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January 28, 2019:  #Lithium: Go Green! A Baker’s Dozen 
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Welcome to Issue 46 of the Lithium-ion Bull and the first for 2019! 
 
Sorry, but I’m already breaking my New Year’s Resolution for shorter Lithium-ion Bulls, with what, 
today, is perhaps the longest one ever (28 pages!) 
 
For 25th months now I’ve been conveying in this forum unique thoughts in unique ways about past, 
present and future lithium unique-orns. 

 

 
 
Today marks the first Lithium-ion Bull in collaboration with Rodney Hooper who has also joined me as 
co-host/deejay of Lithium-ion Rocks! 
 
I call Rodney THE WHO-per. 
 

The Seeker. 
Searching for Bargains. 

 
Be sure to tune in to Lithium-ion Rocks!  S1 E2: Rocky II, III & IV: COMING SOON 
 
…which will add more color and bring to life the Livent vs. Ganfeng discussion below. 
 
For further discussion on any of this, please don’t be shy… 

 

https://www.youtube.com/watch?v=ODBHFmTW7JI
https://www.youtube.com/watch?v=Vsses7ImwtM
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Rocky II, III & IV 
 

Livent vs. Ganfeng 
 

Recall that underdog Rocky did not win the fight against Apollo Creed in the first Rocky movie, but it 
ended in a split decision. But pretty much everyone knew Rocky won. 
 
Throughout last year I positioned Livent as another City-of-Brotherly-Love underdog that would more 
than hold its own. And I celebrated its spinoff from the 183-year-old FMC Corp, as Philadelphia 
Freedom. 1776.   
 
I also praised 1772 as David Bowie’s China Girl Ganfeng. 
 
Another Influencer in the lithium social media ecosphere took a different tack - imitating the self-
promoting and Rocky-trash-talking, Apollo Creed for months leading up to back-to-back October IPOs. 
 

--- 
 
3 months on, NYSE $LTHM and HKSE $1772 wounds are still healing. 
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I see us today in some combination of Rocky II… 
 

Apollo’s at it again… 

 
 

Trash talking press conference 
 
 

“This fight will be held in the Philadelphia Spectrum.  
I want this man’s home town to see this.  

I want all of Philadelphia,  
I want all of America,  

I want the whole world  
to see me destroy this man…” 

 
  

https://www.youtube.com/watch?v=GhZD3Rw8hrc
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…And Rocky III, Mister T… 
 
 

 
 
 
 
…And Us & Them Rocky IV… 
 

  
 

                       “I Must Break You”     
 

--- 
 

As mentioned in the S1 E1 Lithium-ion Rocks! – Inaugural Podcast… 
 

download here at soundcloud. 
 
…with my Lithium Survivor Eye of the Tiger, I see Livent and Ganfeng as two core short- medium-and 
long-term holdings that IMO are Gonna Fly Now…  (Not Advice. DYOR). 
 
…though I’ve tempered my timing to the 15th round when the Chinese Dragon gets knocked out like the 
Russian Drago by MAGA Red, White and Blue. 

--- 

https://soundcloud.com/user-685324236/stats
https://www.youtube.com/watch?v=btPJPFnesV4
https://www.youtube.com/watch?v=MR6FXpaECY8&t=114s
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Consensus Valuation 
 
Livent has attracted sell-side analyst coverage from some 10 investments banks, including the largest, 
most prestigious US brands and quality boutique advisors with specialty chemicals focus. Goldman, 
Bank of America, Credit Suisse, Nomura, Citi, Loop Capital among the IPO syndicate and BMO, HSBC, 
Seaport Global, Clarksons outside the syndicate. Ganfeng has coverage from its two underwriters, 
Deutsche and Citi, while CS and Vertical Research have also written on the company. 
 
For a Jane and Joe Battery Pack looking at the NYSE museum or HKSE Bazaar, what’s on offer today: 
 

 
Source: for Livent - BAML, Goldman, CS, BMO; for Ganfeng - Citi, DB 
NOTE: Market cap and EV assumed to be about the same given approximate zero net debt 

 
Both Livent and Ganfeng are trading at very low multiples relative to historic M&A comps and to their 
recent histories. Is Mr. Market pricing in earnings downgrades? Based on lower pricing? Poor 
execution/higher costs/lower margins? Combination of all? I see a mis-pricing. Excellent VALUE relative 
to exceptional growth in high quality operators. 
 
Is the ~30% discount Ganfeng trades to Livent justified? Yes, I believe this is appropriate. 40-50% 
discount would be too harsh. 15-20% could be warranted if 1772 improves on the items in their control 
from this list:  
 

- Ganfeng is Chinese, with Chinese state influence on the share register.  
- HKSE is an Emerging Market Stock Market – always should have lower multiples than NYSE 

o But, with non-Chinese mindset this can change - if China retail mindset gets bullish 
again, 1772 could again trade at a speculative premium as Ganfeng Shenzen did. 

- 1772 has very little free-float – only about $200M and $2M daily trading volume vs. Livent $2B 
free float once full spinoff next month 

- Livent has better corporate governance, greater investor transparency/communication 
(website, presentations, MD&A and conference calls in quarterly filings) 

- Livent execution risk – one location, 20 years’ experience vs. Ganfeng sourcing from multiple 
mines and first foray into brines/Argentina 

- Sell-side coverage with “specialty chemical” not “mining/commodity” mindset. 
- Livent has higher margins and higher quality earnings/certainty/predictability based on long-

term contracts and 100% fully integration; Ganfeng has various raw material sources/prices and 
off-take partners (eg, LG Chem), who buy on quarterly pricing. 

- Livent, once 100% independent is a more conceivable M&A target. 
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Livent, The Real Thing 
 

I'd like to teach the world to sing 
in perfect harmony 

I'd like to buy the world a Coke 
and keep it company 
that's The Real Thing 

 
LTHM = COKE 

 
Don Draper, Creative Director, Mad Men 

Final Scene. Yoga-inspired Greatest Global Branding Ad of all Time 

  
 

--- 
In August I shared the picture below of a lithium carbonate plant in King’s Mountain, North Carolina, 
operated by Foote Mineral. 1976. Processing hard rock from spodumene mined a few miles away. 
 
1976, the year Rocky won the Oscar for Best Picture. 200 years from 1776. Independence. USA is Born.  

 

  
 

https://www.youtube.com/watch?v=Exf63KPXF6w
https://www.youtube.com/watch?v=1VM2eLhvsSM
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In an industry where experience matters, Livent Corp traces its history back 60 years, to North Carolina. 
 

Lithium Carbonate(d)  
 

 
 

 
Livent produces some upwards of 5,000 tons of performance lithium compounds from its Bessemer City 
plant, accounting for a meaningful portion of the world’s current battery grade hydroxide market. 
 
Albemarle also produces upwards of 5,000 from another hydroxide facility in King’s Mountain, North 
Carolina. 
 
So, while it is true to say that the USA imports some 98% of its lithium raw material, it is also true to say 
that North Carolina, USA is currently the non-China headquarters in the global lithium hydroxide market. 
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Philadelphia Freedom  
 

I used to be a rolling stone, you know  
 (North Carolina, Plain Vanilla Pegmatites for Hydrogen Bomb)… 

 
Today, using proprietary technology honed over 20 years processing fine Argentine brine into the 
highest quality performance lithium compounds, Livent is breathing new life into the dead man Hombre 
Muerto:   
 

• 20-22kt 2019E, lithium hydroxide tons 

• Estimated EBITDA growth of 20% in 2019/2020  

• Doubling production to 40kt over the next four years 

• Tripling production to 60kt over the next 6 years 

• 47% EBITDA Margins Q3 2018 
 

 
Turn On  

Charge Forward 
Energize the New 

The Things That Power Our Lives 
Are Powered By 

 

 
 

Trusted Lithium Technology 
That is High Performance 

Customer Driven 
Fully Integrated 

Global 
Safe & Sustainable 

With 60+ Years of Leading Innovation 
Now Leading to This… 

A Once in a Generation Shift 
In How the World Powers Progress 

Together 
What Can We Power for You? 

 
Livent – Powering Lives with Lithium Technology 

 
--- 

 
Adverting/Branding/Marketing Genius 

 
LTHM = COKE 

 

https://www.youtube.com/watch?v=3TjUEpn15lQ
https://www.youtube.com/watch?v=JxQ_Bugx1_Y
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Declaration of Independence… 
 

The stage is set for pure-play $LTHM to potentially take the mantle from $ALB as the default lithium 
proxy for USA Jane and Joe Battery Pack, who largely stick with stocks listed on USA exchanges. Full 
spin-off on schedule, March 1, 2019.  ~$2B in freely floating, pure-play lithium shares. 
 
Big 3 NYSE Lithium reporting season begins soon, with Livent out of the gate first on February 11th.  We 
have not heard much from Livent since its Q3 call and subsequent Citi conference presentation shortly 
after the completion of their IPO. A refresher of that below. 
 
   
 

…We hold these truths to be self-evident, that all #Lithium is NOT created equal… 
 
 
 

The Livent IPO has helped to shape the now conventional wisdom narrative that the highest margin 
from raw lithium in the ground is in producing performance battery hydroxide compounds – and selling 
outside China. And that very few companies have the skills to produce these highly complicated, high 
specification, premium-priced products – including lithium metal as well. And that it needs to be 
understood by Mr. Market that NOT meeting such high spec may translate into an Orocobre Christmas 
Grinch.  

 
CEO Paul Graves – Q3 2018 Conference Call 
 
… on the IPO Road Show what we saw is the demand side of the equation was barely 
challenged...it is important that we continue to cast a critical eye over the demand side, not 
just the actual LCE base level of demand but also what form is needed and where in the 
world is that demand going to be.  
 
… on the supply side, we need to encourage investors to look at this business product by 
product rather than attempting to take it down to a single common denominator that LCEs… 
There are not only meaningful differences between hydroxide and carbonate, and frankly 
BuLi, metals, chloride, but there is also meaningful differences even within the carbonate 
and hydroxide market...  
 
…and if investors don't spend more time and we as an industry don't spend more time 
helping investors understand that, I think we’ll continue to have this tug of war of supply and 
demand that over-simplifies the conversation and has led to inaccurate conclusions by many 
investors… 
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Livent raised some eyebrows around this time last year when they put a magic 1,000,000 tons of LCE by 
2025 into Mr. Market’s thinking. Certain Livent disparagers dismissed this as IPO “hype,” but today, 
~900-1,000K has entered consensus amongst those, like me, who possess outlooks of glass half bull.  
 
A relevant slide shows how persistently Livent under-estimated and upgraded their demand forecasts. 
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But Livent also guides us to think that 2030, 2035 and 2040 are far more meaningful than 2025… 
 

 
 
…which I think is the right way to look at things. 8-10% 2025 EV penetration is really just the beginning 
as the mass adoption hockey stick should begin from there. Should lithium demand growth continue at 
20%+ from 1M tons from 2025, an additional 200,000+LCE will be needed EACH YEAR from 2026 – this is 
more than the entire lithium market size was just a few years ago. 
 
Livent Pricing and Customer Contracts 
 

CEO Paul Graves – Q3 2018 Conference Call 
 
…there will be a preference for longer-term contracts with certainty of volume, and certainty of 
pricing…when you think about the objectives of our customers, which is to have good 
quality product available to meet this incredibly high rate of growth of demand…reliability of 
supply, certainty of supply, trust between supplier and customers is going to increasingly be the 
factors that drive those conversations.  
 
…the slight majority or maybe a bit more than the slight majority, are likely to look for a higher 
degree of certainty of supply and price that implies. So, some form of multi-year contracts and 
relatively tight if not fixed pricing bands to me actually what become more common in the 
hydroxide space. 
 

Certainty = predictability = higher quality earnings = higher multiple 
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Livent CEO Paul Graves guided on the Q3 earnings call to expect new guidance early this year and that 
pricing in 2019 is largely locked in at single digit percentage increases. So the Livent story is all about 
execution of volume growth. 
 

 
 
 

Paul Graves – Q3 2018 Conference Call 
 
It's really important to understand this point, we are just replicating what we do today; we have 
no design risk, we have no technology risk, we have a proven process whether that's carbonate 
or hydroxide, proven processes that we will replicate. That makes a huge difference to your 
degree of confidence with regard to ability to deliver these projects. 
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Valuation Multiple: Commodity Chemical or Specialty Chemical? 
 
December 2018 was an exceptionally odd month across the global financial markets. 
 
It is hard to tell if the de-rating that Livent, Ganfeng, ALB and SQM experienced is a function of fear that 
the pricing mating dance that has taken place since their last guidance in late October/November has 
played out badly for these Big 3 NYSE lithium producers. Or, more worryingly, that Mr. Market has 
simply decided that what used to be conventional wisdom that USA-listed lithium specialties deserve a 
12 -15X EV/EBITDA multiple, will now get only 10X, or, Nirvana forbid, the current single digits.  
 
Wrapped up in that question is whether lithium is commodity or specialty chemical. And in a non-zero 
interest rate environment, is a higher equity risk premium translating to lower multiples. 
 
I take solace that whatever Mr. Market’s judgment is today, what matters more is strategic value. In 
particular to one of the lithium Oligopoly. The table below reflects two flagship transactions that have 
motivated me for several years. 14-17X LTM EV/EBITDA. That ALB has again paid up for pre-production 
Wodgina at $2.3B after only 2 years development must give us all some George Michael Faith. And 
motivate the search for new unicorns. I prefer Go Green spodumene developers in good jurisdictions. 
 

 

https://www.youtube.com/watch?v=6Cs3Pvmmv0E
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Ganfeng - Q3 Quarterly Conference Call Transcript 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This Page Intentionally Left Blank 
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China Girl Ganfeng – Lost in Translation 
 
Rodney Hooper published a great analysis on Ganfeng on LinkedIn, which I reprint below. 
 
The stock has many positive attributes. But, despite now publishing results in the English language 
through Hong Kong Stock Exchange filings, there’s a stark absence of transparent communication.  

 
I think of Ganfeng with a 2-5-year investment time horizon. A core holding, but not a stock I will expect 
to trade actively around that core position – relatively complicated and very expensive from the Schwab 
Retirement account I much prefer to my Taxable Interactive Brokers account.  
 
At Schwab, I need to use the phone to trade Ganfeng. To actually speak to someone to make a trade. I 
can’t simply get in and out during US market hours with a fingerprint reader on my iPhone as I can $LAC.  
High transaction costs. 75 bps from Schwab. 15 bps from Hong Kong trader. Stamp Duty. All in - $1,000+ 
commission on $100K trade vs. $4.95 to trade $LTHM.   
 
That said, speculative Chinese retail can get giddy for equities at times, even those listed on HKSE, so it’s 
conceivable Ganfeng could get overbought like its Shenzen shares until last year. Perhaps one day they’ll 
make it easier to trade in the USA. Even an OTC listing like PILBF, GALXF, OROCF would be nice. 
 
In Deutsche Bank’s coverage they value Ganfeng via Sum of the Parts – taking the “Mining Business” 
separate from the “Chemicals Business”. 
 

As Ganfeng is involved in both the upstream resources and midstream processing businesses, 
we base our valuation on SOTP, i.e. life-of-mine for the mining business and DCF for the 
processing business. Our WACC is 10.2%, with a 3.9% risk-free rate, a 5.6% market premium 
and a beta of 1.4; terminal growth is set at 0% as we see pressure in long term lithium 
compound price. 

 
Save for DB’s dour long-term price outlook, this SOTP is not a great approach, IMO. DB – which also 
covers ALB and SQM – should value Ganfeng as the specialty chemicals company it is, albeit with lower 
margins and more volatile earnings than fully vertically integrated peers.  
 
It’s all the rage in Western Australia and elsewhere to build downstream hydroxide refineries close to 
mine mouth – “vertically integrated” “self-sufficient”.  It’s also now conventional wisdom that the 
margin from raw lithium in the ground to performance battery hydroxide compounds and base 
carbonate lithium compounds MUST be in the processing aspect, not just in the mining.  
 
Is that true?  
 
Iron ore RIO, BHP, Vale are in meaningfully stronger positions than their steel customers. I see potential 
for large, low cost mine operators like Pilbara and Mineral Resources to retain pricing power. Mt. 
Marion, Pilgangoora and Wodgina, have intrinsic value as does the competency to mine and build 
infrastructure and operate Tier One assets at low cost – ALB paid for that competency.  Pilbara’s ~$750 
dmt last quarter shows a very profitable mining operation if they meet their $200-300 opex target – 
while at the same time offering Ganfeng diversity and lower SC6 pricing than from Mt. Marion.  



 

Not Advice. Read Disclaimer. Do Your Own Research 18 

GANFENG LITHIUM: 1772 HK 
TOP INVESTMENT PICK OF THE “BIG 4” 
By Rodney Hooper @RodneyHooper13 

 
Established in 2000, Ganfeng has fast become a major player in the lithium world. Whilst it may “only” 
be the 3rd largest lithium compounds producer it’s the largest producer in the lucrative lithium metals 
market and as far as mid-stream processing is concerned, given the diverse feedstock it has successfully 
handled, Ganfeng is the gold standard. Other companies have in house processing skills, but typically 
they have mastered one single large resource. Greenbushes is the only hard rock mine to date that has 
consistently produced large scale 6% + spodumene concentrate with low impurities, this will change 
over time but until then, given the variable quality feedstock currently on offer, processing skills deserve 
a premium rating. Having recently secured offtakes from Pilbara (stage 1&2) and Altura, thereby further 
diversifying its reliance on Mt Marion, Ganfeng is on its way to establishing itself as the “clearing house” 
for unallocated spodumene concentrate in the market.   
 
The investment case for Ganfeng is built on 4 main pillars: 
 

- Volume growth & diversified product / sales mix 

- Low expansion costs – capex per ton of installed capacity 

- Improved corporate transparency 

- Spodumene concentrate input prices falling (improved operating margins) 

 
Industry Overview: 
 
Based on the draft subsidy policy for BEV’s in China, sales of BEV’s should remain solid in 2019 provided 
car manufacturers continue to produce vehicles with a range of greater than 400kms and the energy 
density of the battery is greater than 140 (wh/kg). As a result of the shift in policy towards longer range 
and increased energy density plus the introduction of Tesla in China, the average size of battery packs in 
Chinese EV’s has increased and could reach an 55 kWh by 2020. 
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NCM 532 batteries are at 140-160 energy density. Increased usage of NCM 622 lithium agnostic 
batteries should improve energy density to 180 and maintain subsidies. It remains to be seen whether 
the energy density subsidy hurdle continues to climb higher year by year making a transition to 811 
necessary to maintain a 1.1x – 1.2x multiplier.  
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The chart above highlights the planned battery capacity expansion to 2023 and 2028. The Benchmark 
tracker has a forecast of ~900 GWh to 2023 and 1450 GWh by 2028. Comparing this to current capacity 
and factoring in the BNEF “learning curve” of 19% per doubling of capacity, we could see sub $100/kWh 
batteries by 2023 / 2024.  
 

 
Source: Benchmark Mineral Intelligence 
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Where do spodumene carbonate 6% prices need to go for Chinese converters to make a reasonable 
operating margin? 
 
Assumptions: 
 

• Lithium carbonate production per ton:  8x spodumene concentrate 6% 

• Conversion cost: $3,000/t 

• VAT: 16% 

• Excludes any funding costs for capex and maintenance costs 
 

 
 
The table above gives guidance as to where spodumene concentrate prices need to go to ensure 
converters can earn a 10%-20% operating margin. Pilbara Minerals Q4 2018 pricing of US$742/dmt looks 
to be about right if China spot prices were in the US$11,500 – US$12,000/t region. As a number of new 
spodumene concentrate producers are still ramping up production, with higher strip ratios and 
therefore higher operating costs, there is likely to be resistance to price falls below the US$600/t level. 
This should put a floor on carbonate spot prices around the $10,000/t mark. If the China spot price 
persisted below the $10,000/t level then it’s likely converters would be making a loss and would either 
stop buying spodumene or force the losses onto the spodumene producers. In any event, if carbonate 
spot prices were to fall to $10,000/t or below this would discourage further capacity expansions in China 
until demand drives prices higher and reasonable operating margins can be achieved.  
 
 
 
 
 
 
 
 
 
  

China spot price: Min 99.5% lithium carbonate BG incl VAT (US$)

10000 10500 11000 11500 12000 12500

600 10.52% 16.05% 21.57% 27.10% 32.63% 38.15%

650 5.13% 10.39% 15.64% 20.90% 26.16% 31.41%

Spodumene 700 0.24% 5.25% 10.26% 15.28% 20.29% 25.30%

Concentrate 750 -4.21% 0.57% 5.36% 10.15% 14.94% 19.73%

6% 800 -8.29% -3.71% 0.88% 5.47% 10.05% 14.64%

US$ per ton 850 -12.03% -7.64% -3.24% 1.16% 5.56% 9.96%

900 -15.48% -11.26% -7.03% -2.81% 1.42% 5.65%

950 -18.67% -14.61% -10.54% -6.47% -2.41% 1.66%

1000 -21.63% -17.71% -13.79% -9.87% -5.96% -2.04%

Implied operating margin
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If Ganfeng is so wonderful why has the share price fallen? 
 
In simplistic terms Ganfeng’s share price rallied aggressively when the China chemical spot prices were 
elevated and well above ex-China, rest of world (“ROW”) prices. Ganfeng has historically sold the 
majority of its compounds production in China and has relied heavily on Mt Marion for its spodumene 
concentrate supply. The purchase price of the Mt Marion material (outside of Ganfeng’s equity share) is 
believed to be linked to the ROW hydroxide and carbonate prices that were trading at a discount to the 
China spot prices; this meant substantial operating margins for Ganfeng in 2017. During 2018 the China 
spot price for technical and battery grade carbonate plummeted whilst the agreed prices for Mt 
Marion’s spodumene concentrate (ROW prices) held up and even increased during some quarters. 
Under these conditions Ganfeng’s main product line, carbonate, experienced severe operating margin 
pressure (opex ~$9,000/t+), resulting in the share price losing 2/3rds of its value and now trading at 22 
RMB. To make matters worse Ganfeng needed to raise capital offshore in Hong Kong (“HK”), the 
effective pricing of the US$400m raise was at a ~ 50% discount to the Shenzen share price. 
 

 
Source: Orocobre 
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Source: Google finance 

 
Lithium compounds are specialty chemicals that are not straight forward to produce. Despite constant 
claims in the media regarding the abundance of lithium, it is very apparent that the availability of lithium 
that can be commercially mined and converted to battery grade / quality chemicals for specialized 
usage, such as batteries in electric vehicles etc, is limited. Whilst some progress has been made by 
incumbent producers to improve the quality of their raw materials (spodumene concentrate) and 
compounds (lithium carbonate and hydroxide), there is still a long way to go. There is also a large 
disconnect between the amount of spodumene concentrate that is being produced and final lithium 
chemical sales based on a conversion ratio of 8:1 for carbonate and 7.4 for hydroxide.  
 
The bottleneck is in conversion capacity – partly due to financing / development delays, partly due to 
the scale and magnitude relative to historic capacity and partly due to low quality spodumene 
concentrate (below 6%) that needs additional processing. This backdrop sets the scene for highlighting 
the importance of conversion (processing skills), something Ganfeng possesses. From its humble roots 
in 2000, Ganfeng has grown its effective capacity consistently along with its ability to produce (high 
barriers to entry) lithium metal, batteries and recycling.  The company has proven itself to be adept at 
processing a range of feedstock of varying quality and complexity. This skill cannot be underestimated. 
In addition, the company has a projected capex per ton of installed capacity of below US$3,000/t for 
hydroxide. At current spot prices and operating margins Ganfeng will have a payback of less than 12- 
months!  
 
  



 

Not Advice. Read Disclaimer. Do Your Own Research 24 

Many analysts focus on Ganfeng’s operating margins as the reason to ascribe the company a 
discounted EV/EBITDA multiple relative to vertically integrated (lower opex) competitors. Operating 
margins are only half the story, when we analyse return on capital, Ganfeng offers exceptional, 
industry leading returns, especially for hydroxide, the fastest growing segment in the market.  
 

 
Source: Deutsche Bank 
 
 
Ganfeng has effectively become the “clearing house” of spodumene concentrate. Recent agreements 
with Pilbara (stage 1 & 2) and Altura have been struck at far more advantageous terms than the original 
Mt Marion deal before new competing mines were commissioned. Pilbara’s December quarterly report 
highlights an average spodumene concentrate 6% price of US$742/dmt, well below the level Mt Marion. 
As tier 2 and 3 Chinese conversion plants falter or default and existing offtake agreements are reneged 
on or abandoned, Ganfeng is one of a few, possibly the only company, able to step in and buy the 
material long term. 
 
Estimated spodumene concentrate offtake pricing formulas with Pilbara and Altura: 
 
65% x China EXW battery grade lithium carbonate spot price 
30% x ROW battery grade lithium carbonate price 
5% x China EXW lithium hydroxide spot price 
 
Taking into consideration the fact that Ganfeng, through its offtake agreements with Tesla etc, is moving 
away from the China spot market and more into the export market (ROW prices > China spot and 
exclude VAT on sale price), these factors should improve its operating margins considerably. 
 
Estimated exports (ROW sales) as a % of lithium chemical production from 2019 onwards: 
 
Lithium hydroxide – 60%-70% 
Lithium carbonate – 30%-35% 
 
From a raw materials supply perspective, if my contract assumptions are correct, Ganfeng’s carbonate 
operating margin is well hedged as it’s likely to sell 65%-70% of production in the China spot market, 
equal to the pricing formula.  
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From a hydroxide perspective Ganfeng has lots of operational gearing. Firstly, as can be seen in the 
table below, Ganfeng’s product mix is moving towards hydroxide, by 2020, the split will be roughly 57% 
hydroxide up from 26% in 2017. This means the hydroxide division will be paying China spot carbonate 
related raw material prices and earning China / ROW hydroxide prices. Currently that price spread is as 
high as ~$4,000/t. How long the hydroxide price continues to trade at a premium to carbonate is an 
unknown and will largely depend on the evolution of battery cathode chemistries. The longer the 
transition period from NCM 532 and the lithium agnostic NCM 622 to NCM 811 (hydroxide only) and 
the quicker the transition to solid-state batteries, the lower the price premium.  
 
Estimated lithium production mix for Ganfeng: 

 
Source: Libull, Company and DB 
 
Ganfeng’s ability to execute volume growth and its diverse portfolio of products, particularly lithium 
metal, are some of the motivating reasons why the company deserves a 9-10x EV / EBITDA rating. In 
addition, as the company improves its corporate communication and provides greater insight and 
market feedback via its HK listing, foreign investors are likely to ascribe a higher valuation metric.  
 
  

Upstream lithium compounds year end capacity (kt) 2017 2018 2019 2020 2021

Cauchari-Olaroz ?

Midstream lithium compounds year end capacity (kt)

Lithium carbonate (battery grade) 23.0 40.5 40.5 40.5 40.5

Xinyu old factory 8.0 8.0 8.0 8.0 8.0

Mahong 15.0 15.0 15.0 15.0 15.0

Ningdu 17.5 17.5 17.5 17.5

Lithium hydroxide (battery grade) 8.0 28.0 28.0 53.0 53.0

Xinyu old factory 8.0 8.0 8.0 8.0 8.0

Mahong 20.0 20.0 45.0 45.0

TOTAL 31.0 68.5 68.5 93.5 93.5

Other 

Lithium chloride 15.0 15.0 15.0 15.0 15.0

Lithium fluoride 1.5 1.5 1.5 1.5 1.5

Butyl lithium 0.5 1.0 1.0 1.0 1.0
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Estimated Ganfeng valuation based on F2020 EBITDA: 
 

 
Source: Libull 
 
Based on conservative EBITDA estimates to 2020 of between RMB2.8bn – RMB3.0bn and an exit EV / 
EBITDA multiple of 9.0x – 10x the implied Ganfeng share price is HK$16.58 – HK$19.73. As the company 
is installing a further 25KT p.a. of hydroxide capacity in 2020 and will still be in the early stages of 
ramping by year end, plus Cauchari Olaroz (25KT p.a. carbonate) will likely only come online in 2021, an 
EV / EBITDA multiple of 9.0x – 10.0x appears reasonable.  
 
Risks of investing in Ganfeng: 
 
Liquidity in the 1772 HK share is good with an average daily volume of 1.3 million shares (value US$2m) 
according to Yahoo Finance. Considering there are only 200 million shares listed in Hong Kong that’s a 
decent turnover relative to the amount of outstanding shares. However, Ganfeng’s HK market cap is 
only ~U$325m, the balance of the shares (~1.115bn) trade in Shenzen at a substantial premium to HK 
and a market capitalization of RMB25.24bn or US $3.71bn. The HK listing trades at an implied market 
capitalization of US$2.14bn, a 42,3% discount to Shenzen. Therefore, whilst Ganfeng is a material player 
in the lithium compounds market, foreign traders are realistically limited to the HK listed entity that has 
a limited market capitalization ($US325m) and daily liquidity (US$2m). 
 
Capital controls in China make it difficult at times for local corporates to execute offshore transactions. 
This was the motivating reason for Ganfeng to list in HK, however, with Ganfeng’s low HK valuation the 
company will be reluctant to issue more shares to either raise capital or acquire businesses using script.  
 
Minimum floor pricing in offtake agreements for spodumene concentrate could result in Ganfeng 
making an operating loss in the event that carbonate and hydroxide spot prices collapse in China and the 
ROW.  
 
  

EBITDA 2020 (RMB 'M)

2700 2800 2900 3000 3100 3200

7.5 13.32 13.81 14.31 14.80 15.29 15.79

8.0 14.21 14.73 15.26 15.79 16.31 16.84

8.5 15.10 15.65 16.21 16.77 17.33 17.89

EV / EBITDA 9.0 15.98 16.58 17.17 17.76 18.35 18.94

Multiple 9.5 16.87 17.50 18.12 18.75 19.37 20.00

10.0 17.76 18.42 19.08 19.73 20.39 21.05

10.5 18.65 19.34 20.03 20.72 21.41 22.10

11.0 19.54 20.26 20.98 21.71 22.43 23.15

11.5 20.42 21.18 21.94 22.69 23.45 24.21

12.0 21.31 22.10 22.89 23.68 24.47 25.26

Implied 1772 HK price
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Conclusion: 
 
In summary, whilst Ganfeng cannot currently achieve operating margins equivalent to fully vertically 
integrated producers the company has the lowest capex per ton of installed capacity and other than in 
extreme instances of low chemical prices, will achieve an exceptional return on capital. Given that it also 
has standout chemical processing skills and the likely abundance of spodumene concentrate supply 
readily available in the future, Ganfeng can grow its volumes faster than any of the other major lithium 
players without the need to raise further capital. The low market capitalization of the HK listed share 
(1772 HK) is a detraction for foreign investors, however, as the company continues to perform and the 
HK share price appreciates, Ganfeng will be in a position to issue more equity on advantageous terms 
and increase both its liquidity and market capitalization.  
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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. As of Q1 2018, RK Equity or its principals own securities in Altura 
Mining, Piedmont Lithium, Savannah Ganfeng Lithium, Albermarle, Livent, Neolithium, Galaxy and 
Orocobre and have or have had over the past 36 months fee-paying advisory assignments with Western 
Lithium/Lithium Americas, CleanTeq, Millennial Lithium, Altura Mining, NeoMetals, Kidman Resources, 
Bacanora and Piedmont Lithium. RK Equity is a strategic advisor to Piedmont Lithium from which it 
expects to receive cash compensation in 2019. 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.  
 
 
 
 
 
 
 


