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There is a disparity with how the Chinese market operates and the longer  term nature of contracts for the majority 
of the market outside of China. Just as the longer  term pricing mechanisms built into contracts prev ented prices for 
the rest of the world peaking to Chinese levels in the first q uarter of 2018, so too will they protect them from 
falling to Chinese spot levels in periods of over supply on that market. This feature of the market tends to insulate 
price vo latility in the short  term for those suppliers with long term supply agreements, such as Bacanora Lithium. In 
addition, with an estimated production cost profile of around US$4,000/t , the Sonora Lithium Project sits in the 
lower quartile of lithium product ion costs, giving it added protection when compared to the higher cost producers 
such as the new mines being brought on stream in Australia.  

Further reading and sources:  

https: //www.ft.com/content/75e6760c -7ed1-11e8-8e67-1e1a0846c475 

http://www.benchmarkminerals.com/chinas -lithium -price-decline-is-not-the-full -picture -to-an-industry -surging/  

http://www.chinadaily.com.cn/a/201806/13/WS5b20dcf2a31001b8257216e3.html  

https://roskill.com/news/electric -vehicles-changes-to-nev-subsidies-in-chinas-largest-cities/  

https://www.reuters.com/article/us -lithium -supply/battery -boom-skeptics-seen-driving-short-holdings-in-lithium -
miners-idUSKBN1KO0IX 

http://www.mining.com/lithium -demand-battery -makers-almost-double-2027 

https://uk.reuters.com/article/ lithium -chemicals-prices/graphic -solid-demand-to-underpin-lithium -as-price-slides-
in-2018-idUKL8N1VK5RV 

https://seekingalpha.com/article/4207908 -lithium -miners-news-month-september-2018 
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offset by funds received from exercise of warrants and share options of US$1.6 million,  US$0.4 million foreign 
exchange gain and interest income of US$0.2  million .  

a Financing  

In July 2018, US$150 million senior debt facility was secured with RK Mine Finance and US$65 million and US$25 
million conditional equity commitments obtained from the SGRF, and Bacanora's off-take partner, Hanwa for 
project development.  

i SGRF strategic investment  

SGRF's investment will comprise of a US$65 million equity investment, conditional on the Company securing the full 
funding of US$460 million for the construction of the mine and plant and additional working capital. In addition, 
Bacanora has entered into a Strategic Investment Agreement and Off -take Agreement with SGRF on 16 July 2018. 
The key terms of both agreements include :  

�x An off -take option to purchase up to 10,000 tpa of lithium carbonate produced at Sonora predominantly 
during Stage 2 for a period of 10 years; and   

�x SGRF will have the right to appoint a non -executive Director to the Board .  

SGRF is the sovereign wealth fund of the Sultanate of Oman. It was established in 1980 by Royal Decree 1/80 with 
the objective of achieving long term sust ainable returns on revenues generated from oil and gas that are surplus to 
the Sultanate's budgetary requirements. On behalf of the Sultanate of Oman, SGRF manages the reserves placed in 
its care to achieve the best possible long term returns with acceptab le risks, through investing in a diversified 
portfolio of asset classes in more than 25 countries worldwide.  

ii  US$150 million RK Mine Finance facility  

The debt facility entered into with RK Mine Finance is structured as two separate Eurobonds to be listed in  Jersey:  

�x Main bond: US$150 million nominal amount secured notes issued at a purchase price of US$138 million with 
a 6-year term and bearing an interest rate of three months LIBOR + 8% per annum based on a nominal 
amount of US$150 million but payable only on drawn down principal. Interest will be capitalised every 
three months for the first 24 months and thereafter interest will be paid every three months in cash. The 
main bond is repaid with 12 quarterly payments payable 39 months after the last day of the  month of first 
issuance date (3 July 2018). The quarterly payments comprise 11 payments of 3% of the principal amount 
followed by a last payment for the remaining balance. However, the loan can be voluntarily redeemed at 
any stage; and 

�x Second bond: US$56 million nominal amount zero interest -bearing secured notes issued at a purchase price 
of US$12 million with a 20 -year term. The nominal amount is repayable by reference to monthly production 
of lithium at a rate of US$160 per tonne of lithium produced, wit h any remaining amount repayable at the 
end of the 20 -year term . 

The facility may be drawn in three tranches of US$25 million, US$50 million and US$75 million,  subject to certain 
Conditions Precedents, including , but not limited to : various matters in resp ect of the execution, registration and 
perfection of certain security and the granting of listing consent by The International Stock Exchange;  a minimum 
equity raise of US$200 million, energy and engineering contracts executed. All drawdowns under the RK M ine 
Finance debt facility will be pro -rata across the two Eurobond instruments. In  July 2018, the Company drew down 
the first US$25 million of the RK debt facility .  

Furthermore, the Company granted 6 million warrants exercisable over five years at a 20% pr emium to the 20 -day 
VWAP, subject to normal anti -dilution provisions, cash settlement at the Company's option, and cashless exercise at 
either party's option.  

The debt facility as well as equity commitments from SGRF and Hanwa  provide independent endorseme nts of 
Sonora's strategic importance. To date US$240 million or 52% of the US$460 million funding required for Stage 1 
production of 17,500 tpa of lithium carbonate at Sonora has been conditionally committed to the project 
development in the form of the ab ove debt and equity funding. However, in mid -July the Company elected not to 
proceed with its proposed new equity placing due to current volatility in global commodities markets. The Company 
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continues to work closely with existing shareholders and potentia l new investors to secure the remaining equity 
funds required to construct the Stage 1 operation at Sonora.  

On behalf of the Board of Directors  

 

 

Janet Boyce , CFO 

12 October 2018
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d Remuneration of Non -Executive Directors  

The Non-Executive Directors have each entered into appointment letters as part of the re -domicile process. The 
table below shows key terms:  

Director  Annual Fees Initial Term  Notice  
Jamie Strauss Basic Fee of £35,000, £7,000 as Chair of Remuneration 

Committee, £7,000 as Chair of Corporate Governance 
Committee, £6,000 for Lead Independent Director  

3 Years 1 Month 

Eileen Carr Basic Fee of £33,000, £7,000 as Chair of Audit 
Committee  

3 Years 1 Month 

Andres Antonius Basic Fee of US$50,000 3 Years 1 Month 
Derek Batorowski Basic Fee of US$96,000. Additional day rate 

consultancy fees for accountancy services.  
3 Years 1 Month 

Ray Hodgkinson Basic Fee of £33,000 3 Years 1 Month 
Junichi Tomono Nil Fees 3 Years 1 Month 

 

For details of Non-Executive Directors emoluments, please refer to note 16 for the dollari sed total remuneration for 
the Directors in the financial year 2018 with c omparative figures for 2017. The salaries above represent the 
contractual base salaries.  

Independent Non-Executive Directors also receive an annual option award proposed by the Executive Chairman and 
approved by the Board (excluding the Independent Non-Executive Directors). For 2018, any award of options has 
been suspended in-line with the strategy adopted for the Executive Chairman and CEO, described above.  

The Board and the Committee recognise that the provision of options to Non -Executive Directo rs may affect the 
independence criteria for Non-Executive Directors, the Board believes it important to note that prior to the re -
domicile in March of this year, Bacanora was a Canadian registered company listed on the TSX Exchange under 
whose rules, optio ns granted to Non-Executive Directors are not considered to impinge on their independence.  
Under the QCA Code, Non-Executive Directors should not have a significant interest in a company share option 
scheme as it is considered that this may compromise thei r independence.  The Board is aware that this issue should 
be resolved according to UK best practice.  Consequently, it has been agreed that over the next twelve months the 
Board will work with its advisers to review the remuneration schemes for Non -Executive Directors in order to adopt 
a revised structure which is both fair and equitable for the Non -Executive Directors and which complies with the 
QCA Code. 

 

 

 

 

Jamie Strauss 

Remuneration Committee  Chairman  

12 October 2018  
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Directors Report  

The Directors present their Annual Report and Financial Statements  of the Company and Group for the year ended 
30 June 2018. 

a Results and dividends  

The results for th e year are set out in the Consolidated Financial Statements.  

No ordinary dividends were paid. The Directors do not recommend payment of a dividend.  

b Directors  

The Directors who served during the year were:  

�x Mark Hohnen 
�x Peter Secker (appointed on 20 April 2018)  
�x Jamie Strauss  
�x Derek Batorowski 
�x Ray Hodgkinson 
�x Andres Antonius 
�x Junichi Tomono 
�x Eileen Carr (appointed on 5 February 2018) 
�x Martin Vidal (r esigned on 30 November 2017) 

c Directors' interests  

The Directors' interests in the share ca pital of the Company as at 30 June 2018 are as follows:  

Director  No of Shares % of Issued Share Capital 

Mark Hohnen 2,514,951  1.9% 
Peter Secker - 0.0% 
Jamie Strauss 102,857  0.1% 
Derek Batorowski 573,400 0.4% 
Ray Hodgkinson 766,300 0.6% 
Andres Antonius - 0.0% 
Junichi Tomono - 0.0% 
Eileen Carr - 0.0% 

Total  3,957,508 2.9% 

 

d Substantial shareholdings  

Following the receipt of an external report into the beneficial holders of its Ordinary Shares pursuant to S116 of the 
UK Companies Act 2006, the Directors are aware of the following substantial interests or holdings in 3% or more of 
the Company's ordinary called up share capital as at 11 September 2018. 

Major Shareholder  No of Shares % of Issued Share Capital 

M&G Investments Funds 13,456,784 10.0% 

Blackrock (1) 13,138,292 9.8% 

Hanwa Co Ltd 12,333,261 9.2% 

Cadence Minerals Plc 9,960,000 7.4% 

Igneous Capital Limited  (2) 9,883,774 7.4% 
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lndependent Auditor's Report to the members of Bacanora Lithium plc
Opinion

We have audited the financial statements of Bacanora Lithium Ptc (the 'parent company') and its subsidiaries (the
'group') for the year ended 30 June 2018 which comprise the consolidated statements of financiat position, the
consolidated statement of comprehensive income, the consotidated statement of changes in equity, the
consolidated statement of cash flows, the parent statement of financia[ position, the parent statement of changes
in equity, the parent statement of changes in cash ftows and notes to the financial statements, including a summary
of significant accounting policies.

The financial reporting framework that has been applied in the preparation of the financial statements is appticabte
law and lnternational Financial Reporting Standards (lFRSs) as adopted by the European Union and, as regards the
parent company financial statements, as apptied in accordance with the provisions of the Companies Act 2006.

ln our opinion:

o the financiat statements give a true and fair view of the state of the group and of the parent company's
affairs as at 30 June 2018 and of the group's loss for the year then ended;

o the group financial statements have been property prepared in accordance with IFRSs as adopted by the
European Union ;

r the parent company financial statements have been properly prepared in accordance with IFRSs as adopted
by the European Union and as apptied in accordance with the provisions of the Companies Act 2006; and

o the financiat statements have been prepared in accordance with the requirements of the Companies Act
2006.

Basis for opinion

We conducted our audit in accordance with lnternational Standards on Auditing (UK) (lSAs (UK)) and appticabte taw.
Our responsibitities under those standards are further described in the Auditor's responsibitities for the audit of the
financial statements section of our report. We are independent of the group and the parent company in accordance
with the ethical requirements that are retevant to our audit of the financiat statements in the UK, inctuding the
FRC's Ethical Standard as apptied to listed entities, and we have futfitted our other ethicat responsibilities in
accordance with these requirements. We betieve that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the lSAs (UK) require us to report
to you where:

the directors' use of the going concern basis of accounting in the preparation of the financiat statements is not
appropriate; or

the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the group's or the parent company's abitity to continue to adopt the going concern basis of
accounting for a period of at least twetve months from the date when the financiat statements are authorised for
issue.

Key audlt matters

Key audit matters are those matters that, in our professionat judgment, were of most significance in our audit of
the financial statements of the current period and inc]ude the most significant assessed risk of materiat
misstatement (whether or not due to fraud) we identified, including those which had the greatest effect on: the
overall audit strategy, the allocation of resources in the audit; and directing the efforts of the engagement team.
These matters were addressed in the context of our audit of the financiat statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.
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I As at 30 June 2018 the Group's evatuated mineral property totatted 522.0m and
details of these assets are disctosed in notes 7 and 8. This amount inctudes St0.am
transferred from exploration and evatuation assets fotlowing determination of the
technical feasibitity and commerciaI viabitity of the Sonora tithium project.
Mth the transfer of the mineral property from exploration and evaluation assets to
property, plant and equipment management are required to carry out an impairment
assessment in accordance with the provisions of IAS 36, lmpairment of Assets.
There are a large number of judgements and estimates used by management in
assessing these assets for impairment and the subjectivity of the judgements and
estimates together with the significant carrying vatue of the assets make this a key
area of focus for our audit.

Our audit

We reviewed management's judgements regarding the trigger for transfer to PPE

against the requirements of the accounting standards.

Audit
Response

a

We have assessed management's impairment review and our procedures
inctuded the fotlowing :

o We have reviewed the feasibility study prepared by independent
consultants report for consistency with management's representations and

assessed the competence and independence of the experts used by
management.

o We have reviewed the projected cash ftows prepared by management
which assume a 20 year tife of mine. ln our review of the forecasts we
checked for consistency against the feasibility study report.

o We have assessed the key inputs for reasonabteness, namely tithium prices,

costs and overheads and production output.
We evaluated the adequacy of the disclosures provided within the financial
statements in relation to impairment assessment against the requirements of the
accounting standards.

Our application of materiality

Group materiatity was 5760,000 based on 1.5% of total assets.

We appty the concept of materiatity both in ptanning and performing our audit, and in evaluating the effect of
misstatements. We consider materiatity to be the magnitude by which misstatements, inctuding omissions, coutd

inftuence the economic decisions of reasonabte users that are taken on the basis of the financial statements.
lmportantly, misstatements betow these levets wilt not necessarity be evaluated as immateriat, as we atso take
account of the nature of identified misstatements, and the particutar circumstances of their occurrence, when

evatuating their effect on the financial statements as a whole.

Because the Group is devetoping its main project and has no revenue, we consider assets to be one of the
principat considerations for the users of the financiat statements. Each significant component of the group has

had an individuat component materiatity threshotd set at 80% of group materiality (5610,000). Parent company

materiality was set at 5610,000.

Performance materiatity is the apptication of materiatity at the individual account or batance level set at an

amount to reduce to an appropriatety low [eve[ the probabitity that the aggregate of uncorrected and

undetected misstatements exceeds materiatity for the financial statements as a whote. Performance materiality
was set at 5570,000 at a group levet, and 5460,000 at a component tevet, which represents 75% of the above

materiatity tevet. The [eve[ of performance materiatity was set after considering a number of factors inctuding
iha cvnaaiar{ rrrlrra nf lznnrrrn :nrl lilralrr micct:famente and manaoarnent'S attitUde toWafdS pfOpOSedslr! !^P!s!!v srrv.rrr!.t

adjustments.
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