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March 5: 2018 Lithium Nirvana...Nevermind?! 
 

#Lithium equities are behaving like my now increasingly rebellious adolescent: 
 

Nirvana. Nevermind - Smells Like Teen Spirit 
https://www.youtube.com/watch?v=hTWKbfoikeg&sns=tw 

 

https://www.youtube.com/watch?v=hTWKbfoikeg&sns=tw
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Eventually, my 13-year-old son Jamie realizes I’m usually right. But I’m sure we will experience 
further turbulence in each of the next few years. 
 
An enormous amount of highly bullish and credible information was put into the public domain in 
lithium land last week and over the last month.  Greater, in fact, than two non-credible providers of 
information about the investment decisions that will be made by the most relevant lithium chemical 
producer in the world:  
 

 
 

SQM Q4 Earnings Call Summary: 
 

http://s1.q4cdn.com/793210788/files/doc_news/2018/3/PR_4Q17earningscall_1mar2018_ing.pdf 
 
 
Unfortunately, the most credible people in the social media ecosphere can easily be drowned out by 
bigger megaphones. Like Royalty King Regulator-in-Chief and Media Darling @Eduardo Bitran of CORFO.  
 
Or one of the Global Investment Banking world’s marquee Brands - 7 analysts in Hong Kong, Australia, 
London, New York and Santiago -- massive resources and access to get a story right. But, nevertheless 
propagandize Russian-style FAKE NEWS which their profitability-neutered MiFiD2 institutional brokers 
and their Thundering-herd sized, but now “Fiduciary Rule-focused,” retail brokers, blindly parrot. 
 
Where are the old-style commission brokers in the USA still so prevalent today in Vancouver, Toronto, 
Sydney, Melbourne, Brisbane and Perth? Who service Joe Six-pack Boomers and Gen X-ers and Joe 
Battery-pack Millennials buying bitcoin. Who have decent jobs, but make their real money in life on the 
side within the ecosystems of underfollowed and poorly researched potential 5-10 baggers. PLS 
millionaires in Perth, as so eloquently described by founder Neil Biddle. 
 

Sidebar: Piedmont Lithium, in Perth (ahem, North) Carolina.  PLL on ASX. Nasdaq International 
ADR PLLLY. Could be a new PLS in the making. Or KDR. 

 
  

http://s1.q4cdn.com/793210788/files/doc_news/2018/3/PR_4Q17earningscall_1mar2018_ing.pdf
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Morgan Stanley Vladimir Putin 
 

In the six weeks between SQM announcing it had settled with CORFO until last week’s very optimistic 
Q4 Earnings Call, SQM said nothing to the market that would justify the sell-off that has ensued in its 
shares. In fact, quite the opposite would have occurred in less jittery global equity sentiment. 
 
One thing SQM was forced to announce was a response to the Chilean Stock Exchange as to why the 
stock was limit down, ~10%. Answer: Morgan Stanley.  
 
Two days before SQM and ALB filled the lithium world with the most current and highly pertinent 
market information, Morgan Stanley decided it was a good time to downgrade harshly SQM, ALB and 
the entire lithium market with a report published seemingly without the benefit of having much 
dialogue with SQM (or any lithium producer or emerging producer for that matter) beyond the 30 
seconds afforded during a quarterly conference call. MS thinks “{va ŎǊǳǎƘŜŘ ƛƻŘƛƴŜΣ ǎƻ ǘƘŜȅΩƭƭ Řƻ ƛǘ ƛƴ 
lithiumΦέ I say NFW. Illogical and irrational from a business perspective. 
 
Among the most bullish and credible pieces of information that came out in the last month was that 
spoken during the SQM conference call. 
 
http://s1.q4cdn.com/793210788/files/doc_news/2018/3/PR_4Q17earningscall_1mar2018_ing.pdf 
 

SQM: 1H18 prices will be ~20% higher than 2H17 (with downward pressures to emerge 
in 2H18). 
 
2H17 realized price was $13.4/kg, thus the world's largest carbonate produce is guiding to 
~$16/kg price.  
 
Thus far, every time SQM said "prices are up now, but will moderate over the next year," the 
opposite has happened.  

 
Commodity Investing 101: Commodity Equities Follow Commodity Prices 

 
Nemaska’s Guy Bourassa does a fantastic job neutering Morgan Stanley in this interview on BNN: 
 

https://www.bnn.ca/commodities/video/bearish-report-drives-lithium-stocks-lower~1337838 
 
Further, some commentary from a close lithium client: 
 

άhaD... do these guys just make shit look pretty and not think... 
 
L ǎƻƳŜǘƛƳŜǎ ŀǎƪ ƳȅǎŜƭŦ ǿƘȅ LΩǾŜ ŘƻƴŜ ǿŜƭƭ ŀƴŘ Ƙƻǿ ƛǘ ƘŀǇǇŜƴŜŘ ŀƴŘ Ƙƻǿ ƻǘƘŜǊǎ ƘŀǾŜ 
not... then research like this comes out! 
 
Not including royalties in evaluating incentive price should be grounds for termination 
and expulsion from ever publishing financial research again... especially when the 
royalties are up at +10% in any scenario. 

http://s1.q4cdn.com/793210788/files/doc_news/2018/3/PR_4Q17earningscall_1mar2018_ing.pdf
https://www.bnn.ca/commodities/video/bearish-report-drives-lithium-stocks-lower~1337838
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Then a step further and not taking into account the capital cost together with the 
royalties and preconditions for expansion in Chile is absolute lunacy... expanding 
production by that amount and adding 100ktpa of battery grade refining capacity would 
be a multi billion dollar effort that is no where near guaranteed! Insane. Especially given 
how difficult Corfo was in dealing with SQM lately. 
 
I think the only downside for lithium markers is in the demand not supply. The supply will 
Ƨǳǎǘ ƴƻǘ ƭƛǾŜ ǳǇ ǘƻ ŜȄǇŜŎǘŀǘƛƻƴǎΦέ 

 
And one more: 
 

This report is actually awful. Did not realize until digging into the back that most of the Wodgina 
supply was DSO and they actually have Wodgina producing 167 kt of LCE in 2019 not 83 kt which 
was just the new Wodgina supply! Also look at their “logic” around the Chilean 
royalty...amazing.  
 
Some of the most egregious mistakes: 
 

¶ Not understanding the Chilean royalty: 
- The  new  royalty  structure  in  Chile  incentivizes  producers  to  keep 

price  below  US$10,000/t,  as  40%  of  whatever  is  sold  above  this 
threshold  goes  to  the  government  (the  fee  declines  to  25%  for  sales 
at  US$7,000-10,000/t  and  to  17%  at  US$6,000-7,000/t” What?? They repeat 
this several times and are clearly making the same fallacy a child makes when 
trying to understand a progressive tax system “...why would I want to earn over 
the top marginal tax rate if all my taxes go up?” 

¶ They think prices could go to $5,000/t if Atacama grows to 500 kt. Worse they think this 
could be a rational scenario for ALB and SQM somehow. 

¶ Incentive price under $7,000/t. They show an incentive price requiring 10% IRR of 
$4,128/t for Rincon. ¢ƘŜȅ ŀŘƳƛǘ ǘƘŜȅ ŘƻƴΩǘ ƘŀǾŜ ǘƘŜ Ŏƻǎǘ Řŀǘŀ ōǳǘ ǘƘŜƛǊ ƛƴŎŜƴǘƛǾŜ ǇǊƛŎŜǎ 
(all under $7,000/t) are below their cost curve (which actually looks correct)!  

 
Supply Assumptions: 
 

¶ SQM produces over 200 kt in Atacama by 2025 (100% risk weighting) - commentary 
ŦǊƻƳ {vaΩǎ vп Ŏŀƭƭ ǎǳƎƎŜǎǘǎ ƳǳŎƘ ƳƻǊŜ ƎǊŀŘǳŀƭ ŜȄǇŀƴǎƛƻƴ ōŜȅƻƴŘ млл ƪǘ ƛƴ нлнл ŀƴŘ 
market dependent 

¶ LAC produces 20 kt in 2020 and starts in 2019 (100% risk weighting) - project start 
publicly defined as 2020  

¶ PLS produce 13 kt in 2018 (100% risk weighting) - guiding to only 1.5 kt in expansion DFS 

¶ New supply of 143 kt in 2019 from new hard rock projects (42 kt with 100% weighting) 
- ŜǾŜǊȅ ƴŜǿ ǇǊƻƧŜŎǘ ǊŜǉǳƛǊŜǎ ŎƻƴǾŜǊǎƛƻƴ ŎŀǇŀŎƛǘȅ όŀƴŘ Ƴƻǎǘ ƻŦ ²ƻŘƎƛƴŀΩǎ ǇǊƻŘǳŎǘƛƻƴ ƻŦ 
129 kt/167 kt in 19/20 is DSO!!). 

¶ New supply of 202 kt in 2020 is from new hard rock projects - 186 kt of this requires 
conversion capacity and Nemaska starts in 2020.  
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¶ New brine supply includes ORE Phase 2 (start in 2019), Rincon (15 kt starting in 2021), 
LIX (2020), Sal de Vida (2020 start), Uyuni (10 kt), Bacanora (35 kt by 2025) 

 
Australian institutional investors and sell-side seem to be the smartest of the bunch, ignoring 
Taxman CORFO and Morgan Stanley and focusing on the fundamentals.  Kidman Resources has 
been the stand out Emerging Producer – retaining its value YTD as market realizes the value of 
vertically integrated, high grade, low cost, long-lived lithium chemical production in Western 
Australia. Oh, and with 100% off-take to give and no China or other Asia partnership. 
 
NYSE/TSE Investors, viewed through the prism of fully funded and in construction Lithium 
Americas, not so much. Inefficient Market Hypothesis. 
 
GARP valuations have selectively turned back to Value and Deep Value in a number of instances. 
 

 
 
It’s notable too that ASX-listed Global Geosciences and Argosy are also up YTD, as are the Shenzen-
listed Tianqi and Ganfeng. 
 
I will remind again that apart from Lithium Nirvana 2018 is Led Zeppelin’s The Song Remains the 
Same which means we will continue to get: 
 

Artificial Lithium Equity Intelligence  
 

Morgan Stanley 
Bernstein Research 

Macquarie 
 
These Three Bears (for lithium, not the broader EV thematic for which Bernstein does excellent 
work) haven’t done sufficient bottom up lithium supply work, in my view, and thus don’t realize 
lithium-land is Goldilocks.  A beautiful, young girl who will grow into a beautiful woman with a 
bright future.  
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BMO is under-shooting as well, but I’m not calling them a Bear yet.  And surely they see business 
opportunities from the Standing Room Only crowds at every group lith ium battery metals track at 
the BMO Metals and Mining Conference in Florida.  Over-filled institutional meeting schedules for 
Nemaska, Kidman, Lithium Americas, Galaxy, Bacanora, Pilbara, Piedmont Lithium and others.  
 

 
But perhaps they just care about nickel and cobalt or copper for the EV theme. Cobalt 27, Clean 
TeQ, Glencore, Freeport and Ivanhoe Mines were also talks of the Diplomat town in the Florida 
Blue Sky. 
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I believe the lithium market is neither too hot, nor too cold. It’s a Just Right ALB “balance” of 
elevated prices and growing volumes. Goldilocks. 
 

Sidebar:  A take-away from my recent trip to the Pilbara is how freaking hot it is up there – 
105 degree + Fahrenheit! Humid. Aggressive flies torpedoing my face. Cyclones. I have a 
newfound respect for what it’s like to fly-in and fly-out to Port Hedland and construct 
mines, move dirt and haul four-carriage massive ton trucks to massive ports. 
 

Fun Fact:  Port Hedland ships 500M tons of iron ore each year. Port Hedland will 
ship about 1M tons of spodumene concentrate this year. 

 
Quebec on the other hand is really frigging cold. Another harsh place to work and you also 
need to winterize plant and trucks and railcars. Extra cost. 
 
North Carolina – home to Albemarle’s King’s Mountain and the Piedmont Lithium Project. 
Looks and feels warm and cozy. Like Charlotte. Just Right. Goldilocks.  
 
Some color from the Tokyo Battery Show this week: a “lot of Chinese converter technology 
was first based on the plants in North Carolina which in turn was based on concentrate from the 
ǎŀƳŜ ǎǇƻŘǳƳŜƴŜ tƛŜŘƳƻƴǘΩǎ ŎǳǊǊŜƴǘƭȅ ŘǊƛƭƭƛƴƎ ŀ wŜǎƻǳǊŎŜ ŦǊƻƳ ƛƴ ǘƘŜ Charlotte Quadrangle, 
/ŀǊƻƭƛƴŀ [ƛǘƘƛǳƳ .ŜƭǘΦέ  
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Beyond SQM, rosy forecasts about DEMAND and PRICING from major producers Ganfeng, Tianqi, 
ALB, SQM, FMC, ORE: 

Conference Call Scripts 
 

ALB: 
  https://seekingalpha.com/article/4152053-albemarle-alb-q4-2017-results-earnings-call-transcript 

 
FMC: 

  https://seekingalpha.com/article/4146266-fmcs-fmc-ceo-pierre-brondeau-q4-2017-results-
earnings-call-transcript?part=single 

 
ORE:  

 https://seekingalpha.com/article/4150431-orocobres-orocf-ceo-richard-seville-q4-2017-results-
earnings-call-transcript 

 
Ganfeng (CRU) Forecast: 

 

 
 
 
SUPPLY will thankfully grow to meet excessive DEMAND for batteries that will fuel dozens of newly 
introduced cars.  
 
Tight markets.  
 
Sustained Elevated Prices. 
 
High EBITDA margins for those lucky to produce. 
 
Goldilocks. 
 
  

https://seekingalpha.com/article/4152053-albemarle-alb-q4-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4146266-fmcs-fmc-ceo-pierre-brondeau-q4-2017-results-earnings-call-transcript?part=single
https://seekingalpha.com/article/4146266-fmcs-fmc-ceo-pierre-brondeau-q4-2017-results-earnings-call-transcript?part=single
https://seekingalpha.com/article/4150431-orocobres-orocf-ceo-richard-seville-q4-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4150431-orocobres-orocf-ceo-richard-seville-q4-2017-results-earnings-call-transcript
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The largest companies are engaging in Oligopolistic Messaging to scare new supply and help 
maintain market discipline. Helped by @EduardoBitran of Chile’s CORFO and the aforementioned 
Artificial sell-side Intelligence. It worked last year and seemingly will again this year, thus 
prolonging the market tightness, as fewer projects get funded and come on line.  I concur with the 
following: 
 

 
 
Demand and supply are a bit lumpy which may result in some months – or even quarters – when 
prices fall off a bit, but in general the demand seems so much more than forecast and should 
absorb all the new supply with a 6 to 24-month view. Which fits the narrative that Demand is likely 
to surprise on the upside and Supply is likely to surprise on the downside. 
 
SQM, ALB, Tianqi will seek to regain/retain rather than grow their historic market shares, and are 
conscious not to kill the golden goose. Korea Inc and Japan Inc are paying premiums for long-term 
supply: 
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FMC’s CFO, Paul Graves who looked and sounded like the CEO of FMC Lithium spinout presented 
an impressive and convincing grasp of the supply/demand underpinning their 1Mt 2025 forecast.  
Similar to what he said in FMC’s February 13 Conference Call. 
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ALB is 20% less rosy on DEMAND, predicting 800K by 2025.  

SQM άŦƻǊŜǎŜŜ ŀƴ ŀǾŜǊŀƎŜ ŀƴƴǳŀƭ ƎǊƻǿǘƘ ƻŦ ŀǇǇǊƻȄƛƳŀǘŜƭȅ му҈ ƛƴ ǘƘŜ ƴŜȄǘ р ȅŜŀǊǎΦ ²Ŝ ŜǎǘƛƳŀǘŜ ǘƘŀǘ ǘƘŜ 
market will need at least 50 thousand tons per year of additional supply to maintain its equilibriumΧ 
we expect EVs demand to grow around 35% per annum in the next 5 years…  

50K tons incremental tons per year = doubling from 250K to 500K tons/year by 2023. 

Sometime from 2021/23 - over the next 7 years - the still very small, niche lithium mining and 
processing industry has to produce 3-5X as much product as it produced last year, to precise and 
demanding cathode buyer’s specifications.   
 
And then from 2025, growth should well and truly kick in as the EV market climbs the mass 
adoption curve. Which along with Grid Storage, will continue to require massive amounts of lithium 
– from both new greenfield projects and brownfield expansions.   
 
The lithium story is a very long-term, super high-growth theme, deserving of persistent, high-
growth equity multiples.  
 
15-20X EV/EBITDA for integrated lithium chemical producers.   
 
10-12X for spodumene only.   
 
Just my opinion.  
 
Not advice.  
 
Do Your Own Research.  
 
Read Disclaimer 
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Meanwhile, in Japan 
Citi Auto Show: 
 

 
 

In the same sentence:  Altura, Honda, Galaxy, BASF, Ganfeng, 3M, Orocobre, Uber 
 
 

Tokyo Battery Show 

 
 

Piedmont Lithium Director Taso Arima & Friends 
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Men at Work – Lithium Down Under 
 

https://www.youtube.com/watch?v=XfR9iY5y94s 
 

 
RESPECT $AJM Nutrition 

 
A lot of construction is underway of mines and conversion facilities in Western Australia. Will they 
deliver the tonnages they promise at the costs they promise on the dates they promise?  As I’m 
writing this, Talison announces they are considering a 3rd expansion to 2M tons spodumene from 
1.34M they have under construction. They will decide in September. 
 
For the West Australian Supply picture, please read the below excerpt from the February letter 
written by my good friend and traveling partner Isuru Seneviratne of Radiant Value Management, 
following our visits to Kidman’s Mt. Holland, and Altura and Pilbara’s Pilgangoora projects, as well 
discussions with senior representatives of all but one of the emerging WA lithium producers. As a 
result of the visit, I’ll likely move TAW and its partner Alliance Minerals to “Emerging Producer” 
category from Development & Exploration on the next Mr. Market Scoreboard.  It would probably 
make sense at some stage for these two to follow in GXY and GMM footsteps. 
 

Sidebar: I’ve spoken some, but infrequently about Mineral Resources (recall the Thrilla in the 
Pilbara!). But I’m coming to learn that CEO Chris Ellison might, in his own non-promotional way, 
be The Greatest in the Rumble in the Kangaroo Jungle: 
 

 
Chris “Muhammed Ali?” Ellison:  https://www.youtube.com/watch?v=lMFsUI9CqLI 

https://www.youtube.com/watch?v=XfR9iY5y94s
https://www.youtube.com/watch?v=lMFsUI9CqLI


 

  14 

 
I see a future in which the Pilbara is potentially consolidated into a New Force in Lithium, like 
FMG in iron ore, which would help ensure future market discipline. Prospective fears of 
spodumene oversupply largely rest in this heavy iron-ore-earth-moving-mindset part of the 
lithium battery supply chain. Carbonate and Hydroxide are big bottlenecks so LCE prices will 
remain elevated for a long time. Hopefully Spodumene producers won’t spoil their Good Li Fe 
in the Pilbara.  
 
We tried, but were unsuccessful to get a peek at MIN’s Wodgina (how is that pronounced?).   
 
As I was scrolling through Emirates Air’s world class entertainment system back from Perth, Jimi 
Hendrix’s shrewd-and-sly-like-a Foxy Lady came to mind to describe that which I’d like to get to 
know better:  
 

https://www.youtube.com/watch?v=_PVjcIO4MT4 
 
  

https://www.youtube.com/watch?v=_PVjcIO4MT4
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Excerpt from End February LP Update Letter 
Isuru Seneviratne 

Radiant Value Management 

Shifting Epicenter 
In the last 5 months, we have conducted on-site due diligence on the major epicenters of lithium production.  
North Carolina was the world’s primary source of lithium from 1950s to 1990s.  We toured the two past 
producing mines while visiting Piedmont Lithium in early February.  In November, we made a pilgrimage to 
the Atacama Plateau in Argentina, where a slew of low-cost production will come online beyond 2020.  
However, the center of the lithium world will be West Australia between now and then – and maybe even 
beyond.  In mid-February we visited 4 companies and got close to two others on a week-long visit to West 
Australia1.   

 

Including the incumbent majors Albemarle Corp and Tianqi Lithium, we see Australian production increasing 
4.6x between 2016 and 2021 if downstream processing keeps pace with the mined spodumene production.  
In 2016, Australia produced 38% of global lithium.  The hard-working men (and women) from Down Under 
could push this past 60% by the early ’20s (see Exhibit 2).  

 

Exhibit 1: Of the production centers in red, we kicked the rocks of two 
adjacent Pilgangoora operations, Mt Holland and Bald Hill. Map adopted 
from Kidman Resources 

Risked Supply Additions  
to 2021 by Country 

 

 
 

Exhibit 2: Source: Radiant analysis 

                                                 
1 We also visited the clay-based development project in northern Mexico belonging to Bacanora Minerals. We have not visited the 
lithium operations in Chile, the former leader that will be giving up market shŀǊŜ ŜǾŜƴ ŀŦǘŜǊ {va ŀƴŘ ![.Ωǎ ŜȄǇŀƴǎƛƻƴ ǇƭŀƴǎΦ  

Australia
58%

Chile
17%

Argentina
4%

Canada
14%

Others
7%

Risked Supply Adds to 2021 by 
Country
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Mt Cattlin and Mt Marion which came online in 2017 have had delays and cost overruns, reminiscent of the 
problems that sank many projects during the lithium mini-boom of 2009–2013.  But today, knowledge-
sharing between operators is strong and each start-up will have lesser commissioning hiccups than the last.  
After the visit, we differentiated our project ramp-up factors between mining operations and brine projects 
(which continue to take longer).  

 

Until recently, Australian projects have only mined lithium-bearing hard rock and produced a concentrate, 
which gets shipped to North Asia for chemical extraction/processing.  But the Aussie market is expanding 
both up and down the value chain.  Mineral Resources, which developed the Mt Marion asset recently 
started to directly ship unprocessed ore (DSO) to China.  While the incumbents, Tianqi and Albemarle are 
expanding their shared high-grade Greenbushes mine, they are also developing conversion capacity in 
country to produce lithium chemicals (Lithium Carbonate and Lithium Hydroxide). This will free up conversion 
capacity in China for the emerging Australian producers. 

 

A few highlights of individual companies follow.   

¶ Kidman Resources’ joint venture project with SQM, Mt Holland, is a very large, consistently 
high-grade orebody.   Given the scale, the project can surely afford downstream processing 
investment.  The JV is attracting quality operators, as evident from the appointment of David 
English as the Project Director.  David just developed the Nova underground nickel-cobalt 
project for Independence Group with 3% of its’ A$450m budget.  

¶ Tawana Resources’ Bald Hill project is undergoing commissioning and will be the next 
spodumene producer.  They followed a dizzying development after Oct’16 option to farm-
into the project, and Jul’17 Pre-Feasibility Study.  Primero Group, which helped Galaxy 
Resources turn-around their Dense Media Separation (DMS) unit at Mt Cattlin, is the DMS 
effort at Tawana. 

¶ Altura Mining has a great mining team bringing production online soon after with minimal 
capital expense.  The operations were ahead of schedule despite tropical cyclones in 
northern West Australia.   

¶ Pilbara Minerals will come online subsequently.  Their exploration acreage is huge, with 
enough resources to afford shipping some unprocessed ore to generate cashflow in the 
short-term. 

¶ We drove by the Wodgina deposit of Mineral Resources, which most folk agreed was 
massive.  This company is very secretive, in stark contrast to the other operators, leading 
many to question the chemistry and process flow sheet.  
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Demand Surge 
 

The current lithium shortage is very real.  Today, scraping dirt off the Australian outback and shipping it to 
China (DSO) makes ~50% gross margins for Mineral Resources and Pilbara Minerals.  All the developers we 
met have been flying to and from North Asia to meet potential offtake partners, all scrambling for access to 
lithium.  A recurrent theme was that the bigger industrial conglomerates (SinoChem) and cathode/battery 
makers (LG Chem) were late to secure supply and are now desperate.  The South Korean steelmaker POSCO 
recently invested in Pilbara Minerals in exchange for offtake from their expanded (Stage 2) production, most 
of it contingent on Pilbara’s access to conversion capacity in Korea.  Even Baosteel and Sinosteel are pursuing 
lithium as iron ore margins are declining.  The Japanese and the Koreans are keen on non-Chinese supply 
chains. European and American carmakers feel similarly. 

 

Offtake contracts usually have very strict product specifications that trigger high penalties when not met.  
However, off-takers are currently waiving such penalties, ceding negotiating power to the miners.   

 

Chinese cathode material consumption in 2017 was up approximately 110% year-over-year.  We believe 
there has been a material demand pull-forward across the whole value chain: from DSO stockpiles sitting in-
front of yet-to-be-built converters to EVs in auto dealer yards.  All the producers are confident that the surge 
of production in 2018 and 2019 will be absorbed by the market.   

 

Conversion Bottleneck and Stockpiling  
 

Over the next few years, the lithium market will be driven by spodumene conversion capacity.  Until we 
develop our in-house knowledge base from primary sources, we have used the average sell-side estimates to 
come up with the insight in Exhibit 3 below.  While we remain cautious for the medium-term outlook for 
spodumene prices, we do not underestimate the difficulties of actually ramping up production and the ability 
and willingness of strategic buyers to build inventory in anticipation of an electrified world.  
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Velocitility 
 
Volatility is not that unusual or worrisome. It is the last few years’ low volatility that was unusual.  
 
I’ve said before, the long-term fundamentals remain very strong in lithium land, but opaque, fast 
growing markets are prone to mis-information, poor understanding and fits of Fear and Greed. 
 
The velocity of the volatility – Velocitiity – is a surprise. 
 
Another Us & Them comparison:  Human Intelligence vs. High Frequency Artificial Intelligence 
 
I am a human. Of modest intelligence. But I’m convinced a team I’m helping to build can beat the 
robots and Aging Skeptics. I know that there are many increasingly high net worth investors and 
family offices. 

Who have long-term New Energy viewsΧ 

Who see lithium and other upstream materials as EV fuel, just as petrol was for ICEs.. 

Who have old school value-investing, stock picking waysΧ 

Who take a contrarian view to the all passive, all ETF all-the-time mind setΧ 

Who would prefer a differentiated, bespoke thematic approachΧ 

Who remember the early days of hedge funds where $250M AUM was considered a lotΧ 

Who view being a true LP, a partner, limited to paying fees for long-term returnsΧ 

Who value another human beingΩs company and perspective at dinner, a ski slope, a golf 
course, a bike trail and, of course, Rock Concerts. 

 
Gen-X and X-Ennials (those currently mid 30’s who straddle both generations) who will find the 
next BYD, as Warren Buffett did in September 2008. $200M investment now worth $1.9B – 9X 
upside in less than 10 years as per Berkshire Hathaway’s Annual Report just released: 
 

http://berkshirehathaway.com/letters/2017ltr.pdf 
 
Algorithmic trading robots exacerbate swings to the up and down sides.  It’s not much fun when 
you’re long-term focused and therefore LONG-biased and see knee-jerk drops like we’ve 
experienced YTD as the OPPORTUNITY YOU’VE BEEN WAITING FOR to deploy capital in the highest 
quality, most de-risked and liquid names. 
 
Regular readers of the Lithium-ion Bull will know I am not fan of Global X Management’s Dim $LIT 
ETF, but I must say, for those retail or institutional investors that haven’t done the bottom up work, 
but understand the #Lithium LONG camp where I reside, they should consider this vehicle for 
instant Lithium and Battery thematic diversification.  I would be surprised if LIT were lower with a 
1, 3 or 5-year view and will likely be much higher – a reasonable college or retirement savings 
vehicle for those with kids in high school or 15-20 years from retirement. 
 
But note, nothing contained in the Lithium-ion Bull is investment advice. Read Disclaimer & DYOR. 
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Disclaimer 

 

Lithium-ion Bull (Forest Hills) is a periodic publication, written through my advisory firm RK 

Equity Advisors, LLC. I may act, or may have acted in the past, as a financial advisor, or capital 

raiser for certain of the companies mentioned herein and may receive, or may have received, 

remuneration for services from those companies. I, RK Equity as well as their respective 

partners, directors, shareholders, and employees may hold stock, options or warrants in issuers 

mentioned herein and may make purchases and/or sales from time to time, subject, of course, 

to restricted periods in which we may possess material, non-public information. The information 

contained herein is not financial advice and whether in part or in its entirety, neither constitutes 

an offer nor makes any recommendation to buy or sell any securities. 
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	In the last 5 months, we have conducted on-site due diligence on the major epicenters of lithium production.  North Carolina was the world’s primary source of lithium from 1950s to 1990s.  We toured the two past producing mines while visiting Piedmont...
	Including the incumbent majors Albemarle Corp and Tianqi Lithium, we see Australian production increasing 4.6x between 2016 and 2021 if downstream processing keeps pace with the mined spodumene production.  In 2016, Australia produced 38% of global li...
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	 Kidman Resources’ joint venture project with SQM, Mt Holland, is a very large, consistently high-grade orebody.   Given the scale, the project can surely afford downstream processing investment.  The JV is attracting quality operators, as evident fr...
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	 Altura Mining has a great mining team bringing production online soon after with minimal capital expense.  The operations were ahead of schedule despite tropical cyclones in northern West Australia.
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	Offtake contracts usually have very strict product specifications that trigger high penalties when not met.  However, off-takers are currently waiving such penalties, ceding negotiating power to the miners.
	Chinese cathode material consumption in 2017 was up approximately 110% year-over-year.  We believe there has been a material demand pull-forward across the whole value chain: from DSO stockpiles sitting in-front of yet-to-be-built converters to EVs in...
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	Over the next few years, the lithium market will be driven by spodumene conversion capacity.  Until we develop our in-house knowledge base from primary sources, we have used the average sell-side estimates to come up with the insight in Exhibit 3 belo...


