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What's Changed Old New

Rating BUY n.c.

Target A$1.75 A$1.85

Summary

Key asset: Muga  / SDP (Spain)

Potash resource (kt) 489Mt @ 11.4% K2O

Peak Potash Production (kt) 1,547

FD 1xNPV10% (US$m / A$/sh) 1081 / 4.06

Share Data

Shares (mm, basic/itm f.d.) 252 / 342

52-week high/low A$1.39 / A$0.35

3M avg daily vol (000) 190             

3M avg daily val (000) A$157

Mkt cap incl. perf. sh (m) A$456

Net cash (debt) (m) A$20

FD EV (m) 564

Projected return (%) 37%

FINANCIAL DATA

Year to Jun 2016E 2017E 2018E

Revenue (m) -              A$0.0 A$238

EBITDA (m) A$(16.4) A$(16.4) A$137

Income (m) A$(20.5) A$(22.3) A$81

EPS nm (0.07) 0.25

CFPS nm (0.07) 0.34

PER (x) nm nm nm

EV/EBITDA (x) -              -              5.3x

All amounts in US dollars unless otherwise stated

Muga DFS shines, price target lifted 

Muga DFS shows NPV10% of US$1.4bn and 52% IRR 

Compared to the PFS, the Muga DFS sees production up 31%, capital intensity 

down 12%, and 20% drop in FOB cash cost to a very impressive US$111/t 

FOB, the lowest of any potash producer globally. Despite the expansion to 

1.1Mtpa, capex only lifted to US$354m, under our US$400m forecast, with 

staged development giving US$256m pre-production. Our own valuation of 

US$800m at spot un-escalated potash and 1.1EUR/USD lifts to US$1.2bn in 

production, or US$1.5bn at 8% discount. We think this is a real exit range, 

with peer EV/EBITDA multiples of 7.0x implying a US$1.7bn valuation, and the 

EV/production multiple of lower-margin peer Intrepid implying US$1.2bn. 

Plenty more coming with SDP next, then Muga expansion 

We estimate SDP will add US$357m NPV discounted to today at spot prices. 

This historic mine is pre-JORC, so we think the upcoming scoping study will 

act as a material catalyst as investors see that an additional 0.4Mtpa of 

potash is very real. Also, with ore continuing several kilometers from 

proposed declines, we think a third decline at Muga (ie +50% production) is 

also achievable. Adding Vipasca and Pintano projects could take production 

to 3Mtpa, showing the value of Highfield’s basin-controlling position. 

Substantial long-term equity upside despite recent rally 

Taking an average of in-production NPV, peer EV/EBITDA, and EV/production 

from peer Intrepid (US$1bn EV for 910ktpa potash), gives exit values of 

US$1.4bn and US$605m for Muga and SDP. Conservatively accounting for all 

equity dilution at spot prices (ie no permitting re-rate), gives 136% equity 

upside on Muga, or 187% with SDP, with A$3.15-3.83/sh exit price. Factoring 

for an expansion at Muga lifts this to 234% to an A$4.46/sh exit valuation. 

Maintain BUY rating, lift PT from A$1.75/sh to A$1.85/sh 

We update our model for the DFS, maintaining an NPV10% DCF valuation. 

Reflecting the market prices, we lower our potash price from US$325/t to 

US$305/t flat forward (~spot), and post DFS, we lift our Muga NAV multiple 

from 0.35x to 0.50x, maintaining a 0.35xNAV for earlier stage SDP. As such we 

maintain our BUY rating and lift our PT from A$1.75/sh to A$1.85/sh. With 

global best-in-class opex and capex now documented, we see substantial 

strategic upside that could make Highfield an M&A target, but see better 

value in the company self-developing. 
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Expanded Muga DFS shows world-beating capital and operating costs 

The key difference from PFS to DFS was the move from a single decline 860kt pa of MOP to a 

twin-decline 1.1Mtpa production rate. Economies of scale are evident as capital intensity as 

production lifted relatively more than capex. The big surprise came in the opex, down 20% from 

the PFS as contingency was removed, and unit costs came in broadly the same. This sees cash 

costs at an industry-leading US$111/t FOB, which only lifts to US$135/t even on an AISC C3 basis 

including depreciation and sustaining capex.  

Staged development reduces equity requirements 

A key positive is the staged development of both declines but only a single plant stream for pre-

production capex of only US$256m, a subset of the overall capex of US$374m. Our own valuation 

of US$800m at spot US$305/t and 1.1EUR/USD lifts to US$1.2bn once in production, or US$1.5bn 

at 8% discount. We think this is a real exit multiple, with peer EV/EBITDA multiples of 7.0x 

implying a US$1.7bn valuation, with the EV/production multiple of lower-margin peer Intrepid 

implying US$1.2bn.  

Figure 1. Muga economics against PFS and GMP old and new estimates 

 

Source: GMP, *NW Europe shows spot US$40/t premium, Brazil US$50/t premium less shipping cost 

  

Muga (100%) PFS 2Q14 DFS 1Q15 Δ (%) GMP old GMP new Δ (%)

Insitu mining inventory (Mt) 154 178 16% 210 178 -15%

Extraction ratio (% ) 60% 82.0% 37% 80% 82% 2%

Recoverable reserve (Mt) 94 146 55% 168 146 -13%

ROM grade (%  K2O) 12.90% 12.75% -1% 12.50% 12.75% 2%

Mining / processing rate (Mtpa) 4.73 6.30 33% 6.14 6.30 3%

Recovery (% ) 84.6% 82.4% -3% 84.0% 84.0% 0%

Plateau production (ktpa KCl) 860 1,123 31% 1,075 1,124 5%

Product grade (%  K2O) 60% 60% 0% 60% 60% 0%

EUR / USD 1.33 1.05 -21% 1.10 1.10 0%

Cash cost (US$/t FOB) 113 91 -20% 115 95 -18%

Cash cost (US$/t delivered) 136 111 -18% 140 116 -17%

Peak capital needed (US$m) 253 256 1% 310 243 -22%

Capex (US$m) 308 354 15% 372 370 0%

Capital intensity (US$/t pa) 358 315 -12% 346 329 -5%

Discount rate (% ) 10% 10% 0% 10% 10% 0%

LT potash price FOB Vanc. (US$/t)* 384 315 -18% 325 305 -6%

Marketing (% ) 5% 5% 0% 5% 5% 0%

Cost escalation (%  pa >2015) 3.0% 2.2% - - - -

Potash price escalation (%  pa >2021) 3.0% 2.2% - - - -

NPV (US$m) 1,062 1,422 34% 960 800 -17%

IRR (%) 48% 52% 7% 43% 36% 0%

First full-year EBITDA (US$m) 234 296 26% 239 240 1%
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Valuation, maintain BUY rating, lift PT from A$1.75/sh to A$1.85/sh 

We model Highfield on a DCF basis using US$305/t potash FOB Vancouver. We model 50% sales 

to Brazil and 50% to Europe; Brazil prices are estimated at US$349/t FOB Europe, and Europe 

sales are estimated at US$345/t, in line with spot in all cases. Using a 10% discount to today 

drives our NPV. We sense check this against a peer average EV/EBITDA of 7.0x 2015 EBITDA, 

which drives a similar, albeit slightly higher, valuation than the NPV rolled-forward until in 

production (Figure 2.). With the DFS complete for Muga, we lift that project P/NAV multiple from 

0.35x to 0.5x, maintaining a 0.35x multiple for SDP until further studies are complete. We 

conservatively add zero value for exploration upside / a Muga expansion, but expect to see this 

come into the value in due course. 

Equity upside to A$3.83/sh on Muga and SDP alone 

To assess the equity upside is dependent on (i) price at which equity is raised, (ii) ultimate 

valuation, and (iii) gearing. Of course the key underlying factor is potash price. Below we present 

a scenario analysis for upside on equity, conservatively showing fully-diluted upside on the basis 

of all equity being raised at spot share price (ie nil premium for permitting and addition of Muga 

expansion into feasibility studies), spot potash price, and 60% gearing (ie assuming expansion 

projects are equity funded rather than mezzanine finance). For Muga and SDP we use an NPV 

three years forward as an exit valuation, and four years forward for the Muga expansion 

scenario. This shows an exit valuation of A$3.15, A$3.85 and A$4.47/sh for Muga, SDP and Muga 

expansion, respectively, or upside of 136%, 189% and 235% or 59% pa for four years. Even at 

US$250/t potash, Muga and SDP alone show 126% upside to A$3.01/sh. 

Figure 2. Fully-diluted equity upside to NPV, EV/EBITDA and EV/production valuations  

 
Source: GMP, *Capacity increased by 50% for 45% of initial capex, i.e. third decline and plant line, ^Muga NPV / implied EV 
includes cash and cash from options, ~Assumes entire equity raised at current share price 

  

Muga DFS SDP scoping Muga expa'n* Total

Production (Mtpa) 1.10 0.50 0.55 1.10

Capex (US$m) 370 200 185 755

Plateau EBITDA (US$m) 240 101 119 460

Intrepid EV/production (US$/t pa)

Listed peers EV/EBITDA '15 (x)

Implied EV from EV/production (US$m)^ 1,201 528 580 2,309

Implied EV from EV/EBITDA (US$m)^ 1,712 701 831 3,244

1xNPV10%  +3/4yrs, +equity raised  (US$m)^ 1,289 585 474 2,348

Average (US$m) 1,400 605 628 2,634

Gearing (% ) 60% 60% 60%

Less debt required (US$m) 222 120 111 453

Market cap in prod'n (US$m) 1,178 485 517 2,180

Current market cap (US$m)

Plus equity required 148 80 74 302

Cummulative FD market cap (US$m)~ 499 579 653 653

Fully diulted equity upside to production (% )^ 136% 187% 234% 234%

Per share equivalent (A$/sh) 3.15 3.83 4.46 4.46

Annual return on equity (%) 45% 62% 58% 58%

1,055

6.96x

351
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Figure 3. Earning metrics for listed potash miners 

 
Source: Bloomberg 

The location advantage – lowest CFR cost mine in the world 

Highfield’s grade is lower than peers at ~12.5%, meaning the company has to process ~6t of ore 

for ~1t of product, whereas Canadian peers processing ~21%, and Russian peers processing ~17% 

would have to mine and process ~3.2t and ~4.1t, respectively. This leads to Highfield having 

higher site cash costs of ~US$91/t. However, Canadian peers have expensive royalties, Russian 

and Canadian peers have expensive transport (~2,000km rail, ~12,000km to Brazil vs. Highfield’s 

~125km truck and ~9,000km ship to Brazil), and solution miners have high sustaining capex for 

new wells. Cumulatively, as shown below, this gives Highfield the lowest cash break-even prices 

of any potash miner globally, even compared to ICL’s Dead Sea Works. 

Figure 2. Cost of production (US$/t) on CFR basis for global potash miners 

 

Source: Highfield Resources  

  

Last price 

(lcl cncy)

Market cap 
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EV 
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Net debt 
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EV/EBITDA 

'14 (x)

EV/EBITDA 

'15 (x)

PER '14 

(x)

PER '15 

(x)

FCF yield 

'14 (%)

Div yield 

'14 (%)

ARAB POTASH/THE 16.0 1,883 1,467 -416 7.2 4.6 15.5 9.4 9.2% 4.8%

INTREPID POTASH INC 11.7 889 961 72 9.4 7.8 62.2 34.9 7.4% 0.0%

K+S AG-REG 30.5 6,316 7,097 781 6.3 6.3 13.0 14.1 -5.2% 3.1%

MOSAIC CO/THE 46.1 16,847 18,323 1,475 7.1 6.8 13.4 12.4 7.9% 2.2%

POTASH CORP OF SASKATCHEWAN 32.0 26,603 30,633 4,030 9.3 8.9 15.5 14.4 5.5% 4.7%
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URALKALI PJSC 147.9 7,412 10,535 3,123 6.5 6.1 7.5 7.0 15.2% 5.4%
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Sierra del Perdon scoping study to act as major catalyst 

SDP differs from Muga in that it is an old mining area. In generally the resource is smaller, closer 

to Pamplona, and contains both carnallite and sylvinite. If sufficient sylvinite is present it could be 

mined alone, but eventually, and potentially up front, a plant would be designed to process 

carnallite, ie an extra step up front to remove Mg. Whilst smaller than Muga, we certainly think it 

is real, and expect the upcoming scoping study to be a material catalyst for Highfield. 

Muga expansion potentially adds 50% or +0.55Mtpa 

After reviewing the 2014 drilling released on Muga, we now take the view that an extension to 

1.6Mtpa is readily achievable with a third decline. Firstly, we think this would access material we 

excluded in our own DCF of 210Mt against the 256Mt estimated as the mining inventory in the 

1Q15 JORC upgrade. Secondly is the physical location – below we show the drilling to date, and 

highlight in blue and purple text broadly where the initial two declines will go. What is clear is 

that hole J13-15 shows thick near-surface mineralisation several kilometers away from the 

proposed mining areas. As such, we think development there could proceed down and to the 

west if supported by drilling this year, lifting the peak production. 

Figure 5. Drilling results to date including GMPe potential +50% expansion location 

 

Source: Highfield, GMP 

Two more mines thereafter offer potential for >3Mtpa  

Beyond Muga and SDP we see two other key development assets, Vipasca and Pintano. Vipasca, 

shown above as the westerly extension of Muga, looks to offer thick potash at similar grades to 

Muga, albeit dipping more steeply so the south. Similarly, Pintano, which is along strike to the SE 

from Muga, has an existing resource of 187Mt @ 11.2% K2O. In both cases the resources are 

deeper, extending to >900m depth, and may benefit from a shaft. Whilst not as immediately 

attractive as Muga and SDP, on a world-standard, the dry host sequence, existing infrastructure, 
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and market proximity continue to make these some of the best undeveloped resources globally. 

As such, beyond 2020, we still see material upside. In our opinion, this should manifest itself 

immediately as a strategic premium for Highfield, who now substantially controls the entire basin 

in this region of Spain, a truly strategic land position. 

The salt dynamic – material upside available 

The flotation plants to be used at Muga naturally produce a low-quality de-icing salt, for which 

demand is inconsistent, and sales of >500kt pa would be uncertain. Conversely, crystallisation 

plants are more capital- and operating-cost intensive (full dissolution, selective precipitation and 

gas drying), but have the double advantage of ‘guaranteed’ year-round offtake because by-

product chemical / food salt has a ready market, and zero tailings (relevant for near-town SDP).  

 Muga should produce ~3.5-4.0Mtpa of salt from 6Mtpa processed. Most of this will be 

used as slurry backfill (minimising tailings impact and increasing extraction ratio). We are 

confident that ~500ktpa should be saleable into the local de-icing market, but 

conservatively model nil. However, the optionality is compelling – salt sells for ~€55/t 

(per K+S financials), and the project is located near to the Pyrenees (~€15/t trucking), 

and only ~400km from Andora (~€25/t trucking). However, with marketing studies not 

complete yet, we exclude salt from our base case, but an upside case would see 0.5Mtpa 

at net back of €40/t for ~€20m credits per annum. 

 SDP should produce ~750kt of chemical and food-grade salt (~50/50 split) which sells for 

~€105/t (per K+S financials), but processing costs (requires two-stage crystallisation for 

~€25/t) and transport to more distant end-user markets (similar ~€25/t) are both higher, 

leaving net backs of ~€50/t. Although the market is year-round and reliable, detailed 

marketing studies aren’t complete, so we only include 50% of the planned 750ktpa of 

salt sales in our base case. 

As a sense check, an 80% stake in Galician salt-producer Ibercia de Sales was purchased in March 

2014 for €80m (~10x earnings). Although a private company, we estimate production was ~400kt 

pa at the time of sale. Accounts from 2012 indicate revenue of €15.3m for 300kt of mainly de-

icing salt, and an operating profit of €5.3m, equating to €50/t, almost precisely in line with 

reported market price of €55/t. Of note, the ~33% profit margin is already robust, but for 

Highfield should effectively be higher because costs have already been incurred against potash. 

Vendor shares 

When Highfield purchased their Spanish assets for ~150m shares, 50m shares up front and two 

tranches of 50m shares that become available on JORC milestones (reached in 1Q15 and now 

issued) and full permits (targeted 4Q15). At the time the stock was trading at ~A$0.20/sh, valuing 

the project at A$30m. Of the 100m performance shares, management hold ~22m - Derek Carter 

and Pedro Rodriguez have 11m each split between those issued already, and those pending 

permitting.  

Right team to build 

We met with two recent senior management appointments Alfredo L. Menendez Diaz and 

Michael Schlumpberger. Mr Menendez Diaz has been appointed Executive General Manager 

Construction and has over 30 years’ experience including direct responsibility for construction, 

300Mtpa salt market  

 
Source: K+S 
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commissioning and operation of a number of mines in Spain such as the Aguas Tenidas 

underground copper-lead-zinc mine. Mr Schlumpberger has been appointed Executive General 

Manager Operations and again has over 30 years mining experience. This includes 21 years in 

various roles with PotashCorp, with specific experience as the GM of the 8Mtpa underground 

Lanigan mine for over 3 years during which time he managed an expansion which increased 

production 50%. In our experience quality assets attract quality people so these appointments 

validate our view that Muga is a first class potash development asset. With the hire of first rate 

people with solid Spanish and underground potash development experience we think investors 

should be confident that Highfield is not only serious about taking Muga into production, but also 

that it has the skills to execute the project. 

Permitting progressing steadily 

The company submitted a mining licence application late last year. We went over the incredibly 

comprehensive document in detail on site, and to date the application appears to be progressing 

steadily with no objections raised. Public consultations are scheduled to take place mid-year, 

leaving the company on track for 4Q15 construction start. In our opinion, we see little to no risk 

of the permit not being granted, with endorsements and support from all impacted regions. This 

area of Spain is industrialised, and the mine benefits from having no open-pit, no uranium, no 

cyanide, and a limited tailings footprint given backfill. Bureaucracy and time is of course the 

critical hurdle – as such, we see every potential for a permit this year, but if a delay is 

experienced, we wouldn’t expect more than a quarter or two at the most. 

We visited the proposed site of the plant and declines (below) – the area is largely unpopulated, 

and is also not visible from the important Camino trail. This compares very well against quarries 

in the region, which are largely major eyesores given the propensity to mine into hillsides.  

Figure 6. Site physiography near proposed plant / decline 

 

Source: GMP 

Catalysts 

 2Q15: Sierra del Person scoping study + maiden JORC 

 2H15: Permitting for Muga 

 2H15: Debt finance for build 

 1Q CY16: GMPe build commence  
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Source: GMP estimates 
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