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Red Herrings, Part 2b – The Big Chill-e 
 

Risk Factors and Governing Corporates @SQM #Tianqi 
 
At my 1990 college graduation from the University of Michigan, our commencement speaker was 
Screenwriter and Director Lawrence Kasdan who was nominated for an Oscar for Best Original 
Screenplay, recounting the re-connection of old Michigan friends now in midlife:  
 

 
 

Opening Sequence – I Heard it Through the Grapevine  
 
Kevin Costner was originally meant to be in the movie – in flashback scenes, as the friend who 
committed suicide – but famously all his scenes were cut.  
 
What follows includes work I wrote but cut from my earlier Red Herrings 2a: Panda Bear Tianqi in order 
to focus that note on the immensely positive attributes of Tianqi’s core business:  Low-cost, self-
sufficient, vertically integrated Clean and Green Spodumene Hard Rock Hydroxide Advantage in Oz, as 
well as carbonate, hydroxide and metal in China.  
 

https://www.youtube.com/watch?v=h0KbKONipqg
http://libull.com/NR-2018-9-21.pdf
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Another movie analogy from that era starring Glenn Close that fits today’s narrative:  
 

Tianqi 
 

 
 

SQM/Ponce/Corfo/FNE/DOJ/SEC/Oscar the Grouch 
FTC/USTR? 

 
 “I’m not going to be ignored!” 

 
--- 

 
By great coincidence for those who recall the short-lived Global Lithium Star Alliance narrative – 
Electric Kool-Aid I admittedly drank for a while -- Lawrence Kasdan also co-wrote: 
 

 
R.I.P. #LithiumSA 

 
 
Persistently blowing from the thin Atacama air - The Big Chill-e – is 2018’s #1, #Lithium story. 
 

Cold War II – subject of an upcoming Lithium-ion Bull - is a close #2. 
 

https://www.youtube.com/watch?v=e3oF8Po4qWc
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The “Risk Factors” about SQM in Tianqi’s red herring prospectus - that Tianqi is unable to properly 
diligence as they can’t get any “sensitive” information from SQM - are highly relevant.   
 

The Eagles’ Don Henley: 
 

Dirty little secrets 
Dirty little lies 

We got our dirty little fingers in everybody's pie 
We love to cut you down to size, we love  

 
Dirty Laundry 

 

 

                     

https://www.youtube.com/watch?v=YHimia_Fxzs
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Lawsuits about water.  

 
Lawsuits from local communities.  

 
DOJ & SEC Lawsuits about disclosure and improper payments (ie, bribes). 

 
Fines, Cease & Desist & Deferred Prosecution Agreements. 

 
Sade’s Smooth Operator Meet Michael Jackson’s Smooth Criminal?! 

 

 
 
 

2030 Atacama Lease Expiration = 12-year Mine Death 
  

https://www.youtube.com/watch?v=h_D3VFfhvs4
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The 2015 class action lawsuits about “materially false and/or misleading” statements including SEC 
filings and press releases for the period covering March 2014 – March 2015 resulted in SQM’s price 
falling from $26 to $18 on heavy volume from February 2015-March 18, 2015. 
 
Wondering - SQM made many statements this year and last which has wiped a lot not just off their own 
and LAC’s market cap, but $10B+ in equity value across aggregate #lithium market. Any concerned 
NYSE LAC shareholders view those statements in hindsight as materially false and/or misleading? 
 

 
 

 
 

#fundingsecured 
$420 

 

https://globenewswire.com/news-release/2015/03/20/717003/10125698/en/Pomerantz-Law-Firm-Announces-the-Filing-of-a-Class-Action-Against-Chemical-Mining-Co-of-Chile-Inc-and-Certain-Officers-SQM.html
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SQM’s 70kt to 120kt to 180kt capacity announcements? 
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SQM assurances that water is a non-issue?  

In Chilean Desert Global Thirst for Lithium is Fueling a Water War… 

Reuters and Voice of America. 

Environmental issues in Chile? 
 
Chilean regulator draws up environmental charges against SQM: reports 
 

California? 
 

Chilean Company Denies It Contaminated City’s Water in Trial. May 11, 2018 

 
LOS ANGELES (CN) – Jurors in a federal courtroom in Los Angeles were given the fundamentals on 
South American mining, citrus orchards in California and water testing Friday in a case involving a 
California city who says their groundwater was contaminated due to “defectively designed 
fertilizer” imported to the United States around 1930. 
 
The city of Pomona, California, about 30 miles east of Los Angeles, said several of its groundwater 
wells are contaminated with perchlorate, which the city says can be traced back to the Atacama 
Desert in northern Chile, more than 5,000 miles south of California. Perchlorate salts are often used 
as propellants for fireworks and as a component of rocket fuel. 
 
The desert is home to one of the largest known deposits of nitrates in the world and was mined in 
the manufacturing of sodium nitrate fertilizer in the 20th century. According to the lawsuit, the city 
said the North American subsidiary of Chilean-based chemical company SQM North America 
imported large quantities of fertilizer to California for citrus orchards in the 1930s. 

 
…From 1930’s California to 2018 Atacama Watergate: SQM Life Imitates Roman Polanski Art 

 
Chinatown 

 

 

https://www.reuters.com/article/us-chile-lithium-water/in-chilean-desert-global-thirst-for-lithium-is-fueling-a-water-war-idUSKCN1LE16T
https://learningenglish.voanews.com/a/demand-for-lithium-creates-water-wars-in-chile/4551221.html
https://www.reuters.com/article/us-sqm-charges-idUSKBN13S0MK
https://www.courthousenews.com/chilean-company-denies-it-contaminated-citys-water-in-trial/
https://www.youtube.com/watch?v=T37QkBc4IGY
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SQM’s 50-Year Birthday & 25 Year Celebration on NYSE! 
 
National Champion and Atacama-lessor SQM and Julio Ponce have outsized profile in Chile business 
and government. Mr. Ponce was the son-in-law of Augusto Pinochet, who appointed Mr. Ponce 
President of the agency overseeing privatization of Chile’s SOEs, including SQM, for which Ponce had a 
keen sense of value from his front row Board Seat. From this perch, Ponce lead the investor group to 
buy his big SQM stake at bargain basement prices according to this Forbes article.  

It was a seminal achievement for CORFO’s Dr. Eduardo Bitran to dislodge Mr. Ponce from board 
influence at SQM. But alas, the wily oligarch seems besting his academic kibbutznik.  

 

IMO, this Mr. Market signal by SQM is no cause for celebration. 

--- 
 
At SQM’s Sept 5 Investor Day in an ornate room at the NYSE I took the microphone during formal Q&A 
to ask CEO Patricio de Solminac three questions: 
 

1. About Tianqi 
2. His unconvincing LAC exit narrative, and  
3. Kidman’s hydroxide JV, which is in direct competition with Tianqi’s aggressive 

Greenbushes/Kwinana expansion. 
 
In words about Tianqi SQM later press released, he replied SQM’s position to FNE was the importance 
that Tianqi not have any access to SQM’s proprietary info. About Cauchari, he suggested it was a “good 
project,” but Argentina’s “different culture, different rules” and “the difficulty to expand beyond 25kt” 
made growing big in Chile and “very welcoming” Australia necessary for SQM focus.  
 
  

https://www.forbes.com/sites/erincarlyle/2013/06/19/meet-chemicals-billionaire-julio-ponce-lerou-former-son-in-law-of-chilean-dictator-augusto-pinochet/#2478a42eacd6
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I didn’t have a chance to ask and no one else sought to inquire to understand Mr. de Solminac’s out-of-
the blue resignation, which seems odd at a time of exciting growth for SQM. 

I hear politics were taking a meaningful toll – not just Tianqi, CORFO, water, but the various 
embarrassing emails from prior political corruptions that are circulating in Chilean press. Wearing a 
velvet glove (or a diamond-studded one from Michael Jackson) atop SQM’s largest shareholder’s iron 
fist, seems to have become a strain. 

SQM backed down on an official Ponce advisory appointment, following significant pushback from 
financial and political markets… 
 

 

But the episode was a “tell” to use a (Liar’s) Poker reference that violates the spirit of the deal they 
signed with CORFO. 

--- 
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Is SQM a China-phobe? 
 
Nutrien Press Release, Sept 14, 2018: 

 
Pursuant to the FNE-Tianqi settlement agreement, Tianqi's rights as a minority 
shareholder are significantly lower than those held by Potash Corporation 
of Saskatchewan. The only difference appears to be the country of origin of the minority 
equity shareholder. Publicly traded companies do not decide who can buy their shares as 
a minority owner. The actions that SQM have taken also brings into question the 
company's openness to foreign investment, a position that can only harm SQM 
shareholder value. 

Given SQM's efforts to interfere with the proposed transaction, Nutrien is evaluating all 
potential responsive actions. Despite the efforts of SQM to distort the rule of law, we 
are confident that the Chilean regulatory and court systems are fair and impartial and 
that SQM will not succeed in its attempt to frustrate this transaction. 

STRONG WORDS.  But also #strongsmellingsmokedfish 
 
Calgary and Saskatoon-domiciled and NYSE-listed $NTR, (once a hot $POT stock before the TSX cannibas 
boom), has only one objective – maximize price for its $SQM stake. Their comparisons of 15 years in the 
Potash market are nice, but, sorry, Critical Mineral Lithium 2018 is more relevant in a China 2025 US & 
Them world. Tianqi’s special relationship with the Chinese State is different than POT/NTR’s relationship 
with the Canadian State for non-critical potash. Apples & Oranges. Chalk & Cheese. 
 
China State-backed Tianqi was the only real bid in the Nutrien “auction” - no Western company board 
could take on the above Risk Factors, in particular a lease stipulating a 12-year Atacama Mine Death. 
And even if there was another bidder at some price, China-State-backed Tianqi would be the highest 
bidder no matter what given a cost of capital mentality defined less by Return on Investment than by 
Security of Supply. One Belt One Road. 
 
I doubt the China State Banks funding Tianqi would do this unless the Chinese government had implicit 
assurances from SQM’s ultimate Masters: The Chile Nuclear Energy Commission (CCHEN) and President 
Pinera, a man China has No Doubt reminded about the importance of their purchases of Chilean copper.  

 

https://www.nutrien.com/investors/news-releases/2018-nutrien-responds-statement-sqm-agreement-between-tianqi-and-fne-chile
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Red Metal Trumps White Petroleum for Pinera’s Bread. 
 
I know little about the lithium market analytical or anti-trust credibility of Chile’s chief anti-trust 
regulator, FNE, which within five short days unanimously rejected SQM’s protestation of its yellow-
lighting the Tianqi deal. But I do know that Chile cares a lot about the copper and other non-lithium 
export revenue from its biggest export partner.  
 
High-end Geopolitics is at play between China-State-Financed Tianqi and The Heavy Hand of the Chilean 
State when it comes to the People’s Republic of Lithium.  
 

 
 
 

The word lithium does not appear in the above Chile export snapshot. 
 

Chile exports ~2x ($17B) more to China than to the USA ($9B). 
 

$25B – a full 20% of exports are from the fresh-and-desalinated-water-consuming Copper. 
 

Rio/BHP/Codelco/Antofagasta. 
 

Which, as it happens, causes some headaches of its own in Left-leaning Chile… 
 

 
 

$25B is some 8x the size of the current lithium industry’s sales. 
 

A Lithium Bull thesis for 1Mt LCE market by 2025/27 at $15K LCE = just $15B total lithium market. 
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All in the Family 
 

SQM and Julio Ponce are fighting Tianqi on Competition grounds, but, really, Nutrien’s right, IMO. I don’t 
believe SQM’s senior management and Julio Ponce want to interact at board or operational level with 
The Chinese State and Tianqi, however pleasant Tianqi President, 44-year-old Vivian Wu, may be: 
 

 
 

Tianqi red herring describes Ms. Wu as primarily responsible for overall and daily management of the 
Company.  She is often Tianqi’s public face, but is a relatively small shareholder, with 1.4m shares 
(0.13%, value ~USD7M).  
 
Tianqi is more a State/Family enterprise. Chairman Jiang Weiping’s daughter Jiang Anqi, 31 years old, 3 
years lithium experience is primarily responsible for assisting the Company in formulating the strategic 
and investment plans and assisting the Chairman (her Dad) in making major strategy decisions.  
 
Father and daughter – together with each of their spouses -- control 41% of Tianqi stock, worth $2.5B+ 
 

The Donald and Ivanka, with Chinese Characteristics? 
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Why would “pure-play lithium” Australia-to-China Tianqi want to muddy its valuation with 
exposure to iodine, specialty plant nutrition and potash markets a world away in South 
America?  

 
Nutrien Press Release: May 17 Announcing Agreement by Tianqi to Buy SQM Stake for $4.1B 

 
Vivian Wu, President of Tianqi Lithium, commented, "This is an attractive investment 
for Tianqi Lithium which fits well within our existing business strategy. Tianqi Lithium's 
shareholders will greatly benefit from this transaction given SQM's long-term stable 
financial returns and steady dividends". 

 
#strongsmellingsmokedfish 

 
Meathead Dividend Math:  SQM may earn $800M in profits and pay out half or $400M 
in dividends. Tianqi’s 25% would equate to $100M in annual dividends. For $4.1B 
investment = 2.4% return. It will pay more than that in interest to its Government-
subsidized loan. 
 

 
The Forgotten Man Archie Bunker from Queens, NY  

All in the Family – 2.5 minutes discussing “Sacrifices” in Jimmy Carter’s Energy Conservation 
 

 
 
  

https://www.youtube.com/watch?v=3U_QhauNzFg
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My worry about “former” Chinese SOE seeking control of Nuclear Commission-controlled SQM…  
 

Bloomberg: China's Companies on Notice: State Preparing to Take Stakes 

Xi has called state enterprises the "backbone" of China’s socialist economy. But most of the giants 
were founded before the boom in technology-driven industries over the past two decades. That’s 
created a large swathe of the economy that’s largely private -- think tech and consumer champions 
like Alibaba, Tencent and Baidu, along with innovators in sectors from finance to automation. Now, 
SOEs are on track to take stakes in private companies. 
 
“China wants to maintain state control over every aspect of the national economy, and it needs to 
keep up with the changes in the economic structure," said Chen Li, a Hong Kong-based equity 
strategist at Credit Suisse Group AG. “How can it overlook the most important industries to the 
future economy?" 
 
Much of the overhaul of state-owned enterprises under Xi has focused on a consolidation in the 
hundreds of sprawling units across the country, such as those that have reshaped the shipping and 
train-making industries. But a lesser-noticed part of the broad "mixed ownership" initiative 
features SOEs being encouraged to take stakes in private companies.  
 

-- 
  

https://www.bloomberg.com/news/articles/2018-01-17/china-s-communists-will-take-more-stakes-in-private-companies
https://www.bloomberg.com/news/articles/2018-01-07/chinese-insurer-up-101-billion-trades-like-a-technology-stock
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Let’s Dance - the Hokey-Pokey? 
 

What bargain-basement Ganfeng means for Tianqi… 
 

The Lithium-ion Bull’s diverse global readership includes the largest institutional investors at long-only 
Fidelity, Wellington, Capital, Blackrock etc. in London, New York, Boston, California, Hong Kong who all 
think daily about Environmental Social & Governance (ESG) considerations. And also includes most sell-
side analysts at bulge, middle-market and boutique investment banks who write about lithium, some 
more articulately than others. Short-selling hedge funds too, which hit Morgan Stanley’s equity traders’ 
Sweet Spot this year. And reporters and editors writing regularly about lithium-fueled Future Mobility 
and Energy Storage at the most prestigious financial, political and industry publications. 
 
Goldman Sachs – the Blue-est Chip name in American High Finance, has steered clear of covering SQM. I 
suspect ESG factors could be part of the reason.  

 
Together with Bank of America and its Thundering Herd Merrill Lynch, Goldman co-led the Livent IPO.  
 

 
 

Goldman has given Albemarle the elevated stature of a GS Sustain 50 Investment Recommendation.   
 

 
 
This means something good for ALB and LTHM – a premium valuation to SQM and 1772.HK and other 
Lithium players with Emerging Market State/Corporate Governance structures, IMO. 
 
Meanwhile, it’s fun to watch the Great Chinese Wall of Morgan Stanley promote #Tianqi while singing 
Air Supply @SQM all year ☺ 
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David Bowie lyrics have proved on point. Let’s Dance said nothing about Green Shoes, but rather… 
 

Put on your Red Shoes and Dance the Blues… 
 

Ganfeng, HKSE Stock Code: 1772 
October 11, 2018, First Day Trade on Hong Kong Stock Exchange 

 

 
 
Ganfeng’s $5B+ Shenzen-listed market valuation pre-HKSE-IPO proved fictitious as it raised capital at 
more than half that valuation ~$2.5B and fell to $1.7B on its first day of trading.  Lackluster support from 
global institutions and the Hong Kong retail allocation was undersubscribed by more than 40%…  
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David Fickling at Bloomberg Opinion – a man with a knack for the inflammatory headline -- wrote a 
good article this week dissecting the poor institutional investor order book: The Lithium Cartel Is Self-
Destructing. Which also alerted me to something I had overlooked in the Ganfeng Red Herring: 
Chairman Li Liangbin’s 21% ownership and deep connections to the Chinese State. He’s also won a LOT 
of Chinese Academic accreditations and awards for innovation and technological excellence. Pretty 
impressive, actually. 

 

Recall Mr Fickling’s May article:  The Lithium Cartel Should be Stopped 
 
The Ganfeng IPO is a poor omen for Tianqi attracting much global institutional capital to help them 
overpay for SQM stock they can buy themselves on the NYSE.  Which means Tianqi will likely only get 
equity support for this $4.1B purchase from Chinese State Entities, IMO.  
 
Which probably suits the Tianqi cronies just fine – in this China Dream success story, Tianqi Chairman 
and Billionaire Jiang Weiping, a representative of the 13 People’s Congress, is also one of THEM. 
 
 
  

https://www.bloomberg.com/view/articles/2018-10-10/falling-lithium-prices-doom-ganfeng-lithium-s-hong-kong-ipo
https://www.bloomberg.com/view/articles/2018-10-10/falling-lithium-prices-doom-ganfeng-lithium-s-hong-kong-ipo
https://www.bloomberg.com/view/articles/2018-05-18/time-to-block-the-lithium-cartel
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It looks to me as if Tianqi carefully agreed with FNE to significant restrictions but focused on limiting the 
time frame to only six years.  Security of Supply is a 50+ year consideration. 
 
Six years is halfway toward SQM’s 2030 Mine Death, which SOE Tianqi likely calculates they’ll 
renegotiate. Politicians, regulators, SQM management change over time. A 24% stake - on top of 2% 
previously bought at a premium from hedge fund Sailing Stone – is merely Step Two for Panda Bear 
China playing this long game of Chile brotherhood and Atacama lithium control, IMO. 
 

What we are witnessing is an obvious manifestation of China’s increased sophistication in the 
implementation of spreading its global influence, especially in countries who may have doubts 
about their relationship and balance of power with Trump’s USA.  

 
Sidebar 1: Trump’s China policy has depressed Hong Kong valuations, impacting Ganfeng 
valuation; like SQM’s Oligopolistic capacity pronouncements depressed Emerging Producer 
valuations impacting Nemaska valuation earlier this year. 

 
Sidebar 2: Chile has admirers of Bolivia’s Evo Morales at home, it would appear: 
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Cuddly Panda Bear 
 
Billionaire Mr. Jiang, 63 years old, seems a WHO’s WHO from not My, but Mao Generation. His 
biography in the red herring shows he is a high-level government operator in many Chinese 
jurisdictions. 
 

He has been an economic development consultant of Suining Municipal People’s Government 
since March 2017. Mr. Jiang is also a representative at the 13th National People’s Congress, the 
country’s principal legislative body currently implementing One Belt One Road China 2025 
EV/Battery Dominance.  
 
Mr. Jiang received a bachelor’s degree in engineering from Chengdu College of Agricultural 
Machinery, China, in June 1982. Mr. Jiang was also accredited as an engineer by the Ministry of 
Machinery and Electronics Industry of the PRC. 

 
Mao and Julio Down by the Constitutional Court Yard, notwithstanding, I fear a future Charm Offensive 
between the two and Ms. Wu in which the Chilean may be asked to succumb to the benefits of hugging 
the Panda and controlling global lithium markets. He has some things in common with Mr. Jiang – 
billionaire wealth as connected beneficiaries of the semi-privatization of state assets at opportune 
times. 

 
Recall Mr. Jiang’s original sweetheart ~$2M purchase of lithium chemical business out of a prior State-
Owned-Enterprise. And government finance for Greenbushes in 2014. SQM is payback in the interest of 
Greater China. 
 
Tianqi borrowing $3.5B in debt against $600M 2017 EBITDA is very high leverage.  Prospectively lent 
from a $1B SQM Offshore Financing and $2.5B Syndicated Financing, for which the red herring provides 
little detail, but is coordinated by state-owned CITIC Bank.   
 
To the right of Morgan Stanley on the $1B red herring is CLSA, now a subsidiary of CITIC Securities, an 
affiliate of State-Own CITIC bank which is coordinating the $3.5B debt.  
 
 

 
 
 

 

https://www.youtube.com/watch?v=qjN5uHRIcjM
https://fas.org/nuke/guide/china/agency/mei.htm
https://fas.org/nuke/guide/china/agency/mei.htm
https://www.youtube.com/watch?v=Q_RKCP9XvzQ
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I retain my concern over China/Chile Lithium market concentration despite the restrictions FNE imposed 
on Tianqi’s investment.  

• “The acquisition of shares in SQM by Tianqi could generate anti-competition effects,”  

• “Tianqi cannot appoint executives or employees to SQM’s board” 

• “Notification required if future lithium-related deal struck with either SQM or ALB” 

• “Tianqi’s access limited to commercially sensitive information held by SQM.” 

Tianqi: “although these conditions go beyond what Chilean law requires, it has agreed to them as a clear 
signal of its respect for Chilean institutions, and its commitment to ensuring that the highest level of 
corporate governance practices are put in place at SQM.”   

#strongsmellingsmokedfish 

Tianqi still can appoint three SQM board members. If not “executives or employees,” then who?  
Western-style independent directors, one of which must be female? Successful entrepreneurs like 
Alibaba’s Jack Ma?  Supportive State-owned Enterprises with close ties to CITIC?  
 

What does China value more? 

 NYSE-listed Corporate Governance  

or  

State-to-State Governing Corporates? 

Again, 6 years is a very short time frame. 
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A Better Tianqi Strategy 
 
I would greatly applaud Tianqi raising $1B from global institutional investors if they, like Ganfeng, were 
using the proceeds to invest in new lithium production or true M&A.   
 
But any close Lithium market watcher must question the one sentence description given in a 600+ page 
red herring that justifies their $4.1B Use of Proceeds/Strategic Rationale. 
 

 

#strongsmellingsmokedfish 

Tianqi putting $4B+ into Nutrien coffers – ~50% premium to current prices – will do nothing to increase 
global industry lithium volumes, but it will significantly constrain Tianqi financial flexibility to make 
investment elsewhere outside expansions underway at Greenbushes and Kwinana. 

Dr. Bitran, Julio Ponce and I agree on one thing – SQM dividends would be better in the pockets of 
Chilean pensioners than those of Chinese Government Tianqi shareholders. 

A syndicated placement similar to the $1B worth of Nutrien A-shares which were snapped up quickly 
earlier this year is the best solution.  

Who, other than Nutrien, cares if they get $1B less for the stake?  
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Just Say No Belt, No Road 
 
Digesting the Tianqi/SQM HKSE IPO red herring and geopolitical tea leaves has left me feeling unwell… 

 

 
 

--- 
 
 

A Thundering Turd  
 

 
 
 

@MorganStanley 
 
  



 

NOT INVESTMENT ADVICE. INFOTAINMENT. DO YOUR OWN RESEARCH 

 
23 

The Big Chill-e and Cold War II 
 

   

  Lithium-ion Bull David                    China 2025 Goliath 
 
 

To be Continued… 
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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 the date of this publication RK Equity or its principals own 
securities mentioned in this issue – Albemarle, Livent, FMC, Kidman Resources, Lithium Americas. 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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