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Highfield Resources Ltd (HFR.ASX)
Site visit. Raging bull on track for project development in 2015.
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Events:
Investor site visit to HFR’s projects in Northern Spain;
$32m equity raising;
Javier split into two projects (shallow ‘Muga’ and deeper ‘Vipasca’); and
Shallow, high grade assay results at Muga outside existing resource envelope.
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Cashed up with ~$35m to fund DFS and fast track development. In June HFR
successfully completed a $32m placement, resetting the register with domestic
and offshore institutional investors, including cornerstone shareholder EMR
Capital that paid a premium to the rest of the market (and now owns 20% fully
diluted). The funds raised will enable HFR to complete the DFS at Muga, expected
in November 2014, as well as the ordering of long-lead items for construction.
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Javier split into two projects. HFR recently split the flagship Javier Project into
two individual projects being:

Catalysts

-

Muga, considered to be the initial target for mining given the shallow Development
nature (sub 300m depth) of sylvinite potash mineralisation in the southShare Price Graph
eastern region of the broader Muga-Vipasca project area; and

-

Vipasca, displaying higher grades but deeper mineralisation (~800m depth).

We maintain our BUY on HFR and increase our price target to $1.35 (from $1.10
previously).
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Assays continue to impress and enhance project economics. Recent assays at
Muga continue to impress, with J13-08 and J13-10 recording thick sylvinite seams
with grades of up to ~17% K20 at shallow depths outside of the existing 269Mt
JORC resource (which grades 11.2% K20). It is becoming clear that the resource is
set to expand significantly in due course, which will provide flexibility and
enhancements to the DFS and ultimate mine plan (i.e higher grade, extended
LOM and/or increased output).
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Site visit provides additional confidence in project development. In addition to
being able to observe the obvious infrastructure advantages present (road, rail,
port), the site visit provided us with the opportunity to spend a considerable
amount of time with management, including those responsible for driving the
permitting process. We are highly confident that the timetable envisaged for
permitting (receipt of mining concessions in CY15) will be hit given the
encouraging signals coming from the two provinces which the Muga-Vipasca
Project straddles.
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We have revised our valuation and price target following our site visit and the
recent equity financing. We now have a greater degree of confidence, particularly
in respect of permitting, following the site visit. As a result, we have reduced our
DCF risk weighting from 50% to 40%. The additional cash and shares on issue post
the placement have also been factored in to arrive at our new price target of
$1.35.

DISCLAIMER: Foster Stockbroking Pty Ltd does and seeks to do business with companies covered in its research reports. As a result, investors should be
aware that the firm may have a conflict of interest that could affect the objectivity of this report. Refer full disclosures at the end of this report.

Highfield Resources Ltd (HFR.ASX)
SITE VISIT WRAP


Foster Stockbroking recently returned from a trip to Northern Spain, where we were
fortunate to have the opportunity of visiting HFR’s portfolio of potash projects, located in
close proximity to Pamplona.

Figure 1: Location of HFR Projects – Northern Spain

Source: FSB Research, Highfield Resources Ltd



We first started to sit up and take notice of this story earlier this year, as drilling at the
most advanced of the Company’s three projects, Javier (now referred to as the MugaVipasca Project), highlighted the potential for a significant resource inventory which could
leverage off existing road/rail/port/utilities infrastructure and freight/location advantages
to key potash consuming markets in Brazil and Europe.



Since then the following three key catalysts have occurred, in turn driving the share price
almost 130% from $0.35 to a recent high of $0.79 (and increasing liquidity from less than
1m shares/month to more than 10m/month):
1.

Resource of 269Mt @ 11.2% K20 announced at Javier (covering less than 30% of
the project area);

2.

Highly detailed (and peer reviewed) PFS outlining key metrics of ~860ktpa KCI,
capex of ~US$300m, all-in opex of US$162 FOB, NPV of +US$1b and IRR of ~50%;
and

3.

$32m institutional placement completed at weighted price of $0.49/sh (tight
discount to the closing price prior to the issue being $0.52/sh), resetting the
register with domestic and offshore institutional investors, including cornerstone
shareholder EMR Capital that paid a premium to the rest of the market ($0.51 vs.
$0.48), and now owns 20% fully diluted.

Recent $32m placement
has fully funded HFR to the
point of development
finance round, in H1 CY15.
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Highfield Resources Ltd (HFR.ASX)
Following the site visit, we have no reason to alter our view towards the company and
projects, and in fact are more bullish. Our key takeaways include:

Mining concession

1.

PERMITTING:



This is one of the largest perceived risks by the market for HFR, given recent issues faced
by others (Berkeley, EMED).



We spent a considerable amount of time with HFR Development Director Pedro
Rodriguez, who is responsible for driving the permitting process and liaising with the
local provincial governments. From our discussions with Pedro, we are highly confident
that the timetable currently envisaged (lodgment of mining concession by HFR in
October 2014, receipt 6 months later in March/April 2015) will be hit given all the
encouraging signals coming from the two provinces which the Muga-Vipasca Project
straddles, being Aragon and Navarra.



We note that elections in both local municipalities and the autonomous regions are to
be held in May 2015, and the awarding of a mining licence that will create almost 1,000
jobs during the development/construction phase will certainly help political campaigns
for the incumbent parties that wish to remain in position.



Also, the one-off payment of circa 1m Euros for the construction and activity permits is
more than 5x the annual budget of one of the local municipalities, highlighting the
financial attraction to both Aragon and Navarra.



Finally, we note that key management personnel in Spain have been issued options that
only vest upon receipt of the mining licence by 30 June 2015, providing further
incentive.

2.

INFRASTRUCTURE:



This is another key differentiator of HFR from the many other aspiring developers, and it
was a stark contrast to recent site visits we have attended (e.g. Africa), where we were
comfortably driven 30mins along a major 4 lane highway to within 7kms of the MugaVipasca Project. From there we travelled 5kms on reasonable sealed local roads at which
point we travelled on a dirt road for around 2kms (which will be upgraded as part of the
development).



Whilst there exists an underutilised rail terminal in Pamplona, it is most likely that the
initial output from Muga will be hauled on the highway to the Port of Bilbao (~240kms).



Ultimately we think the broader project’s potential scale could be a multiple of what was
outlined in the PFS (i.e +2mtpa KCI), however that would require rail to be brought in or
some form of underground transport (eg. slurring) to a rail network which is less than
30kms from the site, which will carry a larger capex bill.



For majors with deep pockets looking at HFR and Muga-Vipasca, this is how they would
most likely approach the development. For a junior like HFR with a fully diluted market
cap of ~$230m, it makes most sense to bite off what you can chew, and stick to the
~$300m capex scenario. At 860ktpa KCI, annualised EBITDA will be ~US$200m, which is
not an insignificant metric, particularly when producers tend to trade on EV/EBITDA
multiples of 10x. That equates to a potential $2b EV upon steady state production,
which compares with the current EV of ~$220m and financing requirement of $300m in
2015.

expected to be received by
March/April 2015.

Infrastructure is a key
differentiator of MugaVipasca compared with
many of the other aspiring
potash producers.
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Highfield Resources Ltd (HFR.ASX)
Figure 2: Dual lane highway and freight terminal

Muga-Vipasca is within
7kms of a dual lane
highway which leads to a
rail freight terminal and
onwards to Port Bilbao.

Source: FSB Research, Highfield Resources Ltd

3.

DRILLING:



HFR recently split the flagship Javier Project into two individual projects being:

Infill drilling recently commenced at Muga, with a 10 hole program planned following
the receipt of final assays for the initial 14 hole campaign. Recent assays at Muga
continue to impress, with J13-08 and J13-10 recording thick sylvinite, and grades of up
to ~17% K20 at shallow depths outside of the existing 269Mt JORC resource (which
grades 11.2% K20). It is becoming clear that the resource is set to expand significantly in
due course, which will provide flexibility and enhancements to the DFS and ultimate
mine plan (i.e higher grade, extended LOM and/or increased output).



A further Measured and Indicated JORC resource upgrade is expected at Muga in
September/October, which may trigger the release of ~50m performance shares to the
vendors of the projects (of which 23m are Board and management personnel, and have
been voluntarily escrowed until February 2015).

drilling outside of the
current resource at Muga
has reported higher

with further drilling.
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Vipasca, displaying higher grades but deeper mineralisation (~800m
depth).



mineralisation. Recent

resource is going to grow

2.

HFR have also lodged applications to extend the Muga-Vipasca project area to more
than 110km2.

given the shallow

grades. It is clear the

Muga, considered to be the initial target for mining given the shallow
nature (sub 300m depth) of sylvinite potash mineralisation in the southeastern region of the broader Muga-Vipasca project area; and


Muga is targeted to be the
initial mining operation

1.
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Figure 3:

Muga-Vipasca Project area showing resource envelope and drill holes

Source: FSB Research, Highfield Resources Ltd

We expect ~$300m in
finance to be raised in H1

4.

DFS:



This remains on track for release in Nov/Dec 2014.



We believe there is a small amount of upside to the planned production levels (due to
increased grade and recoveries), and capex/opex numbers will be refined downwards
slightly given the 20% contingency in the PFS.



Salt credits were not included in the PFS, however they will be included in the DFS.

5.

FINANCING:



We understand European commercial banks will be mandated in the coming months to
provide project financing for Muga, which we understand will total ~$200m.



The implication is that $100m will need to be raised in equity. Cornerstone shareholder
EMR Capital was present on the site visit and remains highly supportive of the company
and projects. We do not expect them to be diluted at all.



In addition, multiple parties have expressed interest in offtake at Muga, which would
likely carry corresponding financial commitment.

6.

TEAM:



We met the core team of HFR, all based in Pamplona (24 in total).



Key personnel have significant in-country experience (i.e ex-Iberpotash), and we
consider this crucial to the successful development.



A ‘project team’ is currently being appointed with an additional office to be based at
Sanguesa, close to the Muga Project. They will be primarily responsible for project
delivery and management at Muga.

CY15 to bring Muga into
production. We expect
~$100m to be raised in
equity following receipt of
the mining licence.
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Figure 4:

Typical Muga-Vipasca topography

Source: FSB Research, Highfield Resources Ltd

Figure 5:

Drilling at Muga

Source: FSB Research, Highfield Resources Ltd
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Highfield Resources Ltd (HFR.ASX)
VALUATION AND PRICE TARGET
Blended risked DCF/Sum of Parts - $541m, $1.34/share
Price Target - $1.35/share


We have revised our valuation and price target following our site visit and the recent equity
financing. We now have a greater degree of confidence, particularly in respect of permitting,
following the site visit. As a result, we have reduced our risk weighting from 50% to 40%. The
additional cash and shares on issue post the placement have also been factored in to arrive at
our new price target of $1.35.



In respect of financing/dilution, we have assumed a total of 100m new shares (~400m fully
diluted pro-forma) are issued in H1 CY15 to raise a total of ~$100m in equity. We have
assumed a conservative issue price of $1.00; we expect the share price to be upwards of
$1.50 following permitting approval. We expect European banks to be mandated in respect of
a ~$200m project finance syndicate to enable first production in 2016. In respect of the equity
component, we have discussed with EMR Capital at length their intentions in respect of follow
on support, and their response has been extremely positive and we would not expect them to
be diluted.

We expect ~$300m in
finance to be raised in H1
CY15 to bring Muga into
production. We expect
~$100m to be raised in
equity following receipt of
the mining licence.

Figure 6: Valuation Summary

DCF VALUATION ANALYSIS
Muga-Vipasca (100%) - unrisked

719.5

Muga-Vipasca (100%) - risked by 40%

431.7

Net cash/(debt)

33.9

Exploration (Pintano and Sierra del Perdon)

100.0

Corporate costs

-25.0

Target Equity Value

540.5

Shares on issue
Current FPO (including tranche 2 of placement)

200.5

Performance

103.0

Equity financing (total of $100m @ $1.00/sh)

100.0

Pro-forma shares on issue

403.5

Valuation/sh

$1.34

Target price/sh

$1.35

Source: FSB Research

RECOMMENDATION

07 August 2014



We maintain our BUY on HFR and increase our price target to $1.35 (from $1.10 previously).



One of the key issues for junior resource stories in recent times has been limited access to
finance. We consider HFR to be differentiated in this instance, given the capex
competitiveness and robust project economics at Muga-Vipasca. Moreover, HFR’s largest
shareholder is Owen Hegarty’s specialist private equity resources fund EMR Capital (20%
diluted for performance shares), that we understand to be very supportive of HFR’s
development plans.

Level 25, 52 Martin Place, Sydney, NSW 2000 | +61 2 9993 8100 | www.fostock.com.au

7

Highfield Resources Ltd (HFR.ASX)
FOSTER STOCKBROKING DIRECTORY
Name

Title

Phone

Email

Stuart Foster

Chief Executive Officer

+61 2 9993 8131

stuart.foster@fostock.com.au

Chris Francis

Executive Director

+61 2 9993 8167

chris.francis@fostock.com.au

Martin Carolan

Executive Director

+61 2 9993 8168

martin.carolan@fostock.com.au

Mark Hinsley

Executive Director

+61 2 9993 8166

mark.hinsley@fostock.com.au

Mark Fichera

Executive Director

+61 2 9998 8163

mark.fichera@fostock.com.au

Haris Khaliqi

Executive Director

+61 2 9993 8152

haris.khaliqi@fostock.com.au

Kevin Massey

Equities Dealing

+61 2 9993 8130

kevin.massey@fostock.com.au

Tolga Dokumcu

Trade Execution & Dealing

+61 2 9993 8144

tolga.dokumcu@fostock.com.au

George Mourtzouhos

Trade Execution & Dealing

+61 2 9993 8136

george.mourtzouhos@fostock.com.au

Foster Stockbroking Pty Limited A.B.N 15 088 747 148 AFSL 223687
Level 25, 52 Martin Place, SYDNEY, NSW 2000 Australia
T: +61 2 9993 8100 Fax: +61 2 9993 8181

Email: contact@fostock.com.au
PARTICIPANT OF ASX GROUP

Foster Stockbroking recommendation ratings: Buy = return >10%; Hold = return between –10% and 10%; Sell = return <-10%. Spec Buy =
return > 20% for stock with very high risk. All other ratings are for stocks with low-to-high risk. Returns quoted are annual.
DISCLAIMER AND DISCLOSURE OF INTERESTS:
Foster Stockbroking Pty Limited (Foster Stockbroking) has prepared this report by way of general information. This document contains only general
securities information. The information contained in this report has been obtained from sources that were accurate at the time of issue. The information has
not been independently verified. Foster Stockbroking does not warrant the accuracy or reliability of the information in this report.
In preparing the report, Foster Stockbroking did not take into account the specific investment objectives, financial situation or particular needs of any
specific recipient. The report is published only for informational purposes and is not intended to be advice. This report is not a solicitation or an offer to buy
or sell any financial product. Foster Stockbroking is not aware whether a recipient intends to rely on this report and is not aware of how it will be used by the
recipient. Investors must obtain personal financial advice from their own investment adviser to determine whether the information contained in this report
is appropriate to the investor’s financial circumstances. Recipients should not regard the report as a substitute for the exercise of their own judgment.
The views expressed in this report are those of the analyst/s named on the cover page. No part of the compensation of the analyst is directly related to
inclusion of specific recommendations or views in this report. The analyst/s receives compensation partly based on Foster Stockbroking revenues, including
any investment banking and proprietary trading revenues, as well as performance measures such as accuracy and efficacy of both recommendations and
research reports.
Foster Stockbroking believes that the information contained in this document is correct and that any estimates, opinions, conclusions or recommendations
are reasonably held or made at the time of its compilation in an honest and fair manner that is not compromised. However, no representation is made as to
the accuracy, completeness or reliability of any estimates, opinions, conclusions or recommendations (which may change without notice) or other
information contained in this report. To the maximum extent permitted by law, Foster Stockbroking disclaims all liability and responsibility for any direct or
indirect loss that may be suffered by any recipient through relying on anything contained in or omitted from this report. Foster Stockbroking is under no
obligation to update or keep current the information contained in this report and has no obligation to tell you when opinions or information in this report
change.
Foster Stockbroking and its directors, officers and employees or clients may have or had interests in the financial products referred to in this report and may
make purchases or sales in those the financial products as principal or agent at any time and may affect transactions which may not be consistent with the
opinions, conclusions or recommendations set out in this report. Foster Stockbroking and its Associates may earn brokerage, fees or other benefits from
financial products referred to in this report. Furthermore, Foster Stockbroking may have or have had a relationship with or may provide or has provided
investment banking, capital markets and/or other financial services to the relevant issuer or holder of those financial products.
Specific disclosure: The analyst/s, Foster Stockbroking and/or associated parties may have beneficial ownership or other interests in financial
products issued by the Company at the time of this report. Diligent care has been taken by the analyst/s to maintain an honest and fair
objectivity in writing the report and making the recommendation.
Foster Stockbroking acted as Joint Lead Manager to Highfield Resources Ltd’s $32m Placement at $0.48 in June 2014. Foster Stockbroking received a fee
for this service.

07 August 2014

Level 25, 52 Martin Place, Sydney, NSW 2000 | +61 2 9993 8100 | www.fostock.com.au

8

