
EQ
U

IT
Y 

RE
SE

A
RC

H Royal Bank of Canada
- Sydney Branch
Andrew Scott  (Analyst)
+61 2 9033 3022;
andrew.g.scott@rbccm.com
Kofi Mensa  (Associate)
+61 2 9033 3071;
kofi.mensa@rbccm.com

RBC Dominion Securities Inc.
Andrew D. Wong  (Analyst)
(416) 842-7830;
andrew.d.wong@rbccm.com

Sector: Agriculture, Chemicals & Fertilizers

Outperform
Speculative Risk
ASX: HFR; AUD 1.16

Price Target AUD 2.00
WHAT'S INSIDE

 Rating/Risk Change  Price Target Change

 In-Depth Report  Est. Change

 Preview  News Analysis

Scenario Analysis*

Downside
Scenario

0.55
53%

Current
Price

1.16

Price
Target

2.00
72%

Upside
Scenario

3.45
197%

*Implied Total Returns

Key Statistics
Shares O/S (MM): 319.9
Dividend: 0.00

Market Cap (MM): 371
Yield: 0.0%
Enterprise Val. (MM): 777
Avg. Daily Volume: 264,996

Priced at ASX close on October 24, 2016.

RBC Estimates
FY Jun 2016A 2017E 2018E 2019E
EPS, Adj Diluted (0.02) (0.01) (0.03) (0.03)
Prev. (0.01)
P/AEPS NM NM NM NM
EBITDA, Adj (6.2) (4.4) (8.0) 1.0
Prev. (4.5) (5.0) (9.8)

All values in AUD unless otherwise noted.

October 24, 2016

Highfield Resources Limited
Spanish visit confirms our positive view
Our view: We recently visited HFR's proposed Muga site and met with
management. While permitting remains the next key milestone, we
believe that HFR is well positioned to receive required approvals albeit
somewhat delayed. We continue to see attractive value in HFR with the
initial Muga project providing upside to the current share price and a
number of other potential projects providing additional option value.

Key points:
We recently visited HFR's proposed Muga potash mine and met with
key management in Spain. In this report we highlight some of our key
takeaways. With this note we also transfer primary coverage of HFR to
Andrew Scott and the Australian Industrials/Basic Materials team.

Permitting remains the key milestone - The key milestone for HFR remains
the granting of environmental permits for the Muga project. While it is
technically possible that these approvals can be granted in the current
uncertain Spanish political climate, it would seem that political certainty
would be a positive. Fortunately, recent events suggest that a final
resolution to the leadership vacuum may be imminent.

Updating our project timing - We have adjusted our project modeling to
allow for a delayed project start as a result of the delay in environmental
approvals. We now assume construction commencement in 3QCY17,
which is consistent with approvals being received in early CY17. This
sees first production from Muga in early CY19. It introduces a level of
conservatism, in our view.

Changes to our project pecking order - We have also adjusted our
forecasts as we have reassessed the timing and phasing of projects. We
see a number of potentially attractive projects for HFR but in our opinion it
is difficult to determine the order in which these may be pursued. We now
focus purely on the Muga operations in our explicit forecasts and valuation
and believe other projects provide attractive option value.

Changes to our forecasts - We have made a number of other changes
to our forecasts including incorporating RBC's revised potash price
assumptions.

Our revised valuation and price target - The above changes generate a
revised DCF based valuation of A$1.89. This supports our Outperform,
Speculative Risk rating and A$2.00 price target.

Disseminated: Oct 24, 2016 17:02ET; Produced: Oct 24, 2016 17:02ET Priced as of prior trading day's market close, EST (unless otherwise noted).
For Required Non-U.S. Analyst and Conflicts Disclosures, see page 12.



Target/Upside/Downside Scenarios

Exhibit 1: Highfield Resources Limited
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Target price/base case
Our $2.00 price target is based on a net asset valuation,
rounded to the nearest 25 cents. We apply a 12% discount
rate for the Muga project. We use our long-term Brazil CFR
potash price forecast of $280/tonne and we do not include
the potential for salt by-product credits, or any of HFR's other
projects in our base case valuation.

Upside scenario
We base our upside scenario of $3.45 on a net asset value
analysis, using a 9% discount rate and including incremental
production from SDP and Vipasca from 2Q CY20 onwards.

Downside scenario
We base our downside scenario of $0.55 on a net asset value
analysis, using a 14% discount rate, a further one-year delay
in production and spot potash prices for the life of the mine.

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.
We rate the stock Outperform. Our Speculative Risk rating is
based on risks associated with an undeveloped mining project
(permitting and construction delays, cost overruns, start-up
challenges) and significant sensitivity to potash prices and
currency exchange rates.

Potential catalysts
Permitting: Highfield is waiting for the government to approve
its Environmental Impact Assessment which is critical to
a Mine Concession permit. The process has been delayed
by political instability due to Spain's inability to form a
government after recent elections.

Financing: Following the A$100M equity financing in May
2015 and preliminary debt financing with four European banks
in August 2015, we believe management will continue to
explore multiple financing avenues to obtain the best terms
available.

Construction: The company has initiated the procurement
process with vendors and has been working with construction
company Acciona to confirm engineering plans. We assume
construction starts in 3QCY17.

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 further 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.
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An update following our recent visit 
We recently visited HFR’s operations in Spain to view the site for the planned Muga potash 
operations and to meet with management. While it remains clear in our view that the Muga 
permitting approvals will be the most important milestone for the group, we continue to 
view the granting of required permits as likely and believe that this is more likely a case of 
when, not if permits will be granted. We continue to see attractive value in the Muga 
operations. However, perhaps more important is the additional option value we see around 
other sites and projects available to HFR. 

Permitting ongoing 
The key milestone for HFR remains the environmental permitting for the Muga development. 
Unfortunately, it appears that uncertainty across the Spanish political landscape may 
frustrate the timely granting of the required permits. However, to be clear our core view 
would be that this would represent delays only and should not be viewed as having more 
significant implications. 

Further delays to the Muga permitting process 

The Spanish Government’s Department of Agriculture, Food and Environment (MINETUR) 
continues to review the environmental and social impact assessment of Muga, on behalf of 
the Department of Industry, Energy and Tourism, which is the body responsible for awarding 
mining licenses. 

HFR had previously flagged that MINETUR was due to declare the results of its findings in 
Nov15. However, given the ongoing political instability in Spain, MINETUR have yet to 
announce a determination. 

Briefly on the Spanish political landscape 

National elections in Dec15 and Jul16 have both failed to provide an absolute majority for 
any political party. This has meant that no ongoing leadership has been determined with two 
failed confidence motions preventing incumbent Mariano Rajoy from forming a minority 
Government. Should a Government not be formed by October 31, a third general election 
will be required. This would be held in December of this year. 

While it is not impossible for the required environmental approvals to be granted while the 
ruling government is uncertain, our feedback would suggest that practically this may be a 
challenge. 

Recent developments may negate the need for a third election 

More recently, the resignation of opposition Socialist party leader Pedro Sanchez may have 
provided hope that a minority government may be able to be formed. With the change of 
leadership it appears that the socialist PSOE party may abstain from the key confidence vote. 
On 15 October, 2016 a teleSur report noted: 

“With 118 seats in the parliament, the PSOE is the kingmaker in Spain's political system. Most 
of the party's members have already expressed their support for the idea of allowing Mariano 
Rajoy to form a minority government. The move is also intended to avoid a third election in 
less than a year and thus end the political deadlock in Spain.” 

“Podemos to support general strike if Rajoy is re-elected” teleSur 15 October 2016 
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Similarly Reuters noted: 

“…signs have mounted that the Socialists are now prepared to abstain in a confidence vote to 
allow Rajoy to form a new government, even if they still refuse to enter a coalition with his 
party and may block his policies in future.” 

“Spain’s Socialists to decide on enabling new Government on October 23” Reuters World 
News 18 Oct 2016 

This would allow Prime Minister Mariano Rajoy to form Government. Rajoy and the PP party 
are currently in power on a caretaker basis with a confidence vote formalizing this 
arrangement, allowing government to be formed and avoiding the need for another election. 

A third confidence vote must be held before October 31 or a third poll will be required. King 
Felipe has convened talks which will attempt to resolve this situation with Reuters reporting 
that talks are scheduled for October 24. 

We still believe approval is the most likely outcome 

While it is difficult to pre-empt a relatively binary approval decision we continue to believe 
that approval of the Muga project is the most likely outcome, albeit with delays to our 
previous assumed timeframe. We note that the economic benefits of a project such as this in 
a region with unemployment >20% are significant. In addition, HFR has highlighted local 
employment opportunities and implemented numerous community programs to garner this 
local support. 

We also believe that HFR have done a good job of addressing environmental concerns such 
as tailings backfill, minimizing footprint etc. What was evident from our visits with 
management was the proactive, collaborative approach HFR has sought to take with 
regulatory bodies. We believe this will place the company in good stead as permits are 
assessed. 

While there has been some change with the parliament of Navarra, we note comments from 
former President Yolanda Barcina in early 2013: 

“…UPN (the ruling party), will support projects which promote the economic development of 
Navarra … and we therefore support and wish that the potash mining industry can re-emerge 
to flourish in our community (Region) as it did in past decades, bringing hope, prosperity and 
vital projects to hundreds of persons and families in our area…” 

Adjusting our timing expectations 

Delays to the approval process will inevitably flow-on to delay the commencement of 
construction and mining and therefore production from the Muga facility. We have shifted 
our expectations for commencement of operations at Muga in response to the delays. We 
now expect that construction will commence in 3QCY17 based on an assumption of an 
environmental permit being granted in early CY17. 

Highfield Resources Limited
Agriculture, Chemicals & Fertilizers

October 24, 2016 Andrew  Scott, +61 2 9033 3022; andrew.g.scott@rbccm.com 4



Potash market trends 
Potash prices have trended down across CY17 following a similar trend to the other major 
fertilizer products. The chart below shows the granular potash price trends for Vancouver, 
Brazil and Europe. All three price series have seen declines across CY16, although all three 
have stabilized or improved modestly since the middle of the year. 

 Potash price trends Exhibit 2:

 

Source: CRU 

Looking forward we expect to see improvement in prices as industry supply and demand 
dynamics improve, albeit we continue to expect challenging potash market conditions and an 
oversupplied market for some time. 

 Potash S&D expected to gradually improve Exhibit 3:

 

Source: CRU, RBC Capital Markets estimates 
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CAGR

S&D ('000 tonnes) 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E ('15 - '25E)

Total Demand 53,535 55,103 50,086 53,067 64,103 60,180 58,481 61,109 62,713 64,336 66,016 67,687 69,430 71,247 73,144 75,125 2%

Production 50,252 54,451 50,370 52,809 61,357 59,798 58,892 61,570 62,703 64,103 65,670 67,147 69,418 71,332 73,067 74,707 2%

Surplus (3,283) (652) 284 (258) (2,746) (382) 411 461 (10) (233) (346) (540) (12) 85 (77) (418) -

Total Capacity 61,499 62,554 65,439 70,429 70,178 70,001 69,126 71,244 71,709 73,459 74,634 76,884 78,959 80,659 82,159 83,559 2%

Capacity Additions 1,469 1,055 2,885 4,990 -252 -177 -875 2,118 465 1,750 1,175 2,250 2,075 1,700 1,500 1,400

Operating rate 82% 87% 77% 75% 87% 85% 85% 86% 87% 87% 88% 87% 88% 88% 89% 89% -

Capacity Increase % 2% 2% 5% 8% 0% 0% -1% 3% 1% 2% 2% 3% 3% 2% 2% 2% -

Demand Increase % 87% 3% -9% 6% 21% -6% -3% 4% 3% 3% 3% 3% 3% 3% 3% 3% -

Potash Midwest $464 $608 $569 $466 $426 $395 $262 $276 $287 $309 $309 $309 $309 $309 $309 $309 -

Brazil CFR $399 $521 $513 $404 $350 $325 $233 $250 $260 $280 $280 $280 $280 $280 $280 $280 -
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Changes to key assumptions and our earnings forecasts 
We have updated our earnings and valuation estimates to account for the FY16 result, our 
updated potash price forecasts and changes to our assumptions around the Muga permitting 
process. 

 RBC forecasts table Exhibit 4:

 

Source: RBC Capital Markets estimates, Company reports 

 

Changes to our timing assumptions 

As noted above, we had previously expected approvals to be finalised in 4Q CY16, with first 
production taking place in 3Q CY18. We have now pushed back our expectations for 
approvals to be finalised in 3Q CY17, with first production taking place in 1Q CY19. 

Changes to our project pecking order 

We had previously assumed Sierra del Perdon (SDP) and the Vipasca extension would both 
contribute production in FY20 following Muga’s ramp-up to 1mtpa. However, we now expect 
the SOP project to come online before SDP or Vipasca, given its relatively smaller capex 
requirements and close alignment with Muga. However, we do not include any of the 
extension projects in our base case valuation but view them as option value projects. 

Key earnings sensitivities 

We highlight that spot prices are still well below our forecasts, and we expect prices to 
recover from late FY17 onwards. At spot potash prices, we would be downgrading Muga’s 
FY22 (which is the first full year of production) earnings by 44%. 

Earnings Model

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

Revenue 0.0 0.0 0.0 68.2 181.9 318.3 363.8 363.8 363.8 363.8

Interest received 2.4 5.6 2.0 0.0 0.0 0.0 0.0 0.0 4.6 12.6

Other 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Net Revenue 2.9 5.6 2.0 68.2 181.9 318.3 363.8 363.8 368.4 376.4

Cost of Goods 0.0 0.0 0.0 (65.4) (146.6) (185.2) (196.1) (195.2) (194.3) (193.4)

G&A (10.3) (10.0) (10.0) (12.4) (16.4) (21.1) (22.7) (22.7) (22.7) (22.7)

Impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Gain/loss on FX 1.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

EBITDA (6.2) (4.4) (8.0) 1.0 43.9 139.6 171.5 171.5 176.2 184.1

DD&A (0.0) 0.0 0.0 (10.5) (24.9) (27.6) (26.6) (25.7) (24.8) (23.9)

EBIT (6.3) (4.4) (8.0) (9.6) 19.0 112.0 144.9 145.9 151.4 160.2

Taxes 0.0 0.0 0.0 (1.4) (4.7) (28.0) (36.2) (36.5) (37.9) (40.1)

Tax Rate 0% 0% 0% -14% 25% 25% 25% 25% 25% 25%

Net Income (6.3) (4.4) (8.0) (11.0) 14.2 84.0 108.7 109.4 113.6 120.2

Weighted avg. basic shares 311 317 319 319 319 319 319 319 319 319

EPS (cps) (2.0) (1.4) (2.5) (3.4) 4.5 26.3 34.0 34.3 35.6 37.6
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 HFR earnings sensitivity – RBCe vs spot Exhibit 5:

 

Source: RBC Capital Markets estimates 

 

Our revised A$1.89 valuation 
Factoring in our earnings and project assumption changes, we have decreased our valuation 
slightly from A$1.94 to A$1.89. 

The main difference in our valuation is primarily due: 

 Changes in the timing of capital expenditure and production at Muga; 

 Removal of 50 million performance shares which the company has indicated are unlikely 
to satisfy hurdles; 

 Changes to our valuation methodology from real to nominal; and 

 Removal of SDP and Vipasca from base case valuation with these projects now treated 
as providing option value. 

 

We have also made changes to our short-medium term potash price assumptions; however, 
this has no impact on our earnings or valuation given we currently expect first production in 
late FY19. Our long-term potash price forecast remains unchanged at US$280/t (Brazil CFR). 

 HFR valuation Exhibit 6:

 

Source: RBC Capital Markets estimates, Company reports 

 

Key valuation sensitivities 

We currently assume first production takes place in the Mar19 quarter, and a LOM average 
MOP price of US$301/t CFR. Further deterioration in potash prices and delays to 
construction pose downside risk to our base case Muga valuation of A$540m. The table 
below highlights the sensitivities of our valuation to timing delays and price changes. 

Sensitivity

A$m RBCe Spot chg

Total Net Revenue 363.8 297.6 -18%

EBITDA 171.5 107.7 -37%

EBIT 144.9 81.1 -44%

Net Income 108.7 60.8 -44%

EPS (cps) 34.0 19.6 -42%

2022E

Net Asset Value

Projects Discount Value Shares outstanding

Muga 12% $540 Current shares 320

SOP $0 Performance shares 0

Sierra del Perdon $0 Options 48

Muga-Vipasca Extension $0 Fully diluted shares 368

Total (A$M) $540

Balance Sheet Net Asset Value per Share

Cash $94 AUD/USD 0.75

Cash from options $61

Total NAV (A$M) $695 NAV/share (AUD$) $1.89
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 Valuation sensitivities – first production vs average MOP price (A$m) Exhibit 7:

 

Source: RBC Capital Markets estimates, Company reports 

 

We see the option value as attractive 

While our A$1.89 valuation supports our Outperform rating and A$2.00 price target on its 
own, we see significant upside or option value from the additional projects available to HFR. 
These are not included in our forecasts or valuation but would provide further upside if 
approved. In particular, we see potential upside from: 

 Muga expansion project – potential cost effective expansion beyond current Muga 
phase 2 development; 

 K62 crystallisation project – processing slimes and tailings to provide K62 MOP and high 
purity vacuum salt; 

 SOP project – potential to process MOP product to Sulphate of Potash (SOP) with 
construction of a Mannheim production facility. 

 Further MOP projects – potential additional developments at Sierra del Perdon, 
Pintanos, Vipasca and Izaga in the same basin as Muga and with similar traits. 

 

 Potential additional MOP developments Exhibit 8:

 

Source: Company reports 

  

Muga First production

540.2 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18

$240 $112.4 $110.3 $111.1 $107.1 $103.6 $101.7

$260 $252.7 $247.4 $245.1 $238.1 $231.6 $226.8

$300 $533.2 $521.6 $513.2 $500.1 $487.6 $477.0

$340 $813.8 $795.8 $781.3 $762.0 $743.6 $727.2
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Indicative valuation as a producing fertilizer company 

We believe that as HFR takes the step from development project to producing asset the 
market’s approach to valuation will shift. We expect that once producing the market will 
adopt a multiple-based approach to valuation placing HFR on a PE multiple or EV/EBITDA 
similar to producing fertilizer assets around the world (albeit with a discount for single mine 
exposure and a more limited operational track record). 

 Comparable companies Exhibit 9:

 

Note: Multiples are Bloomberg Consensus. Prices as of 7:30am AEDT, 25 October 2016. Source: Bloomberg, Company reports, RBC Capital Markets estimates 

The average 12-month forward EV/EBITDA multiple for the above peer group (ex outliers) is 
8.0x. Applying a 10% discount for track record and single mine exposure provides a multiple 
of 7.2x. Applying this multiple to our EBITDA for the first full year of production (A$171.5m in 
FY22) would imply a A$1.2bn enterprise value (~A$626m discounted back to today). 

 Implied valuation Exhibit 10:

 

Note: Prices as of 25 October 2016. Source: Bloomberg, Company reports, RBC Capital Markets estimates 

Similarly, adopting a PE approach would see substantial upside. Applying our first full year of 
production EPS of A34cps to the average PE of 14.7x less a 10% discount (13.2x) would give 
an implied share price of A$4.50 (~A$2.28 discounted back to today). 

We stress that these valuations are indicative only and that a number of milestones must be 
satisfied for HFR to reach this level of maturity. That said, this analysis does highlight the 
material upside that we believe would exist if/when HFR reaches production. 

  

Company Bloomberg Currency Share Price Market Cap PE Ratio EV / EBITDA Dividend Yield

Ticker (millions) 1-yr 2-yr 1-yr 2-yr 1-yr

Incitec Pivot Limited IPL AU Equity AUD 2.88 4,859.1 13.2x 10.6x 7.6x 6.6x 4.3%

CF Industries Limited CF US Equity USD 25.35 5,909.8 26.0x 16.6x 7.3x 6.5x 4.8%

Mosaic MOS US Equity USD 24.51 8,583.3 27.2x 20.3x 9.3x 8.5x 4.4%

Yara International YAR NO Equity NOK 286.80 78,358.9 13.1x 11.1x 6.7x 6.2x 4.0%

Sinofert Holdings 297 HK Equity HKD 1.08 7,586.4 50.3x 31.0x 16.6x 0.8%

SQM - Qumica Y Minera Chile SQM US Equity USD 29.39 8,070.4 22.6x 20.3x 11.0x 9.7x 2.5%

Arab Potash Company PLC APOT JR Equity JOD 16.00 1,333.1 9.8x 5.8x 7.6%

Average 23.2x 18.3x 9.2x 7.5x 4.0%

Average (excluding outliers) 14.7x 15.8x 8.0x 7.5x

HFR current EV (A$m) 277.2 HFR current share price 1.16

Average EV/EBITDA (ex outliers) 8.0x Average PE (ex outliers) 14.7x

EV/EBITDA at 10% discount 7.2x PE at 10% discount 13.2x

HFR full year production EBITDA (A$m) 171.5 HFR full year production EPS (Acps) 34.0

Implied EV/EBITDA (A$m) 1,235 Implied share price (A$ps) 4.50

Discounted back to today (A$m) 626 Discounted back to today (A$ps) 2.28

Enterprise Value Equity Value

Highfield Resources Limited
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 HFR Cash Flow Model Exhibit 11:

 

Source: RBC Capital Markets estimates, Company reports 

 

 HFR Balance Sheet Model Exhibit 12:

 

Source: RBC Capital Markets estimates, Company reports 

Cash Flow

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

Revenue 2.4 5.6 2.0 68.2 181.9 318.3 363.8 363.8 368.4 376.4

COGS 0.0 0.0 0.0 (65.4) (146.6) (185.2) (196.1) (195.2) (194.3) (193.4)

Payments/SG&A (4.3) (4.0) (4.0) (6.4) (10.4) (15.1) (16.7) (16.7) (16.7) (16.7)

Taxes 0.8 0.0 0.0 (1.4) (4.7) (28.0) (36.2) (36.5) (37.9) (40.1)

D&A 0.0 0.0 0.0 10.5 24.9 27.6 26.6 25.7 24.8 23.9

Operating Cash Flow (1.1) 1.6 (2.0) 5.6 45.1 117.6 141.3 141.1 144.3 150.1

Purchase of PP&E (0.1) 0.0 (189.0) (141.0) (93.1) (27.4) (5.5) (5.5) (5.5) (5.5)

Other (24.0) (8.0) (8.0) (8.0) (8.0) (8.0) (8.0) (8.0) (8.0) (8.0)

Investing Cash Flow (24.0) (8.0) (197.0) (149.0) (101.1) (35.4) (13.5) (13.5) (13.5) (13.5)

Proceeds from share issuance 0.2 2.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Proceeds from option issuance 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Payments for share issue costs (0.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Financing Cash Flow 0.6 2.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net Change in Cash (24.7) (4.2) (199.0) (143.4) (56.0) 82.2 127.8 127.6 130.8 136.6

Balance Sheet

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

Assets

Cash and equivalents 93.9 89.7 (109.3) (252.8) (308.8) (226.5) (98.7) 28.8 159.7 296.3

Other receivables 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Current Assets 94.5 90.3 (108.8) (252.2) (308.2) (226.0) (98.1) 29.4 160.2 296.8

Other receivables 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

PP&E 0.3 0.3 189.3 319.8 388.0 387.8 366.7 346.5 327.2 308.8

Deferred explor. & eval. expenditure 63.0 71.0 79.0 87.0 95.0 103.0 111.0 119.0 127.0 135.0

Total Assets 158.5 162.2 160.2 155.2 175.5 265.5 380.1 495.5 615.1 741.3

Liabilities + Shareholders Equity

Trade and other payables 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3

Derivative financial instruments

Total Liabilities 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0

Issued capital 166.4 168.6 168.6 168.6 168.6 168.6 168.6 168.6 168.6 168.6

Reserves 17.6 17.6 17.6 17.6 17.6 17.6 17.6 17.6 17.6 17.6

Accumulated losses (29.5) (27.9) (29.9) (34.9) (14.7) 75.3 190.0 305.4 425.0 551.2

Shareholders Equity 154.5 158.3 156.2 151.3 171.5 261.5 376.2 491.6 611.1 737.3

Total Liabilities + Shareholders Equity 158.5 162.2 160.2 155.2 175.5 265.5 380.1 495.5 615.1 741.3
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Valuation
Our $2.00 price target is based on a asset valuation, rounded to the nearest 25 cents. We
apply a 12% discount rate for the Muga project. We use our long-term Brazil CFR potash
price forecast of $280/tonne and we do not include the potential for salt by-product credits
or of HFR's other projects in our base case valuation. Our Speculative Risk rating is based
on risks associated with an undeveloped mining project (permitting and construction delays,
cost overruns, start-up challenges) and significant sensitivity to potash prices and currency
exchange rates. Our price target supports our Outperform, Speculative Risk rating.

Risks to rating and price target
Potential impediments to our rating and price target include but are not limited to: (1) potential
potash price volatility could have a significant impact on our valuation; (2) further 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) changes in the
USD/EUR and USD/AUD exchange rates could directly impact our valuation; and (5) potential
future equity financing could be dilutive.

Company description
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.
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Equity valuation and risks
For valuation methods used to determine, and risks that may impede achievement of, price targets for covered companies, please
see the most recent company-specific research report at https://www.rbcinsight.com or send a request to RBC Capital Markets
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Highfield Resources Limited

Valuation

Our $2.00 price target is based on a asset valuation, rounded to the nearest 25 cents. We apply a 12% discount rate for the Muga
project. We use our long-term Brazil CFR potash price forecast of $280/tonne and we do not include the potential for salt by-
product credits or of HFR's other projects in our base case valuation. Our Speculative Risk rating is based on risks associated with
an undeveloped mining project (permitting and construction delays, cost overruns, start-up challenges) and significant sensitivity
to potash prices and currency exchange rates. Our price target supports our Outperform, Speculative Risk rating.

Risks to rating and price target

Potential impediments to our rating and price target include but are not limited to: (1) potential potash price volatility could have
a significant impact on our valuation; (2) further 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) changes in the USD/EUR and
USD/AUD exchange rates could directly impact our valuation; and (5) potential future equity financing could be dilutive.
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