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Highfield Resources Ltd.
Initiation: Uncovering attractive, low-capex potash
potential in Spain
Our view: We believe Highfield Resources' potash properties are among
the best undeveloped greenfield projects globally. Our base case analysis
returns an attractive 29% IRR at the company's flagship Muga project,
driven by near-surface mineralization, low-capex requirements, nearby
infrastructure, very competitive delivered costs, and low geo-political risk
in Spain. Additionally, our scenario analysis indicates asymmetric upside
potential based on very achievable targets.

Key points:
Industry-low project capex: We believe Highfield’s industry-low capital
costs are a significant benefit and critical advantage that distinguish
the company from other potash developers. For the Muga project, we
estimate US$426M total capex, which compares well to other greenfield
projects (US$391/tonne vs. US$1,087/tonne average).

Competitive operating costs: We expect Highfield’s all-in delivered costs
to be competitive with major producers and occupy the bottom-quartile
of the global cost curve (US$140/tonne vs. US$175/tonne average),
mainly driven by near-surface mineralization, nearby infrastructure,
favourable labour rates, near-market access, and no royalty taxes.

Expansion potential: We think expansion potential at Muga/Vipasca and
Sierra del Perdon could provide substantial upside to future production
and our valuation. Both projects combined account for ~20% of our NAV
analysis but almost 35% when using a lower discount rate similar to our
Muga project valuation.

Scenario analysis asymmetrical to the upside: Our scenario analysis is
skewed toward the upside, with +193% upside vs. -61% downside return.
We base our upside scenario on successful completion of the Muga
project on time and on budget, very achievable operating parameters
(slightly better grade, recovery, cost), and a higher possibility of expansion
at Sierra del perdon and Muga/Vipasca. Conversely, our downside
scenario assumes significant delays in production start-date with lower
operating parameters and lower possibility of future expansion, although
all three projects would still return >10% IRR in this scenario.

Potential high reward, paired with high risk: We have assigned a
Speculative Risk qualifier to Highfield based on the risks normally
associated with an undeveloped project. Specifically, we note significant
sensitivity to potash price volatility, potential permitting and construction
delays, capex overruns, and operating cost challenges.

Outperform, Speculative Risk, $2.70 price target: We value Highfield
based on a NAV analysis and apply an 11% discount rate for the Muga
project, 13% for Sierra del Perdon, and 15% for Muga/Vipasca Extension.

Priced as of prior trading day's market close, EST (unless otherwise noted).
For Required Non-U.S. Analyst and Conflicts Disclosures, see page 33.



Target/Upside/Downside Scenarios

Exhibit 1: Highfield Resources Ltd.
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Target price/base case
Our $2.70 price target is based on a sum-of-the parts net
asset value analysis and applies an 11% discount rate for
the Muga project, 13% for Sierra del Perdon, and 15% for
Muga/Vipasca Extension. These discount rates are higher than
the 9% we use to value larger, more established current
producers and reflect the greater uncertainty associated with
an undeveloped project. We use our long-term Brazil CFR
potash price forecast of $370/tonne and we do not include the
potential for salt by-product credits in our valuation.

Upside scenario
We base our $5.30 upside scenario on a combined NAV and
forward EV/EBITDA analysis. Our upside $5.26 NAV assumes
that the Muga, Sierra del Perdon, and Muga/Vipasca Extension
projects are successfully brought to production on time and
with better operating parameters. Our upside $5.44 EV/
EBITDA valuation assumes that the Muga, Muga/Vipasca
Extension, and Sierra del Perdon projects are brought into
production through 2021 and Highfield is valued on an 8x
EV/EBITDA basis, below the 8.5x we use to value current
producers, discounted back 10% annually.

Downside scenario
We base our $0.70 downside scenario on a combined NAV and
EV/production tonne peer-comparison. Our downside $0.72
NAV assumes that Muga project permitting and construction
are significantly delayed, with lower-than-expected operating
parameters when in production. Our downside $0.63 EV/
production tonne valuation is based on a peer comparison of
junior potash developing companies and applies $84/tonne of
potential potash production.

Investment summary
We believe Highfield’s potash properties located in Spain are
among the best undeveloped greenfield projects globally,
with near-surface mineralization, low-capex, and competitive
costs. We think there is significant potential upside, balanced
by greater risk normally associated with early-stage projects.

Potential catalysts
Financing: Following the release of the Muga DFS and Sierra
del Perdon scoping study, we believe Highfield will focus on
securing financing in 2Q–3Q/15 to build its Muga project. We
expect the company is targeting a combination of equity and
debt financing for the project.

Permitting: Highfield submitted its mine concession
application to the federal and regional governments in
December 2014 and expects to receive approval in 4Q/15.
Critically, the application includes the Environmental Impact
Assessment, which in our view is the major permitting
hurdle. We note that the previous submission of a
very comprehensive Memoria Resumen (essentially a pre-
Environmental Impact Assessment) received constructive
feedback that was incorporated in the December application.

Construction: Highfield expects to start construction of its
Muga project in 4Q/15. The company has initiated the
procurement process with vendors and is expected to be ready
for construction shortly after receiving government approval.

Investment risks
Potash price volatility: Our Highfield valuation is very sensitive
to changes in the realized potash price, which is influenced
by the market price (primarily Brazil and Europe CFR) and
the price discount received by Highfield due to marketing and
contract costs.

Potential delays from permitting and construction: The
Muga project has not yet received final approval from
the government and there is potential for permitting and/
or construction delays that could negatively impact our
valuation.

Capital or operating cost challenges: We believe industry-low
capex costs are a significant benefit and operating costs will be
very competitive. However, we note that capital cost overruns
are common with early-stage projects, and potash mining and
processing can be challenging.

Currency volatility: Highfield's properties are located in Spain
and it plans to sell potash in Europe and Brazil. Our valuation
is very sensitive to changes in the USD/EUR and USD/AUD
exchange rates.

Highfield Resources Ltd.
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Key questions 

 Our view 

1. What differentiates Highfield 
Resources from other potash 
developers? 

We think several factors differentiate Highfield from other potash developers 
including: industry-low capital costs; bottom-quartile delivered cash costs due to 
low freight costs and no royalties; a local-based team with good regional 
relationships; its location with low geopolitical risk and near to target markets; a 
comparable nearby operating facility in the same potash basin that proves potash 
production in Spain can work; and takeover potential. 

2. What are the major differences 
driving lower capex costs compared 
to other greenfield cost estimates? 

We view Highfield’s low capital cost requirement as a critical advantage compared 
to other developing potash projects and we estimate Muga project capex at 
US$426M, or US$391/tonne vs. US$1,087/tonne global peer average. We think 
this is due to near-surface mineralization with no presence of aquifers 
(inexpensive decline access vs. shaft), availability of nearby infrastructure (roads, 
railways, ports, electricity), a simple flotation process with no crystallization, the 
use of proven technologies, and relatively low local labour costs.  

3. What is the production potential? We are modeling 1.1Mt production from the initial Muga project, with the ramp-
up starting in 4Q/17, followed by smaller projects in Sierra del Perdon and 
Muga/Vipasca. Combined, these projects could potentially produce 2.2Mt potash 
by 2022. At the Muga/Vipasca property, the initial reserve estimate results in a 24-
year mine life for the Muga project, although we think there is potential to extend 
the resource toward the northwest and build another mine—the Muga/Vipasca 
Extension project in our model. At Sierra del Perdon, the area was previously 
mined from 1963 to 1990, and Highfield released an initial scoping study in April 
2015 indicating potential to build a small project at the property. 

4. How much does management own? We are encouraged by significant management ownership in Highfield—Spanish 
in-country management owns 21% fully diluted, Australia-based management 
8%—and a 20% ownership stake by EMR Capital, a private-equity resource firm 
chaired by Owen Haggerty. 

5. Is Highfield a potential takeover 
target? 

We believe Highfield could be an attractive takeover target given its upside 
production potential, attractive economics, well-developed Muga project, and 
strategic location. Looking at the current fertilizer producers, we see Israel 
Chemicals, K+S, or Yara International as potential suitors. 

6. How much cash is available on the 
balance sheet? 

As of December 31, 2014, Highfield had AUD$25M remaining on its balance sheet. 
Based on its prior half-year period cash spend of AUD$5M on corporate and 
development costs, we think the company has more than enough cash to fund 
operations through to project financing. 

7. What is the long-term potash market 
outlook? 

We believe potash market supply and demand fundamentals will be relatively 
balanced through 2020, but we think there is a greater degree of uncertainty 
beyond 2020+ as new, well-funded, or lower-cost projects (i.e., Highfield) come 
online and add to the current market surplus. We currently forecast a very gradual 
improvement in potash prices through 2018. Beyond 2018, we forecast flat pricing 
at $370/tonne Brazil CFR, as we think the market will remain in surplus and we do 
not expect significant price upside for the foreseeable future. (see Potash Market 
Outlook section on page 25). 
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Investment thesis 
We are initiating coverage of Highfield Resources (HFR) with an Outperform, Speculative Risk 
rating and a $2.70 price target. We believe Highfield’s potash properties are among the best 
greenfield potash projects globally, with attractive economics even in the current lower-
priced environment. We think there is potential upside valuation from the current share 
price, balanced by greater risk normally associated with early-stage projects. 

Industry-low project capex: We believe Highfield’s industry-low capital costs are a significant 
benefit and critical advantage that distinguish the company from other potash developers. 
For the Muga project, we estimate US$426M total capex, which compares very well to other 
global greenfield potash projects on both per tonne capex (US$391/tonne vs. 
US$1,087/tonne average) and overall capex (vs. US$2B average). (see page 6) 

Competitive operating costs: We believe Highfield’s operating costs will be competitive with 
other major producers and firmly within the mid-to-lower portion of the global cost curve. 
Additionally, we expect bottom-quartile all-in delivered costs at the Muga project due to 
near-market access and no royalty requirements. (see page 7) 

Execution potential: We currently value the Muga project using more conservative 
parameters than those outlined in the DFS. However, we believe there could be ~30% upside 
to our current Muga project valuation if Highfield is able to execute on the parameters 
outlined in the DFS. (see page 8) 

Expansion potential: We think there is expansion potential at the Muga/Vipasca and Sierra 
del Perdon properties, which could provide substantial upside to future production and our 
valuation. Both projects combined account for ~20% of our NAV analysis, but almost 35% 
when using the same 11% discount rate as the Muga project. (see page 9) 

Well-located in a near-market, stable region: We believe Spain provides a strategic 
advantage to Highfield’s potash properties by being close to market and a country with low 
geo-political risk. (see page 10) 

Takeover potential: We believe Highfield could be an attractive takeover target given its 
upside production potential, attractive economics, well-developed Muga project, and 
strategic location. (see page 11) 

Nearby producer provides good comparison: We think the success at nearby Iberpotash, 
located ~500 km away and mining in the same Ebro potash basin, provides greater 
confidence. Iberpotash has consistently produced ~1Mt/year and is undertaking an 
expansion at capex costs similar to Highfield’s estimates. (see page 12) 

Exhibit 2: Highfield NAV analysis 

Net Asset Value

Projects NAV Discount Value Shares outstanding

Muga $575 11% $575 Current shares 252

Sierra del Perdon $70 13% $70 Performance shares 52

Muga-Vipasca Extension $61 15% $61 Options 44

Total (US$M) $706 - $706 Fully diluted shares 347

Balance Sheet Net Asset Value per Share

Cash $25 NAV/share (US$) $2.17

Cash from options $22 USD/AUD 0.80

Total NAV (US$M) $753 NAV/share (AUD$) $2.71  

Source: Company reports, RBC Capital Markets estimates 
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Industry-low capex requirements a key advantage 
We believe Highfield’s low capital cost requirement is a critical advantage that helps the 
company clear two significant hurdles currently limiting potash greenfield development: 1) 
attractive economics even in the current lower-priced potash environment; and 2) relatively 
easier financing due to lower total funding requirements. 

For the Muga project, we estimate US$426M total capex (vs. US$354M DFS estimate), which 
compares very well to other global greenfield potash projects on both per tonne capex 
(US$391/tonne RBC vs. US$1,087/tonne peer average) and overall capex cost (vs. US$2B 
peer average). We believe the projects benefit from several advantages including: 

 Shallow mineralization and no aquifer: The initial target potash mineralization is 
shallow (250–350 metres vs. 1,000+ metres for Canadian and Eastern European peers) 
and there are no aquifers noted in the area. This allows access via a low-cost decline 
(US$20–30M) instead of an expensive shaft (US$300M+ through 1,000 metres with 
ground freezing in Canada and Eastern European). 

 Access to infrastructure: The Highfield projects can access critical infrastructure within 
10 km—including grid electricity, gas supply, highways, and railways—whereas many 
greenfield projects require significant infrastructure build. The company has secured 
electricity supply from Iberdrola SA (60MV vs. 40MV requirements) and signed MOUs 
with the Port Authority of Pasajes and Port of Bilbao (150–250 km away). 

 Proven technologies and model mine nearby: The proposed Muga project will be using 
proven mining (conventional room and pillar via decline) and processing (crush and 
flotation) technologies that have been employed in many other potash projects globally 
and, most importantly, at the nearby Iberpotash projects (~500 km, same potash basin).  

 Simple flotation processing: Muga potash ore will be processed through a simple 
flotation circuit without crystallization, which saves ~US$500M+ on capex. Although 
crystallization is often used to improve recovery rates, our expected recovery rate of 
83% (vs. Highfield DFS 84%) is comparable to Canadian peers at 85–87% and backed up 
by 85%+ recovery rates at nearby Iberpotash.  

 Skilled labour available locally: Highfield plans to hire the vast majority of its employees 
from the local Spanish labour market, which will help to reduce labour costs (no need to 
parachute contractors into Africa) and facility capex requirements (parking lots vs. 
housing). 

 

Exhibit 3: Highfield Muga capital cost requirements are the lowest among peers on both capex/tonne and absolute basis 

Potash per tonne capex comparison (US$/tonne) 
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Potash absolute capex comparison (US$M) 
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Source: Company reports, RBC Capital Markets estimates

Highfield Muga capex 
requirements compare 
favourably ($391/tonne 
RBC vs. $1,087/tonne peer 
average) due to near-
surface mineralization, 
available infrastructure, 
simple flotation processing, 
and favourable labour 
rates. 
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Operating costs competitive against global peers 
We believe Highfield’s site operating costs should be competitive with other major global 
producers and firmly within the mid-to-lower portion of the global cost curve. Additionally, 
we expect bottom-quartile all-in delivered costs due to competitive site cash costs, near-
market access (close to ports or European market), and no royalty requirements. 

Muga site cash costs firmly in mid-tier territory 
Our model estimates Muga site cash costs (mining, processing, sustaining capex) at 
~US$103/tonne, which is modestly higher than tier 1 low-cost production in Canada and East 
Europe at ~US$90–95/tonne. Lower-grade ore at Muga (~13% K2O vs. 20–25% at lower-cost 
mines) is offset by shallow decline mine access, a simpler flotation circuit, favourable local 
labour costs, and slightly lower sustaining capex due to mild weather conditions. 

Exhibit 4:  Global potash site cash costs 
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Source: CRU, Company reports, RBC Capital Markets estimates 

 

All-in delivered cost comparison places Muga into the bottom quartile 
Our analysis of all-in delivered cost moves Muga production costs farther left on the cost 
curve as the project benefits from nearby port access (150–250 km rail vs. ~2,000 km for 
Canadian and Russian mines), lower ocean freight costs, and no royalty requirements 
(Canadian producers pay US$20–40/tonne, Israel moving to 5%+40% on returns above 20%). 

Exhibit 5: Global all-in delivered cash costs 
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Highfield Muga site cash 
costs expected to be firmly 
within the flat portion of 
global cost curve and 
competitive with other 
global producers. 

Comparing producers on an 
all-in delivered basis (cost 
to port, ocean freight, 
royalty charges) places 
Muga within the bottom 
quartile. 
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Strong execution upside to Muga project valuation 
We currently value the Muga project using more conservative parameters than those 
outlined in the definitive feasibility study. However, we believe many areas present potential 
upside to our valuation of the Muga project if Highfield is able to execute on the parameters 
outlined in the DFS.  

Capex (€370M RBC vs. €336M DFS, +6% potential upside): We increased the capex estimate 
by +10%, based on our peer capex analysis and to account for unexpected cost inflation or 
unforeseen expenditures. However, we note that the DFS has been reviewed by a leading 
Canadian engineering consultant with extensive experience in potash project construction 
and the capex estimates for the nearby Iberpotash operations are generally in line with the 
Muga DFS estimates. 

Grade (12.5% RBC vs. 12.75% DFS, +5% potential upside): We have lowered the estimated 
processed ore grade to account for greater-than-expected dilution and variability in the 
reserve estimate. However, we note that the reported undiluted average grade was 13.5% 
and there is potential for execution upside due to selective mining via roadheader miners. 

Recovery (83% RBC vs. 84% DFS, +3% potential upside): We have lowered the estimated mill 
recovery to account for the lack of a crystallization circuit and potential challenges with 
relatively high insolubles. However, we note that low-80% recoveries are considered readily 
achievable for potash processing circuits and we believe Iberpotash’s recovery rates of 85%+ 
suggest that the 84% recovery rate assumed in the DFS is achievable. 

Per tonne costs (€94 RBC vs. €83 DFS, +8% potential upside): We have modestly increased 
per-tonne mining, processing, and sustaining capex cost estimates to account for a lower ore 
grade and recovery rate (processing more ore for less product), as well as potential 
unforeseen challenges. 

Production start date (4Q/17 RBC vs. 2Q/17 DFS, +5% potential upside): We have pushed 
back the expected production start date by six months as we think the DFS timeline is fairly 
aggressive, although we note that a significant amount of pre-construction engineering work 
has been completed and the company has engaged with contractors/equipment suppliers in 
anticipation of imminent construction. 

Note that this analysis only looks at potential upside from meeting the DFS parameters. 
Please see Valuation section for our upside scenario using parameters that exceed the DFS. 

Exhibit 6: Many levers can help lift Muga valuation upside 

Muga execution upside 

RBC HFR NAV (11%)

Category Estimate DFS US$M US$/sh %

Muga Base Case - - $575 $1.66 -

Capex € 370 € 336 +$37 +$0.11 +6%

Grade (%) 12.5% 12.8% +$29 +$0.08 +5%

Recovery (%) 83% 84% +$18 +$0.05 +3%

Production Cost (per tonne) € 84 € 76 +$37 +$0.11 +6%

Sustaining Capex (per tonne) € 10 € 7 +$13 +$0.04 +2%

Production Start 4Q/17 2Q/17 +$27 +$0.08 +5%

Total Execution Upside (US$M) - - +$161 +$0.46 +28%

Execution Upside Case - - $736 $2.12 +28%  

Strong execution could provide +30% upside to our Muga valuation 
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Expansion potential beyond initial development at Muga 
In addition to initial development of the Muga project, we think there is expansion potential 
that could provide upside to future production and our valuation. We currently value 
potential future projects at Sierra del Perdon and Muga/Vipasca at US$70M and US$60M, 
respectively, using 13% and 15% discount rates to value these projects (vs. 11% at Muga), 
and we do not include any value for the Los Pintanos properties.  

Sierra del Perdon: We include a future project producing 495Kt/year in our valuation. The 
Sierra del Perdon project area was previously mined from 1963 to 1996, producing ~360Kt 
potash annually and there is potential for future redevelopment in the area. Highfield 
released in April 2015 a scoping study for a project to produce 520kt per year by accessing 
potash mineralization via decline access and mining both the carnallite and sylvinite potash 
ore. The initial resource estimate for the Sierra del Perdon property outlines 82Mt indicated 
and inferred at 10.6% K2O, with potential for higher-grade sylvinite mineralization from 
future exploration. (see page 23 for Sierra del Perdon property detail) 

However, we have some concerns about the potential challenges posed by high carnallite ore 
content, which can prove challenging to both mining and processing due to its extremely 
high water solubility (readily dissolves in air moisture) and magnesium chloride content. We 
think this challenge can be overcome with modifications and extra costs to ore processing, as 
proven by prior production in the area (also, carnallite does get mined elsewhere: K+S, 
Iberpotash, Laos), or Highfield could focus its efforts on just the sylvinite resource. 

Muga/Vipasca Extension: We include a future project producing 573Kt/year in our valuation. 
We think the Muga/Vipasca project area shows good potential for further development 
based on ongoing exploration, which has indicated potential for an expanded resource 
estimate with good grades and seam thickness northwest of the initial project area. The 
mineralization occurs at lower depths (generally ~750 metres), which may require shaft 
access and moderately higher capex, although the project would retain the other benefits of 
the initial Muga project, i.e., location, nearby infrastructure, low all-in delivered operating 
costs, and moderate capex. (see page 20 for Muga/Vipasca property detail) 

Los Pintanos: Highfield published an initial mineral resource estimate of 187Mt at 11.2% K2O 
based on historical drill data. We view Los Pintanos as a very long-term project that is still in 
the initial exploration stage and therefore we do not include it in our valuation. 

Exhibit 7: Potential expansion at Sierra del Perdon and Muga/Vipasca provides valuation upside 

Expansions add to NAV 
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Future expansions could help to grow production and earnings beyond Muga 

0

500

1,000

1,500

2,000

2,500

$0

$50

$100

$150

$200

$250

$300

$350

$400

$450

2017E 2018E 2019E 2020E 2021E 2022E 2023E

P
ro

d
u

ctio
n

 ('0
0

0
 to

n
n

es K
C

l)

EB
IT

D
A

 (
U

S$
M

)

Muga Muga/Vipasca Extension Siera del Perdon Production

 
Note: Current target valuation uses 11% discount for Muga, 13% for Sierra del Perdon, and 15% for Muga/Vipasca Extension 

Source: Company reports, RBC Capital Markets estimates 

Highfield Resources Ltd.
Agriculture, Chemicals & Fertilizers

April 29, 2015 Andrew D. Wong, (416) 842-7830; andrew.d.wong@rbccm.com 9



Well located in Spain – close to market, low geo-political risk 
We believe Spain provides a strategic advantage to Highfield’s potash properties by being 
close to market and a country with low geo-political risk. In comparison, many proposed 
projects are based in locations that are far from market (Saskatchewan, Canada; Perm 
region, Russia), environmentally sensitive (Amazon, Brazil; a national park in the UK), or geo-
politically risky (Africa). 

Proximity to target markets offers cost advantages 
Ocean freight days and shipping costs per tonne to Brazil are lower from Spain than other 
major potash export regions, while the European market can be accessed via short-distance 
truck or rail. We believe this cost advantage helps improve Highfield’s cost position when 
compared to other global producers on an all-in delivered CFR basis.  

Exhibit 8: Spain offers several strategic advantages to Highfield’s potash properties 

Freight to Brazil from Spain compares favourably to other regions 
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Source: CRU, Company reports, RBC Capital Markets estimates 

Target markets – Brazil has strong demand, Western Europe S&D is balanced 
Turning to target market S&D, we note that South America (primarily Brazil) has a significant 
supply-deficit, while the Western Europe potash S&D is currently balanced. Although 
competition in the Brazilian market has increased as current producers look toward Brazil as 
a growth region, we think Highfield’s relatively small volumes (~500Kt from Highfield vs. 
10Mt market) will find buyers at the right price and we have accounted for potentially lower 
netbacks in our price discount. In the European market, we expect that capacity declines 
over the next 5–10 years (Cleveland Potash and K+S) may tip the region into a supply-deficit. 

Exhibit 9: Brazil and Western Europe are attractive target markets 
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Highfield a potential takeover target 
We believe Highfield could be an attractive takeover target given its upside production 
potential, attractive economics, well-developed Muga project, and strategic location. Looking 
at the current fertilizer producers, we see Israel Chemicals, K+S, or Yara International as 
potential suitors, while there may be interest from state-owned fertilizer companies 
(particularly in India and China) hoping to secure their own potash resources. 

Israel Chemicals: Owns the nearby Iberpotash operations and is familiar with the region. The 
company will be dealing with very restrictive mineral royalties in Israel starting in 2017, and it 
has demonstrated a desire to expand outside Israel with its acquisition of Allana Potash and 
investments into Iberpotash. 

Exhibit 10: Implied Highfield valuation based on Allana acquisition 

Allana Valuation Equivalent HFR Valuation

Acquisition Price (CDN$M) $137 Production ('000 tonnes) 1,125

Purchashed Stake (%) 84% Total Project Cost (US$/tonne) x $773

USD/CAD 0.80 Total Cost (US$M) $869

Implied Allana Equity (US$M) $130 Muga DFS Capex (US$M) - $354

Danakhil Project Capex (US$M) + $642 Implied HFR Equity (US$M) = $515

Total Project Cost (US$M) = $773

Fully diluted shares 344

Production ('000 tonnes) 1,000 Implied HFR Equity (US$/sh) $1.50

Total Project Cost (US$/tonne) $773 Implied HFR Equity (AUD$/sh) $1.87  

Source: Company reports, RBC Capital Markets estimates 

K+S: Has acknowledged potential future challenges with declining potash resources in 
Germany and has demonstrated a desire to diversify its production base with the Legacy 
project in Canada. Highfield could be a natural fit for targeting its home market in Europe. 

Yara International: Owns potash development properties in Ethiopia and recently 
announced a DFS for a project to produce 600Kt sulfate of potash annually starting in 2018. 
The company could vertically integrate Highfield’s potash production through its global 
distribution network and target its home market in Europe. 

Exhibit 11: ICL, K+S, and Yara leverage ratio scenarios if purchasing Highfield at premium 
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Nearby Iberpotash success provides helpful comparison 
We think it is important to highlight the success at nearby Iberpotash (owned by Israel 
Chemicals), located ~500Km away and mining in the same Ebro potash basin. Iberpotash 
currently produces potash from two mines (one decline, one shaft) and has consistently 
produced ~1Mt/year. The company is currently undertaking an expansion project to 
consolidate production to one location, produce high-quality salt by-products, and increase 
capacity. Israel Chemicals expects bottom-quartile cash costs when the project is complete. 

Exhibit 12: Iberpotash operations a good comparison for Highfield 

Proven Iberpotash operations ~500km from HFR properties 
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Significant management ownership backed by a Spanish team 
We are encouraged by significant management ownership in Highfield—Spanish in-country 
management owns 21% fully diluted, Australian-based management 8%—and a 20% 
ownership stake by EMR Capital, a private-equity resource firm chaired by Owen Haggerty. 

We also believe Highfield has assembled a strong team with many years of Spanish-based 
mining and construction experience to build and operate its projects in Spain. Approximately 
30 people are currently employed in the regional Pamplona office, and more than 80% are 
originally from Spain or have spent significant time in the country. We think this approach to 
having a regional-based team with deep local connections will be very important in helping 
to gain community and government support through the permitting process and beyond. 

Exhibit 13: Local team has extensive Spanish-based mining and construction experience 

Name Position Highlights

Pedro Rodriguez Development Director
>30 yr mining experience in Spain (incl. BHP and Newmont) with 

strong regional relationships.

John Claverley General Manager
>30 yr construction and infrastructure experience in Europe. >20 yr 

experience in Spain

Michael Schlumpberger Executive General Manager - Operations
>30 yr mine ops experience incl.  21 yr at PotashCorp - 3 yr as Lanigan 

Mine General Superintendent

Alfredo Menendez Diaz Executive General Manager - Construction
>30 yr mine construction experience in Spain - incl. responsibility for 

project construction and development

Fernando Palero Chief Geologist
>30 yr mining and geology experience. Faculty member at Unitersity of 

Andalucia and Huelva University in Spain

Gonzalo Mayoral Project Director >15 yr construction and infrastructure experience in Spain
 

Source: Company reports, RBC Capital Markets 
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Valuation 
Base case valuation 
We rate Highfield Resources shares Outperform, Speculative Risk with a $2.70 price target. 
We value Highfield based on a sum-of-the parts NAV analysis and apply an 11% discount rate 
for the Muga project, 13% for Sierra del Perdon, and 15% for Muga/Vipasca Extension. These 
discount rates are higher than the 9% we use to value larger, more established current 
producers and reflect the greater uncertainty associated with undeveloped projects. 
Additionally, we use our long-term Brazil CFR potash price forecast of US$370/tonne. 

Our Muga project valuation is based on parameters that are more conservative than the DFS 
and include: lower ore grade and mill recovery; higher capital cost estimates based on higher 
FX and potential cost inflation; a later start-date to account for potential permitting or 
construction delays; higher operating costs due to lower grade/recovery and to account for 
potential unforeseen challenges; and a more moderate potash price forecast. 

Our Sierra del Perdon project valuation assumes a potential 495Kt project at the previously 
mined property. Compared to the scoping study, we model more conservative recovery and 
grades, and higher costs (both capex and opex) due to potential challenges with processing 
carnallite ore. (see page 23 for Sierra del Perdon property detail) 

Our Muga/Vipasca Extension project valuation assumes a potential 573Kt project based on 
resource extension northwest of the current Muga project. We model slightly higher grade, 
based on drill data, and a recovery rate similar to the Muga project, although this is offset by 
higher per-tonne capex due to deeper mineralization, which may require shaft access. (see 
page 20 for Muga/Vipasca property detail) 

Exhibit 14: Highfield Resources valuation – price target of $2.70 

Valuation Parameters – RBC vs. HFR 
HFR RBC Estimates

Valuation Parameters

Muga

DFS SDP Muga SDP

Muga/Vipasca 

Extension

Benchmarks - Long term

USD/EUR 1.05 1.05 1.15 1.15 1.15

Brazil Potash CFR (US$/tonne) $383 $383 $370 $370 $370

Europe Potash CFR (US$/tonne) $373 $373 $352 $352 $352

Production

Reserve (million tonnes) 138.0 63.0 138.7 66.5 70.1

Grade (%) 12.75% 12.00% 12.50% 11.50% 13.00%

Mined Ore Capacity/year 6.30 3.15 6.30 3.15 3.15

Recovery (%) 84% 83% 83% 82% 84%

Production Capacity ('000 tonnes) 1,123 520 1,089 495 573

Start Date 2Q/17 2Q/18 4Q/17 2Q/19 2Q/20

Price (US$/tonne)

Price discount (%) -10% -10% -10% -10% -10%

FOB Spanish Port realized Price
12 $335 $335 $320 $320 $320

Costs (US$/tonne)2

Mining Costs $37 $42 $47 $51 $44

Processing Costs $43 $42 $50 $55 $47

Total Operating Costs $80 $84 $96 $106 $92

Transport to Port $18 $15 $17 $17 $17

Sustaining Capex $8 $11 $12 $18 $18

Tax Rate (%) 25% 25% 25% 25% 25%

Capex (US$M) $354 $233 $426 $299 $345

Valuation

NPV 10% (US$M) $1,420 $527 $659 $150 $204

NPV 11% (US$M) - - $575 $119 $166

NPV 13% (US$M) - - $436 $70 $105

IRR 51% 39% 29% 17% 20%
 

HFR NAV Valuation 

Net Asset Value

Projects NAV Discount Value

Muga $575 11% $575

Sierra del Perdon $70 13% $70

Muga-Vipasca Extension $61 15% $61

Total (US$M) $706 - $706

Balance Sheet

Cash $25

Cash from options $22

Total NAV (US$M) $753

Shares outstanding

Current shares 252

Performance shares 52

Options 44

Fully diluted shares 347

Net Asset Value per Share

NAV/share (US$) $2.17

USD/AUD 0.80

NAV/share (AUD$) $2.71  
Note: 1) Realized price calculated as sales weighted benchmark price minus 10% discount (sales costs and contract discounts) and ocean freight costs. 2) HFR 
DFS NPV uses nominal prices and escalates price and costs by 2.2%/year beyond 2020, which increases absolute dollar margin and NPV. 

Source: Company reports, RBC Capital Markets estimates 

Highfield Resources Ltd.
Agriculture, Chemicals & Fertilizers

April 29, 2015 Andrew D. Wong, (416) 842-7830; andrew.d.wong@rbccm.com 13



Upside scenario valuation 
We base our upside scenario on a combined NAV and forward EV/EBITDA analysis and arrive 
at $5.30/sh.  

Our upside NAV analysis assumes that Muga, Sierra del Perdon, and Muga/Vipasca are 
successfully brought into production on time and on budget, with higher operating 
parameters (higher grade, higher recovery, lower costs). We continue to use our long-term 
Brazil CFR potash price of US$370/tonne while assuming a better netback price due to a 
lower price discount. We apply a 10% discount rate to the Muga project and 11% to the 
Sierra del Perdon and Muga/Vipasca Extension projects to reflect higher potential success. 

Exhibit 15: Upside NAV analysis assumes successful Muga project ramp and higher potential success at expansions 

Upside NAV parameters 

RBC Upside

Valuation Parameters Muga
Sierra del Perdon

Muga/Vipasca 

Extension

Production

Grade (%) 13.0% 11.8% 13.0%

Recovery (%) 85% 83% 85%

Production Capacity ('000 tonnes) 1,160 512 580

Start Date 2Q/17 3Q/18 4Q/19

Price (US$/tonne)

Price discount (%) -7.5% -7.5% -7.5%

Realized Price $329 $329 $329

Costs (US$/tonne)

Total Operating Costs $84 $99 $84

Sustaining Capex $10 $12 $15

Capex (US$M) $385 $253 $299

Valuation

NPV 10% (US$M) $917 $270 $308

NPV 11% (US$M) $816 $232 $263

NPV 13% (US$M) $648 $170 $190

IRR 39% 25% 26%  

Upside NAV valuation 

Net Asset Value

Projects NAV Discount Value

Muga $917 10% $917

Sierra del Perdon $232 11% $232

Muga-Vipasca Extension $263 11% $263

Total (US$M) $1,412 - $1,412

Balance Sheet

Cash $25

Cash from options $22

Total NAV (US$M) $1,459

Fully diluted shares 347

Net Asset Value per Share

NAV/share (US$) $4.20

USD/AUD 0.80

NAV/share (AUD$) $5.26  

Source: Company reports, RBC Capital Markets estimates 

Our upside EV/EBITDA analysis assumes that the Muga, Muga/Vipasca Extension, and Sierra 
del Perdon projects are brought into production through 2021 and that Highfield is valued on 
an earnings basis similar to current producers. We currently use 8.5x to value potash 
producing assets from Agrium, PotashCorp, and Mosaic. In our Highfield upside EV/EBITDA 
analysis, we use a more conservative 8x multiple and discount back 10% annually to 2015. 

Exhibit 16: Upside EV/EBITDA analysis assumes that Highfield is valued on an earnings basis similar to current producers 

EBITDA could be very significant in upside scenario 

$0

$500

$1,000

$1,500

$2,000

$2,500

$3,000

$3,500

$4,000

$0

$50

$100

$150

$200

$250

$300

$350

$400

$450

2017E 2018E 2019E 2020E 2021E 2022E

Im
p

lied
 U

n
d

isco
u

n
te

d
 En

terp
rise 

V
alu

e (U
S$

M
)EB

IT
D

A
 (

U
S$

M
)

EBITDA 8x EV/EBITDA 9x EV/EBITDA

 

Upside EV/EBITDA valuation 

Implied EV (US$M) 2019E 2020E 2021E

EV - Undiscounted

8x EV/EBITDA $1,741 $2,682 $3,347

9x EV/EBITDA $1,849 $2,849 $3,556

EV - Discounted to 2015 (10%)

8x EV/EBITDA $1,189 $1,665 $1,889

9x EV/EBITDA $1,263 $1,769 $2,007

EV/sh - Discounted to 2015 (10%)

8x EV/EBITDA $3.43 $4.80 $5.44

9x EV/EBITDA $3.64 $5.10 $5.78  

Source: Company reports, RBC Capital Markets estimates 
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Downside scenario valuation 
We base our downside scenario on a combined NAV and EV/production tonne peer-
comparison analysis and arrive at $0.70/sh. 

Our downside NAV analysis assumes that the Muga project is significantly delayed, with 
lower-than-expected operating parameters (lower grade, lower recovery, higher costs), and 
uses a 13% discount rate for valuation. We continue to use our long-term Brazil CFR potash 
price of US$370/tonne while assuming a lower netback price due to a less favourable price 
discount. Additionally, we assume zero value for the Sierra del Perdon and Muga/Vipasca 
Extension projects. However, we point out that even in our downside scenario, all three 
projects yield an IRR above 10% and could still result in a positive return. 

Exhibit 17: Downside NAV analysis assumes significantly delayed Muga start-up and lower potential success at expansions 

Downside NAV parameters 

RBC Downside

Valuation Parameters Muga
Sierra del Perdon

Muga/Vipasca 

Extension

Production

Grade (%) 12.0% 11.0% 12.0%

Recovery (%) 82% 81% 82%

Production Capacity ('000 tonnes) 1,033 468 517

Start Date 3Q/18 4Q/19 4Q/20

Price (US$/tonne)

Price discount (%) -12.5% -12.5% -12.5%

Realized Price $311 $311 $311

Costs (US$/tonne)

Total Operating Costs $102 $112 $102

Sustaining Capex $16 $20 $25

Capex (US$M) $535 $368 $426

Valuation

NPV 10% (US$M) $331 $39 $35

NPV 11% (US$M) $263 $16 $12

NPV 13% (US$M) $153 -$21 -$22

IRR 17% 12% 12%  

Downside NAV valuation 

Net Asset Value

Projects NAV Discount Value

Muga $153 13% $153

Sierra del Perdon ($21) 13% $0

Muga-Vipasca Extension ($22) 15% $0

Total (US$M) $110 - $153

Balance Sheet

Cash $25

Cash from options $22

Total NAV (US$M) $201

Fully diluted shares 347

Net Asset Value per Share

NAV/share (US$) $0.58

USD/AUD 0.80

NAV/share (AUD$) $0.72  

Source: Company reports, RBC Capital Markets estimates 

Our downside EV/production tonne analysis is based on a peer comparison of junior potash 
developing companies and applies US$79/tonne of potential potash production. We believe 
an EV/production tonne of potash is more appropriate than EV/resource tonne (valuation 
range too wide and resource quality too varied) and EV/ tonne of other potassium 
production (different niche markets, unproven chemistries, different margins). 

Exhibit 18: Downside EV/production tonne values Highfield against junior potash developers on potential production 

Junior potash developer peer comparison 
Resource 

(M tonnes K2O)

Production 

('000 tonnes) Enterprise

EV/tonne 

(US$)

EV/production 

(US$)

Sylvinite Total Potash Total Value (US$M) Sylvinite Total Potash Total

Allana Potash 74 388 1,000 2,000 $128 $1.72 $0.33 $128 $64

Elemental Minerals 217 360 2,000 2,000 $47 $0.22 $0.13 $23 $23

Encanto 222 222 2,800 2,800 $39 $0.17 $0.17 $14 $14

MagIndustries 0 166 1,200 1,200 $118 - $0.71 $98 $98

Sirius Minerals 0 319 0 6,500 $375 - $1.17 - $58

South Boulder 21 88 0 850 $29 $1.37 $0.33 - $34

Verde Potash 0 296 0 330 $8 - $0.03 - $24

Western Potash 480 480 2,800 2,800 $31 $0.06 $0.06 $11 $11

Total 1,015 2,320 9,800 18,480 774 $0.76 $0.33 $79 $42

Highfield Resources 58 64 2,218 2,218 $285 $4.92 $4.43 $129 $129  

Downside EV/ tonne analysis 

HFR Peer Multiple Valuation

HFR Resource (M tonnes K2O) HFR Production ('000 tonnes)

Sylvinite 58 Potash 2,218

Valuation (US$) Valuation (US$)

Peer EV/tonne $0.76 Peer EV/production $79

Enterprise Value (US$M) $44 Enterprise Value $175

Fully diluted shares 347 Fully diluted shares 347

EV/share $0.13 EV/share $0.51

EV/share (AUD$) $0.16 EV/share $0.63  

Source: Company reports, RBC Capital Markets estimates 
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Investment risks and sensitivities 
We have assigned a Speculative Risk qualifier to Highfield Resources based on the risks 
normally associated with an undeveloped project and the significant sensitivity to several 
factors including potash price volatility, potential permitting and construction delays, 
potential capex overruns, unexpected operating cost challenges, currency risk to costs and 
revenue, and potential dilution from financing. 

Potash price volatility 
Our Highfield valuation is most sensitive to changes in the realized potash price, which is 
influenced by the market price (primarily Brazil CFR and Europe CFR based on target 
markets) and the price discount received by Highfield due to marketing and contract costs.  

We forecast a long-term Brazil CFR US$370/tonne potash price (see Potash Market Outlook 
section on page 25) although the uncertain long-term supply and demand outlook could 
result in lower-than-expected potash prices. We believe a downside scenario of flat long-
term potash prices at US$350/tonne Brazil CFR would result in a valuation with only very 
modest upside, and an extreme downside scenario of US$310/tonne Brazil CFR would result 
in significant negative returns. 

Exhibit 19: Valuation sensitivity to long-term potash price and realized price discount 

RBC Target Brazil Potash CFR (US$/tonne)

HFR DFS $310 $330 $350 $370 $390 $410

-5.0% $1.59 $2.14 $2.69 $3.24 $3.79 $4.34

-7.5% $1.37 $1.91 $2.44 $2.98 $3.51 $4.04

-10.0% $1.15 $1.67 $2.19 $2.71 $3.23 $3.75

-12.5% $0.93 $1.43 $1.94 $2.44 $2.95 $3.45

-15.0% $0.70 $1.19 $1.68 $2.18 $2.67 $3.16
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Source: Company reports, RBC Capital Markets estimates 

Potential delays from permitting and construction 

We forecast only minor permitting and construction delays due to the constructive 
government feedback on Highfield’s preliminary submission of the Memoria Resumen 
(essentially a comprehensive pre-Environmental Impact Assessment), good engagement with 
the local community, strong regional relationships, and the prospect for new employment in 
a region with high unemployment. We also note that the proposed Muga project site is not 
in protected park area, is surrounded by marginal farm land, and will be well “hidden” with a 
small aesthetic footprint by being situated within a small valley. 

Exhibit 20: Valuation sensitivity to production start date 

RBC Target Muga Production Start Date

HFR DFS 1Q/17 2Q/17 3Q/17 4Q/17 1Q/18 2Q/18

9.0% $3.55 $3.54 $3.46 $3.37 $3.30 $3.21

10.0% $3.20 $3.19 $3.11 $3.02 $2.95 $2.86

11.0% $2.89 $2.88 $2.80 $2.71 $2.64 $2.55

12.0% $2.62 $2.61 $2.53 $2.44 $2.37 $2.29

13.0% $2.39 $2.38 $2.30 $2.21 $2.13 $2.05
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Source: Company reports, RBC Capital Markets estimates 
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Capital expenditure sensitivity 
We believe Highfield’s industry-low capital costs are a significant benefit and critical 
advantage that distinguish the company from other potash developers. We conservatively 
estimate US$426M capex for the Muga project, higher than the US$354M estimated in the 
DFS, to account for potential capex overruns and our own estimates based on peer cost 
analysis. However, we think Highfield is very focused on meeting its target and there could 
be valuation upside if the company is able to deliver on its capex target. 

Exhibit 21: Valuation sensitivity to capex 

Muga Capex (EUR€M and US$M)

RBC Target $357 $380 $403 $426 $449 $472

HFR DFS € 310 € 330 € 350 € 370 € 390 € 410

9.0% $3.62 $3.53 $3.45 $3.37 $3.29 $3.20

10.0% $3.26 $3.18 $3.10 $3.02 $2.94 $2.85

11.0% $2.94 $2.87 $2.79 $2.71 $2.63 $2.55

12.0% $2.67 $2.59 $2.52 $2.44 $2.36 $2.29

13.0% $2.43 $2.36 $2.28 $2.21 $2.13 $2.06
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Source: Company reports, RBC Capital Markets estimates 

Operating cost sensitivity 
We estimate that Highfield will be able to realize Muga site cash costs that are competitive 
to current industry producers due to shallow decline mine access, a simple flotation 
processing circuit, favourable local labour costs, and slightly lower sustaining capex due to 
mild weather conditions. 

However, we note that potash processing can be challenging due to different rock 
compositions and chemistries. Although Highfield has hired several people with significant 
potash production and general mining expertise, the company as a whole will be relatively 
inexperienced in potash production. This may result in higher-than-expected processing or 
mining costs, which could negatively impact our valuation. 

On the other hand, we note that our grade and recovery estimates are lower than the DFS 
parameters and contribute to higher operating costs. If potash production is able to meet the 
DFS parameters, this may result in better-than-expected costs and boost our valuation. 

Exhibit 22: Valuation sensitivity to operating costs 

Muga Mining Costs (EUR€ and US$ per tonne)

RBC Target $35 $37 $40 $43 $46 $49

HFR DFS € 30.00 € 32.50 € 35.00 € 37.50 € 40.00 € 42.50

€ 35 $3.12 $3.06 $3.00 $2.95 $2.89 $2.83

€ 40 $3.00 $2.95 $2.89 $2.83 $2.77 $2.71

€ 45 $2.89 $2.83 $2.77 $2.71 $2.65 $2.60

€ 50 $2.77 $2.71 $2.65 $2.59 $2.53 $2.48

€ 55 $2.65 $2.59 $2.53 $2.47 $2.41 $2.36P
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Source: Company reports, RBC Capital Markets estimates 
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Currency risk 
Our Highfield valuation is sensitive to currency changes in the USD/EUR and USD/AUD. The 
company’s potash properties are located in Spain and it plans to sell potash in Europe and 
Brazil. We expect costs to generally be realized in Euros, while revenue will be realized in US 
dollars (Brazil) or Euros (Europe). Additionally, Highfield trades on the Australian Securities 
Exchange; therefore, the company’s stock and financials are in Australian dollars.  

Exhibit 23: Valuation sensitivity to currency changes 

RBC Target USD/EUR (US$)

HFR DFS $1.00 $1.05 $1.10 $1.15 $1.20 $1.25

$0.65 $4.10 $3.76 $3.43 $3.10 $2.76 $2.43

$0.70 $3.82 $3.51 $3.20 $2.89 $2.58 $2.27

$0.75 $3.58 $3.29 $3.00 $2.71 $2.42 $2.13

$0.80 $3.37 $3.10 $2.82 $2.55 $2.27 $2.00

$0.85 $3.19 $2.93 $2.67 $2.41 $2.15 $1.89
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Source: Company reports, RBC Capital Markets estimates 

Financing 
We expect Highfield to fund its Muga project through a combination of equity and debt 
financing. We do not include financing assumptions in our valuation model. However, we 
note that future equity financing at a price below our current valuation would be dilutive. 

Exhibit 24: Valuation sensitivity to equity dilution 

Share Issue Price (AUD$/sh)

$2.38 $1.00 $1.50 $2.00 $2.50 $3.00 $3.50

$150 $2.11 $2.39 $2.56 $2.67 $2.75 $2.82

$175 $2.04 $2.35 $2.54 $2.67 $2.76 $2.83

$200 $1.99 $2.31 $2.52 $2.66 $2.77 $2.85

$225 $1.94 $2.28 $2.50 $2.66 $2.77 $2.86

$250 $1.90 $2.25 $2.49 $2.65 $2.78 $2.87C
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Source: Company reports, RBC Capital Markets estimates 

Price target impediments 

1) Potential potash price volatility could have a significant impact on our Highfield 
valuation. 

2) Potential delays in permitting and approvals or construction could push back our 
estimated production start date. 

3) Potential capital cost overruns or higher-than-expected operating costs. 

4) Highfield’s properties are located in Spain and will include target markets that trade 
potash in US dollars while the company’s stock trades on the ASX; therefore, changes to 
the USD/EUR or USD/AUD could impact our valuation. 

5) Potential future equity financing could be dilutive. 

Highfield Resources Ltd.
Agriculture, Chemicals & Fertilizers

April 29, 2015 Andrew D. Wong, (416) 842-7830; andrew.d.wong@rbccm.com 18



Company overview 
Highfield Resources is an Australia-based potash exploration and development company with 
three properties in Navarre, Spain: Muga-Vipasca, Sierra del Perdon, and Los Pintanos. The 
company is currently focused on developing the Muga project and is awaiting approval to 
begin construction. The project is expected to produce 1.1Mt per year when fully ramped up 
and will target the European and South American potash markets. 

Exhibit 25: Highfield potash properties are located in northern Spain 

 

Source: Company reports 

Share structure 
There are currently 252 million shares outstanding and 43.5 million options that are in-the-
money based on current share price (exercise prices ranging from $0.20 to $0.75 per share). 
Additionally, there are 51.5 million Class B performance shares that automatically convert to 
common shares when Highfield receives all required approvals to construct and operate a 
500Kt per year potash mine.  

We also note that private equity fund EMR Capital owns 65 million shares, representing 
~20% ownership of fully diluted shares, through two prior rounds of equity financing in 2013 
(40 million shares) and 2014 (25 million shares). 

Highfield Resources Ltd.
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Muga-Vipasca 
The Muga-Vipasca property is located approximately 50 kilometres southeast of Pamplona 
and borders the Navarre and Aragon provinces in Spain. This is Highfield’s most extensively 
explored property and will be the site of its flagship Muga project. Historical exploration was 
carried out in the late 1980s to early 1990s and has been expanded by Highfield. The 
property features significant mineralization at depths between 100 metres and 1500 metres 
in seven distinct potash beds. We think there is potential to extend the resource to the 
northwest, which could lead to a second project after the initial Muga project. 

Resource and reserve 
The most recent Muga-Vipasca resource estimate outlines 239Mt measured & indicated and 
63Mt inferred resources in six distinct potash beds (note that potash bed P3 did not show 
good continuation and was excluded). The resource estimate includes a high-grade subset of 
232Mt at 13.5% K2O, or 256Mt at 12.3% K2O after dilution, which will be the target of the 
initial Muga project. Based on this target and an estimated 82% extraction ratio, the Muga 
DFS is built on a reserve estimate of 146Mt proven and probable reserves, which provides a 
24-year mine life using our modeled mining schedule (~6Mt mined ore/year). 

Exhibit 26: Muga-Vipasca resource and reserve estimate – 24-year mine life based on current reserve and mine plan 

Muga/Vipasca resource 
Measured & Indicated Inferred

Potash Bed

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

P0 47 4.2 10.8% 6 3.0 10.3%

PA 46 2.5 10.6% 4 1.9 10.3%

PB 71 3.0 10.9% 8 2.4 10.8%

P1 46 4.1 12.2% 22 4.3 12.3%

P2 30 3.6 12.8% 17 4.0 12.7%

P4 0 0.0 0.0% 7 1.9 14.7%

Total 239 3.4 11.3% 63 3.5 12.2%  

Muga reserve 
Proven Probable Total Reserves

Zone

Tonnes 

(million)

Grade 

(K2O%)

Tonnes 

(million)

Grade 

(K2O%)

Tonnes 

(million)

Grade 

(K2O%)

East Zone 11 12.8% 39 12.8% 50 12.8%

West Zone 18 12.7% 78 12.7% 96 12.7%

Total 29 12.7% 117 12.7% 146 12.7%  

Source: Company reports 

Potash beds 0, A, and B are dominant through the East Zone of the project property, with 
significant high-grade mineralization occurring at 250–450 metres. Potash beds 1, 2, and 4 
are dominant through the West Zone and show potential for resource extension. 

Exhibit 27: Muga-Vipasca potash beds occur at 250–450 metres depth 

Potash beds 0, A, and B are dominant in the East 

 

Potash beds 1, 2, and 4 are dominant in the west 

 

Source: Company reports 
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Potential northwest resource extension basis for Muga/Vipasca Extension project 
In particular, we note that drill holes J13-06 and J13-09 exhibit significant potash 
mineralization for potash beds 1, 2, and 4 at 750–1000 metres. We think further exploration 
drilling to the north and west of the currently delineated property could lead to resource 
expansion and is the basis for our Muga/Vipasca Extension project. 

Exhibit 28: Muga-Vipasca potential resource extension 

 

Source: Company reports, RBC Capital Markets 

We note that potash beds 1, 2, and 4 exhibit good grade and thickness toward the northwest 
and indicate strong potential to extend the resource for future production. 

Exhibit 29: Potash beds 1, 2, and 4 show good grade and depth potential 

Potash bed 1 thickness model 

 

Potash bed 2 thickness model 

 

Potash bed 4 thickness model 

 

Potash bed 1 grade model 

 

Potash bed 2 grade model 

 

Potash bed 4 grade model 

 

Source: Company reports 
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Mining 
Potash mineralization will be accessed initially via two declines at 228 metres and 348 metres 
depth. Ore will be mined by conventional underground room and pillar methods using road 
headers to aid in selective mining of higher-grade ore. Salt tailings from ore processing 
(described below) will be backfilled into previously mined underground areas to alleviate the 
environmental burden and help improve extraction ratios to more than 80%. 

Exhibit 30: Muga project mining plan 

 

Source: Company reports 

Processing 
Potash ore will be processed through a conventional flotation circuit (crush, grind, attrition 
scrubbing, de-sliming, flotation, drying) similar to that used in other potash facilities, and 
100% of the product will be granulated.  

Exhibit 31: Muga process flow chart 

 

Source: Company reports 
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Sierra del Perdon 
The Sierra del Perdon property is located approximately 10 kilometres southwest of 
Pamplona and contains two former mines that produced ~360Kt per year between 1963 and 
1996. Highfield released a scoping study for a project to produce 520kt tonnes per year by 
accessing potash mineralization via decline access and mining both the carnallite and 
sylvinite potash ore. 

We note that carnallite is the predominant potash ore, which is present at a lower grade 
than sylvinite and can prove challenging to process due to its extreme water solubility 
(dissolves in air moisture) and high magnesium chloride content. We have included a future 
Sierra del Perdon project into our valuation analysis, although we assume lower grade, lower 
recovery, and higher capex per tonne compared to the scoping study to account for potential 
challenges and additional capex requirements in dealing with the carnallite ore. 

Resource 
The most recent Sierra del Perdon resource estimate outlines 42Mt indicated and 40Mt 
inferred resources, with carnallite accounting for 80% of the resource. The scoping study is 
based on this resource and a target 100–250Mt carnallite and 50–100Mt sylvinite 
exploration target resulting in an initial 20-year mine life. 

Exhibit 32: Sierra del Perdon resource 

Indicated Inferred

Potash Bed

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

Upper Carnallite 17 1.6 8.9% 19 1.6 8.9%

Lower Carnallite 18 2.8 10.9% 13 2.8 10.7%

Sylvinite 7 2.5 14.6% 9 2.2 13.7%

Total 42 2.3 10.7% 40 2.2 10.5%  

Source: Company reports, RBC Capital Markets estimates 

Major potash mineralization occurs at 200–525 metres depth, with the highest grades 
exhibited by the lower carnallite and sylvinite seams. 

Exhibit 33: Sierra del Perdon property was previously mined 

 

Source: Company reports, RBC Capital Markets estimates 
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Los Pintanos 
The Los Pintanos project is adjacent to the Muga-Vipasca project and contains potash 
mineralization at 500–2000 metres depth. The property was explored from the 1980s to 
early 1990s and is considered a longer-term project. We currently do not include any value 
for the Los Pintanos project in our valuation.  

Resource 
The Los Pintanos resource estimate is based on seven historical drilling holes and outlines 
187Mt inferred resources with good thickness. 

Exhibit 34: Los Pintanos resource 

Measured & Indicated Inferred

Potash Bed

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

Tonnes 

(million)

Avg. Thickness

 (meters)

Grade 

(K2O%)

PA-B - - - 187 7.3 11.2%

Total - - - 187 7.3 11.2%  

Source: Company reports, RBC Capital Markets estimates 

 

Exhibit 35: Los Pintanos property is in early-stage development 

 

Source: Company reports, RBC Capital Markets estimates 
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Potash market outlook – S&D balance depends on demand growth 
We believe potash market supply and demand fundamentals will be relatively balanced 
through 2020, assuming that potash demand grows at 2% CAGR through this period. 
Although many potash projects remain unattractive in the current potash price environment, 
looking out to 2020+, we think there is a greater degree of uncertainty as new, well-funded 
or lower-cost projects (e.g., Highfield) come online and add to the current market surplus.  

Exhibit 36: Relatively balanced S&D through 2020 based on demand growth; uncertainty beyond 2020+ 
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Capacity growth outpacing demand through 2025.

 

Source: Company reports, RBC Capital Markets estimates 

Looking at our S&D forecast through 2025, we expect demand growth to primarily be driven 
by South America (mostly Brazil) and Asia (mostly India and China), while North America and 
Europe remain mostly unchanged. On the supply side, we expect significant capacity growth 
in Canada and Russia driven by a combination of greenfield and brownfield expansions. 

Exhibit 37: Relatively balanced S&D through 2020 based on demand growth; uncertainty beyond 2020+ 

CAGR
S&D ('000 tonnes) 2010 2011 2012 2013 2014 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E ('14 - '25E)
North America 10,021 9,422 8,239 8,850 10,530 9,830 10,027 10,227 10,278 10,330 10,381 10,433 10,485 10,538 10,590 10,643 0%
South America 9,158 9,759 9,969 10,500 11,400 11,100 11,579 12,078 12,599 12,988 13,390 13,848 14,322 14,814 15,324 15,853 3%
Europe 9,694 9,446 9,522 9,598 10,800 10,050 10,345 10,493 10,665 10,841 11,022 11,207 11,398 11,593 11,793 11,999 1%
Asia 23,673 25,647 21,523 22,800 27,400 27,028 28,177 29,315 30,229 31,106 32,013 33,258 34,582 35,992 37,494 39,029 3%
Australia 448 475 371 442 497 514 532 551 570 580 590 590 590 590 590 590 2%
Africa 689 585 593 677 861 661 691 721 755 765 775 825 875 925 975 1,025 2%
Total Demand 53,684 55,334 50,217 52,867 61,488 59,182 61,351 63,384 65,096 66,610 68,171 70,162 72,253 74,452 76,767 79,140 2%

Production 50,252 54,451 50,230 53,512 59,411 59,580 61,437 63,377 65,037 66,508 68,216 70,342 72,428 74,632 77,128 79,046 3%
Surplus (3,432) (883) 13 645 (2,077) 398 86 (8) (59) (102) 45 180 175 180 362 (94) -

Canada 20,745 20,945 21,477 23,056 21,032 23,672 26,452 28,812 29,312 30,404 31,247 32,044 32,842 34,042 35,242 36,242 5%
United States 1,389 1,389 1,407 1,435 1,443 966 989 1,034 1,034 1,034 1,034 1,034 1,034 1,034 1,034 1,034 -3%
Russia 10,300 11,200 11,300 12,800 12,800 10,700 11,100 11,800 13,100 13,600 15,175 18,175 21,250 23,000 24,400 24,800 6%
Belarus 9,490 9,740 10,400 11,000 11,000 11,600 11,600 11,600 11,600 11,600 12,050 12,500 13,100 13,100 13,100 13,100 2%
South America 2,595 2,400 2,985 3,090 3,090 3,090 3,090 3,090 3,090 3,090 3,090 2,435 2,435 2,435 2,435 2,435 -2%
Europe (Other) 6,150 6,250 6,250 6,250 6,250 6,650 6,900 7,422 7,739 8,489 8,239 8,639 8,639 8,139 8,139 8,139 2%
Middle East 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 6,150 0%
Asia 4,100 4,150 4,750 5,960 7,740 8,270 8,770 8,770 8,770 8,770 8,770 8,770 8,770 8,770 8,770 8,770 1%
Total Capacity 60,919 62,224 64,719 69,741 69,505 71,099 75,051 78,679 80,796 83,138 85,755 89,748 94,221 96,671 99,271 100,671 3%
Capacity Additions 1,719 1,305 2,495 5,022 -236 1,593 3,953 3,628 2,117 2,342 2,617 3,993 4,473 2,450 2,600 1,400
Operating Rate 82% 88% 78% 77% 85% 84% 82% 81% 80% 80% 80% 78% 77% 77% 78% 79% -

Capacity Increase % 3% 2% 4% 8% 0% 2% 6% 5% 3% 3% 3% 5% 5% 3% 3% 1% -
Demand Increase % 88% 3% -9% 5% 16% -4% 4% 3% 3% 2% 2% 3% 3% 3% 3% 3% -

Brazil CFR $400 $521 $513 $404 $350 $345 $353 $362 $370 $370 $370 $370 $370 $370 $370 $370 1%

 

Source: Company reports, RBC Capital Markets estimates 
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Forecasting modest improvement in potash price 
We currently forecast only a very gradual improvement in potash prices through 2018, which 
is based on our assumption that supply remains relatively concentrated, current producers 
maintain disciplined and economically rational production, and long-term steady growth is 
helped by relatively stable potash prices. Beyond 2018, although we acknowledge that 
incentive pricing for new potash mine builds is well above our forecasted prices, we forecast 
flat pricing, as we think the market will remain in surplus and we do not expect significant 
price upside for the foreseeable future. 

Exhibit 38: Gradual potash price improvement through 2018, flat longer-term 

$0

$200

$400

$600

$800

'91 → '97 '98 → '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 13 14 '15E '16E '17E '18E

P
o

ta
sh

 P
ri

ce
 a

n
d

 C
o

st
 (

U
S$

/t
o

n
n

e)

US Midwest Potash Brazil CFR

Estimates

 
Source: Company reports, RBC Capital Markets estimates 

We note that the potash market is relatively concentrated and prices have historically 
remained well above marginal cost. Looking at recent market volatility, even in 2013 when 
the Uralkali-Belaruskali partnership was broken and the market was thrown into turmoil, 
prices held above marginal cost. 

We continue to believe that potash producers benefit more from strong potash prices vs. 
volume growth via lower prices. Therefore, we expect producers to remain driven by rational 
profit-driven decisions and expect potash margins to remain at attractive, albeit lower-than-
historical, levels. 

Exhibit 39: Expect potash to be priced above marginal cost, although margins lower 
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Source: Company reports, RBC Capital Markets estimates 

Potash price forecast 
(US$/tonne) 

Brazil CFR 

2014: $350 

2015E: $345 

2016E: $353 

2017E: $362 

2018E: $370 

Long-term: $370 

US Midwest 

2014: $426 

2015E: $436 

2016E: $441 

2017E: $452 

2018E: $463 

Long-term: $463 
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Long-term demand growth relatively modest 
We believe potash demand will decline slightly in 2015, following very strong growth in 2014, 
and grow at a modest pace thereafter. We think the slow pace of demand growth through 
2005–2014 was primarily due to significant potash price and market volatility, and flat 
demand in India. We forecast modest growth through 2025 based on relatively more 
attractive and stable potash prices, growing acreage in South America, increased application 
rates in developing countries, and stable base-level demand in the developed countries.  

North America and Europe: We forecast relatively flat potash demand over the long term as 
acreage remains relatively unchanged, and higher crop production (more nutrient pull) is 
offset by improving practices and technologies. In North America, potash demand has 
remained relatively flat due to better application practices and improving technology, and 
we do not expect any significant changes. In Europe, we expect relatively flat demand in 
Western Europe, although we could see modest growth in Eastern Europe due to better 
farming practices and higher application rates.  

South America: We view South America as a potential driver of global potash demand due to 
long-term growth in converted agricultural land and planted acreage. Importantly, South 
America is a net potash-importing region with only moderate production in Chile and Brazil, 
and several stalled potash greenfield projects. 

Asia: We believe Asia presents the best opportunity for potash demand growth, primarily 
driven by India, China, and Southeast Asia. We note that India had imported 6Mt as recently 
as 2008 (vs. 4.5Mt in 2014), but cuts to government subsidies have hurt potash demand. We 
expect this situation to be addressed and we view India as a potential 10Mt market, although 
timing remains uncertain. In China and Southeast Asia, we expect demand to grow at a more 
measured pace than we have seen through the last decade, although increasing application 
rates and stable potash prices will likely result in steady demand growth. 

Other: We expect very modest demand contributions from Australia and Africa, although we 
note the potential for acreage and application rate expansion in Africa. 

Exhibit 40: Global potash demand driven primarily by growth in South America and Asia 
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Significant supply growth balanced by concentrated market 
We forecast strong growth in potash capacity through 2025, initially driven by brownfield 
capacity held by current producers and then greenfield projects built by new competitors. 
We expect market supply to remain relatively concentrated among the top four producers 
(PotashCorp, Uralkali, Belaruskali, and Mosaic), although new competitors (Eurochem, BHP, 
Turkmenistan, Acron, Highfield) will create a more competitive market environment. 

Exhibit 41: Potash supply remains relatively concentrated even with significant capacity growth through 2025+ 

Top four producers control >50% capacity 
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Capacity growth driven by both brownfield and greenfield 
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Source: Company reports, RBC Capital Markets estimates 

Many greenfield projects in queue; 70% considered high-risk 
We include many greenfield projects in our capacity forecast by including projects that we 
believe are generally backed by a well-funded entity (state or private) or have attractive 
economics. Although we track many undeveloped greenfield projects, we do not believe 
many of them are economical in the current potash price environment and we do not expect 
them to be completed within our forecast period. 

We include ~26Mt of greenfield capacity in our forecast through 2025, which equates to a 
37% increase over 2014 base capacity. However, we consider 70% of the forecasted 
greenfield capacity at high risk of delays, as most are in early-stage development. 

Exhibit 42: Many greenfield projects included in our forecast period; majority considered high-risk 

Greenfield projects included in RBC forecast 

Project

Capacity 

(Mt)

Capex 

(US$B) Est. Start RBC Start

K+S Legacy 2.0 $3.4 2016 2016

Highfield Muga Ph1 1.1 $0.4 2017 2017

Eurochem Volgakaliy Ph1 2.0 $3.0 2017 2018

Eurochem Usolskiy Ph1 2.0 $2.0 2017 2018

Turkmenistan Garlyk 1.4 $1.2 2017 2019

Belaruskali Petrikov 1.5 $2.0 2019 2020

Eurochem Volgakaliy Ph2 2.0 $0.9 2021 2021

Eurochem Usolskiy Ph2 1.4 $0.9 2021 2021

Acron Talitsky 2.0 $2.0 2019 2021

BHP Jansen 8.0 $15.0 2020+ 2023

Uralkali Polovodovsky 2.8 $2.4 2020+ 2025  

70% greenfield capacity in early-stage development and considered high-risk 
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Model 
Exhibit 43: HFR Muga Model 

Muga

USD$ millions unless noted 2014A 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Production

Capacity ('000 tonnes) 0 0 0 0 817 1,089 1,089 1,089 1,089 1,089 1,089 1,089

Utilization (%) 0% 0% 0% 0% 42% 69% 100% 100% 100% 100% 100% 100%

Production ('000 tonnes) 0 0 0 0 340 749 1,089 1,089 1,089 1,089 1,089 1,089

Sales Vol. ('000 tonnes)

Brazil 0 0 0 0 153 337 490 490 490 490 490 490

Europe 0 0 0 0 153 337 490 490 490 490 490 490

Other 0 0 0 0 34 75 109 109 109 109 109 109

Total 0 0 0 0 340 749 1,089 1,089 1,089 1,089 1,089 1,089

Revenue (US$M)

Brazil $0 $0 $0 $0 $49 $107 $156 $156 $156 $156 $156 $156

Europe $0 $0 $0 $0 $48 $105 $153 $153 $153 $153 $153 $153

US $0 $0 $0 $0 $12 $27 $39 $39 $39 $39 $39 $39

Total Net Revenue (US$M) $0 $0 $0 $0 $108 $239 $348 $348 $348 $348 $348 $348

Cost of Goods (US$M)

COGS per tonne (US$/tonne) $0 $0 $0 $0 $235 $169 $133 $132 $132 $132 $131 $131

Cash COGS per tonne (US$/tonne) $0 $0 $0 $0 $197 $141 $114 $114 $114 $114 $114 $114

COGS per tonne (EUR€/tonne) € 0 € 0 € 0 € 0 € 204 € 147 € 115 € 115 € 115 € 115 € 114 € 114

Cash COGS per tonne (EUR€/tonne) € 0 € 0 € 0 € 0 € 172 € 123 € 99 € 99 € 99 € 99 € 99 € 99

Earnings Summary (US$M)

Gross Revenue $0 $0 $0 $0 $112 $247 $360 $360 $360 $360 $360 $360

Freight $0 $0 $0 $0 ($4) ($8) ($11) ($11) ($11) ($11) ($11) ($11)

Revenue $0 $0 $0 $0 $108 $239 $348 $348 $348 $348 $348 $348

Cost of Goods $0 $0 $0 $0 ($80) ($126) ($145) ($144) ($144) ($143) ($143) ($143)

Gross Profit $0 $0 $0 $0 $28 $113 $204 $204 $204 $205 $205 $205

Gross Profit (%) - - - - 26% 47% 58% 59% 59% 59% 59% 59%

SG&A $0 $0 $0 $0 ($4) ($8) ($12) ($12) ($12) ($12) ($12) ($12)

EBIT $0 $0 $0 $0 $24 $105 $192 $192 $192 $193 $193 $193

DD&A $0 $0 $0 $0 $13 $21 $21 $20 $20 $20 $19 $19

EBITDA $0 $0 $0 $0 $37 $126 $212 $212 $212 $212 $212 $212

Tax $0 $0 $0 $0 ($6) ($26) ($48) ($48) ($48) ($48) ($48) ($48)

Tax Rate 0% 0% 0% 0% 25% 25% 25% 25% 25% 25% 25% 25%

Cash Flow (US$M)

Capex (EUR€M)

Expansion € 0 € 0 € 30 € 150 € 140 € 50 € 0 € 0 € 0 € 0 € 0 € 0

Sustaining € 0 € 0 € 0 € 0 € 8 € 11 € 11 € 11 € 11 € 11 € 11 € 11

Total € 0 € 0 € 30 € 150 € 148 € 61 € 11 € 11 € 11 € 11 € 11 € 11

Accumulated Capex € 0 € 0 € 30 € 180 € 321 € 365 € 358 € 351 € 345 € 339 € 333 € 328

Capex (US$M)

Expansion $0 $0 $35 $173 $161 $58 $0 $0 $0 $0 $0 $0

Sustaining $0 $0 $0 $0 $10 $13 $13 $13 $13 $13 $13 $13

Total $0 $0 $35 $173 $171 $70 $13 $13 $13 $13 $13 $13

Accumulated Capex $0 $0 $35 $207 $369 $420 $411 $404 $396 $390 $383 $377

Operating Cash flow $0 $0 $0 $0 $31 $99 $164 $164 $164 $164 $164 $164

Capex $0 $0 ($35) ($173) ($171) ($70) ($13) ($13) ($13) ($13) ($13) ($13)

Free Cash Flow $0 $0 ($35) ($173) ($139) $29 $152 $152 $151 $151 $151 $151
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Exhibit 44: HFR Earnings Model 

Earnings Model

AUD$ millions unless noted 2014A 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Revenue $0.0 $0.0 $0.0 $0.0 $135.4 $311.7 $610.4 $819.3 $862.3 $862.3 $862.3 $862.3

Interest received $0.2 $0.8 $0.8 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $7.8 $30.4 $54.0

Other $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Total Net Revenue $0.2 $0.8 $0.8 $0.0 $135.4 $311.7 $610.4 $819.3 $862.3 $870.1 $892.7 $916.3

Cost of Goods $0.0 $0.0 $0.0 $0.0 ($100.0) ($171.4) ($278.5) ($359.9) ($370.9) ($369.9) ($368.9) ($368.0)

G&A ($5.1) ($10.6) ($10.0) ($10.0) ($14.7) ($20.9) ($31.4) ($38.7) ($40.2) ($40.2) ($40.2) ($40.2)

Impairment ($0.7) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Gain/loss on FX $0.1 $0.2 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

EBITDA ($5.5) ($9.6) ($9.2) ($10.0) $36.6 $146.4 $342.1 $478.5 $513.0 $520.8 $543.3 $567.0

DD&A ($0.0) ($0.0) $0.0 $0.0 ($16.0) ($27.1) ($41.6) ($57.7) ($61.7) ($60.7) ($59.7) ($58.8)

EBIT ($5.5) ($9.6) ($9.2) ($10.0) $20.6 $119.4 $300.5 $420.8 $451.2 $460.1 $483.6 $508.2

Taxes $0.0 $0.0 $0.0 $0.0 ($7.5) ($29.8) ($75.1) ($105.2) ($112.8) ($115.0) ($120.9) ($127.0)

Tax Rate 0% 0% 0% 0% 36% 25% 25% 25% 25% 25% 25% 25%

Net Income ($5.5) ($9.6) ($9.2) ($10.0) $13.1 $89.5 $225.4 $315.6 $338.4 $345.1 $362.7 $381.1

Weighted avg. basic shares 92 208 288 300 300 300 300 300 300 300 300 300

EPS ($0.06) ($0.05) ($0.03) ($0.03) $0.04 $0.30 $0.75 $1.05 $1.13 $1.15 $1.21 $1.27

 

Source: Company reports, RBC Capital Markets estimates 

 

Exhibit 45: HFR Cash Flow Model 

Cash Flow

AUD$ millions unless noted 2014A 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Revenue $0.2 $0.6 $0.8 $0.0 $135.4 $311.7 $610.4 $819.3 $862.3 $870.1 $892.7 $916.3

COGS $0.0 $0.0 $0.0 $0.0 ($100.0) ($171.4) ($278.5) ($359.9) ($370.9) ($369.9) ($368.9) ($368.0)

Payments/SG&A ($4.4) ($5.5) ($4.0) ($4.0) ($8.7) ($14.9) ($25.4) ($32.7) ($34.2) ($34.2) ($34.2) ($34.2)

Taxes $0.0 $0.0 $0.0 $0.0 ($7.5) ($29.8) ($75.1) ($105.2) ($112.8) ($115.0) ($120.9) ($127.0)

D&A $0.0 $0.0 $0.0 $0.0 $16.0 $27.1 $41.6 $57.7 $61.7 $60.7 $59.7 $58.8

Operating Cash Flow ($4.2) ($4.9) ($3.2) ($4.0) $35.1 $122.6 $272.9 $379.3 $406.2 $411.8 $428.4 $446.0

Purchase of PP&E ($0.1) ($0.0) ($34.5) ($172.5) ($354.6) ($383.0) ($145.1) ($32.1) ($60.8) ($32.1) ($32.1) ($32.1)

Payments for investments ($4.2) ($9.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0) ($8.0)

Investing Cash Flow ($4.3) ($9.0) ($42.5) ($180.5) ($362.6) ($391.0) ($153.1) ($40.1) ($68.8) ($40.1) ($40.1) ($40.1)

Proceeds from share issuance $14.6 $22.2 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Proceeds from option issuance $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Payments for share issue costs ($0.7) ($0.5) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Financing Cash Flow $14.0 $21.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Net Change in Cash $5.5 $7.8 ($45.7) ($184.5) ($327.4) ($268.4) $119.9 $339.2 $337.3 $371.7 $388.3 $405.9

 

Source: Company reports, RBC Capital Markets estimates 
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Exhibit 46: HFR Balance Sheet Model 

Balance Sheet

AUD$ millions unless noted 2014A 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Assets

Cash and equivalents $11.6 $19.6 ($26.2) ($210.7) ($538.1) ($806.5) ($686.6) ($347.4) ($10.1) $361.6 $749.9 $1,155.8

Other receivables $1.4 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5 $2.5

Current Assets $13.0 $22.1 ($23.7) ($208.2) ($535.6) ($804.0) ($684.1) ($344.9) ($7.6) $364.1 $752.4 $1,158.3

Other receivables $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

PP&E $0.1 $0.1 $34.6 $207.1 $545.7 $901.6 $1,005.1 $979.5 $978.6 $950.0 $922.3 $895.6

Deferred explor. & eval. expenditure $39.7 $48.7 $56.7 $64.7 $72.7 $80.7 $88.7 $96.7 $104.7 $112.7 $120.7 $128.7

Total Assets $52.8 $70.9 $67.7 $63.7 $82.8 $178.3 $409.7 $731.3 $1,075.8 $1,426.8 $1,795.5 $2,182.6

Liabilities + Shareholders Equity

Trade and other payables $2.0 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9

Total Liabilities $2.0 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9

Issued capital $34.8 $59.4 $65.4 $71.4 $77.4 $83.4 $89.4 $95.4 $101.4 $107.4 $113.4 $119.4

Reserves $25.5 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7 $29.7

Accumulated losses ($9.4) ($19.0) ($28.3) ($38.3) ($25.2) $64.4 $289.7 $605.3 $943.8 $1,288.8 $1,651.5 $2,032.7

Shareholders Equity $50.9 $70.0 $66.8 $62.8 $81.9 $177.4 $408.8 $730.4 $1,074.8 $1,425.9 $1,794.6 $2,181.7

Total Liabilities + Shareholders Equity $52.8 $70.9 $67.7 $63.7 $82.8 $178.3 $409.7 $731.3 $1,075.8 $1,426.8 $1,795.5 $2,182.6
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Source: Company reports, RBC Capital Markets
estimates

VALUATION 2014 2015E 2016E 2017E

EPS, adjusted (0.06) (0.05) (0.03) (0.03)
CFPS, adjusted (0.05) (0.02) (0.01) (0.01)
Dividend Per Share 0 0 0 0
Dividend Yield 0 0 0 0

INCOME STATEMENT 2014 2015E 2016E 2017E

Revenue 0.2 0.8 0.8 0
Adjusted EBITDA (5.5) (9.6) (9.2) (10.0)
Net Income (5.5) (9.6) (9.2) (10.0)
Weighted Avg Share Outstanding, F.D. 91.6 207.9 287.5 300.0

CASH FLOW 2014 2015E 2016E 2017E

Operating Cash Flow (4.2) (4.9) (3.2) (4.0)
Capex (0.1) (0.0) (34.5) (172.5)
Free Cash Flow (4.3) (4.3) (4.3) (4.3)
Net Change in Cash 5.5 7.8 (45.7) (184.5)

Highfield Resources Ltd.
(ASX: HFR; AUD1.81)

All values in AUD unless otherwise noted. AUDMM except per share data.

April 29, 2015 Andrew D. Wong, andrew.d.wong@rbccm.com; (416) 842-7830 32
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