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This Management Discussion and Analysis (“MD&A”) of Lithium South Development
Corporation (“LIS” or the “Company”) provides analysis of the Company’s financial results for
the year ended December 31, 2022 should be read in conjunction with the audited consolidated
financial statements for the year ended December 31, 2022 and the related notes thereto,
prepared in accordance with International Financial Reporting Standards (“IFRS’). All amounts
are expressed in Canadian dollars, unless otherwise stated. All documents previously mentioned
are available on SEDAR at www.sedar.com. This discussion is based on information available
as at May 1, 2022.

Management is responsible for the preparation and integrity of the financial statements,
including the maintenance of appropriate information systems, procedures and internal controls.
Management is also responsible for ensuring that information disclosed externally, including the
financial statements and MD&A, is complete and reliable.

Certain statements made may constitute forward-looking statements. Such statements involve a
number of known and unknown risks, uncertainties and other factors. Actual results,
performance and achievements may be materially different from those expressed or implied by
these forward-looking statements. Additional information about the Company is available at
www.sedar.com.

Description of Business

The Company was incorporated in the Province of Ontario on June 20, 1995. Effective January
15, 2007, the Company was granted a Certificate of Continuation under the Business
Corporation Act from the jurisdiction of Ontario into British Columbia. The Company is an
exploration stage junior mining company engaged in the identification, acquisition and
exploration of mineral properties. The common shares of the Company are listed on the TSX
Venture Exchange (“TSX-V”) and trade under the symbol NGZ and during year ended
December 31, 2020, the Company changed its name from NRG Metals Inc. to Lithium South
Development Corporation and trade under the symbol LIS. To date, the Company has not
generated significant revenues from its operations which are considered to be in the exploration
stage.

During March 2020, the World Health Organization declared COVID-19 a global pandemic. The
contagious disease outbreak and any related adverse public health developments, has adversely
affected workforces, economies, and financial markets globally, leading to an economic
downturn. The impact on the Company is not currently determinable, but management continues
to monitor the situation.
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Hombre Muerto North Lithium Project (“HMN Project’)

The Company owns the project which was acquired through a purchase option agreement from a
private borate producer from Salta, Argentina. At June 30, 2022, the Company had capitalized a
total of $12,085,974 (December 31, 2021 - $8,194,374) related to the HMN acquisition. Terms
of the acquisition are as follows:

1. US $50,000 (paid) on signing for a 90-day due diligence period and for the completion of a NI
43-101 Technical Report on the project.

2. Upon acceptance of the NI 43-101 report by the TSX, the Company will pay US $100,000 and
issue 1,000,000 common shares of the Company common stock (issued at a fair value of
$350,000 in fiscal 2017).

3. At March 17, 2018, US $250,000 (paid) and 41,667 common shares of the Company (issued at
a fair value of $250,000).

4. At September 17, 2018, US $250,000 (paid) and 41,667 common shares of the Company
(issued at a fair value of $200,000).

5. At March 17, 2019, US $1,000,000 subsequently amended to be US$500,000 (paid) due in
March 2019 and US$500,000 due June 24, 2019 (paid) and 166,667 common shares of the
Company. (issued)

6. At March 22, 2020, US $1,000,000 (paid) and 2,250,000 (issued at a fair value of $528,750)
common shares of the Company.

7. At March 17, 2021, US $1,000,000 (paid) and 2,250,000 (issued at a fair value of $1,822,500)
common shares of the Company.

8. At March 17, 2022, US $2,000,000 (paid) and 2,250,000 (issued at a fair value of $1,315,000)
common shares of the Company.

9. The project will be subject to a 3% Net Production Royalty.

Exploration

The Company incurred exploration costs as follows:

Year ended Year ended

December 31, December 31,

2022 2021
Consultants, geologists and camp employees $1,173,691 $ 499,178
Drilling, drilling prep, stagging and road costs 2,316,329 -
Amortization of equipment 47,176 -
Field supplies, camp costs, cannon payments and
other 2,874,127 229,350
Total $ 6,411,323 $ 728,528

Current year highlights of exploration are as follows:
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At the start of 2022, management decided that expanding the overall lithium resource identified
at the Hombre Muerto North Lithium Project ( HMN Li Project ) would be of benefit to the
future of the Company. The lithium inventory at the start of 2022 was confined to the Tramo
claim block, which represents 14% of the total salar surface area held within the project. On of
five non contiguous blocks, Tramo was drilled and a resource calculated in 2018. The lithium
resource at Tramo is defined as 571,000 tonnes Lithium Carbonate Equivalent at 756 milligrams
per liter Li in the measured and indicated categories with a low magnesium to lithium ration of
2.6 to one (see news release Dec. 4, 2018, and NI 43-101-compliant technical report titled
"Initial Measured and Indicated Lithium and Potassium Resource Estimate, Hombre Muerto
North Project, Salta and Catamarca Provinces, Argentina," prepared by independent consultants
Montgomery and Associates of Santiago, Chile). The resource is contained solely on the Tramo
claim block, which is 383 hectares in size, and is one of five salar-located, non-contiguous claim
blocks that comprise the total project area of 3,287 hectares.

The 2022 resource expansion drill program was developed to test the Alba Sabrina and Natalia
Maria claim blocks which together with the Tramo claim block would total 70% of the total salar
surface drea owned by the Company. A recent TEM (transmission electron microscopy) study at
Alba Sabrina had identified a surficial halite aquifer of approximately 75 metres of depth, with a
clastic brine aquifer immediately below. The TEM study was limited to approximately 350
metres of depth, with the basement rock not confirmed.

In March 2022, the Company completed road access and the drill pads at the Alba Sabrina claim
block. The Company has also completed the Environmental Baseline Study as per the General
Environmental Law of the Mining Code 24.585. The completed study is a milestone for the
completion of a future Feasibility Study.

On April 26, 2022, the Company announced it had retained Servicios Geologicos of Salta,
Argentina, to conduct a 2,000-metre core hole resource expansion drill program. A seven hole
program was sigted on the Alba Sabrina claim block and one hole was sited on the Natalia Maria
claim block.

On June 22, 2022, the Company announced that drilling has commenced at the Hombre Muerto
North lithium project (HMN Li project) The program was supervised by Dr. Mark King, a
qualified person under National Instrument 43-101, and principal hydrogeologist and president
of Groundwater Insight Inc., Dr. King, who has an extensive background in lithium brine
resource and reserve estimation. The Company retained Groundwater Insight Inc. to provide a
resource update at the conclusion of the program.

On July 7, 2022 the Company provided an update on process test work currently under way at
the Hombre Muerto North lithium project, located in Salta, Argentina. The purpose of the test
work is to validate evaporation as a viable concentration method in preparation for a potential
on-site pilot plant and subsequent feasibility study. The work is being performed by Eon
Minerals, a Delaware-based company with laboratory facilities in Salta, Argentina. The work
was supervised by Alex Mezei, PEng, a qualified person under National Instrument 43-101.
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The resource expansion drill program continued through 2022 and into 2023, coming to a
conclusion in March 2023. Results identified significant lithium bearing zones at both the Alba
Sabrina and Natalia Maria claim blocks. A summary below of the drill results are expressed as
hole average lithium values. All drill holes from the program are locate don the following
map.l

MAP OF DRILL TARGETS AND EXCELLENT LITHIUM RESULTS

Hole ASO1

300 meters

722 mg/L Li average
Hole ASO2

410 meters

633 mg/L Li average
Hole ASD3

260 meters

663 mg/L Li average
Hole AS04

270 meters

734 mg/L Li average
Hole ASO5

220 meters

705 mg/L Li average
Hole ASO6

180 meters

644 mg/L Li average
Hole ASO7

150 meters

599 mg/L Li average
Hole NMO1

375 meters

1176 mg/L Li average
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The next phase of the resource expansion drill program is the interpretation of the results by
Groundwater Insight Inc., which is expected during the second quarter of 2023. Porosity testing
is currently underway to provide the final data for the updated resource calculation.

Selected Annual Information

A summary of selected annual financial information for the last three fiscal years is as follows,
as expressed in Canadian dollars:

As at As at As at
December 31, December 31, December 31,
2022 2021 2020
Total revenues $ Nil $ Nil $ Nil
Net loss 9,179,363 8,044,047 2,986,280
Net loss per share 0.10 0.14 0.11
Total assets 21,233,310 25,571,716 5,220,954
Total liabilities 346,079 62,982 1,433,531

Results of Operations

The Company incurred a loss of $9,179,363 during the year ended December 31, 2022 (“current
period”), compared to a loss of $8,044,047 for the year ended December 31, 2021 (“comparative
period”). Some of the significant changes for the current period compared to the comparative
period are as follows:

Exploration costs of $6,411,323 (2021 - $728,528) were incurred as the Company was actively
exploring properties in Argentina and commenced its drill program as discussed above.

Marketing fees of $1,801,120 (2021 - $1,589,123) were incurred as the Company the Company
engaged various consultants to provide services such as website landing page design, content
development and digital marketing primarily through Google ads, digital media, corporate
advisory, branding and strategic business services to the Company.

Share-based payments of $2,265,942 (2021 - $3,683,035), a non-cash expense was incurred
during the period on the granting of 3,625,000 (2021 — 5,550,000) incentive stock options to
directors, officers and consultants of the Company.
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Summary of Quarterly Results

Three Three Three Three

Months Months Months Months

Ended Ended Ended Ended

Dec. 31, Sept. 30, June 30, Mar. 31,

2022 2022 2022 2022

Total assets $21,233,310 $23,549,108 $24,395,293 $26,262,383
Evaluation and exploration assets 12,085,974 12,085,974 12,085,974 12,085,974
Working capital 8,612,552 11,140,303 12,186,064 14,067,220
Shareholders’ equity 20,887,231 23,226,277 24,272,038 26,153,194
Loss for the period (2,359,279)  (1,485,431) (1,956,590) (3,378,063)
Loss per share (0.03) (0.02) (0.02) (0.04)
Three Three Three Three

Months Months Months Months

Ended Ended Ended Ended

Dec. 31, Sept. 30, June 30, Mar. 31,

2021 2021 2021 2021

Total assets $25,571,716 $13,108,086 $13,682,141 $13,514,288
Evaluation and exploration assets 8,194,374 8,194,374 8,194,374 8,194,374
Working capital (deficiency) 17,314,360 4,867,155 5,487,767 4,899,361
Shareholders’ equity 25,508,734 13,061,533 13,632,311 13,093,935
Loss for the period (2,261,238)  (1,339,908) (846,387) (3,596,514)
Loss per share (0.04) (0.02) (0.01) (0.09)

Liquidity and Going Concern

The Company has financed its operations to date primarily through the issuance of common
shares, proceeds from related-party loans and the exercise of stock options and share purchase
warrants. The Company continues to seek capital through various means including the issuance
of equity and/or debt.

The Company’s audited consolidated financial statements for the year ended December 31, 2022
have been prepared on a going concern basis which assumes that the Company will be able to
realize its assets and discharge its liabilities in the normal course of business for the foreseeable
future. As at December 31, 2022, the Company had working capital of $8,612,522 (December
31, 2021 working capital of $17,314,360) and an accumulated deficit of $63,033,068 (December
31, 2021 - $53,853,705). In addition, the Company has not generated enough revenues to meet
its operating and administrative expenses or its other obligations. These circumstances cast
significant doubt on the validity of the going concern assumption.
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In order to continue as a going concern and to meet its corporate objectives, which primarily
consist of exploration work on its Guyana mineral property, the Company will require additional
financing through debt or equity issuances or other available means. Although the Company has
been successful in the past in obtaining financing, there is no assurance that it will be able to
obtain adequate financing in the future or that such financing will be on terms advantageous to
the Company. Factors that could affect the availability of financing include the progress and
exploration results of the mineral property, the state of international debt, equity and metals
markets, and investor perceptions and expectations.

Contingencies

The Company has no contingencies at the date of this MD&A.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements at the date of this MD&A.

Investor Relations

The Company has no investor relations agreements as at the date of this MD&A.

Related Party Transactions

The Company incurred the following expenses charged by key management personnel and
companies controlled by key management personnel, such personnel include the Company’s
Directors, Chief Executive Officer, Chief Financial Officer and Corporate Secretary:

2022 2021

Consulting, management, exploration and

professional fees charged by officers and

directors and corporations under their control $ 1,134220 $ 1,356,527
Directors’ fees $ 82,967 $ 33,000

Share-based payments $ 1,696,520 $ 2,176,222

Key management personnel were not paid any post-employment benefits, termination benefits,
or other long-term benefits during the respective periods.
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Financial and Capital Risk Management

The Company's financial instruments consist of cash, receivables, short-term investments and
accounts payable and accrued liabilities. Cash has been designated as fair value through profit
and loss, receivables as loans and receivables, and accounts payable and accrued liabilities and
related party loans payable are designated as other financial liabilities. The fair value of these
financial instruments approximates their carrying value due to the short-term nature of these
instruments, except for cash which is valued at a level 1 fair value measurement. All the
Company’s financial liabilities have contractual maturities less than 30 days and are subject to
normal trade terms.

The Company is exposed to a variety of financial risks by virtue of its activities including
currency, credit, interest rate, liquidity and other price risk. There has been no change in the way
management managed these risks for the period.

Currency risk

While the Company’s parent is Canadian and its capital is raised in Canadian dollars, the
Company was conducting business in Argentina, whose currency is the Peso. As such, it was
subject to risk due to fluctuations in the exchange rates for the United States and Canadian
dollars as well as the Argentina Peso. The Company does not manage currency risk through
hedging or other currency management tools.

As at December 31, 2022, the Company has cash and cash equivalents denominated in US
dollars US$15,907 (December 31, 2021 - US$3,527). Based on a hypothetical change in the
foreign exchange rate between the Canadian and the US dollars of 5% (2020 - 5%), the effect on
net and comprehensive loss would be $795 (2021 - $176).

As at December 31, 2022, the Company has cash denominated in Argentine Peso of $558,882
(December 31, 2021 — $40,847). Based on a hypothetical change in the foreign exchange rate
between the Canadian dollar and Argentine Peso (2020 - Argentine Peso) of 7.5% (December 31,
2021 — 7.5%), the effect on net comprehensive loss would be $41,916 (December 31, 2021 -
$3,064).

Credit risk is the risk of financial loss to the Company if a counterparty to a financial instrument
fails to meet its contractual obligations. The cash is held in a large Canadian financial institution,
which has a strong credit rating from a primary credit rating institution. There is no risk
associated with receivables as this is Goods and Services Tax (“GST”) due from the Canadian
Government.

Interest rate risk

Interest rate risk consists of two components:
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(a) To the extent that payments made or received on the Company’s monetary assets
and liabilities are affected by changes in the prevailing market interest rates, the
Company is exposed to interest rate cash flow risk.

(b) To the extent that changes in prevailing market rates differ from the interest rate
in the Company’s monetary assets and liabilities, the Company is exposed to
interest rate price risk.

Due to the short-term nature of the Company’s financial instruments fluctuations in market rates
do not have a significant impact on estimated fair values as of June 30, 2022. Future cash flows
from interest income on cash will be affected by interest rate fluctuations. The Company
manages interest rate risk by maintaining an investment policy that focuses primarily on the
preservation of capital and liquidity.

Liquidity risk

Liquidity risk is the risk that the Company will be unable to meet its financial obligations as they
come due. The Company’s ability to continue as a going concern is dependent on management’s
ability to raise the required capital through future equity issuances. The Company manages its
liquidity risk by forecasting cash flows required by operations and anticipating any investing and
financing activities. Management and the Board of Directors are actively involved in the review,
planning, and approval of significant expenditures and commitments. All the Company’s
financial liabilities have contractual maturities less than 30 days and are subject to normal trade
terms.

Price risk

The Company is exposed to price risk with respect to commodity and equity prices. Equity price
risk is defined as the potential adverse impact on the Company’s earnings due to movements in
individual equity prices or general movements in the level of the stock market. Commodity price
risk is defined as the potential adverse impact on earnings and economic value due to commodity
price movements and volatilities. The Company closely monitors commodity prices of gold and
other precious and base metals, individual equity movements, and the stock market to determine
the appropriate course of action to be taken by the Company. Fluctuations in pricing may be
significant

The Company's financial instruments consist of cash, receivables and accounts payable and
accrued liabilities. Cash has been designated as fair value through profit and loss, receivables as
loans and receivables, and accounts payable and accrued liabilities and related party loans
payable are designated as other financial liabilities. The fair value of these financial instruments
approximates their carrying value due to the short-term nature of these instruments, except for
cash which is valued at a level 1 fair value measurement. All the Company’s financial liabilities
have contractual maturities less than 30 days and are subject to normal trade terms.
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Capital management

The capital structure of the Company consists of equity attributable to common shareholders,
comprising of issued capital, contributed surplus and deficit.

The Company’s objectives when managing capital are to: (i) preserve capital, (ii) obtain the best
available net return, and (iii) maintain liquidity.

The Company manages the capital structure and makes adjustments to it in light of changes in
economic conditions and the risk characteristics of the underlying assets. To maintain or adjust
the capital structure, the Company may attempt to issue new shares, issue new debt, acquire or
dispose of assets or adjust the amount of cash and investments.

The Company’s policy is to invest its excess cash in highly liquid, fully guaranteed, bank-
sponsored instruments payable on demand. This strategy is unchanged from the prior year.

The Company is not subject to externally imposed capital restrictions.
Current Share Data

As at the date of this MD&A, the common shares outstanding are as follows:

Number of Shares

Balance, May 1, 2023 96,836,542

As at the date of this MD&A, the Company has 59,139,727 share purchase warrants exercisable
between $0.35 and $0.96 per share to February 26, 2026 and 9,520,000 stock option exercisable
between $0.20 and $0.80.

Disclaimer

The information provided in this document is not intended to be a comprehensive review of all
matters concerning the Company. It should be read in conjunction with all other disclosure
documents provided by the Company, which can be accessed at www.sedar.com. No securities
commission or regulatory authority has reviewed the accuracy or adequacy of the information
presented herein.

Cautionary Statement on Forward Looking Information

Certain statements contained in this document constitute “forward-looking statements”. Such
forward-looking statements involve known and unknown risks, uncertainties and other factors
which may cause the actual results, performance, or achievements of the Company to be
materially different from any future results, performance, or achievements expressly stated or
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implied by such forward-looking statements. Such factors include, among others, the following:
evaluation and exploration asset costs and results, fluctuation in the prices of commodities for
which the Company is exploring, foreign operations and foreign government regulations,
competition, uninsured risks, recoverability of resources discovered, capitalization requirements,
commercial viability, environmental risks and obligations, and the requirement for obtaining
permits and licenses for the Company’s operations in the jurisdictions in which it operates.
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