressed to non-US and US-based
recipients.

With effect from 19 October 2010 Numis research is being produced in accordance with
COBS 12.3 as Non-Independent Research.

Valuation and Risks
For details relating to valuation and risks in printed research, please refer to the company
comment contained herein. In electronic pieces of research please refer to the relevant
company section of the Numis website http://www.numis.com/x/us/research.html

Ratings Key
In making a recommendation the analyst should compare his target price with the actual
share price and then make a recommendation derived from the percentage thus calculated.:

As from 14 February 2005, the formula is:

Buy > +20%

Add > +10% to +19.99%

Hold 0% to +/-9.99%

Reduce -10% to -19.99%

Sell > -20%

With effect from 9 February 2010 upon the initial establishment of a recommendation and
target price for a company, an additional 10 % deviation in the price from the default bands
set out above is permitted before the recommendation has to be changed in subsequently
published research documents.

Distribution of Ratings

US Requirement
01/04/2013 - 31/03/2014

UK Requirement
01/01/2014 - 31/03/2014

All
Securities

Corporate
Clients

All
Securities

Corporate
Clients

Buy 31.3% 56.9% 35.2% 62.5%
Add 29.1% 31.0% 28.0% 25.0%
Hold 31.6% 12.1% 28.7% 12.5%
Reduce 5.1% 0.0% 4.3% 0.0%
Sell 2.8% 0.0% 3.8% 0.0%
Total 100% 100% 100% 100%

The above table shows the split of
recommendations based on the
last recommendation for each
research stock during the last four
calendar quarters.

The above table shows the split of
recommendations based on all
recommendations during the last
calendar quarter for all securities
and within each category the
proportion of issuers to which
Numis supplied material banking
services.

For the split of recommendations by sector for the period from 1 Jan 2012 to 31 Dec 2012,
please contact the Research Department of Numis Securities Ltd.

The following graphs display the three year recommendation, target price and share price
history for the subject corporation(s) of this research report. In those instances where the
subject corporation(s) have been traded on the London Stock Exchange or Alternative
Investment Market for less than three years, the graph will show the history since the date
the subject corporation(s) were admitted to trading. Prices in the graph(s) below are in pence
unless otherwise stated.
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