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(1m) (3m) (12m)

Price (A$) 1.30 1.84 1.78

Absolute (%) 1.92 -27.99 -25.35

Rel market (%) -5.66 -38.91 -19.98

Speculative 
See key risks on Page 4. 

Speculative securities may not 
be suitable for retail clients 

Permitting catalyst approaching 

Key milestones for HFR in 1HCY16 include the receipt of a positive environmental 

declaration and the granting of the mining concession for their flagship Muga Potash 

Project in Spain. After lodging the application effective 24 November 2015, HFR had 

initially hoped approvals would be granted in February 2016. However, the review 

continues and is now approaching the end of the six month assessment period (on 24 

May 2016). Clearly it is hoped a positive decision will be announced in the coming 

weeks. With this process taking longer than hoped, other milestones have also been 

pushed back, including closure of project financing and a likely construction 

commencement date. In line with this we have revised our development assumptions 

for Muga as well as our forecast production ramp-up.  

Potash market remains tough 

Potash prices have continued to track down below US$300/t in 1HCY16 as demand in 

key markets of China and India has fallen. Lower customer currencies, resulting in 

higher prices for farmers, have also dampened demand in markets such as Brazil. This 

isn’t all bad news for HFR, which under its forecast operating cost profile would 

maintain margins in all key markets despite these price drops. The industry is also 

seeing production curtailments, with Intrepid Potash (IPI US) recently closing one of its 

US mines. As we have seen in other commodities, this can be a longer term positive.  

Investment thesis – Buy (Speculative), Valuation $1.75 

We continue to assume HFR receives its Mining Concession in a timely manner and 

leave our risk discount for Muga unchanged at 25%, consistent with the Feasibility 

stage of the project. However, we do push our development timeline out ~6 months, 

now assuming construction commences in 1HFY17 and first production in 2HFY18. 

Together with a lower assumed potash price this results in a cut to our NPV-based 

valuation to $1.75/sh. With only ramp-up production falling within our forecast period 

we make no material earnings changes. Our Speculative Buy rating is retained.  

  

Absolute Price  Earnings Forecast 

 

 
Year end 30 June 2015a 2016e 2017e 2018e

Sales (A$m) - - - 128

EBITDA (A$m) (10) (6) (7) 12

NPAT (reported) (A$m) (9) (1) (2) (14)

NPAT (adjusted) (A$m) (9) (1) (2) (14)

EPS (adjusted) (¢ps) (4) (0) (1) (4)

EPS growth (%) na na na na

PER (x) (29.3) (651.0) (160.5) (29.0)

FCF Yield (%) -5% -9% -65% -38%

EV/EBITDA (x) (35.5) (58.8) (50.7) 30.1

Dividend (¢ps) - - - -

Yield (%) 0% 0% 0% 0%

Franking (%) 0% 0% 0% 0%

ROE (%) -250% -97% 52% 69%
 

SOURCE: IRESS  
SOURCE: BELL POTTER SECURITIES ESTIMATES 
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To be or not to be 

Permitting catalyst approaching 

HFR is approaching a key milestone for its flagship Muga Potash Project in Spain. 

Following the completion of the community consultation process, HFR lodged its 

environmental and social impact assessment application effective 24 November 2015. 

HFR had initially hoped approvals would be granted in February 2016, however, the review 

continues and is now approaching the end of the six month assessment period (ends 24 

May 2016). Clearly it is hoped the receipt of a positive environmental declaration will be 

announced in the coming weeks with the granting of their mining concession to follow. It 

should be noted that there is no Administrative Silence provision, i.e., if no decision is 

received from the Department, it is not deemed to be either a positive or negative 

declaration.  

With this process taking longer than hoped, other milestones have also been pushed back, 

including closure of project financing and a likely construction commencement. As recently 

as October 2015, both these objectives had been targeted for the December quarter 2015. 

In line with this we have revised our development assumptions for Muga as well as our 

forecast production ramp-up. We now assume construction commences in 1HFY17 which, 

allowing for an 18 month construction period, gives us first production in 2HFY18.  

Weak demand pressures potash price 

Potash prices have continued to track down below US$300/t in 1HCY16 as demand in key 

markets of China and India has fallen. Lower customer currencies, resulting in higher 

prices for farmers, have also dampened demand in markets such as Brazil. Overall, global 

potash demand declined ~5% to 60Mt during 2015 as a result of these and other factors. 

Key producer Potash Corp (POT CN), expects demand to remain relatively flat, or show 

modest growth in 2016, forecasting demand of 59-62Mt. 

 

 Figure 1 – Muriate of Potash (MOP) price – standard grade, FOB Vancouver spot (US$/t) 

 

 
 SOURCE: BLOOMBERG – WORLD BANK DATA 
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This isn’t all bad news for HFR, which under its forecast operating cost profile would 

maintain margins in all key markets despite these price drops. In the key markets of 

Western Europe (HFR’s “home” market, demand ~7Mtpa) and Brazil (the largest seaborne 

market ~8.5Mtpa) HFR is in an extremely competitive position due to its forecast low cost 

operating costs and (in Europe) its proximity to market creates a strong freight cost 

advantage.  

 

Figure 2 – Muga Project on Europe CFR cost curve  Figure 3 – Muga Project on Brazil CFR cost curve 

 

 

 
SOURCE: COMPANY REPORTS / ARGUS  SOURCE: COMPANY REPORTS / ARGUS 

The low prices are also driving production curtailments in the industry, with Intrepid Potash 

(IPI US) recently closing one of its US mines. As we have seen in other commodities, this 

can be a longer term positive for producers at the lower end of the cost curve.  

Upcoming catalysts 

HFR has several important catalysts approaching for its flagship Muga Potash Project in 

Spain. They include: 

• Receipt of a positive environmental declaration from the Department of Agriculture, 

Food and Environment;  

• Granting of the mining concession for the Muga Project shortly thereafter;  

• Receipt of final credit approvals for the project finance facility;  

• Progression of SOP from MOP Project to provide additional fertiliser options;  

• Execution of offtake agreements for Muga mine production; and  

• Commencement of Muga construction.  
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Highfield Resources Ltd (HFR) 

Company description 

HFR is progressing its 100% owned Muga-Vipasca project (Northern Spain) through 

financing and permitting for development in 2016. An optimised DFS, updated in 

November 2015, demonstrated the technical and financial viability of a 1.1Mtpa (K60) 

potash project, with a 47 year life-of-mine based solely on the on an Ore Reserve of 253Mt 

at 11.5% K2O. Pre-production capital costs are estimated at €267m including a 6% 

contingency. Permitting and project financing are underway, for the commencement of 

development in 2016. 

Investment thesis – Buy (Speculative), Valuation $1.75 

We continue to assume HFR receives its Mining Concession in a timely manner and leave 

our risk discount for Muga unchanged at 25%, consistent with the Feasibility stage of the 

project. However, we do push our development timeline out ~6 months, now assuming 

construction commences in 1HFY17 and first production in 2HFY18. Together with a lower 

assumed potash price this results in a cut to our NPV-based valuation to $1.75/sh. With 

only ramp-up production falling within our forecast period we make no material earnings 

changes. Our Speculative Buy rating is retained. 

Valuation – risked discounted cash flow of key projects 

Our HFR valuation is based on the company’s Muga project DFS and Sierra del Perdon 

scoping study. Our assumptions include: 

- A more conservative potash price outlook of US$290/t, compared with HFR’s 

estimates of around US$370/t (nominal). 

- A 25% risk discount applied to the Muga NPV to take into account permitting and 

development risks. We will roll this discount off as permitting and development 

milestones are completed. 

- A 80% risk discount applied to the Sierra del Perdon NPV to take into account 

resource, permitting and development risks. We will roll this discount off as permitting 

and development milestones are completed. 

Key risks: Permitting, development, operation and marketing 

Risks associated with an investment in HFR include, but are not limited to: 

- Government approvals and permitting: To commence development and operate a 

mine in Spain, HFR must receive a Mining Concession and Construction Approval. 

HFR must also maintain its license to operate. 

- Mine and infrastructure development: Project development is a key risk in terms of 

time and cost over-runs. Delays and cost over-runs can substantially impact the 

economic returns of its projects. 

- Mining, processing and logistical activities: HFR will be mining using conventional 

underground potash mining methods. Underground mining, operating of processing 

plants and haulage equipment carry risks. 

- Potash markets: HFR will be exposed to price and volume risk. It will be a price-taker 

in the global traded market for potash. 
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- Offtake relationships: HFR will likely need an offtake partner to market and distribute 

its potash products. These arrangements typically carry a level of commercial and 

working capital risks. 

- Foreign exchange risks: HFR will have operations in Spain (Euro), likely be selling 

product in US dollars, and be reporting to Australian investors. 

- Infrastructure access: HFR’s project requires access to infrastructure and purchase 

agreements with infrastructure providers. Infrastructure includes roads, rail and ports. 

- Sovereign risks: HFR’s assets are located in Spain, the company is listed in Australia 

and will have customers from a broad range of foreign jurisdictions. HFR is exposed to 

the sovereign risks of those countries. 

- General capital and operating cost fluctuations: Markets for exploration, 

development and mining inputs can fluctuate widely and cause significant differences 

between planned and actual operating and capital costs. Key operating costs are 

linked to energy and labour markets. 

- Financing and capital management risk: Financing and capital management 

includes access to debt and equity finance, maintaining covenants on debt finance, 

managing dividend payments, and managing debt repayments. 

- Corporate/M&A risk: Risks associated with M&A activity including differences 

between the entity’s and the market’s perception of value associated with completed 

transactions. 
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Highfield Resources Ltd. 
as at 16 May 2016 

Recommendation Buy, Speculative 

Price $1.31 

Valuation $1.75 

Table 1 - Financial summary 

 
 

SOURCE: BELL POTTER SECURITIES ESTIMATES 

PROFIT AND LOSS FINANCIAL RATIOS

Year ending June Unit 2014a 2015a 2016e 2017e 2018e Year ending June Unit 2014a 2015a 2016e 2017e 2018e

Revenue $m - - - - 128 VALUATION

Expense $m (6) (10) (6) (7) (116) NPAT $m (6) (9) (1) (2) (14)

EBITDA $m (6) (10) (6) (7) 12 Reported EPS c/sh (4) (4) (0) (1) (4)

Depreciation $m (0) (0) (0) (0) (9) EPS growth % na na na na na

EBIT $m (6) (10) (6) (7) 3 PER x -31.2x -29.3x -651.0x -160.5x -29.0x

Net interest expense $m 0 1 5 4 (19) DPS c/sh - - - - -

PBT $m (6) (9) (1) (4) (16) Franking % 0% 0% 0% 0% 0%

Tax expense $m - - 0 1 2 Yield % 0% 0% 0% 0% 0%

NPAT $m (6) (9) (1) (2) (14) FCF/share c/sh (0) (0) (0) (1) (0)

P/FCFPS x -20.3x -21.3x -10.7x -1.5x -2.6x

CASH FLOW EV/EBITDA x -64.2x -35.5x -58.8x -50.7x 30.1x

Year ending June Unit 2014a 2015a 2016e 2017e 2018e EBITDA margin % 0% 0% 0% 0% 9%

OPERATING CASHFLOW EBIT margin % 0% 0% 0% 0% 2%

Receipts $m - - 2 - 122 Return on assets % -13% -8% 0% -1% -3%

Payments $m (4) (6) (6) (7) (94) Return on equity % -29% -250% -97% 52% 69%

Tax $m - - - - - LIQUIDITY & LEVERAGE

Net interest $m 0 1 5 4 (19) Net debt (cash) $m (12) (119) (82) 178 331

Other $m - 2 - - - ND / E % -23% -71% -49% 109% 222%

Operating cash flow $m (4) (4) 1 (3) 9 ND / (ND + E) % -29% -250% -97% 52% 69%

INVESTING CASHFLOW EBITDA / Interest x -33.0x -11.9x -1.2x -2.0x -0.7x

Capex $m (0) (0) (30) (248) (154)

Exploration & evaluation $m (4) (9) (8) (8) (8) RESOURCE

Other $m (4) (4) 1 (3) 9 Javier-Vipasca Mt K2O % KCl % K2O Mt KCl Mt

Investing cash flow $m (8) (13) (37) (260) (153) Total resource 269 11.2 17.8 30.1 47.9

FINANCING CASHFLOW Measured 17 11.3 17.9 2.0 3.1
Share issues/(buy-backs) $m 14 120 - - - Indicated 140 11.3 18.0 15.8 25.2
Debt proceeds/(repayments) $m - - - 350 - Inferred 111 11.1 17.6 12.4 19.6
Dividends $m - - - - - High grade resource 154 12.9 20.5 19.9 31.6

Other $m - - - - - Measured 9 13.0 20.7 1.2 1.9
Financing cash flow $m 14 120 - 350 - Indicated 74 13.4 21.2 9.9 15.7
Change in cash $m 5 107 (37) 90 (153) Inferred 71 12.4 19.8 8.8 14.0

BALANCE SHEET PROJECT ASSUMPTIONS

Year ending June Unit 2014a 2015a 2016e 2017e 2018e Year ending June 2016e 2017e 2018e 2019e 2020e

ASSETS Currency US$/A$ 0.72 0.70 0.72 0.75 0.75
Cash & short term investments $m 12 119 82 172 19 Potash FOB Vancouver (MOP/KCL) US$/t 290 290 290 290 290
Accounts receivable $m 1 2 0 0 6 Potash price realised (FOB Spain) US$/t 305 305 305 307 307
Property, plant & equipment $m 0 0 30 279 424 C1 costs US$/t 135 138 142 145
Exploration & evaluation $m 37 44 52 60 68 Project EBITDA US$m 0 15 90 108

Other $m 2 4 5 6 7 Mined / milled Mt - 1.8 3.3 4.0

Total assets $m 53 169 169 517 525 Grade % 12% 12% 12% 12%

LIABILITIES Recovery % 87% 87% 87% 87%

Accounts payable $m 2 1 1 1 23 Product grade % 60% 60% 60% 60%

Borrowings $m - - - 350 350 Production (MOP / K60) kt 0 300 544 667

Other $m - 2 2 2 2

Total liabilities $m 2 3 3 353 375 VALUATION

SHAREHOLDER'S EQUITY Ordinary shares m 311

Share capital $m 35 166 166 166 166 Performance shares m 50

Reserves $m 25 19 19 19 19 Options in the money m 37

Retained earnings $m (9) (19) (19) (22) (36) Diluted m 398

Total equity $m 51 166 166 163 150

Weighted average shares m 134 215 310 310 310 $m $/sh

Muga (risk discount 25%, NPV10) 655 1.64

CAPITAL STRUCTURE SdPerdon (risk discount 80%, NPV10) 87 0.22

Corporate overheads (160) (0.40)

Shares on issue m 310.8 Total 582 1.46

Performance shares m 50.0 Cash & options 121 0.30

Total shares on issue m 360.8 Total 703 1.76

Share price $/sh 1.29

Market capitalisation $m 463.7

Net cash $m 98.8

Enterprise value (undiluted) $m 364.9

Options (in the money) m 37.3

Issued shares (diluted for options) m 398.1

Market capitalisation (diluted) m 511.6

Net cash + options $m 120.7

Enterprise value (diluted) $m 390.9

MAJOR SHAREHOLDERS

% m

EMR Capital 34% 121.0

Spanish in-country management 18% 64.9

Australian based management 7% 25.3

Other shareholders 41% 149.6

Total 100% 360.8
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Bell Potter Securities Limited  
ACN 25 006 390 7721 

Level 38, Aurora Place 
88 Phillip Street, Sydney 2000 

Telephone +61 2 9255 7200 
www.bellpotter.com.au 

 

 Recommendation structure 

 Buy: Expect >15% total return on a 

12 month view. For stocks regarded 

as ‘Speculative’ a return of >30% is 

expected.  

 Hold: Expect total return between -5% 

and 15% on a 12 month view  

 Sell: Expect <-5% total return on a 

12 month view 

 Speculative Investments are either start-up 

enterprises with nil or only prospective 

operations or recently commenced 

operations with only forecast cash flows, or 

companies that have commenced 

operations or have been in operation for 

some time but have only forecast cash 

flows and/or a stressed balance sheet. 

Such investments may carry an 

exceptionally high level of capital risk and 

volatility of returns.  
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The following may affect your legal rights. Important Disclaimer: 

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 Bell Potter Securities Limited. In the 

USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified countries. In Hong Kong this 

research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission, Hong Kong. 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 (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the financial services licensee, or the representative of such licensee, who has 

provided you with this report by arraignment with Bell Potter Securities Limited) should be made aware of your relevant personal circumstances and consulted 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, Bell Potter Securities Limited has not verified independently the information contained in the 

document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the information contained in this 

document is complete or accurate. Nor does Bell Potter Securities 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. Bell Potter 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.  

Disclosure of interest: 

Bell Potter Securities 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 (which its representatives may directly share) and may from time to time hold interests in the securities referred to in this 

document.  

Exploration Risk Warning: 

The stocks of resource companies without revenue streams from product sales should always be regarded as speculative in character. Since most exploration companies fit this description, the 

speculative designation applies to all exploration stocks. The fact that the intellectual property base of an exploration company lies in science and is generally only accessible to the layman in a 

limited summary form adds further to the riskiness with which investments in exploration companies ought to be regarded. Stocks with ‘Speculative’ designation are prone to high volatility in share 

price movements. Exploration and regulatory risks are inherent in exploration stocks. Exploration companies engage in exploration programs that usually have multiple phases to them where 

positive results at some stages are not indicative of ultimate exploration success and even after exploration success, there is often insufficient economic justification to warrant development of an 

extractive operation and there is still significant risk that even a development project with favourable economic parameters and forecast outcomes may fail to achieve those outcomes.  

 ANALYST CERTIFICATION 

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst 
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent 
manner and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research 
analyst in the research report. 

  


