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What's Changed Old New

Rating BUY n.c.

Target A$1.85 A$1.95

Summary

Key asset: Muga  / SDP (Spain)

Potash resource (kt) 489Mt @ 11.4% K2O

Peak Potash Production (kt) 1,644

FD 1xNPV10% (US$m / A$/sh) 1084 / 4.07

Share Data

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

52-week high/low A$1.72 / A$0.38

3M avg daily vol (000) 581          

3M avg daily val (000) A$785

Mkt cap incl. perf. sh (m) A$570

Net cash (debt) (m) A$21

FD EV (m) 710

Projected return (%) 17%

FINANCIAL DATA

Year to Jun 2016E 2017E 2018E

Revenue (m) -            A$0.0 A$238

EBITDA (m) A$(10.4) A$(10.4) A$143

Income (m) A$(18.9) A$(20.7) A$85

EPS nm nm 0.26

CFPS nm nm 0.35

PER (x) nm nm nm

EV/EBITDA (x) - - 3.8x

All amounts in US dollars unless otherwise stated

SDP scoping a beat on forecast; PT lifted as 

Highfield ‘becomes’ two asset company 

Scoping study shows US$527m NPV, 39% IRR 

The Sierra del Perdon (SDP) scoping study shows production of 520ktpa of KCl 

potash from an extracted 50/50 carnallite and sylvinite inventory of 63Mt @ 

11.7% K2O over a 20 year life. Capex of US$233m and opex of US$145/t FOB 

(US$123/t pre-contingency) drives a company-estimated NPV of US$527m, 

IRR of 39%, and initial EBITDA of US$120m at US$315/t FOB Vancouver with 

appropriate marketing discounts and EU/Brazil premiums. 

Bigger and cheaper than expected, with carnallite added 

We previously modelled 420ktpa for US$200m capex with US$142/t FOB 

opex, so today’s 520ktpa potash for only US$233m and US$145/t FOB opex 

(incl. contingency, excl. credits) is a beat on size and capex. This is impressive 

given the addition of a carnallite decomposition circuit, meaning the blended 

grade is lower at 11.7% vs. our previously modelled 13.5% sylvinite mine, a 

testament to the advantages of shallow depths and Spanish infrastructure. 

Better still, salt and Mg by-product credits should lower opex in the PFS. 

Second asset scoped; post-dilution LT upside to ~A$5.00/sh 

Today’s study establishes Highfield as a two-asset company, which could lift 

with Muga expansions. Quantitatively, we estimate an exit valuation of 

US$2.26bn for Muga, SDP and a Muga 50% expansion  (A$4.97/sh FD), against 

a US$445m FD market cap today, or US$760m in production, giving ~200% 

four-year upside per share fully-funded fully-diluted. In fact, we estimate 

Muga alone shows 106% 3yr upside to A$3.45/sh, backstopping the value. 

Maintain BUY rating, lift PT from A$1.85/sh to A$1.95/sh 

We add the SDP economics, reducing salt from 750ktpa to 375ktpa given the 

move to float rather than a vacuum plant. This lowers our SDP NPV from 

US$357m to US$319m (US$471m in production), which sense checks 

conservatively against a peer EBITDA and production multiples (implied 

US$690m), and should lift at PFS with salt/Mg. We lift our NAV multiple from 

0.35x to 0.40x for SDP with scoping complete but DFS and funding 

outstanding, retaining 0.5xNAV for Muga at US$305/t FOB Vancouver. As 

such we maintain our BUY rating and lift our PT from A$1.85/sh to A$1.95/sh. 
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Scoping study summary 

The proposed plant is a hybrid solution, processing both carnallite and sylvinite ore, with a 

carnallite decomposition circuit at the front end (removes Mg) followed by conventional 400tph 

KCl flotation circuit (same as initial Muga plant). This has the benefit of processing the entirety of 

the smaller 14% K2O sylvinite resource (39Mt in scoping study vs. 16Mt JORC inferred resources), 

while maintaining a long 20-year life by including the larger 10% K2O carnallite resource (52Mt in 

scoping against 66Mt JORC resource). At this stage, no by-product credits from salt or Mg 

products from the carnallite circuit are included in the economics – Highfield has completed a 

market assessment and preliminary marketing strategy and expects these credits to be 

incorporated into the PFS. 

Figure 1. SDP scoping study against GMP old and new estimates 

 

Source: GMP 

Substantial upside to production on fully-diluted basis 

To model potential upside for Highfield to take Muga, SDP, and a 50% expansion on Muga into 

production we show dilution calculations below. This is conservatively based on equity funding 

for all three projects, ie no equity upside / lowered dilution as each comes into DFS / permitting, 

and no mezzanine or self-funding of any of the projects. We show the valuation as an average of 

(i) NPV10% three years forward for Muga and four years forward for SDP and Muga expansion, (ii) 

EV/EBITDA of listed producers, and (iii) EV/production of peer Intrepid Potash. Perhaps 

unsurprisingly, the NPV valuation is lowest as the long-life value isn’t captured at 10% discount, 

SIERRA DEL PERDON (100%) HFR scoping GMP old Δ (%) GMP new Δ GMP old (%)

Insitu mining inventory (Mt) 92 83 10% 92 10%

Extraction ratio (% ) 70% 60% 17% 70% 17%

Recoverable reserve (Mt) 64 50 29% 64 29%

ROM grade (%  K2O) ~11.7% 13.5% -13% 11.9% -12%

Mining / processing rate (Mtpa) 3.15 2.00 58% 3.15 58%

Recovery (% ) 83% 97% -14% 83% -14%

Mass pull (% ) 16% 21% -22% 16% -22%

Plateau production (ktpa KCl) 520 422 23% 520 23%

Product grade (%  K2O) 60% 62% -3% 60% -3%

Opex (US$/t FOB) 155 142 9% 152 7%

Opex (US$/t FOB, net salt credits) 155 93 66% 120 29%

Capex (US$m) 233 200 17% 244 22%

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

EUR / USD 1.05 1.10 -5% 1.10 0%

FOB potash price FOB Vancouver (US$/t) 315 305 3% 305 0%

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

Cost escalation (% ) 2.2% 0% - 0% -

Potash price escalation (% ) 2.2% 0% - 0% -

First production - 2018 - 2019 -

NPV (US$m) 527 357 47% 319 -11%

IRR (%) 39% 31% 23% 25% -19%

Plateau EBITDA (US$m) 120 101 19% 110 10%
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EV/EBITDA is highest given the premium the generally large-cap producers have, and the mid-

point comes from the valuation of close peer Intrepid. This gives upside of 106%, 152% and 198% 

into production for Muga, SDP and Muga expansion, respectively, or ~40-50% pa over 3-4 years. 

In our opinion one of the most critical modifying factors to Highfield’s valuation remains their 

basin controlling position, where we see projects four and five coming to fruition in the long 

term, being Vipasca and Pintano. Looking at Pintano discretely, which could be ranked the #5 

project for Highfield, the near-coast dry-basin resource of 187Mt @ 11.2% K2O is certainly junior 

to other projects given the 500-1,000m depth. However, on a global basis this represents one of 

the most attractive undeveloped resources globally given the low capex from the location. 

Figure 2. Fully-funded fully diluted upside scenarios  

 

Source: GMP estimates, *Capacity increased by 50% for 40% of initial capex, ie 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 0.52 0.55 1.10

Capex (US$m) 370 233 185 788

Plateau EBITDA (US$m) 240 110 120 470

Intrepid EV/production (US$/t pa)

Listed peers EV/EBITDA '15 (x)

Implied EV from EV/production (US$m)^ 1,248 570 603 2,422

Implied EV from EV/EBITDA (US$m)^ 1,796 807 878 3,481

1xNPV10%  +3/4yrs, +equity raised  (US$m)^ 1,293 564 446 2,303

Average (US$m) 1,446 647 642 2,735

Gearing (% ) 60% 60% 60%

Less debt required (US$m) 222 140 111 473

Market cap in prod'n (US$m) 1,224 508 531 2,262

Current market cap FD (US$m)

Plus equity required (US$m) 148 93 74 315

Cummulative FD market cap (US$m)** 593 686 760 760

Fully diulted equity upside to production (% )^ 106% 152% 198% 198%

Per share equivalent (A$/sh) 3.45 4.21 4.97 4.97

Annual return on equity (%) 35% 38% 49% 49%

1,097

7.32x

445
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Source: GMP estimates 
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Disclosures 
The information contained in this report is drawn from sources believed to be reliable but the accuracy or completeness of the information is not 

guaranteed, nor in providing it do GMP Securities L.P., GMP Securities Europe LLP or GMP Securities Australia Pty Limited (collectively referred to as “GMP”) 

assume any responsibility or liability whatsoever. Information on which this report is based is available upon request. This report is not to be construed as a 

solicitation of an offer to buy or sell any securities. GMP and/or affiliated companies or persons may as principal or agent, buy and sell securities mentioned 

herein, including options, futures or other derivative instruments thereon. Griffiths McBurney Corp. (“GM Corp.”), an affiliate of GMP accepts responsibility 

for the contents of this research subject to the foregoing. U.S. clients wishing to effect transactions in any security referred to herein should do so through 

GM Corp.  GMP Securities L.P. will provide upon request a statement of its financial condition and a list of the names of its Directors and senior officers.  
 
Company-Specific Disclosures: 

1   GMP has, within the previous 12 months, provided paid investment banking services or acted as underwriter to the issuer.  

2   GMP is a market maker for the securities of the subject issuer.  

3   GMP owns 1% or more of this issuer’s securities. 

4   GMP Securities, LLC, an affiliate of GMP, discloses the following in relation to this issuer as required by the Financial Industry Regulatory Authority 

(“FINRA”) Rule 2711: as applicable.  

5   The analyst is related to an officer, director or advisory board member of the issuer, but that individual has no influence in the preparation of this report.  

6   The analyst has visited the operations of this issuer. The issuer and/or GMP clients paid all or a portion of the travel expenses associated with the 

analyst’s site visit to its operations. 

7   The analyst who prepared this report has viewed the operations of this issuer. 

8   The analyst who prepared this research report owns this issuer's securities. 
9   RESERVED 
10 RESERVED 

 

Each research analyst and associate research analyst who authored this document and whose name appears herein certifies that:  

(1) the recommendations and opinions expressed in the research report accurately reflect their personal views about any and all of the securities or issuers 

discussed herein that are within their coverage universe; and (2) no part of their compensation was, is or will be, directly or indirectly, related to the 

provision of specific recommendations or views expressed herein. 

 

GMP Analysts are not registered and/or qualified as research analysts with the FINRA and/or the New York Stock Exchange and may not be associated 

persons of GMP Securities, LLC and therefore may not be subject to FINRA Rule 2711 restrictions on communications with a subject company, public 

appearances and trading securities held by a research analyst account as defined by FINRA but are subject to the applicable regulatory rules as mentioned in 

the next paragraph.  
 

All relevant disclosures required by regulatory rules (including The Investment Industry Regulatory Organization of Canada, Financial Conduct Authority 

and Australian Securities & Investments Commission), GMP’s recommendation statistics and research dissemination policies can be obtained at 

www.gmpsecurities.com or by calling the relevant GMP office’s Compliance Department.  

GMP Analysts are compensated competitively based on several criteria.  The Analyst compensation pool is comprised of several revenue sources, including 

secondary trading commissions, new issue commissions, investment banking fees, and directed payments from institutional clients.  GMP prohibits any 

director, officer or employee of GMP from holding any office in publicly traded companies or any office in private companies in the financial services 

industry.  
 

The GMP research recommendation structure consists of the following ratings:  

 

Buy: A Buy rating reflects 1) bullish conviction on the part of the analyst; and 2) typically a 15% or greater return to target.  

 

Speculative Buy: A Speculative Buy rating reflects 1) bullish conviction on the part of the analyst accompanied by a substantially higher than normal risk, 

including the possibility of a binary outcome; and 2) typically a 30% or greater return to target.  
 

Hold: A Hold rating reflects 1) a lack of bullish or bearish conviction on the part of the analyst; and 2) typically a return of 0 to 20%.  

 

Reduce: A Reduce rating reflects 1) bearish conviction on the part of the analyst; and 2) typically a 5% or lower return to target.  

 

Tender: Clients are advised to tender their shares to a takeover bid or similar offer.  
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Country-Specific Disclaimers: 
 
Australia: GMP Securities Australia Pty Limited (“GMP Australia”). ACN 149 263 543; Australian Financial Services License No: 403684. Level 9, 190 St. 
Georges Tce, Perth, WA, Australia 6000 Tel + (618) 6141 6300 Fax + (618) 9226 1370. 
 
Any advice contained in this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any 
advice in this document, GMP Australia recommends that you consider whether the advice is appropriate for your circumstances. GMP Australia 
recommends that you obtain and consider the relevant “Product Disclosure Statement” or other disclosure documents before making any decision about a 
product including whether to acquire or to continue to hold it. 
 
Canada: GMP Securities L.P. is a member of the Investment Industry Regulatory Organization of Canada and a participant of the TSX, TSX Venture and the 
Montreal Exchange. It is registered with all the provincial self-regulatory authorities of Canada. 145 King Street West, Suite 300 Toronto, Ontario M5H 1J8 
Tel: (416) 367-8600 Fax: (416) 943-6134. 
 
United Kingdom: GMP Securities Europe LLP is authorised and regulated by the Financial Conduct Authority and is a member of the London Stock Exchange. 
5 Stratton Street, London W1S 4GA Tel 0044 20 7647 2800 Fax 0044 20 7647 2801. 
This information is issued for the benefit of persons who qualify as eligible counterparties or professional clients and should be made available only to such 
persons and is exempt from the restriction on financial promotion in s21 of the Financial Services and Markets Act 2000 in reliance on provision in the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 particularly Article 19(5) for Investment Professionals and Article 49(2) for 
entities of prescribed net worth.  
Other countries: circulation of this report may be restricted by laws and regulations in other countries and persons in receipt of this document must 
satisfy any relevant legal requirements in that country.  
 
© GMP. All rights reserved. Reproduction in whole or in part without permission is prohibited. 

 
 
 

 


