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We attended a site visit to Highfield’s potash projects in Spain earlier this 

month which very much galvanised our view that this is a compelling 

opportunity.  The stock has pulled back sharply post its major raising, which we 

believe has been driven by trading momentum, rather than fundamentals, and 

with ~A$120m cash and the risks of a major raising behind it, we believe the 

current pull back represents a compelling entry point.  Maintain conviction Buy. 

HFR SHARE PRICE (A$) 

  

MUGA EBITDA (A$M) 

  

COMPANY DATA 

Enterprise value A$434m 

Diluted market cap** A$554m 

Diluted shares** 402m 

Free float* 52% 

12 month price range $0.48-2.08 

GICS sector Materials 

* EMR Capital ~26%, Management ~22% (FD) 

** Diluted for 50m performance shares and 
    43.5m options 
 

PROJECTED RETURN   

Total implied return  117% 
 

COMPLETION OF 
MAJOR RAISING 
PROVIDES A NUMBER 
OF BENEFITS 

Post major raising, Highfield now 

has ~A$120m in cash, which: 

(1) De-risks the development of its 

flagship Muga project; 

(2) Strongly supports the 

company’s permitting application 

with the Spanish authorities; and 

(3) Materially improves the 

company’s negotiating position with 

potential strategic partners. 

A $2-3BN COMPANY 
WITHIN ~3 YEARS? 

If Highfield can bring its 

flagship Muga project into 

production and trade on 

similar multiples to its 

producing peers, we believe 

the company’s EV could grow 

from A$434m to $2.4-3bn 

over the next ~3 years.  

Importantly, two of the key 

de-risking milestones are due 

within ~6 months, namely 

permits and debt funding.   

HEIGHTENED RISK OF 
TAKEOVER IN NEXT 3-6 
MONTHS IN OUR VIEW 

Now that Highfield has released its 

DFS for Muga, we believe the 

company is at an increased risk of 

takeover, given the substantial 

potential value uplift if it can bring 

Muga into production, as well as the 

fact the company has four other 

pipeline projects in the same basin.  

We believe the risk of takeover is 

likely to increase materially on 

receipt of permits for Muga. 
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KEY DERISKING MILESTONE ACHIEVED 

On 11 May 2015, Highf ield raised new equity of A$101m with the issue of 56.125m new shares 

at A$1.80.  The raising was strongly supported by its major shareholder EMR capital which 

bought an addit ional 29m shares in the raising with the balance taken up by institutional and 

sophisticated investors. 

EMR also acquired an addit ional 10m shares from management post resumption of trading, 

bringing its total holdings to 104m shares or 33.5% (or 25.9% fully diluted). 

In our view, this was an excellent result for the company which: 

- De-risks the development of Muga, with the company’s cash balance now ~A$120m 

- Strongly supports the company’s permitting application with the authorit ies in Spain 

- Improves the company’s negotiating position  with potential strategic partners 

We have adjusted our forecasts post raising and reduced our discount applied to our NPV for 

Muga from 40% to 30%.  As a result, our NAV and Price Target increase 5% from $2.85 to 

$3.00, an implied return of 117%. 

 

NEAR-TERM CATALYSTS 

Over the next 4-5 months, there are a number potential catalysts which we believe are l ikely to 

support the share price: 

- Next week or so:  Exploration results 

- By end June:  Indicative term sheets from the project f inance banks 

- End Sept / Early Oct :  Permitt ing approval to develop Muga 

It its latest investor presentation, the company has also conf irmed it plans to pursue asset 

level discussions with potential strategic partners to assist in funding Muga’s development.   

We believe this may take the form of sell ing a 10-20% interest in Muga at the project level, if  

agreement can be reached on price with the r ight  partner. 

In terms of the t iming of any such deal, there can be no assurances. But it ’s important to note 

that the entry price the company is wil l ing to accept pre-permits is l ikely to be considerably 

less than post permitt ing approval – which to us would suggest that any potential partner who 

is comfortable with Spanish permitt ing r isk would have an incentive to ink a deal sooner rather 

than later.  Given the compelling value proposition here, we see a reasonable chance of 

such a deal being consummated sometime over the coming months, which in our view 

would represent a material upside surprise for the stock. 

We believe the other potential knock-on impact of engaging in such discussions with strategic 

partners is that these discussions could evolve into something more – i.e. a potential bid for 

the company.  We continue to believe Highfield represents an attractive M&A target and in 

our view a takeover approach is likely sometime within the next 3-6 months. 
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REVIEWING MUGA’S FUNDING 

The tables below provide our assessment of Highf ield’s funding sources and uses for Muga 

based on current prevail ing exchange rates. 

 

Funding Need €m US$m A$m 

Muga Upfront Capex 243 265 342 

Working Capital 32 35 45 

275 300 387 

 

 

Funding Sources €m US$m A$m 

Existing Cash 85 93 120 

Project Debt 170 185 239 

Addit ional Funding 20 22 28 

  275 300 387 

Source: Blue Ocean estimates, Company reports 

 

We believe the modest remaining Addit ional Funding of ~A$28m is l ikely to come from: 

- Off take f inance; 

- Funding from potential strategic partners; or 

- A modest equity raising (which we would expect post permitt ing approval) 

And we think offtake f inance is the most l ikely source, given: 

- most project debt providers wil l probably prefer to see an offtake agreement in place for 

say, ~50% of production over the loan life 

- potential offtakers are likely to provide f inance in exchange for securing offtake 

Bottom line:  On our estimates, assuming the company’s project debt lenders can provide 

€170m in debt in the next few months, Highf ield wil l have secured ~93% of funding required to 

develop Muga, with only modest addit ional funding required to provide addit ional working 

capital, which we believe is l ikely to come in the form of offtake f inance. 

 
  

We use the Euro-based 

capex from the DFS in 

March and assume a 

further €32m wil l  be 

required for working 

capital . 

HFR has received 

indicat ive terms sheets for 

project debt comprising  

65% of the funding need. 

€170m in debt represents 

62% of our projected 

funding need. 
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SITE VISIT HIGHLIGHTS 

On Monday, 11 May 2015, we visited Highf ield’s potash development projects near Pamplona 

in  Spain with a number of global institutional investors.  The site visit very much galvanised 

our view on the strength of the story and we maintain our high conviction buy. 

I t  was clear from our tr ip the company is building an owners team to develop its pipeline of 

potash projects. In its Pamplona off ice, the company currently has 34 professionals, 

comprising mining executives, geologiests, mining and processing engineers as well as design 

and construction personell and a team focused on the environmental and social aspects of the 

project. 

  
Highf ield’s ‘core shed’ near Pamplona A closer look at some of the recent dril l  core 

 which is wrapped in plastic to protect it  f rom

 moisture in the air 

 

  

The two pictures above show the pink sylvinite ore the company is targeting at Muga.  This 

sample had a K2O grade of ~20%, compared to the average reserve grade of 13.2%. 

 

Source: Blue Ocean Equities 
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The Muga Project Area in Plan 

 

 Source: Company, Blue Ocean Equities (Blue Star) 

 

The Muga Project Area 

 

Source: Blue Ocean Equities 

 

The blue star shows 

the location of the 

photo below, with 

the arrow indicating 

the direct ion we 

were facing 
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The following day we decided to drive the route to the port of  Pasajés which production from 

Muga is l ikely to take.  We were fortunate enough to meet with the head of the Port Authority 

who verif ied the port’s strong interest in seeing the development of Muga proceed. 

Highf ield has an MOU in place with the Port of Pasajés and we were told it is a business with a 

relatively large f ixed cost base and with a number of unused berths, and thus it makes clear 

business sense to enter into a commercial arrangement with Highf ield when the time comes to 

export its product. 

   
The f irst 7km of the road to port looks like this But most of the 150km route to port looks like 

and will need to be upgraded this – a modern highway with two lanes each 

 way 

 

   
Plan view of the Port of Pasajes Zoom-in on the berth set aside for Highf ield 

 

   
The Port of Pasajes The berth set aside for Highf ield 

 

Source: Blue Ocean Equities 
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KEY CHANGES TO OUR FORECASTS 

The main changes to our forecasts since we last published are: 

- updating our forecast for raising new equity of A$101m, based on the issue of 

56.125m new shares at A$1.80 

- reduction of our 40% discount to NAV for Muga to 30%, post raising the majority of 

the equity funding required to build Muga – a key de-risking milestone for the 

company in our view 

These changes result in 5% increase in our NAV and Price Target from $2.85 to $3.00. 

STRATEGIC TARGET 

To derive our longer-term $6.00 Strategic Target we assume Highf ield successfully brings 

Muga into production and achieves EBITDA of ~A$300m (based on current spot prices).  

We also assume the stock re-rates as it makes the transit ion to production and begins to trade 

in l ine with other potash producing peers on an EV/EBITDA multiple of ~8-10x. 

We see signif icant upside potential to our Strategic Target if  Highf ield can bring its four 

pipeline projects up the development curve and use the cash f low generated from Muga to 

bring these projects into production.   

While there is considerable work required to conf irm the viabil ity and economic returns of 

these projects, we see potential, longer-term for our Strategic Target to eclipse $10.00 per 

share. We have provided more detail on this thesis in our video presentation published on 15 

April 2015, available via the link below
1
.  

KEY RISKS 

Highf ield is exposed to all the normal r isks associated with developing and operating mining 

projects, including permitt ing, funding and construction r isk.   

Once in production, the company’s revenue wil l be predominately derived from the sale of 

potash, and f luctuations in the potash price as well as the EUR/USD exchange rate could 

impact the company’s cash f low, prof itabil ity and share price.  

Highf ield’s share price also carry an embedded Spanish sovereign r isk as the company’s 

development projects are based in Spain. 

  

                                                      

1 http://blueoceanequities.com.au/highfield-investment-thesis/  
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VALUATION & FINANCIALS 

 

Source: IRESS, Company data, Blue Ocean estimates 

Stock Details Enterprise Value $434m

Recommendation: Buy Diluted MCap $554m

Target $3.00 Share Price $1.38 Diluted Shares 402m

Risk-Adjusted NAV $3.01 52 Week High $2.08 Free Float 52%

Implied Return 117% 52 Week Low $0.48 Avg Daily Value $0.6m

Macro Assumptions FY16E FY17E FY18E FY19E FY20E Ratio Analysis FY16E FY17E FY18E FY19E FY20E

Exchange Rate (€/US$) 1.09 1.11 1.13 1.16 1.18 Diluted Shares m 424 424 424 424 424

Potash Price FOB Van (US$/t) 305 305 305 305 305 EPS - Diluted Ac (0.9) (1.4) 19.3 30.9 52.4

P/E x n.m. n.m. 7.1x 4.5x 2.6x

Profit & Loss (A$m) FY16E FY17E FY18E FY19E FY20E CFPS - Diluted Ac (0.9) (1.1) 25.6 39.1 66.1

Revenue  - 17 225 380 656 P/CF x n.m. n.m. 5.4x 3.5x 2.1x

Operating Costs  - (7) (85) (147) (265) FCF - Diluted Ac (42.8) (41.6) (14.5) (29.4) 7.6

Operating Profit  - 11 140 233 391 P/FCF x n.m. n.m. n.m. n.m. 18.0x

Corporate & Other (6) (6) (6) (6) (8)

Exploration Expense  - (0) (1) (1) (2) Dividends Ac  -  -  -  -  - 

EBITDA (6) 5 133 226 382 Dividend Yield %  -  -  -  -  - 

D&A  - (1) (12) (21) (44) Payout Ratio %  -  -  -  -  - 

EBIT (6) 4 121 205 338 Franking %  -  -  -  -  - 

Net Interest Expense 2 (10) (21) (31) (41)

Pre-Tax Profit (4) (6) 100 174 296 Enterprise Value A$m 592 773 852 1,007 1,026

Tax  -  - (18) (43) (74) EV/EBITDA x (102.5x) 164.0x 6.4x 4.5x 2.7x

Minorities  -  -  -  -  - ROE % (2%) (3%) 28% 30% 33%

Underlying Profit (4) (6) 82 130 222 ROA % (2%) (1%) 13% 14% 18%

Signficant Items (post tax)  -  -  -  -  - Net Debt / (Cash) €m 38 219 298 452 472

Reported Profit (4) (6) 82 130 222 Gearing (ND/(ND+E)) % 16% 53% 51% 51% 41%

Gearing (ND/E) % 20% 112% 102% 103% 70%

Cash Flow (A$m) FY16E FY17E FY18E FY19E FY20E

Operating Cashflow (6) 5 134 227 383

Tax  -  - (5) (31) (61)

Net Interest 2 (10) (21) (31) (41) P&P Reserves M&I Resources Inferred

Net Operating Cash Flow (4) (5) 108 165 281 mt % K2O mt K2O mt % K2O mt K2O mt K2O

Exploration  - (1) (3) (3) (5) Muga 146.0 13.2 19.3 239 11.3 27 8

Capex (176) (181) (188) (318) (285) Sierra del Perdon  -  -  - 42 10.7 4 4

Acquisitions / Disposals  -  -  -  -  - Vipasca  -  -  -  -  -  -  - 

Other  -  -  -  -  - Pintano  -  -  -  -  -  - 21

Net Investing Cash Flow (176) (182) (191) (321) (289)

Equity Issue 29 6 9 10  - M+I+I (mt K2O): 64.3

Borrowing / Repayments 61 189 61 144 20

Dividends  -  -  -  -  - Earnings Sensitivity FY17E FY18E FY17E FY18E

Other  -  -  -  -  - A$m A$m % %

Net Financing Cash Flow 90 195 70 154 20 Potash Price US$/t +10% 5 18 19% 18%

Change in Cash Position (89) 8 (13) (3) 11 Exchange Rate €/US$ -10% 4 11 12% 11%

FX Adjustments  -  -  -  -  - 

Cash Balance 24 33 21 19 30 Valuation Discount Stake €m A$m A$/sh

Muga 30% 100% 600 843 2.10

Balance Sheet (A$m) FY16E FY17E FY18E FY19E FY20E     Muga by-product project 60% 100% 56 78 0.19

Cash & Cash Equivalents 24 33 21 19 30 Sierra del Perdon 60% 100% 95 133 0.33

Other Current Assets 2 3 3 3 3 Vipasca 80% 100% 23 32 0.08

PP&E 176 360 544 857 1,118 Pintano 80% 100% 13 19 0.05

Exploration & Development 51 52 56 59 64 Izaga 80% 100% 13 19 0.05

Other Non Current Assets 0 0 0 0 0 Exploration 35 49 0.12

Total Assets 253 448 624 937 1,214 Corporate & Other (60) (84) (0.21)

Debt 61 252 318 471 502 Debt  -  -  - 

Other Liabilities 1 1 14 27 40 Cash 85 120 0.30 P/NAV

Net Assets 190 196 291 439 672 Net Asset Value 860 1,208 3.01 0.46x
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OPERATIONAL ASSUMPTIONS & FCF BY MINE 

 
Source: Company data, Blue Ocean estimates 

Macro Assumptions FY16E FY17E FY18E FY19E FY20E

Exchange Rate €/US$ 1.09 1.11 1.13 1.16 1.18

Potash Price FOB Van US$/t 305 305 305 305 305

Net Potash Price* US$/t 317 317 317 317 317

Realised Potash Price €/t 290 286 280 274 269

Operational Summary FY16E FY17E FY18E FY19E FY20E FCF Contribution US$m FY16E FY17E FY18E FY19E FY20E

Muga (excl by-products) Muga (excl by-products)

Tonnes Processed mt  - 0.2 3.0 5.0 6.3 Revenue  - 13 168 282 353

Head Grade (K60) % KCl  - 21.3% 21.3% 21.3% 21.3% Operating Costs  - 5 63 109 139

Recovery %  - 83% 83% 83% 83% Sustaining Capex  - 0 5 9 12

Potash Production (K60) kt KCl  - 42 528 890 1,112 Sustaining Exploration  - 1 2 2 2

All-in Sustaining Cost €/t  - 151 126 121 120 Corp Overheads 4 4 5 5 5

AISC Margin %  - 47% 55% 56% 55% All-in Sustaining Margin (4) 3 92 157 195

Growth Capex 133 135 84 22  - 

Sierra del Perdon Sierra del Perdon

Tonnes Processed mt  -  -  -  - 2.5 Revenue  -  -  -  - 132

Head Grade (K60) % KCl  -  -  -  - 20.0% Operating Costs  -  -  -  - 57

Recovery %  -  -  -  - 83% Sustaining Capex  -  -  -  - 8

Potash Production (K60) kt KCl  -  -  -  - 416 Sustaining Exploration  -  -  -  - 1

All-in Sustaining Cost €/t  -  -  -  - 137 Corp Overheads  -  -  -  - 1

AISC Margin %  -  -  -  - 49% All-in Sustaining Margin  -  -  -  - 64

Growth Capex  -  - 50 205  - 

Vipasca Vipasca

Tonnes Processed mt  -  -  -  -  - Revenue  -  -  -  -  - 

Head Grade (K60) % KCl  -  -  -  -  - Operating Costs  -  -  -  -  - 

Recovery %  -  -  -  -  - Sustaining Capex  -  -  -  -  - 

Potash Production (K60) kt KCl  -  -  -  -  - Sustaining Exploration  -  -  -  -  - 

All-in Sustaining Cost €/t  -  -  -  -  - Corp Overheads  -  -  -  -  - 

AISC Margin %  -  -  -  -  - All-in Sustaining Margin  -  -  -  -  - 

Growth Capex  -  -  -  - 191

Pintano Pintano

Tonnes Processed mt  -  -  -  -  - Revenue  -  -  -  -  - 

Head Grade (K60) % KCl  -  -  -  -  - Operating Costs  -  -  -  -  - 

Recovery %  -  -  -  -  - Sustaining Capex  -  -  -  -  - 

Potash Production (K60) kt KCl  -  -  -  -  - Sustaining Exploration  -  -  -  -  - 

All-in Sustaining Cost €/t  -  -  -  -  - Corp Overheads  -  -  -  -  - 

AISC Margin %  -  -  -  -  - All-in Sustaining Margin  -  -  -  -  - 

Growth Capex  -  -  -  -  - 

Group Summary FY16E FY17E FY18E FY19E FY20E Group Summary US$m FY16E FY17E FY18E FY19E FY20E

Potash Production (K60) kt KCl  - 42 528 890 1,528 Revenue  - 13 168 282 485

All-in Sustaining Cost €/t  - 151 126 121 125 All-in Sustaining Cost 4 10 75 125 225

All-in Sustaining Margin (4) 3 92 157 260

Growth Capex 133 135 134 227 191

Growth Exploration  -  -  -  -  - 

All-in Margin (138) (133) (42) (70) 69

Corporate US$m FY16E FY17E FY18E FY19E FY20E

Cash Tax  -  - 4 23 45

Other Items  -  -  -  -  - 

FCF pre Debt Service (138) (133) (46) (93) 24

Net Interest on Debt (1) 7 16 23 31

Debt Drawdown / (Repayment) 47 142 45 107 14

FCF post Debt Service (90) 2 (16) (9) 8

New Equity/Dividends US$m FY16E FY17E FY18E FY19E FY20E

Proceeds from Shares/Options 22 4 7 7  - 

Dividends Paid  -  -  -  -  - 

Change in Cash (68) 6 (10) (2) 8

Cash Balance 18 25 16 14 22
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DISCLAIMER DISCLOSURE 
This document is a private communication to clients and is not intended for public 
circulation or for the use of any third party, without the prior approval of Blue Ocean 
Equities Pty Limited. This is general investment advice only and does not constitute 
personal advice to any person. Because this document has been prepared without 
consideration of any specific client’s financial situation, particular needs and investment 
objectives you should consult your own investment adviser before any investment 
decision is made on the basis of this document.  
While this document is based on information from sources which are considered 
reliable, Blue Ocean Equities Pty Limited has not verified independently the information 
contained in the document and Blue Ocean Equities Limited and its directors, 
employees and consultants do not represent, warrant or guarantee, expressly or by 
implication, that the information contained in this document is complete or accurate. 
Nor does Blue Ocean Equities Limited accept any responsibility for updating any 
advice, views opinions, or recommendations contained in this document or for 
correcting any error or omission which may become apparent after the document has 
been issued.  
Except insofar as liability under any statute cannot be excluded. Blue Ocean Equities 
Pty Limited and its directors, employees and consultants do not accept any liability 
(whether arising in contract, in tort or negligence or otherwise) for any error or omission 
in this document or for any resulting loss or damage (whether direct, indirect, 
consequential or otherwise) suffered by the recipient of this document or any other 
person. 

Blue Ocean Equities Pty Limited,  
its employees, consultants and its  
associates within the meaning of  
Chapter 7 of the Corporations Law may 
receive commissions, underwriting and 
management fees from transactions 
involving securities referred to in this 
document, and may from time to time 
hold interests in the securities referred to 
in this document.  
Blue Ocean Equities Pty Limited and 
associates hold 901,222 shares in 
Highfield at the date of this report and 
this position may change at any time 
without notice. 

 


