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Capital Summary 
Issued Capital: 200.5m ords 
 100.0m perf 
 21.0m opts 
Share Price (31/10/14) $0.62 
52 week low/high $0.325 / $0.79 
Market Capitalisation $124.3m 
Market Capitalisation (fully dil.) $210.7m 
Cash (est. 30/09/14) $29.5m 
Cash with opts. (est.) $49.5m 
Enterprise Value1 $94.8m 
Enterprise Value (fully dil.) $161.2m 
1 Enterprise Value = market cap. + debt – cash 

 
Directors & Key Management 
Derek Carter Non-executive Chairman 
Anthony Hall Managing Director 
Pedro Rodriguez Development Director 
Richard Crookes Non-executive Director 
Owen Hegarty Non-executive Director 

John Claverley General Manager 
Gonzalo Mayoral Director of Mining 
Donald Stephens Company Secretary 

 
Major Shareholders 
EMR Capital 65,000,000 32.4% 
Derek & Carlsa Carter 5,510,752 2.7% 
Pedro Rodriguez Fernandez 5,510,752 2.7% 
Raul Hidalgo Fernandez 5,510,752 2.7% 
Jose Manuel Prada Fernandez 5,510,752 2.7% 
Top 20 Shareholders hold 70.0%. 

 
Share Price Graph (A$) 

 

Our View 
The latest drilling on the Muga permit of the Muga-Vipasca Project (formerly 
the Javier Project) highlights the potential to commence mining in relatively 
shallow, high-grade potash mineralisation. This will further improve the 
economics of the proposed project which already benefits from its location, 
infrastructure advantages and global cost competitiveness. Our 12 month 
price target based purely on Muga-Vipasca is A$1.19/share (fully dil., 
50%-risked). Considerable upside would be generated by higher RoM feed 
grades (~A$0.06/share for every 1% increase in K2O over the first 4 years of 
processing). Furthermore, duel decline access offers the opportunity for an 
upscaled plant (ca. 6Mtpa) and increased production rates (~1Mtpa). We 
maintain our recommendation for Highfield as a Speculative Buy. 
 
Key Points 
• Highfield Resources Limited (ASX: HFR) is an advanced exploration company 

with near-term potash development projects in northern Spain. 
• Highfield has three 100%-owned projects located in the potash and halite 

producing Ebro Basin, near Pamplona. All projects are located near existing 
infrastructure, including grid electricity, gas pipelines, water, highways, rail and 
an industrial port. 

• The Muga-Vipasca Project is the most advanced with a JORC Compliant Mineral 
Resource of 268Mt @ 11.2% K2O (17.8% KCl). A resource upgrade is imminent. 

• The latest drilling results from the Muga Pl permit highlight the occurrence 
of shallow, high-grade sylvinite mineralisation. Assay highlights include: 

 2.1m @ 16.1% K2O (25.6% KCl) from 187.3m [J14-02] 
 12.9m @ 13.4% K2O (21.2% KCl) from 359.1m [J14-06] 

incl. 5.1m @ 16.3% K2O (25.9% KCl) from 361.5m 
incl. 2.4m @ 16.4% K2O (26.1% KCl) from 367.2m 

 5.1m @ 16.4% K2O (25.9% KCl) from 333.2m [J14-07] 
incl. 1.5m @ 22.9% K2O (47.3% KCl) from 336.8m 

• Relatively shallow mineralisation encountered in the Muga permit region has 
been identified by the Company as a potential site of initial mining. 

• The Muga-Vipasca Prefeasibility Study (“PFS”) highlighted the economics of 
developing the project. Subsequent studies have highlighted that potash could 
be extracted by conventional underground mining accessed via two, 
straight line declines. The ore is suitable for processing by conventional 
flotation. 

• The PFS assessed a 4.73Mtpa, 20 year mining operation producing 860ktpa 
of K60 muriate of potash (“MOP” or “KCl”). Capex has been estimated at 
€230.8m (US$307.8m). C3 Opex is estimated at US$162.48/t MOP. 

• Fertiliser markets are being targeted in Brazil and NW Europe. 
• Highfield has estimated a post-tax, unlevered NPV10 of US$1,061m with an 

IRR of 48.4%. 
• Mining Concession Application, including the Environmental Impact Assessment, 

to be lodged in Q4 CY14. Approval is estimated to take 6-9 months. 
• Muga-Vipasca Mineral Resource upgrade anticipated in Q4 Cy14. The DFS is 

now expected in late Q1 CY15. 
• TCL DCF modelling of Muga-Vipasca using mining and Capex estimates 

outlined in the PFS and our own more conservative estimates on potash prices 
and C3 Opex, generates a post-tax, unlevered, 50%-risked NPV10 of 
A$405.79m with an IRR of 43%. This equates to A$1.19/share (fully dil.). 
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Spanish Potash Projects 
In June 2012, Highfield announced the option to acquire a 
100% interest in potash projects located in northern Spain. 
The projects are proximal to the northern centre of Pamplona 
in the Provinces of Navarra and Aragon (Fig. 1). Highfield’s 
licences are situated within the Navarra sub-basin of the 
broader Ebro basin. The Ebro basin hosts numerous potash 
and salt deposits and prospects and has been mined for these 
products for several centuries. 
Highfield’s Spanish Potash Project consists of three 
distinct projects. The Sierra del Perdon Project includes the 
former Sierra del Perdon operating potash mine (Potasas de 
Navarra and Potasas de Subiza). The Muga-Vipasca (formerly 
Javier) and Pintano Projects are high-quality advanced 
exploration opportunities adjacent to the Sierra del Perdon 
project. Muga-Vipasca is the most advanced and the focus 
of this report. 
 
Acquisition Terms 
As consideration for the acquisition of the Spanish projects, 
Highfield approved the allotment and issue of the following to 
KCL Resources Ltd shareholders for 100% interest in the 
projects:  
(a) 50,000,000 Ordinary Shares for 100% of the Spanish 

Projects (issued in October 2012); 
(b) 50,000,000 Class A Performance Shares upon 

successful completion of a JORC Indicated Resource of: 
(i) 150 million tonnes of potash at or above 13% K2O by content; or 
(ii) 125 million tonnes of potash at or above 14% K2O by content; or 
(iii) 100 million tonnes of potash at or above 15% K2O by content; or 
(iv) 75 million tonnes of potash at or above 17% K2O by content; or 

(v) 50 million tonnes of potash at or above 20% K2O by content, on 
the Navarra Potash Project. 

(c) 50,000,000 Class B Performance Shares upon 
successful completion of all approvals and utility 
contracts required to construct and operate a 500,000 
tonnes of potash per annum potash mine on the project 
(including all required Government approvals, water and 
energy contracts). 

TCL assumes the current drilling programme will result in a 
resource upgrade in late CY14 upon which the Class A 
Performance Shares being issued. We also assume the Class 
B Performance Shares will be issued in late CY15 or early 
CY16 following full permitting. 
 
Flagship Project: Muga-Vipasca 
The 100% owned Muga-Vipasca Project covers an area of 
~110km2 and is comprised of 4 main permits and two 
extension permits. Highfield has benefited from a substantial 
amount of historical exploration and mining data collected over 
its Spanish potash projects. At Muga-Vipasca, ten drill holes 
and seven seismic lines were completed on the project in the 
1980s. Following Highfield’s first phase of drilling (7 drill 
holes), the company announced an updated JORC Mineral 
Resource of 268Mt @ 11.2% K2O (17.8% KCl), including 
Measured and Indicated Mineral Resources of 157Mt @ 
11.3% K2O [18.0% KCl]). The Mineral Resource was defined 
from four potash beds over ~18km2. Depth from surface to the 
mineralisation is less than 300m. Importantly, the resource 
contains a higher-grade Measured and Indicated 
component of 83.3Mt @ 13.3% K2O (21.1% KCl) within beds 
PAB and P2 that would be ideally targeted early in the mine 
life thereby improving its economics. 

 

 
Figure 1. Location map of Highfield’s potash projects in northern Spain (Source: Company release).
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Recent drilling at Muga intersects shallow, 
high-grade mineralisation 
Highfield is in the final stages of completing a 32 hole drill 
programme across Muga-Vipasca. Recent drilling intersected 
relatively shallow, high-grade mineralisation within the Muga 
Pl permit (Table 1; Fig. 2). This region now presents itself 
as an area to target in the early stages of the proposed 
mining operation. Potash has been intersected at depths of 
less than 200m which is more than 100m shallower than 
assessed in the PFS. The high-grade mineralisation 
intersected in J14-02 adjacent to the northern border of the 
Muga Pl is highly encouraging given its shallow vertical depth 
of ~187m. 
 
Duel decline access now being assessed 
Following the success of the Muga-Vipasca drilling 
programme, which is likely to result in a significant resource 
upgrade, the Company is considering building two declines to 
access the potash mineralisation. This will not only reduce 
mining risk but also offers the Company the opportunity to 
potentially increase the plant size and ultimately 

production rates. Two mining fronts in the vicinity of J14-02 
and J14-07 also have the potential to supply higher-grade ore 
for processing which will improve the overall project 
economics. 
 
Table 1. Summary of Muga permit assay highlights (Source: Company release). 
Bed Intersection Hole 
P0 – upper 2.1m @ 16.1% K2O (25.6% KCl) from 187.3m J14-02 
P0 – middle 1.8m @ 10.5% K2O (16.7% KCl) from 190.3m  
PB – upper 2.1m @ 13.3% K2O (21.1% KCl) from 205.9m  
PB – lower 1.5m @ 15.2% K2O (24.2% KCl) from 210.7m  
CAPA “A” 1.8m @ 11.4% K2O (18.1% KCl) from 356.4m J14-06 
CAPA “B” 12.9m @ 13.4% K2O (21.3% KCl) from 359.1m  
 incl. 5.1m @ 16.3% K2O (25.9% KCl) from 361.5m  
 incl. 2.4m @ 16.4% K2O (26.1% KCl) from 367.2m  
P0 5.1m @ 16.3% K2O (25.9% KCl) from 333.2m J14-07 
PA 1.8m @ 13.2% K2O (21.0% KCl) from 340.4m  
PB 3.6m @ 13.1% K2O (20.8% KCl) from 344.9m  

 
PPS highlights economic potential 
The Company released details of the Muga-Vipasca PFS in 
May 2014 (Table 2). Development of the project as detailed 
in the PFS is highly competitive on a global scale in terms 
of Capex per tonne of annual production and IRR (Fig. 3). 

 
 
 
 
 
 
 
 
Figure 2. Plan view of Muga Pl permit showing drill 
collars and assay highlights of shallow, high-grade 
intersections (P0: 5.1m@16.3%; 333m = Bed “P0”: 
5.1m @ 16.3% K2O from 333m; Source: Modified 
company release). 
 

 
 
Table 2. Summary of Javier (Muga-Vipasca) PFS parameters and financial metrics (Source: Company release). 

Key Design Elements Costs 
Mineralisation Sylvinite Capital expenditure US$307.8m (€230.8m), incl. 20% conting. 
Operating assumption Mine and plant as owner operator; transport outsourced Sustaining Capex 2% of initial Capex 
Extraction method Underground conventional room and pillar Rehabilitation/Closure Capex 10% of initial Capex 
Annual ore extraction 4.73 Mtpa Operating expenditure US$122.31/t K60 MOP (C1), incl. 20% conting. 

US$162.49/t K60 MOP (C3), incl. 20% conting. 
Ramp up 2.365 Mtpa to 4.73 Mtpa over 18 months Construction time 15 months 
Initial mine depth 315m Assumptions 
Mine access 2,100m length decline (15° gradient; 28m2 section) Marketing fee 5% of sales price 
Life of mine 20 years Pricing year 2014 
Extraction ratio 60% Escalation 3% on expenses (2015); 3% on revenue (2021) 
Average grade 12.9% K2O (21.5% KCl product) Corporate tax rate 30% 
Processing method Conventional flotation Tax depreciation rate 25% p.a. over 4 years 
Process plant size 600 tph design capacity (690 tph max.) Exchange rate EUR 0.75:USD 1.00 
Utilisation rate 90% or 7,884 hrs p.a. at 600 tph Remediation costs 10% of full upfront capex escalated 
Process recovery rate 84.6% Financial metrics 
Avg. ann. prod. (K60) 860kt Post-tax, unlevered NPV10 US$ 1,062m (€ 796.4m) 
Product composition 50% pink K60 granular targeting Brazil markets 

50% pink K60 standard targeting NW Europe markets 
IRR 48.4% 

Logistics solution 50% to Port of Bilbao (50km road, 205km rail) 
50% road haulage to domestic market in SW Europe 

EBITDA in 1st yr full prod. (2018) US$ 234.4m (€ 175.8m) 
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Figure 3. LHS: Company comparison of Capex per tonnes of annual production (US$/t) and annual MOP production rates for proposed MOP developments 
(Source: Company releases). RHS: Project IRRs for proposed MOP developments (Source: Company releases). 
 

Valuation 
Discounted Cash Flow (“DCF”) 
A DCF model has been developed in-house for the Muga-
Vipasca Project to evaluate potential economic returns and 
sensitivities. The full details of the DCF model are provided in 
our 23 July 2014 research note “Highfield Resources Ltd; 
UPDATE: Hola Javier, Bievenido Aboard! PFS Highlights 
Pamplona Potash Potential”. A summary of the key model 
inputs and outputs is listed in Table 3. Project economics 
show the most sensitivity to potash prices, followed by Opex 
and Capex. To gauge the potential upside (bull case) and 
downside (bear case) to our valuation, a number of 
parameters to our base case were varied by ±10%. The 
outcomes of the scenario analysis are also listed in Table 3. 
The project as modelled is robust even under the bear case 
scenario. 
 
Table 3. Scenario analysis for the Muga-Vipasca Potash Project (TCLe). 
Parameter Bear case Base case Bull case 
Processing rate (Mtpa, full prod.) 4.7 4.7 4.7 
Run-of-Mine grade (% K2O, LoM)  12.9 12.9 12.9 
MoP K60 prod. rate (ktpa, LoM) 851.8 851.8 851.8 
De-icing salt prod. rate (ktpa, LoM) - - 202.3 

MoP sales price (US$/t) -10% see prev. 
report +10% 

De-icing salt sales price (€/t) - - 40 
Operating cost C1 (US$/t, FOB) 134.50 125.54 120.4 
Shipping cost (US$/dmt)    

NW Europe 11.00 10.00 9.00 
Brazil 18.70 17.00 15.30 

Initial Capex (US$m) 338.5 307.8 277.0 
Sustaining Capex (US$m/pa) ~6.8 ~6.2 -5.5 
Exploration (US$m/pa) 5.0 5.0 5.0 
Rehab./closure Capex (US$m) 33.8 30.8 27.7 
Corporate tax rate (%) 27.5 25.0 22.5 
Key Financials – post-tax, unlevered   
NPV10 A$m (50%-risked) 344.5 405.7 474.9 
NPV/share 
# of shares 

1.01 
339.8m 

1.19 
339.8m 

1.40 
339.8m 

IRR (%) 36.4 42.8 50.8 
Payback (yrs) 5.1 4.7 4.4 
FY18 Net Revenue (A$m) 346.1 347.6 357.5 
FY18 EBITDA (A$m) 215.1 228.5 243.8 
FY18 NPAT (A$m) 135.0 151.9 171.1 

Our post-tax NPV estimate varies from to that of Highfield’s 
primarily due to our adoption of more conservative future 
estimates of real potash sales prices (approximately -10% to 
that of Integers ‘real’ MOP prices) and a slightly higher C3 
Opex estimate to account for ongoing exploration costs and 
estimated higher shipping rates. 
 
Front-ending higher grade ore offers further 
potential 
Following the latest high-grade assay results, we have 
assessed the potential economic upside to our model by 
increasing the run-of-mine grade by 1% K2O to that in our 
base case over the initial four years of the operation 
(increasing the RoM grade over this period from 13.3% to 
14.3%). Substantially more value is realised under this 
scenario, equating to NPV10 of A$0.06/share (fully diluted) 
for every 1% K2O increase. 
 
Upscaling of plant looks warranted 
Given the Company is now assessing duel decline access and 
mining on two fronts, we have assessed the potential 
economic upside by increasing the size of the processing plant 
(Capex est. of US$338.5m) and full production rate (6Mtpa for  
~1.08Mtpa K60 MoP). Substantially more value is unlocked 
by upscaling the project, with our post-tax, unlevered 
NPV10 (50%-risked) increasing to A$539.5m or 
A$1.59/share (fully dil.). 
 
Sector Multiples 
A review of broker consensus estimates for global peers in the 
NPK sector was conducted for comparisons sake. By the time 
Highfield is estimated to be at full production at Muga-Vipasca 
(FY18), sector peers are estimated to be trading on 
EV/EBITDA multiples of 4.9–9.5x (weighted avg. 7.2x) and 
PE multiples of 7.2–15.6x (weighted avg. 12.8x) (Fig. 4). 
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Figure 4. Sector peer EV-EBITDA multiples (LHS) and PE multiples (RHS) bases on consensus forward estimates. Weighted average calculated on market 
capitalisation (Source: FactSet). 

Project Timeline 
Upcoming project milestones include:  
- Final drill assays (Q4 CY14). 
- Submission of Environmental Impact Study (Q4 CY14). 
- Muga-Vipasca Mineral Resource upgrade (Q4 CY14). 
- Muga-Vipasca DFS (Q1 CY15). 
- Mining Approval, Environmental Declaration and 

Construction Application (mid CY15). 
- Funding negotiation (mid CY15). 
The Company envisages that Phase 1 construction could 
commence as early as mid-2015 and commissioning by mid-
2016. 
 
Risks 
A comprehensive list of risk is listed in our previous research 
notes. We consider the main risks to be: 
• Permitting – mine development requires appropriate 

approvals prior to construction. Changes in laws and 
regulations may periodically affect the mining industry and 
changes in enforcement practices could have an adverse 
effect on operations. Permitting is considered to be the 
main risk to the development of Muga-Vipasca. 

• Geological – potash accumulations can be disturbed by 
so-called salt “anomalies” which can potentially represent 
an area not suitable for mining. Salt anomalies can 
substantially reduce the thickness and grade of the potash. 
Faulting and folding of the geology can also affect the 
potash-bearing units. 

• Resource/Reserves – resource/reserve estimates depend 
on assumptions that may be inaccurate which may 
materially affect the quantity and value. 

• Funding – current macroeconomic conditions may impact 
on the company’s ability to raise funds to develop the 
project. 

• Mining – the grade of ore that is mined may vary from 
projections due to complex geology and mineralogy of 
potash reserves. 

• Marketing – potash sales are subject to price and demand 
volatility resulting from periodic imbalances in supply and 
demand. This may impact on project modelling. 

• Business – as a potash-only explorer and potential 
developer, Highfield is not diversified. 

• Liquidity – Highfield is a tightly held stock which has an 
impact on trading. 

• Sovereign Risk – the current economic circumstances in 
Spain have resulted in social unrest which may result in 
government changes in the near future. A change in 
government may potentially result in delays to exploration 
and development activities. 

 
Recommendation 
Highfield has demonstrated the economic viability of the 
Muga-Vipasca Project and shown it could be developed as a 
conventional underground potash mine and the ore processed 
via conventional flotation. From a technical perspective, no 
major red flags are apparent that may hinder the development 
of the project. The main risks are perceived to be gaining the 
requisite environmental and mining permits to allow financing 
to be secured and ultimately construction to commence. 
Our post-tax, unlevered base-case valuation for the Muga-
Vipasca project is A$1.19/share (fully dil., 50%-risked). We 
view there to be additional upside from higher RoM grade in 
the early years of production and an expansion of the plant 
size. Further upside can also be attributed through advancing 
the Sierra del Perdon and Pintano projects. We maintain our 
recommendation for Highfield Resources Ltd as 
Speculative Buy. 
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Disclaimer 
 
The following Warning, Disclaimer and Disclosure relate to all material presented in this document and should be read before 
making any investment decision. 
 
Warning (General Advice Only): Past performance is not a reliable indicator of future performance. This report is a 
private communication to clients and intending clients and is not intended for public circulation or publication or for the use of 
any third party, without the approval of Taylor Collison Limited ABN 53 008 172 450 ("Taylor Collison"), an Australian Financial 
Services Licensee and Participant of the ASX Group.  TC Corporate Pty Ltd ABN 31 075 963 352 (“TC Corporate”) is a wholly 
owned subsidiary of Taylor Collison Limited.  While the report is based on information from sources that Taylor Collison 
considers reliable, its accuracy and completeness cannot be guaranteed. This report does not take into account specific 
investment needs or other considerations, which may be pertinent to individual investors, and for this reason clients should 
contact Taylor Collison to discuss their individual needs before acting on this report. Those acting upon such information and 
recommendations without contacting one of our advisors do so entirely at their own risk. 
 
This report may contain “forward-looking statements". The words "expect", "should", "could", "may", "predict", "plan" and other 
similar expressions are intended to identify forward-looking statements. Indications of and guidance on, future earnings and 
financial position and performance are also forward looking statements. Forward-looking statements, opinions and estimates 
provided in this report are based on assumptions and contingencies which are subject to change without notice, as are 
statements about market and industry trends, which are based on interpretations of current market conditions. 
 
Any opinions, conclusions, forecasts or recommendations are reasonably held at the time of compilation but are subject to 
change without notice and Taylor Collison assumes no obligation to update this document after it has been issued.  Except for 
any liability which by law cannot be excluded, Taylor Collison, its directors, employees and agents disclaim all liability (whether 
in negligence or otherwise) for any error, inaccuracy in, or omission from the information contained in this document or any loss 
or damage suffered by the recipient or any other person directly or indirectly through relying upon the information.  
 
Disclosure: Analyst remuneration is not linked to the rating outcome. The above security is considered speculative in nature 
and the above discussion is general advice only and does not take into account the investment objectives, financial situation 
and particular needs (“financial circumstances”) of any particular person. Taylor Collison, its directors and staff hold significant 
interests in Highfield Resources listed shares and unlisted options. Some Taylor Collison Directors held a small percentage of 
KCL Resources Ltd and now own shares in Highfield Resources. Taylor Collison was Joint Lead Manager in the June 2014 
placement for $9,600,000 for which a fee was received. Taylor Collison may solicit business from any company mentioned in 
this report. For the securities discussed in this report, Taylor Collison may make a market and may sell or buy on a principal 
basis. Taylor Collison, or any individuals preparing this report, may at any time have a position in any securities or options of 
any of the issuers in this report and holdings may change during the life of this document. 
 
Analyst Interests: The Analyst(s) may hold the product(s) referred to in this document, but Taylor Collison Limited considers 
such holdings not to be sufficiently material to compromise the rating or advice. Analyst(s)’ holdings may change during the life 
of this document. 
 
Analyst Certification: The Analyst(s) certify that the views expressed in this document accurately reflect their personal, 
professional opinion about the financial product(s) to which this document refers.  
 
Date Prepared: November 2014 
Analyst: Lachlan Rutherford 
Release Authorised by: Craig Ball 
 
 
 
 

 
 


