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Highfield Resources Ltd (HFR.ASX) 

Muga DFS impresses with competitive capex and strong margins. 

Events:  

 DFS released for flagship Muga Potash Project in Northern Spain. 

 

Comments: 

 Numbers impress across the board: The DFS metrics have cemented our view 
that Muga is a world class potash project that can be brought into production on 
extremely competitive capex intensity measures and, once in operation, deliver 
substantial EBITDA margins on 60 – 70%.  

 Headline metrics include: throughput of 6.3Mtpa; output 1.1Mtpa; mine life 24 
years; pre-production capex of US$256m; C3 opex of US$135/t; NPV of US$1.4b 
and IRR of 51%. All the numbers were a significant improvement upon the May 
2014 PFS. 

 Capex intensity a standout: Importantly, the forecast capex requirements at 
Muga are low (~US$320/t of annual production vs. global average of 
~US$900/t), a function of shallow mineralisation commencing at ~300m depth 
which can be accessed via a decline and processed via conventional flotation 
and existing infrastructure in place with a nearby four lane highway leading to 
two available ports. 

 Well placed on the potash ‘margin curve’. Muga’s proximity to key markets 
Brazil and NW Europe, where the product is destined for, place the project at a 
distinct competitive advantage to Canadian producers given the freight cost 
advantage of Spain into Brazil and Europe (Muga’s target markets). In effect, the 
reference FOB Vancouver price is ‘built up’ (on average US$50/t to the FOB 
Vancouver price) to account for this location advantage and is a key driver of 
Muga’s high margin. 

 

Recommendation: 

 We maintain our BUY on HFR and, following refinements to our model, have 
lifted our price target from $1.35 to $2.15. 

 We have incorporated the headline DFS metrics into our valuation and reduced 
our risk weighting to 20% (from 40%) following the DFS release. 

 We note the Sierra Del Perdon Scoping Study is also expected to be released in 
Q2 2015, for which we are currently attributing very little value. 

 We noted with interest the recent announcement by Israel Chemicals’ (ICL US; 
US$9b market cap) and aspiring potash producer Allana Potash Corp (AAA CN) 
of an agreed takeover of Allana at a valuation of CAD$137m. The offer price of 
CAD$0.50/sh represented a premium of ~52% to Allana’s previous close. ICL had 
an existing 16% shareholding in AAA, as well as offtake for 1mtpa from Allana’s 
Danakil mine once brought into operation. ICL is a US$9b market cap company 
producing potash from mines in Israel, Spain and the UK (2014 total output was 
>5mt). Given the estimated capex of AAA’s Danakil (~US$650m from a 2012 
study), the transaction is effectively a ~$800m commitment by ICL to bring the 
mine into production. 
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Highfield Resources Ltd (HFR.ASX) 

MUGA DFS RELEASED, METRICS IMPRESS ACROSS THE BOARD 

 HFR have released the DFS for the Company’s flagship Muga potash project in Northern Spain. 

The headline metrics are outlined in Figure 1 below. 

 

Figure 1: Muga DFS Highlights 

Mining reserve 138Mt @ 12.75% K2O 

Mining type Underground accessed via a dual decline, room and pillar 

Plant throughput 6.3Mtpa 

Processing Conventional flotation 

Recovery 84% 

First Production 2017 

Production Profile 1.123Mtpa  

Mine life 24 years 

Capex 
Pre-production US$256m 

Total US$354m 

Opex  (C1) US$119/t 

Opex  (C3, including freight) US$135/t 

EBITDA (once ramped up) US$296m 

NPV @ 10% US$1.42b 

IRR 51.9% 

Source: FSB Research, Highfield Resources Ltd 

 

 The ore reserve used to underpin the DFS totaled 138Mt at an average grade of 12.75% K2O, as 

calculated by independent Spanish consultants CRN (highly experienced in Spanish potash 

mining).  

 Mining at Muga will be underground operations and accessed via dual declines. This is a key 

advantage for HFR and what differentiates the Project from many of the other aspiring potash 

producers who have far deeper mineralisation requiring either solution mining (higher 

capex/opex and potential aquifer issues) or shaft (expensive, takes longer to build and carries 

more risk than decline). 

 Processing will take place via conventional flotation circuits (throughput ~6.3Mtpa), the most 

commonly used processing route for potash production globally. Met test work completed as 

part of the DFS has demonstrated likely recoveries of 84%. 

 It is envisaged that output will ramp up to ~1.1Mtpa of potash commencing in 2017, with a 

granular product to be produced destined for Brazil and NW Europe (50/50).  Given the project’s 

location and proximity to key markets, Muga is expected to be one of the lowest cost producers 

on the planet, and will enjoy 60-70% EBITDA margins. 

 Importantly, the forecast capex requirements are low (~US$320/t of annual production vs. global 

average of ~US$900/t), a function of shallow mineralisation commencing at ~300m depth which 

can be accessed via a decline and processed via conventional flotation and existing infrastructure 

in place with a nearby four lane highway leading to two available ports. 

Decline access is the 

preferred approach to 

underground potash mining 

(vs. shaft or solution). 

Given Muga’s location to 

key markets, Muga will be 

one of the lowest cost 

producers on the planet. 

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 

 Financial return analysis (i.e NPV and IRR metrics) has been generated with reference to potash 

pricing assumptions made by independent expert ‘Integer’ and discounted by 10% for contract 

pricing and sales/marketing fees.  

Figure 2: Integer Pricing Forecasts 

 

Source: Highfield Resources Ltd 

 The DFS assumes 50% of the product is sold into Brazil and 50% is sold into NW Europe. Therefore 

the reference FOB Vancouver price is ‘built up’ on average ~US$50/t to account for the specific 

project location (Spain) and addressable markets (NW Europe and Brazil). This gives HFR a 

competitive advantage over the large producers out of Canada due to lower freight costs with 

Muga’s close proximity to Brazil and Europe. For example, is we assume a spot FOB Vancouver 

reference price of say US$300/t, the spot CFR Brazil price would be ~US$350/t given ~US$50/t 

freight. Therefore HFR would receive US$350/t landed into Brazil and the freight costs are 

embedded within Muga’s C3 opex of US$135/t. That’s how Muga generates +US$200/t margins. 

Figure 3: Competitive Advantage given proximity to key markets (Brazil and Europe) 

 

Source: Highfield Resources Ltd 

 

The reference FOB 

Vancouver price is ‘built up’ 

to account for freight 

differential for the specific 

location (Spain) and 

addressable markets (Brazil 

and NW Europe). 

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 

 The DFS was peer reviewed by a Canadian international engineering firm, who concluded that 

the capex/opex metrics were well supported and within expected ranges. The peer review also 

confirmed there appeared to be no fatal flaws in the projects or errors/omissions from the 

capex/opex calcs. 

 Construction tenders are now expected to be released in Q2 CY15. Construction is scheduled to 

commence Q4 CY15 (post permitting), with first production in CY17. 

 As can be seen from Figure 2 below, there are has significant improvement on the DFS metrics 

from the May 2014 PFS. 

 

Figure 4: March 2015 DFS vs. May 2014 PFS 

 

Source: Highfield Resources Ltd 

 

 Muga is well placed in respect of access to electricity and water. A substation at Sanguesa with 

60MW secured capacity is within 7kms of the proposed plant site. The DFS indicates an electricity 

requirement for less than 40MW. Furthermore, a reservoir that collects water melting off the 

nearby Pyrenees is located within 4kms from the plant site. 

 In our view, infrastructure remains the primary risk for many bulk commodity projects getting 

off the ground and one of the main reasons we like HFR’s Muga Project. The Project is well 

located next to a national highway (four lanes and 120mph) that connects with the Port of Bilbao 

(220kms away) and Port of Pasajes (150kms away), with MOUs in place in respect of allocation. 

 With C3 costs of US$135/t, HFR is set to be one of the lowest cost and highest margin potash 

producers on the planet. At 1.1Mtpa, annualised EBITDA is estimated by the DFS to be almost 

US$300m. Global potash producers trade on forward EV/EBITDA multiples of 8-10x EBITDA, 

implying a potential target EV for Muga once fully ramped up of up to US$2b – US$2.5b, with 

~$350m to be raised in equity/debt to get to that point (i.e fully diluted EV of ~$850m). 
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15%

C3 Opex
-18%

NPV
32%

IRR
5%

FSB Price 
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59%

DFS (March 2015) vs. PFS (May 2014)

DFS indicates potential 

EBITDA of US$300m. 

Potash producers tend to 

trade on forward multiples 

of 8 – 10x EBITDA. 

 

http://www.fostock.com.au/


 

 

31 March 2015 Level 25, 52 Martin Place, Sydney, NSW 2000 | +61 2 9993 8100 | www.fostock.com.au  5 

 

Highfield Resources Ltd (HFR.ASX) 

Figure 5: FY15 EV/EBITDA multiples for global potash producers 

 

Source: Bloomberg 

 

MUGA FINANCIALS AND VALUATION 

 We have updated our model for planned operations at Muga, with key inputs derived from the 

DFS.  

 Our forecast operational parameters and financials for Muga are highlighted in Figure 6 

overleaf. In summary: 

- We expect production to commence in H2 CY17 following receipt of a mining licence 

in Q3 CY15 and development through 2016 and H1 CY17. 

- We model total capex of US$350m with key components being underground 

development (US$63m), process plant infrastructure (US$33m), utilities/logistics 

(US$13m) and the EPCM (US$17m) contract. 

- All in operating costs (C3) of ~US$135/t comprise US$37/t mining, US$43/t 

processing, US$21/t transport, US$11/t G&A and US$16/t depreciation. No royalties 

are paid in Spain and the tax rate is being lowered from 30% to 25% in 2016. 

- We have assumed a flat-line received potash price of US$330/t. This is a small (5-10%) 

discount to current spot Brazil and NW Europe prices. 

- For the purposes of valuation, we assume HFR retains 100% project ownership. 

- Our unrisked NPV10 for Muga is $1.1b. We have risked this valuation by 20% to 

account for timing, funding, infrastructure and commissioning risks. 
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We generate a DCF of $1.1b 

based upon a flat-line 

US$330/t received price, 

which is a 5-10% discount to 

the current spot Brazil and 

NW Europe prices. 

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 

Figure 6: FSBe Muga Operational and Financial Summary 

 

Source: FSB Research 

 

Figure 7: FSBe Free Cash Flow Profile   Figure 8: FSBe Net cash/(debt) profile 

 

 

 

Source: FSB Research  Source: FSB Research 

 

 

 

2015 2016 2017 2018 2019 2020

Assumptions

KCI average received price (Brazil/NW Europe) (US$/t) $330 $330 $330 $330

AUD:USD $0.75 $0.75 $0.75 $0.75 $0.75 $0.75

KCI Production (ktpa)

Muga 300 750 1,100 1,100

TOTAL (ktpa) 0 0 300 750 1,100 1,100

C3 costs (US$/t) 190 170 135 135

Cash Flow (US$m)

Revenue 99.0 247.5 363.0 363.0

Opex 57.0 127.5 148.5 148.5

Tax (25%) 10.5 30.0 53.6 53.6

OPERATING CASH FLOW 0.0 0.0 31.5 90.0 160.9 160.9

Capex/dril l ing/Feasibility:

Feasibility work & ongoing dril l ing 10.0 10.0

Development (US$350m) 52.5 245.0 52.5

INVESTING CASH FLOW 62.5 255.0 52.5 0.0 0.0 0.0

Equity raised 75.0 75.0

Debt drawdowns 200.0

Debt repayments 75.0 75.0 50.0

FINANCING CASH FLOW 75.0 275.0 0.0 -75.0 -75.0 -50.0

EBITDA (US$) 0.0 0.0 42.0 120.0 214.5 214.5

EBITDA (A$) 0.0 0.0 56.0 160.0 286.0 286.0

FREE CASH FLOW (US$) -62.5 -255.0 -21.0 90.0 160.9 160.9

FREE CASH FLOW (A$) -83.3 -340.0 -28.0 120.0 214.5 214.5

CUMULATIVE FREE CASH FLOW (A$) -83.3 -423.3 -451.3 -331.3 -116.8 97.7

NPV (A$m) 1,129.9

IRR 38%

Balance sheet ($m)

Movement in net cash 12.5 20.0 -21.0 15.0 85.9 110.9

Cash (start) 25.0 37.5 57.5 36.5 51.5 137.4

Cash (end) 37.5 57.5 36.5 51.5 137.4 248.3

Debt (start) 0.0 0.0 200.0 200.0 125.0 50.0

Debt (end) 0.0 200.0 200.0 125.0 50.0 0.0

Net cash/(debt) 37.5 -142.5 -163.5 -73.5 87.4 248.3
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Highfield Resources Ltd (HFR.ASX) 

PERMITTING 

 Spanish permits are classified into three categories as follows: 

1. Exploration Permit (PE): desk top studies; 

2. Investigation Permit (PI): drilling; and 

3. Mining Concession: mineral extraction lasting for 30 years. 

 In order to be granted a mining concession, the key approval required is environmental, 

which commences with the submission of a ‘Memoria Resumen’. This is essentially a short-

form EIS (and initiates the environmental admin process), prior to the lodgment of a full EIS 

at the same time as the mining concession application. HFR lodged the full EIS/mining 

concession application in December 2014. 

 In November 2013, the Spanish Parliament introduced new legislation which reduced the 

environmental approvals timeline down to 6 months (from previously 18 months).  

 Pamplona is located within 60kms of Muga and it is expect that more than 1,000 people will 

be employed directly and indirectly during the project development phase, highlighting the 

strategic importance of Muga for a country that currently has an unemployment rate of 

~25%. 

 Muga is an underground mine, with limited tailings, no uranium and no use of cyanide. We 

are expecting permits to be granted during Q3 CY15. 

 

ADDITIONAL UPSIDE WITH FOUR PROJECTS ACROSS EBRO BASIN 

 Whilst Muga is the most advanced project within HFR’s portfolio, the brownfields Sierra del 

Perdon (previously produced 10mt KCI), Vipasca (connects with Muga, higher grade but) 

and greenfields Pintano (which abuts Muga, is higher grade but deeper) offer additional 

optionality for HFR via either JV’s, asset sales and/or staged production funded via cash 

flows. 

 The Sierra del Perdon Project produced ~10mt of KCI between 1972 – 1997 (~400ktpa) and 

was owned and operated by the regional administration. It was shut in 1996 due to it being 

a marginal operation when the potash price was ~US$100/t. Importantly, mining was 

conducted via underground operations, accessed via three declines and processed via 

flotation circuits. There remain large areas of mineralisation at Sierra del Perdon which are 

yet to be mined and we are expecting a JORC Resource and Scoping Study to be released in 

Q2 2015. This will enable us to better evaluate the project and derive an updated valuation. 

 

 

 

 

 

 

 

 

Muga is an underground 

mine, with backfilling of 

salt tailings, no use of 

cyanide and no uranium. 

We expect the mining 

permit to be issued in Q3 

CY15. 

Scoping Study imminent 

for Sierra Del Perdon to 

demonstrate further 

valuation upside. 

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 

RECENT M&A ACTIVITY IN POTASH SECTOR 

 We noted with interest the recent announcement by Israel Chemicals’ (ICL US; US$9b market 

cap) and aspiring potash producer Allana Potash Corp (AAA CN) of an agreed takeover of Allana 

at a valuation of CAD$137m. The offer price of CAD$0.50/sh represented a premium of ~52% 

to Allana’s previous close. ICL had an existing 16% shareholding in AAA, as well as offtake for 

1mtpa from Allana’s Danakil mine once brought into operation. ICL is a US$9b market cap 

company producing potash from mines in Israel, Spain and the UK (2014 total output was >5mt). 

Given the estimated capex of AAA’s Danakil Project (~US$650m from a 2012 study), the 

transaction is effectively a ~US$800m commitment by ICL to bring the mine into operation. 

 We have tabled below a side by side comparison of HFR and AAA, and highlighted the following 

key differentiators: 

1. HFR’s Muga is positioned in a first world location (Spain), compared with AAA’s 

Danakil in Ethiopia; 

2. Muga will be mined via underground mining with conventional flotation, vs Danakil to 

be solution mined; 

3. Capex intensity of Danakil ~2x that of Muga; and 

4. AAA has a market cap/capex measure of ~20% compared with HFR at ~130%. The AAA 

CEO stated “even if we could raise half the money through debt, which is uncertain, 

we would still have to raise substantial amounts through equity. And that equity would 

come at a substantial discount to the current price.” 

 

Figure 9: HFR vs AAA 

  

Source: FSB Research 

 

 

 

Highfield Resources Ltd

(HFR AU)

Allana Potash Corp

(AAA CN)

Flagship Project Muga Danakil

Location Northern Spain Ethiopia

Mining method Underground mining Solution mining

Processing methodology Flotation

Production of K60 (Mtpa) 1.12 1.00

Mine life (years) 24 25

Offtake Not in place ICL - 1mtpa

Total capex (US$m) 354.0 642.0

Capital intensity (US$/tpa) 316.1 642.0

C3 opex (US$/t FOB) 135.0 125.0

NPV (US$b) 1.4 1.3

IRR (%) 52% 33%

Equity Valuation AUD$473m CAD$137m

Net cash AUD$20m CAD$8m

Enterprise Valuation AUD$453m CAD$129m

Recent M&A activity in 

potash sector with bid by 

ICL for Allan Potash, whose 

project is almost double 

the capex bill of Muga. 

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 

VALUATION AND PRICE TARGET 

Blended risked DCF/Sum of Parts - $949m, $2.13/share 

Price Target - $2.15/share 

 We have refined our valuation and price target following release of the DFS. We have valued 

HFR on a DCF/sum-of-the-parts bases and risked Muga by 20% to account for such risks as 

financing, timetable, permitting, etc.  

 In respect of financing/dilution, we have assumed a total of 100m new shares (~446m fully 

diluted pro-forma) are issued during 2015/2016 to fund the equity financing component of the 

development finance. The recent strength in share price and further re-rate expected post 

permitting will mean dilution will be less than previously modelled. We expect banks to be 

mandated in respect of a ~US$200m project finance facility to enable first production in 2017.  

 We ascribe a small $50m valuation for the exploration upside and Pintano and Sierra del Perdon 

Projects. Whilst we acknowledge this to be very conservative, we prefer to raise our 

valuation/price target once further details are released on the projects. 

 We have provided below a ‘production case’ valuation scenario, whereby we have modelled 

fully ramped up EBITDA and applied an 8x multiple to derive the upside case. This highlighted 

the tremendous leverage of bringing Muga into production. 

 

Figure 10: Valuation Summary 

  

Source: FSB Research 

RECOMMENDATION 

 We maintain our BUY on HFR and lift our price target to $2.15 (from $1.35).  

 

 

 

 

 

 

 

 

 

DCF VALUATION ANALYSIS EBITDA MULTIPLE VALUATION ANALYSIS

Muga-Vipasca (100%) - unrisked 1,129.9 Target multiple 8.0

Muga-Vipasca (100%) - risked by 20% 904.0 FSBe 2019 EBITDA (once fully ramped up) 286.0

Net cash/(debt) 20.0 Target Enterprise Value 2,288.0

Exploration and other projects (Pintano and Sierra del Perdon) 50.0 2019 pro-forma net cash/(debt ) 87.4

Corporate costs -25.0 Exploration and other projects (Pintano and Sierra del Perdon) 50.0

Target Equity Value 949.0 Corporate costs -25.0

Shares on issue Target Equity Value (A$m) 2,400.4

Current FPO 252.0 Shares on issue (m)

Performance/Options 93.5 Current FPO 252.0

Assumed equity financing (total of $150m @ average issue price of $1.50/sh) 100.0 Performance/options 93.5

Pro-forma shares on issue 445.5 Assumed equity financing (total of $150m @ average issue price of $1.50/sh) 100.0

Valuation/sh $2.13 Pro-forma shares on issue 445.5

Target price/sh $2.15 Target price/sh $5.39

We expect $350m in 

finance to be raised during 

2015/2016 to bring Muga 

into production. We 

forecast ~40% to be 

sourced from equity 

markets (~$150m).  

http://www.fostock.com.au/
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Highfield Resources Ltd (HFR.ASX) 
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