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Capital Summary 
Issued Capital: 252.0m ords 
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Key Points 
• Highfield Resources Limited’s (“Highfield” or “the Company”) is a potash 

development company with four 100%-owned projects in the potash and 
halite producing Ebro Basin, near Pamplona, in northern Spain. 

• The flagship Muga Project Definitive Feasibility Study (“DFS”) has 
been released. DFS highlights low Capex, high margin operation. 

• Strategic nature of Highfield’s portfolio, including having 100% 
ownership of a potash producing basin located in a First World country, 
makes it a standout in the junior resource sector and a strong 
contender for takeover. 

• Although not incorporated into our valuation, we anticipate Highfield 
will enter into an agreement with a strategic investor for joint 
development of Muga. This will likely more than cover the Company’s 
equity share of Capex and fund organic growth options.    

• We view the key risk to be the awarding of the Mining Concession 
permit. A key aspect of this relates to salt tailings storage. The 
dynamics around conversion of tailing to paste and backfilling are 
currently being finalised. 

• Given the cultural sensitivities of the proposed mine site, Highfield’s 
exemplary stakeholder engagement programme, including setting up 
the Geoalcali Foundation, demonstrates its commitment to the 
project and its plan to share in its benefits. 

• We have met the high calibre team assembled with experience in 
mine development; potash mining and processing; civil 
construction and stakeholder engagement. 

• Other key aspects of the projects to be finalised include final 
metallurgical batch test work, detailed engineering and final Capex. 

 
Our View 
Muga has development and operational competitive advantages relative to 
other proposed potash projects that make it a compelling investment case. 
We have updated our DCF model broadly in line with the DFS parameters 
(6.3Mtpa ROM for 1.13Mtpa K60 MOP) but more conservative in relation to 
potash sales prices and Opex. The Muga project as modelled generates a 
post-tax, unlevered, 30%-risked (0.7xNPV) NPV10 of A$702.6m 
(A$2.03/share; fully dil.1). 
On an earnings multiples basis, considerable more value is unlocked. Global 
potash producers trade on forward P/E of 12.5x and EV/EBITDA of 7.5x, 
which for our Muga levered model equates to $2.91–$4.71/share1 in FY19. 
At this stage of the project, we favour a blended NPV / forward earnings 
valuation (70:30 split) which values Muga at $2.10–$2.64/share1 
(midpoint $2.37). Although not modelled, additional upside is anticipated as 
Sierra del Perdon feasibility studies are progressed and Muga-Vipasca 
growth options explored (potential production of ca. 2.18Mtpa K60 MOP 
by 2020). We maintain our Speculative Buy recommendation. 
 
 
1 Fully diluted on 480.5m ordinary shares. 
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SUMMARY OF FORECASTS 
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SUMMARY 

Event 
Highfield Resources (“Highfield” or “the Company”) has released the Definitive Feasibility Study (“DFS”) on its flagship 
Muga Potash Project, near Pamplona, in northern Spain. We were recently on site to review all aspects of the project and 
meet the team recruited to advance the project towards development and ultimately production. Following is a summary of the 
key components of the DFS. 
 
Highly experienced team assembled to advance the project towards construction and ultimately production 
Highfield has expanded its Pamplona-based team such that its now has the majority of skills needed to construct and 
operate a mine. Specifically, the team is led by a core group of experienced Spanish individuals and ex-pats who have 
overseen mine developments and civil construction projects. Importantly, Highfield has employees with experience in potash 
mining, engineering and processing (ex-Iberpotash (ICL Fertilizers) and PotashCorp). 
 
Mineral Reserve Estimate supports long-life mining operation 
The 24 hole diamond drilling programme completed in 2015 defined a large JORC 2012 Mineral Resource Estimate (“MRE”) 
at Muga-Vipasca of 302Mt @ 11.5% K2O (Meas.+Ind.+Inf.), including a high-grade subset of 232Mt @ 13.5% K2O 
(Meas.+Ind.+Inf.). The high-grade subset was used by independent Spanish-based consultants CRN as a basis for mine design 
and calculation of a Mineral Reserve Estimate of 146Mt @ 12.73% K2O (Prov. & Prob.). Highfield have reduced the Mineral 
Reserve by an additional 5% to account for mining dilution at edges of galleries and to account for constraints on 
selective mining, resulting in an Ore Reserve of 138Mt @ 12.8% K2O. This Ore Reserve is used as the basis for the mine 
plan and an initial mine life of 24 years. Mining will target four distinct potash seams (two in the east and two in the west). 
 
Duel decline access and conventional underground mining mitigates risk and delivers consistent ROM feed 
Highfield has opted to construct two straight line declines that diverge at the surface and intersect different parts of the 
same ore horizon. The declines are ~2.9km and 2.5km in length and intersect the ore at depth of 228m and 348m below 
surface, respectively. Each of the operational fronts will have a design capacity of 400tph but will have installed capacity 
1.5x greater thereby improving efficiencies. Ore extraction is done via room and pillar mining using selective mining 
equipment (road headers). The mining fleet will be sufficient to ensure the mine is operating at 6.3Mtpa sylvinite ROM. 
 
Metallurgical studies indicate the ore is amenable to conventional flotation 
Independent Saskatoon-based consultants EngComp supervised detailed metallurgical test work conducted by Spanish-based 
consultants. Two primary ore types are identified, banded ore and brecciated ore, each with its own chemical characteristics 
and recoveries. Banded ore has greater proportion of sylvinite and lower insolubles with corresponding higher recoveries. 
Although additional metallurgical batch testing is currently underway to refine and optimise the metallurgical process, 
it is estimated a ROM feed of 74% banded ore and 26% brecciated ore will deliver a constant LOM recovery of 84%. 
Mineral processing consists of two stage crushing, an attrition scrubbing and hydro-cyclone de-sliming process 
followed by froth flotation. Recovered KCl is dried via fluid bed dryers, compacted and glazed to convert to granular 
K60 muriate of potash (“MOP”). Cement will be added to the salt tailings in a paste plant and then piped underground to 
backfill mined-out galleries. This will increase the LOM extraction ratio to >80%, counteract subsidence and minimise the 
surface footprint of the tailings storage facility.  
 
First world infrastructure and contractor competitiveness minimises Capex and Opex 
Capex estimates were made to develop a conventional underground mining operation and support a 6.3Mtpa ROM 
processing plant producing 1.123Mtpa of K60 MOP. Capex is proposed to be spent in two phases. Phase 1 is the pre-
production phase, estimated at €243m (US$256m), and will deliver both declines, flotation and compaction capacity for 
400tph (3.153Mtpa ROM) and drying capacity for full capacity of 800tph. It will also deliver the majority of surface and mine 
infrastructure to support the mine. Phase 2, estimated to cost €93m (US$97m), will expand underground development and 
parts of the plant such that 800tph (6.3Mtpa ROM) can be delivered to the plant. C3 Opex is estimated at €128/t MOP 
(US$135/t MOP) LOM. This includes all mining and processing, transport and loading, sustaining Capex and D&A. A 12.5% 
contingency is included in both Capex and Opex estimates. 
 
Financial analysis highlights project economics and sensitivities 
Highfield’s internal financial analysis of Muga has indicated that the project has robust economics, with a post-tax, unlevered 
NPV10 of US$1.42b (non-risked) and an IRR of 51.9%. EBITDA in the 1st full year of production is estimated at US$296m. 
Project economics are most sensitive to potash pricing. Even in the worst case scenario modelled (-25% potash price to 
that of base case) the project still presents itself as an attractive investment (post-tax NPV10 of US$557m; IRR of 29.4%).  
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SPANISH POTASH PROJECTS 
• In June 2012, Highfield announced the option to acquire 

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 has four distinct projects. The Muga Project, 
which is the subject of this report; the Sierra del Perdon 
Project, which includes former potash mines Potasas de 
Navarra and Subiza; and the Pintano and Vipasca 
Projects, which are high quality advanced exploration 
opportunities adjacent to the Muga Project. 

 
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: 
o 50,000,000 Ordinary Shares for 100% of the Spanish 

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

successful completion of a JORC Indicated Resource 
(issued February 2015); 

o 50,000,000 Class B Performance Shares upon 
successful completion of all approvals and utility 
contracts required to construct and operate a 
500,000tpa potash mine. 

• TCL assumes the Class B Performance Shares will be 
issued in late CY15 or early CY16 following full 
permitting. 

 
FLAGSHIP PROJECT: MUGA 
• 100% owned Muga-Vipasca Project covers an area of 

~110km2 and is located ~40km from the regional centre of 
Pamplona, Navarra. 

• Highfield has divided the project into its two respective 
parts following an extensive 25 diamond drilling 
programme (Muga & Vipasca). 

• In the DFS, the Company proposes to develop, construct 
and operate a conventional underground room and pillar 
mine at Muga. 

Following are details of the main aspects of the project as 
outlined in the DFS. Additional material comes from our 
recent site visit. 
 
Geological Structure 
• Navarra sub-basin trends WNW-ESE and is broad and 

open, bounded to the north by a steeply dipping 
longitudinal fault and controlled to the south by the La 
Magdalena anticline (Fig. 2). 

• Ore horizon is continuous and generally flat lying in the E-
W direction. The strata dips broadly to the S at ~10-15° in 
the E and ~35° in W (Fig. 3). 

• Potash mineralisation is characterised by geological 
variations in terms of position, thickness and grade. This 
makes it ideally suited to selective mining techniques. 

 

 
Figure 1. Locality map highlighting Highfield’s Spanish potash projects (Source: Company release). 
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Figure 2. NW-SE trending basin showing longitudinal bounding 
faults and folded zones.  
 

 
Figure 3. Long-section from W to E in Fig. 2. 
 
 

Reserves & Resources 
• Independent mining and geological associates Agapito 

Associated Inc. (“Agapito”) calculated a JORC 2012  
Mineral Resource Estimate of 302Mt @ 11.5% K2O 
(Meas.+Ind.+Inf.). 

• Resource contains a higher-grade subset of 232Mt @ 
13.5% K2O (Meas.+Ind.+Inf.). 

• From the high-grade subset, independent Spanish 
consultants Consultores Independientes en Gestión de 
Recursos Naturales SA (“CRN”) calculated a Mineral 
Reserve Estimate of 146Mt @ 12.73% K2O (Prov.+Prob.; 
Table 1). 

• The Mineral Reserve was used as the basis for the mine 
design and DFS. 

• Highfield reduced the Mineral Reserve by an additional 5% 
to account for mining dilution at edges of galleries. From 
this, a final Ore Reserve of 138Mt @ 12.75% K2O was 
estimated. 

• Mining is assumed to target four primary potash seams. In 
the East Zone, seam 0 and seam B are the dominant 
seams. In the West Zone, Capa 1 and Capa 2 are 
dominant (Fig. 3 & 4). 

• Initial 24 year mine life based on Reserves. 
• Potential for resource and reserve expansion identified in 

the NW (Vipasca). 
 
Table 1. Summary of ore reserve (Source: Company release). 
Zone Proven Probable Total 
 Mt % K2O Mt % K2O Mt % K2O 
East Zone  10.54 12.76% 10.54 12.80% 49.92 12.79% 
West Zone 18.01 12.66% 18.01 12.71% 96.09 12.70% 
Total 28.55 12.70% 28.55 12.74% 146.01 12.73% 

 
 

 
Figure 4. Mine panel configuration and principle potash seams (Source: Company release). 

E

W 
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Mine Design & Mining 
• The DFS proposes a conventional underground (“U/G”) 

mining operation. Mineralisation will be accessed via two 
straight-line declines which will improve operational 
efficiency and reduce mine risk as mining will occur on two 
fronts (Fig. 4). 

• The East Declines is ~2.9km long and intersects the ore 
~228m below surface. The West Decline is 2.5km in length 
and intersects the ore ~348m below surface. 

• Each mining front will operate at 400tph (800tph in total) to 
reach the 6.3Mtpa production schedule (90% utilisation). 
Installed capacity of each operation will be 1.5x targeted 
rate allowing processing and Opex efficiencies. 

• Decline construction to be completed by contractors. 
• Extraction undertaken via room and pillar mining using 

selective mining machinery to optimise extraction of 
varying ore body heights. 

• Medium-sized road headers will allow selective mining at 
the face. 

• Ore horizon is bounded by halite in the hanging wall and 
footwall. 

• Geotechnical studies have indicated that the rock is 
relatively competent and stable and within the operating 
range specified by manufacturers of the road headers. 

• Mining will occur on multiple panels simultaneously (up to 
four), ensuring a consistent feed grade is introduced to the 
plant that will optimise recovery.. 

• Fleet size will be of a size to maintain 6.3Mtpa ROM rate. 
• Ore horizon is continuous across project allowing 

sequencing and cost optimisation of U/G infrastructure and 
extraction. 

• Ore will be loaded directly by conveyers onto low profile 
trucks that will transport the ore to dumping points. 

• After sizing, the ore is transported by a series of conveyers 
to the surface via the declines. 

 
Metallurgy & Process Design 
• EngComp, a Canadian-based sylvinite processing 

specialist, was engaged to oversee metallurgical test work 
being carried out by Spanish consultants. 

• Two distinct ore types are recognised: banded ore and 
brecciated ore (Fig. 5). Brecciated ore (seam 0 & A) has 
higher insolubles and irregular MgO contents. Banded ore 
(seams B, Capa 1 & Capa 2) has lower insolubles and low 
MgO. 

• Banded ore has better flotation properties and comprises 
~74% of the mine schedule. Based the recovery test 
completed to date, a recovery rate of 84% is estimated. 

• Additional bulk sample test work is currently underway to 
optimise metallurgical recovery. 

 

 

 
Figure 5. Banded ore (top & middle) and brecciated ore (bottom). 
 
• Processing flow sheet selected by Highfield (Fig. 6). Flow 

sheet consists of a two stage crushing process, an attrition 
scrubbing and hydro-cyclone de-sliming stage to remove 
the insolubles and a simple KCl froth flotation circuit. 

• Product will be dried using fluid bed dryers, conveyed to 
compacting and glazing facility for conversion to granular 
K60 MOP as this is the dominant product in the target 
markets. 

 
Tailings Storage 
• Salt tailings will be backfilled as mined-out galleries 

become available. Approximately 20% of the slimes will 
also be backfilled. 

• Cement will be added to tailings in a paste backfill plant 
prior to being piped underground. 

• Backfill study currently underway. German specialist 
potash consultants, K-UTEC, are overseeing the 
programme and optimising the backfill flow chart. 

• Backfilling will not only allow secondary extraction of pillar 
(increasing extraction ratio to >80%) but will also 
counteract subsidence and minimise the footprint of the 
tailings storage facility at surface. 

 
By-product Credits 
• A concept study is underway to process the balance of the 

slimes which consists of clays, salt (NaCl) and 10-12% 
potassium chloride (KCl). 

• Processing of the slimes via crystallisation could produce 
high grade potash (K62) and vacuum salt. 

• By-product credits would enhance the Muga project 
economics although this has not been factored into the 
DFS. 



Highfield Resources Ltd  Page 7 of 14 
 

 

Taylor Collison Limited  2 April 2015 

 
Figure 6. Process flow sheet design (Source: Company release). 

 
Rehabilitation & Mine Closure 
• Restoration plan submitted in the Environmental and 

Social Impact Assessment (“ESIA”) in Dec 2014. 
• Full restoration budgeted at €33.7m (US$35.5m). 
 
Site Layout, Infrastructure & Utilities 
• Surface footprint minimised, reducing visual impact (Fig. 7, 

8 & 9). Plant located in valley amongst undulating hills. 
• Chosen site offers the option for expanding the plant in the 

future. An additional 6.3Mtpa of capacity could be installed 
(Fig. 8). 

• Main power source is electricity. 60MVA already secured 
however <40MVA required at full production rate of 
6.3Mtpa. Additional capacity sufficient for salt 
crystallisation plant. 

• Water, gas, telecommunications all accessible in close 
proximity to the mine site. 

 
Logistics 
• Product to be delivered by 20 tonne trucks to port. 
• Non-binding MOUs signed with two ports (Pasajes & 

Bilbao). 
• Transport of product, port handling and ship loading 

outsourced (accounted for in Opex).  
• Capex component of port infrastructure amortised in Opex. 
 
 
 
 
 

Marketing & Pricing 
• Four markets targeted: NW Europe (Spain, France, 

Portugal); Brazil; US East Coast & Mid-West; and west 
coast of Africa. 

• DFS assumes 50% sold to Brazil and 50% to NW Europe. 
• Potash pricing in target markets supplied by independent 

fertiliser market consultants, Integer (Table 2). 
• Highfield discounted Integer’s pricing by 10% to account 

for marketing expenses (5%) and market dynamics (5%) 
as contract pricing is at a discount to the spot market. 

• Pricing based off Vancouver FOB price. CFR Brazil trades 
at US$45/t premium to Vancouver FOB price and CFR NW 
Europe trades at ~US$33/t premium to Vancouver FOB. 

 
Table 2. Integer MOP price forecasts (real terms) discounted by 
10% to account for marketing and market dynamics (Source: 
Company release). 
 2015 2016 2017 2018 2019 2020 
FOB Vancouver (US$/t) 297 302 315 318 318 300 
Addressable markets CFR 
Avg. US Standard 321 325 339 342 342 324 
Brazil (granular) 342 347 360 363 363 345 
Avg. European granular 331 335 349 352 352 334 
 
Corporate Social Responsibility 
• Independent foundation, Geoalcali Foundation, set up to 

engage with stakeholders. 
• Foundation based on four pillars: safety, environment, 

social development and economic development. 
• Promoting project as sustainable and long-term. 
• CSR programme detailed as part of ESIA. 
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Figure 7. Site layout and infrastructure (Source: Company release). 

 

Figure 8. Proposed site of Muga processing plant and potential expansion area, looking south (left) and looking west (right). 
 

 
 
 
 
 
 
Figure 9. Proposed approximate location of East Decline 
portal. Location of plant site, TSF and West Decline portal 
highlighted in distance. 
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Capital Expenditure 
• Capex estimates based on DFS design and first principle 

estimation techniques (Table 3). 
• Quoted estimates used where possible. Estimates made 

using detailed equipment lists and design for each section. 
• Capex deployed over two phases: 

o Phase 1: Pre-production phase estimated at €243.4m 
(US$256.2m). Enables mine to deliver 3.153Mtpa ROM 
to flotation and compaction plant with 3.153Mtpa 
(400tph) capacity. Drying capacity at 800tph. 

o Phase 2: Expansion of underground mine and surface 
infrastructure estimated at €93.2m (US$98.1m). 
Provides an additional flotation circuit and compaction 
capacity (400tph) and supporting buildings. 

• Total Capex estimated at €336.7m (US$354.4m), including 
12.5% contingency. 

 
Table 3. Capital expenditure (Source: Company release). 
Parameter €m US$m 
 400 tph 800 tph Total Total 
Underground installations 
General  0.4 - 0.4 0.4 
East Decline 10.8 - 10.8 11.4 
West Decline 10.4 - 10.4 10.9 
First development infrastructure 11.0 6.4 17.4 18.3 
Ventilation systems 2.2 - 2.2 2.4 
Emergency systems 0.5 0.3 0.7 0.8 
Communications & Control System 0.2 0.2 0.4 0.4 
Mining Equipment 24.4 19.4 43.8 46.1 

Sub-total 59.8 26.3 86.2 90.7 
Aboveground installations 
Civils & Building works 23.5 10.4 33.9 35.7 
Tailings Management 9.3 - 9.3 9.8 
Process Plant & Storage 56.0 39.5 95.4 100.5 
General site infrastructure 37.5 - 37.5 39.5 

Sub-total 126.4 49.8 176.2 185.5 
Infrastructure & Logistics 
Utilities 10.2 - 10.2 10.7 
Transport & Port 1.9 - 1.9 1.9 

Sub-total 12.1 - 12.1 12.7 
Sub-total 198.3 - 274.4 288.9 

EPCM & Owners Costs 
EPCM fees 8.0 3.1 11.0 11.6 
Licence & permit fees 2.3 0.6 2.9 3.0 
Corporate costs 8.0 3.1 10.9 11.6 

Sub-total 18.1 6.7 24.8 26.1 
Total ex-Contingency 216.4 82.8 299.3 315.0 

Contingency (12.5%) 27.1 10.4 37.4 39.4 
TOTAL 243.4 93.2 336.7 354.4 

 
Operating Expenditure 
• Opex estimates on €/t ROM basis (Table 4). 
• Assumes 6.3Mtpa ROM capacity and converted to €/t 

MOP assuming production of 1.123Mtpa of saleable 
granular K60 product. 

• Individual cost components built up from first principles 
using quoted prices where available. 

• G&A of €10/t MOP benchmarked against global producers. 
• Sustaining Capex at a flat 2.5% of total Capex. 

• Depreciation straight-line over 20 years. 
• 12.5% contingency added. 
 
Table 4. Operating expenditure (Source: Company release). 
Parameter €/t US$/t 
Underground (per tonne ROM) 
Electricity 1.54 1.62 
Fuel 0.24 0.26 
Maintenance 0.48 0.50 
Consumables 0.88 0.93 
Labour 1.50 1.57 
H&S & communications 0.04 0.04 
Services & Miscellaneous 0.94 0.98 
Contingency (12.5%) 0.70 0.74 

Sub-total 6.31 6.64 
Per tonne of MOP 35.45 37.32 

Aboveground (per tonne ROM) 
Labour 0.95 1.00 
Electricity 1.71 1.80 
Gas 0.52 0.55 
Water 0.05 0.05 
Reagents 0.93 0.97 
O & M 0.35 0.37 
Backfilling 1.90 2.00 
Contingency (12.5%) 0.80 0.84 

Sub-total 7.22 7.60 
Per tonne of MOP 40.58 42.71 

Transport (per tonne MOP) 
Road transport 12.83 13.51 
Port charges & taxes 4.60 4.84 
Contingency (12.5%) 2.18 2.29 

Sub-total 19.61 20.64 
Per tonne of MOP 19.61 20.64 

Other 
G&A 1.78 1.87 
Sustaining Capex 1.33 1.40 
Depreciation 2.67 2.81 

Sub-total 5.78 6.09 
Per tonne of MOP 32.49 34.20 

Total Costs per tonne of MOP 128.13 134.87 

 
Financial Analysis 
• Highfield’s DCF model of the Muga Project generated a 

post-tax, unlevered NPV10 of US$1.42b (non-risked) with 
an IRR of 51.9%. 

• EBITDA in first full year of production of US$296m 
(EBITDA margin of 66%). 

• The Company conducted a sensitivity analysis on key 
project parameters (Fig. 10). 

• Project economics are most sensitive to potash pricing. 
• Project is still economically robust with potash prices -25% 

to that of the base case model (NPV10 US$556.7m with 
and IRR of 29.4%). 

 
Permitting 
• Detailed project permitting procedure in place in Spain 

(Fig. 11). 
• Tri-party agreement in place between Navarra, Aragon and 

central Government to expedite approval process. 
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Figure 10. Sensitivity analysis of key project variables. Project is 
most sensitive to potash pricing (Data source: Company release). 
 

 
Figure 11. Flow sheet of mine permitting process (Source: 
Company release). 
 
• Spanish management has close relationship with 

stakeholders at all levels. 
• Public consultation period to commence in early Q2 

CY15. 
• Environmental Approval and Mining Concession 

Approval remain key milestones (Q4 CY15). 
 
Scheduling & Timeline 
• Preliminary schedule for tender and final detailed 

engineering completed. 
• Detailed project schedule to evolve as project proceeds to 

construction. 
• Project execution plan to be finalised. 
• Highfield to manage EPC in-house. 
• Construction schedule developed on assumption mine is 

approved and concessions awarded in Oct 2015. 
• Initial construction includes decline construction, clearance 

of vegetation, foundation preparations, drainage systems, 
road upgrades and perimeter fence. 

• Initial construction could commence as early as Q4 CY15. 

• Construction to take ~18 months to first commissioning. 
• Based on construction timing, Phase 1 ramp-up to occur in 

Q3 CY17 with full production (400tph) by Q1 FY18. 
• Phase 2 ramp-up scheduled for Q2 FY19 with full 

production (800tph for 6.3Mtpa ROM) in Q3 FY19. 
 
CATALYSTS 
• Near-term catalysts include: 

o Muga Mine project finance term sheets agreements 
(Q2 CY15). 

o Sierra del Perdon scoping study (Q2 CY15). 
o Muga Mine finance closure (Q3 CY15). 
o Mining Concession permit approval (Q4 CY15). 
o Commencement of Muga mine construction (Q4 

CY15). 
 
TCL VALUATION 
Discounted Cash Flow (“DCF”) 
• Our updated DCF model is based broadly on the DFS 

parameters with respect to Capex and operational metrics. 
Key inputs, assumptions and outputs are listed in 
Summary of Forecasts and Appendix A. 

• We are conservative in relation to forecasted potash sales 
price (~US$300/t real terms, long-term). 

• Our Opex (US$/t MOP) estimate is inflated to that of the 
DFS due to slight differences in annual MOP production 
rates and FX assumptions. We also account for final 
product shipping to target markets (CFR basis).  

• We do not apply an annual escalation factor to potash 
sales price and costs. 

 
Unlevered model 
• The Muga Project as modelled generates a post-tax, 

unlevered, 30%-risked (0.7xNPV) NPV10 of A$702.1m or 
A$2.03/share (fully dil. on 345.5m ordinary shares). 

• EBITDA in the first full year of production ~A$306.8m. 
 
Levered model 
• As a preliminary indication of how the Muga project 

handles debt repayments, we have also developed a 
levered model. 

• Key assumptions include: 
o Capex is funded 60% by debt (US$219.6m) and 40% 

equity (US$146.4m). Debt raised at 8.5% and principal 
payed back over 10 years. 

o To fund the equity component, it is assumed A$202.5m 
is raised at A$1.50/share. 

o There will be 480.5m ordinary shares on issue after 
equity raising and all options exercised. 
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• The Muga Project as modelled generates a post-tax, 
levered, 30%-risked (0.7xNPV) NPV10 of A$840.3m or 
A$1.75/share (fully dil. on 480.5m ordinary shares). 

 
Scenario analysis 
• To gauge the potential upside (bull case) and downside 

(bear case) to our unlevered DCF valuation, a number of 
parameters to our base case were varied by ±10%. The 
outcomes of the scenario analysis are listed in Table 5. 

• The project economics as modelled are robust even under 
the bear case scenario. 

 
Table 5. Scenario analysis for TCLe unlevered valuation. 
Parameter Bear case Base case Bull case 
Processing rate (Mtpa, full prod.) 6.3 6.3 6.3 
Run-of-Mine grade (% K2O, LoM)  12.8 12.8 12.8 
MoP K60 prod. rate (ktpa, LoM) 1,130.3 1,130.3 1,130.3 
MoP sales price (US$/t) -10% App. A +10% 
Operating cost C1 (US$/t, FOB) 128.17 119.41 110.64 
Operating cost C3 (US$/t, FOB) 174.38 161.54 148.69 
Shipping cost (US$/dmt)    

NW Europe 11.00 10.00 9.00 
Brazil 18.70 17.00 15.30 

Total Capex (US$m) 389.8 354.4 318.9 
Sustaining Capex (US$m/pa) 10.1 9.1 8.2 
Rehab./closure Capex (US$m) 40.3 36.6 32.9 
Key Financials – post-tax, 30%-risked (0.7xNPV) 
NPV10 A$m (30%-risked) 433.5 702.1 970.7 
NPV/share (fully dil.*) 1.25 2.03 2.81 
IRR (%) 25.3 35.0 45.6 
Payback (yrs) 6.8 5.7 5.0 
FY19 Net Revenue (A$m) 436.6 489.1 541.5 
FY19 EBITDA (A$m) 236.1 306.8 377.5 
FY19 NPAT (A$m) 166.5 223.9 281.3 

* 345.5m ordinary shares 

 
Production Growth Options & By-Product 
Credits 
• Our base case valuation only values the Muga project 

as broadly outlined in the DFS. 
• Given the size of the resource and the broader 

prospectivity of the region, particularly at Vipasca, we view 
there to be a reasonable opportunity to increase 
throughput. 

• During our site visit, we observed there is physical room 
for expansion of the plant (an additional 6.3Mtpa of 
capacity) which would increase Muga production to 
ca. 2.26Mtpa K60 MOP. 

• We initially anticipate a third decline will be installed, 
increasing throughput to 1200tph for 1.68Mtpa K60 MOP. 

• The Sierra del Perdon scoping study is imminent. We 
anticipate the project could deliver an additional 500ktpa 
of K60 MOP. 

• Group production levels by 2020-2022 could 
potentially reach 2.20–2.76Mtpa K60 MOP. 

• Credits from de-icing salt and/or high purity vacuum salt 
could be produced from each project. 

 
Peer Comparisons & Sector Multiples 
• Global peers in the fertiliser production sector trade on 5 

year trailing P/E of 15x and EV/EBITDA of 9.6x (Table 6). 
• Global peers currently trade on consensus forward 

P/E of 12–13x and EV/EBITDA of 7–8x (Table 6). 
• At full production rates of ca. 1.13Mtpa K60 MOP, the 

Muga Project as modelled by TCL generates EBITDA 
of ca. A$280-305m (EBITDA margins ~55%). 

• When valued on similar earnings multiples, 
considerable upside is evident to Highfield’s current 
valuation (up to $4.61/share; fully diluted on 480.5m 
ords). 

• Our blended NPV – earnings valuation (70:30 split) 
currently values Highfield at $2.10–$2.64/share (fully 
diluted on 480.5m ords). 

 
Strategic Investor or Takeover Target? 
• Muga Project is a standout amongst proposed global 

potash developments (high margin, long life, favourable 
jurisdiction) and would no doubt be attracting the attention 
of potash producers looking for growth options. 

• We acknowledge there is a strong likelihood that a 
strategic investor will make Highfield an offer to come 
onboard the Muga development. 
 

Table 6. Earnings multiples of peers in the global potash sector (Source: FactSet). 
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• An offer is likely to be based on future earnings 
multiples, not NPV. On this basis, it is plausible that 
Highfield will be able to fund its share of Muga Capex 
without the need to raise equity. 

• Assuming 25% sell-down, we estimate on an earning 
basis a strategic investor would potentially need to 
invest up to A$500 to enter into the project. 

• Given that Highfield has a strategic asset in the Navarra 
Sub-Basin, which offers the potential for multiple 
developments, the Company presents itself as an 
attractive takeover target given its conceivable that total 
production from the four projects has the potential to 
support production in the order of ca. 4Mtpa K60 MOP. 

 
RISKS 
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. Highfield’s 
commitment to the project and engagement with all 
stakeholders will mitigate many of the permitting risk. How 
the Company effectively deals with salt tailings will also be 
crucial for the awarding of the Mining Concession permit. 

• 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. Potash deposits are also 
characterised by grade variability. Highfield’s strategy of 
mining on multiple fronts will mitigate much of the mining 
risk as natural variations in ore grade and thickness can be 
smoothed out underground via blending. 

• 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. Given the strong financial metrics of the project 
and its locality in a First World country, we do not believe 
the Company will have trouble securing funding. 

• 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. 

• 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. Given Spain’s need to create 
jobs and economic wealth, we believe the project will be 
permitted but there is likely to be delays in the timing of 
key milestones. 

 
RECOMMENDATION 
• Muga represents the first development option for Highfield 

in a region that has the resources and prospectivity to 
support production growth. 

• The Company has demonstrated the economic viability of 
the Muga 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, 30% risked (0.7xNPV) 
valuation for the Muga Project is A$2.03/share (fully 
dil. to 345.5m ordinary shares). 

• When valued on similar earnings multiples, considerable 
upside is evident to Highfield’s current valuation (up to 
$4.61/share; fully diluted on 480.5m ords). Our blended 
NPV – earnings valuation (70:30 split) currently values 
Highfield at $2.10–$2.64/share (fully diluted on 480.5m 
ords). 

• We view there to be material upside to Highfield’s 
valuation through granting of the Mining Concession and 
progression of its other projects. A strategic investor 
coming onboard will also demand a re-rating. For these 
reasons, we maintain our recommendation for 
Highfield Resources Ltd as Speculative Buy. 
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APPENDIX A. Key inputs in TCL financial models. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Highfield Resources Ltd  Page 14 of 14 
 

 

Taylor Collison Limited  2 April 2015 

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, 
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