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1 Executive Summary 
1.1 Overview 

Kalium Lakes Limited (“Kalium Lakes” or “the Company”) is developing its Beyondie Sulphate of Potash Project 
(“Beyondie Project” or “the Project”), located in Western Australia, 160km south east of Newman. 
 
The Company will have debt dominated in: 

• USD, AUD and EUR during Construction; and 
• USD and AUD during Operations. 

 
The construction cost for the Beyondie Project (“Capex”) will be dominated in US dollars (“USD”), Australian dollars 
(“AUD”) and Euro (“EUR”).  
 
All of Kalium Lakes’ revenues will be denominated in USD while the majority of Kalium Lakes’ operating costs are 
denominated in AUD.   
 
Kalium Lakes’ functional and reporting currency is AUD. Hence, the major value drivers of Kalium Lakes that can 
impact foreign denominated cash flow include: 

• USD denominated Sulphate of Potash (“SOP”) price (“Commodity Price”); 
• Servicing AUD denominated debt and operation costs using USD receipts; and 
• Foreign denominated Capex. 

 
Kalium Lakes has no control over the Commodity Price, or the various foreign currency exchange (“FX”) rates as 
mentioned above.   
 
In addition, Kalium Lakes will have debt with cost of financing based on fixed interest rates and floating interest rates 
(i.e., US LIBOR). Kalium Lakes’ core business activity concerns the production and export of SOP and does not seek to 
profit from interest rate volatility. 
 
The KfW and Euler Hemes debt financing imposes the following hedging requirements: 

• FX: at least 90% of net open FX position; 
• Interest rate: at least 50% of the outstanding debt; and 
• Maximum interest rate hedging: of 105% of net outstanding debt. 

 

2 Policy Statement 
Recognising its exposure to the above FX rates, Kalium Lakes’ policy is to make use of derivative financial instruments 
to hedge a portion of its construction costs, debt and future revenue, aiming to minimise downward price movements 
in order to protect first its survival; and second its profitability, while retaining as much exposure to the FX rates as is 
compatible with the protection required. 
 
Similarly, derivative financial instruments will also be used to hedge a portion of interest rate exposure with respect 
to its outstanding debt position. 
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This Policy recognises the requirements of AASB 9 “Financial Instruments” (“AASB 9“) when establishing appropriate 
hedging strategies to manage risk.  AASB 9 establishes accounting and reporting standards for derivative financial 
instruments and for hedging activities.   
 

3 Introduction 
The Risk Management and Hedging Policy (the “Hedging Policy”) is aimed at ensuring best practice financial risk 
management and accountability frameworks are applied to the treasury operations of the business. 
 
The purpose of the Hedging Policy is to strengthen the existing framework for managing risks associated with Kalium 
Lakes’ treasury activities. These activities include borrowings, cash management and investments and FX exposures.  
With operating costs, borrowings, Capex, and sales receipts denominated in various FX rates, as well as a portion of 
debt based on floating interest rates, Kalium Lakes’ cash flows and profitability are potentially directly impacted by 
fluctuations in Commodity Prices, FX rates and US LIBOR. 
 
The fundamental objective of financial risk management is to control exposures consistent with the Company’s risk 
tolerances while enabling the Company to maximise returns from the Company’s core operations. The focus of this 
Hedging Policy centres around foreign exchange risk and interest rate risk management, related to the potential gain 
or loss arising from a change in the exchange rates and interest rates to which the business is exposed.    
 
Whilst exposure to adverse movements in FX rates (“FX Risk”) and interest rates (“Interest Rate Risk”) is the primary 
risk element of this Policy, other risks which need to be considered to properly manage Kalium Lakes’ financial risks on 
an aggregate net exposure basis are: 

• Credit Risk: the potential for gain or loss arising from the failure of a counterparty to meet its contractual 
obligations;  

• Liquidity Risk: the potential that an organisation is unable to fund its operations or convert sufficient assets 
into cash to meet its contractual obligations; and 

• Other Market Risks: the potential for gains or losses to arise from fluctuations in financial and physical 
markets prices such as the underlying Commodity Prices. 

 
In summary, the Hedging Policy: 

• is set within a conservative framework; and  
• offers some flexibility in judgement to optimise cost effectiveness in both a rising and falling FX rates and 

interest rate environment. 
 

4 Objectives 
In formulating this Hedging Policy, the following key objectives were considered: 
 

4.1 Maximise Shareholder Value 
The major objective of Kalium Lakes is to maximise shareholder value. This requires strong performance from both 
an operational and financial perspective. By adopting an effective Hedging Policy, Kalium Lakes can expect to 
maintain greater consistency and reduce the impact of unfavourable foreign exchange and interest rate movements.  
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4.2 Maximise Operating Margins 
The impact of movements in the FX rates and interest rates is discussed further in this Hedging Policy. It is the 
objective of this Hedging Policy to minimise the negative impact of movements in the FX rates and interest rate, 
subject to acceptable market risk and business parameters. Any hedging strategy should be cognisant of the 
Company’s USD, AUD, and EUR (during Construction period only) denominated debt whilst it remains outstanding, 
particularly as it may provide a “natural hedge”. 
 

4.3 Identification and Effective Management of Financial Risks 
Financial risks include FX Risk, commodity price risk, Interest Rate Risk, credit risk, liquidity risk, and market risk. 
Exposures to financial risk arising outside of Kalium Lakes’ core operations are considered speculative. Speculative 
and arbitrage strategies are not endorsed by this Hedging Policy and prohibited under Kalium Lakes’ project facility 
agreements. 
 
Effective risk management within this Hedging Policy requires all risks to be identified, quantified, assessed and 
actively managed in accordance with prudent risk management policies and limits. 
 
The Company will be responsible for developing a strategy and implementing an approach to ensure that FX Risk and 
Interest Rate risk exposures do not result in unaffordable losses.  
 

4.4 Maintain Professional Interaction with Financial Markets 
The primary objectives and purposes of the interaction with financial markets participants is to encourage the 
development of strategies, keep abreast with the development of new methods and products and to ensure Kalium 
Lakes’ approach is in line with competitive and acceptable market practice. 
 

4.5 Accountability 
The Board and management of Kalium Lakes will be responsible for ensuring that clear objective measures of 
performance leverage off this Hedging Policy, and that appropriate hedging strategies and transparent mechanisms 
for accountability and reporting are adopted. 
 
 

5 Hedging Operations 
5.1 Hedging Strategy  

This Hedging Policy provides the overarching framework for managing FX Risk and Interest Rate Risk. Ahead of any 
hedge contracts being entered into, an Advisory Team consisting of key management personnel will develop a 
separate Hedging Strategy for approval by the Board which will outline how hedging will be implemented by the 
Company, the volumes of the hedging to be entered into and the derivative instruments that will be used.   
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Hedging Policy Limits • The Borrower shall maintain FX protection for at least 90% of the net 
open FX position (i.e. the amount of expected mismatch in currency, 
between operating costs, borrowings, Capex, and sales receipts). 

• The Borrower shall maintain interest rate protection for at least 50% of 
outstanding debt. 

• Over-hedging of interest rate risk shall be limited to 105% of outstanding 
debt. 

 
During the period up to Practical Completion (as defined in the project loan documentation), Kalium shall establish 
and maintain FX protection for currency mismatch between Capex and borrowings.  
 
From the completion of construction, Kalium shall establish and maintain:  
• FX protection for currency mismatch between operating costs, debt services and sales receipts; and 
• interest rate protection.  
 
The Hedging Strategy must comply with this Hedging Policy. 
 
The Hedging Strategy will be updated on a regular basis and at least annually for re-approval by the Board. 
 

5.2 Hedging Contractual Structure 
Kalium Lakes will appoint at least one hedging bank / hedging counterparty (“Hedge Bank(s)”). The Hedge Bank(s) 
must: 

• have a strong investment grade credit rating from a recognised credit ratings agency (S&P or Moody’s – refer 
below); and 

• strong execution capacity. 
 
Kalium Lakes may appoint one or more additional or replacement Hedge Bank(s) at any time by notice in writing to 
the existing Hedge Bank(s), subject to board approval having been obtained prior to any bank’s appointment. 
 
All new hedges will be transacted under an ISDA agreement (or any form contracts, agreement, or terms with the 
Hedge Banks for which the Board has reviewed and approved) executed between the Hedge Bank and Kalium Lakes. 
The Hedge Bank must be authorised and confirm approval for the applicable risk management hedging lines to 
facilitate the execution of Kalium Lakes’ hedging requirements. 
 
The Hedge Bank’s counterparty for all hedge transactions will be Kalium Lakes Potash Pty Limited (“KLP”). 
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Figure 5.1 Hedging Contractual Structure 

 

 

 

5.3 Risk Management Policy 
The purpose of any hedging that Kalium Lakes undertakes is to protect and strengthen its operations through 
managing future price and cost risks.  Hedging will not be carried out for any other purpose (such as financial 
speculation). 

• Kalium Lakes’ Hedging Policy will be derived from an understanding of its future sales, production and cost profile. 

• Hedging will be tied into delivery and payment schedules under the offtake agreement through which Kalium 
Lakes markets its production. 

• Under no circumstances will Kalium Lakes accept hedging arrangements that allow for margin calls to be made 
against the Company. 

• Generally, Kalium Lakes will deliver into its hedges and will not roll out-of-the-money positions except under 
exceptional circumstances, and with specific board approval. 

• Early close-out of in-the-money hedges will be considered on a case-by-case basis, and may only be undertaken 
with specific Board approval. 

• Kalium Lakes will act in compliance with the terms of any financing or hedging arrangements it may put in place 
with financiers, and such terms will take precedence over these policies where they conflict. 
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5.4 Considerations in Developing this Hedging Policy 
Each of the following factors gives rise to constraints, which need to be managed both jointly and individually. This 
Hedging Policy addresses each of these factors: 

Factor Comment 

Accounting Implications • Kalium Lakes will account for all its hedging contracts in accordance 
with the accounting provisions of Australian Accounting Standard 
AASB 9: “Financial Instruments” (“AASB 9”). 

Counterparty Credit Risk Credit Risk will be managed by adhering to the following credit limits: 

• A minimum rating level needs to be established for counterparties 
the business is able to deal with. For longer term hedge exposures, 
this dealing is to be restricted to counterparties with a long term 
credit rating of A or above (Standards & Poors or equivalent 
Moody’s rating). 

• For short term (less than one year) hedge exposures, these dealings 
are to be restricted to counterparties with a short term credit rating 
of A1 or above (Standards & Poors or equivalent Moody’s rating). 

Nature of Approach to 
Hedging 

• A conservative approach to hedging requires a policy that includes 
permitted instruments, specific authorisation of staff to enter into 
contracts, effective internal controls, regular portfolio valuation and 
frequent reporting. 

5.5 Hedging Decision Process 
The following process will be undertaken by Kalium Lakes in respect of the design of hedging strategies and the 
implementation of these strategies: 

 

Entity Comment 

The Board of Directors • The Board will establish and implement a Risk Management and 
Hedging Policy (this document). 

• The Board will provide guidelines for the development by 
management of a hedging strategy applicable to circumstances 
current at any particular time. 

• The Board will approve such a strategy once devised and 
authorise its implementation within the controls, authorisation 
and reporting structures laid down in this policy. 

The Managing Director • The Managing Director will propose risk management strategies 
within the guidelines laid down by the Board and in consultation 
with the Advisory Team. 

• The Managing Director will implement the strategy within the 
policy guidelines, ensuring that proper controls, authorizations 
and reporting structures are in place. 
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Entity Comment 

The Advisory Team • The Advisory Team will comprise the Managing Director, the 
Chief Financial Officer and the Chief Development Officer, as well 
as other internal and external expertise as may be appropriate 
from time to time. 

• The Advisory Team will consult on hedging strategies and on 
operational matters as they relate to hedging strategies.  Its 
purpose is to provide a range of expertise and background 
knowledge to the development of the hedging strategy. 

• The Advisory Team will be responsible for designing hedging 
strategies and seeking Board approval for the implementation of 
these strategies. 

• The Chief Financial Officer will ensure that the Advisory Team 
has access to outside consultancy advice at all times, if required. 

The Implementation Team • The Implementation Team will comprise the Managing Director 
and the Chief Financial Officer. 

• The Implementation Team will be charged with the daily and 
weekly decisions required to complement the hedging strategy 
approved by the Board and will be authorised to place actual 
orders to implement the strategy. 

• The Implementation Team will consult formally and informally 
with the Advisory Team and the Board whenever required. 

Authorisations and Limits • The Implementation Team will be authorised to implement 
hedging within the limits of the approved strategy. 

• Hedging outside the requirements and/or limits of the approved 
strategy is not authorised without board approval. 

• The members of the Implementation Team will act in close 
consultation with each other.  Generally, no orders are to be 
placed without mutual consultation. 

• The Chief Financial Officer will ensure that monthly hedging 
reports are distributed to the Board and the other members of 
the Advisory Team. Such reports shall summarise the total 
hedging in place by counterparty (including the expiry date 
profile of the hedge book), the mark to market position of that 
hedging, any new hedging undertaken since the last report, and 
whether specific debt covenants relating to hedging are in 
compliance. 
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5.6 Hedging Implementation Principles 
The following principles will be applied by Kalium Lakes in respect of the implementation of Board-approved hedging 
strategies: 

 

Principles Comment 

No Speculative Trading Kalium Lakes does not undertake speculative positions on movements in 
foreign currency exchange rates. Hedging contracts must only be 
executed in order to hedge the foreign exchange risk of an underlying 
foreign currency transaction, or the interest rate risk. 

Permitted Instruments 
Only 

Generally, Kalium Lakes will consider using the full range of hedging 
instruments that may be available.  However, Kalium Lakes will not use 
complex instruments that have undefined or unlimited downside.  
Permitted instruments will include spot trades, forward rate contracts, 
foreign currency and commodity price option contracts and interest rates 
swaps. Borrowing in or holding foreign currency is also permitted. Other 
instruments may be approved by the Board of Directors. 

Kalium Lakes shall keep the Hedge Banks informed as to any constraints 
placed by the Board of Directors on authorised hedge instruments. 

Maintain Flexibility All hedging by Kalium Lakes will be at its absolute discretion, provided it 
does not exceed the Hedging Policy Limits and will be considered on a 
case by case basis by the Hedge Banks, provided there is limit available 
on the credit approved lines. 

Procure Competitive 
Pricing 

Each Hedge Bank will bid for hedging on a competitive basis with Kalium 
Lakes retaining discretion over which Hedge Bank it ultimately transacts 
with (subject to available limits). 

Separation of Functions Kalium Lakes will maintain a separation of functions and responsibilities 
across staff in respect of execution, authorisation and reporting of hedge 
transactions. 

No Exposure to Margin 
Call 

Under no circumstances will Kalium Lakes accept hedging arrangements 
that allow for margin calls to be made against the Company. 
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5.7 Hedging Procedures  
Dealing authorities are to be approved by the Board of Directors in conjunction with the Advisory Team and are to set 
out authorised personnel to execute hedges on behalf of Kalium Lakes. 
 
Procedures are to be established that will provide for confirmation of hedges: 

• Verbally – immediately upon execution; with 

• A trade re-cap email – to be issued by the Hedge Bank within a period of not more than 2 hours of the trade being 
cleared;  

• Formal confirmations – to be issued by the back office of the Hedge Bank within 1 full business day of trade 
execution; 

• Confirmations of the trade are to be checked, signed and returned by authorised signatories of Kalium Lakes within 
48 hours of receiving the Hedge Banks’ confirmation; and 

• The Managing Director and Chief Financial Officer will be notified via email. 

 
Each trade will be recorded into an appropriate Treasury Management system or hedge portfolio spreadsheet within 
24 hours of trade execution. 
 
Each hedge Bank will execute their own hedges independently and negotiate directly with an authorised officer of 
Kalium Lakes. 
 

5.8 Hedging Reporting 
 

Principles Comment 

Confirmation of Trades • The Managing Director and Chief Financial Officer are to be 
notified of each trade via email. 

• Each trade is to be recorded into an appropriate Treasury 
Management system or hedge portfolio spreadsheet within 24 
hours of trade execution. 

Monthly Report • Kalium Lakes will prepare a monthly Hedge Report for the Board 
and the Hedge Banks. 

• The Hedge Report will include information of each hedging 
transaction entered into by Kalium Lakes and which remains 
outstanding. Such report shall include the Hedging Exposure of all 
Hedge Counterparties. 
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6 Hedging – Summary of Policy Guidelines 
Taking the various factors and constraints into account, the following Policy Guidelines will apply: 

• No speculative trading: Kalium Lakes does not undertake speculative positions on movements in foreign currency 
exchange rates. A hedging contract must only be executed to hedge a foreign exchange risk or interest rate risk. 

• The counterparty for all hedge transactions will be Kalium Lakes Potash Pty Limited. 

• Delegation of Authority - Managing Director and Chief Financial Officer will have the authority to execute and 
approve foreign exchange hedging within the constraints of a Board approved hedging strategy. 

• The hedging strategy may only be varied by Board approval. 

• Counterparty risk shall be managed by restricting trading activities to counterparties with credit ratings that are 
A/A1 and above. 

• Hedging instruments are to be marked-to-market and monitored on a regular basis, and at least once a month. 

• The Board will receive a monthly Hedge Report. 

 

Guidelines Comment 

Hedging Policy Limits • The Borrower shall maintain FX protection for at least 90% of the 
net open FX position. 

• The Borrower shall maintain interest rate protection for at least 
50% of outstanding debt. 

• Over-hedging of interest rate risk shall be limited to 105% of 
outstanding debt. 

Day to Day Transactions • Responsibility of the day to day management of hedging position 
resides with the Implementation Team; and 

• No approvals are required for day to day transactions. 

Reporting Process for 
Strategic Hedging 

• Strategic hedging needs to comply with the reporting procedures 
outlined in section 4.8 of this paper;  

• Trade confirmations will be distributed to the relevant personnel 
and recorded in the system within 1 business day; and 

• Monthly reports will be produced for the Board and Hedge Bank. 
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