SILVER DRAGON RESOURCES INC.

FORM 10-Q

(Quarterly Report)

Filed 11/06/09 for the Period Ending 09/30/09

Telephone (416) 223-8500
CIK 0001017290
Symbol SDRG
SIC Code 1040 - Gold And Silver Ores
Fiscal Year 12/31

http://www.edgar-online.com
© Copyright 2010, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 1p@F THE SECURITIES EXCHANGE ACT OF 1934
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)
Condensed Consolidated Balance Sheets

(Unaudited)
September 3l December 3
200¢ 200¢
ASSETS
Current Assets
Cash and cash equivalel $ 154,54. $ 1,207,22
Current portion of deferred expen: 374,78. 544,66
Total Current Assets 529,32! 1,751,88!
Deferred Expenses 57,32: 160,45¢
Plant and Equipment, net(note 5) 401,27 457,45!
Mineral Rights (note 6) 3,045,74! 3,045,74!
Equity Investment (note 7) 4,621,57! 4,575,001
Total Assets $ 8,655,241 $ 9,990,55:
LIABILITIES
Current Liabilities
Accounts payabl $ 1,223,08 $ 1,202,44:.
Accrued liabilities 24,57¢ 87,04:
Due to related parties (note - 24,49’
Total Liabilities 1,247,66! 1,313,98!
Commitments and Contingencieynote 11)
STOCKHOLDERS' EQUITY
Capital Stock (note 9)
Preferred stock, $0.0001 par value, 20,000,000estenthorized, none issued and outstar - -
Common stock, $0.0001 par value, 150,000,000 slzauttorized, 87,568,488 shares issu
and outstanding (20(- 84,753,488 issued and outstandi 8,75 8,47¢
Additional Paid-in Capital (note 9) 35,118,63 34,771,26.
Stock Subscriptions - (117,500
Deficit Accumulated During the Exploration Stage (27,786,64) (26,043,91)
Accumulated Comprehensive Income 66,83: 58,24¢
Stockholders' Equity 7,407,58! 8,676,57.
Total Liabilities and Stockholders' Equity $ 8,655,24' $ 9,990,55.

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES

(AN EXPLORATION STAGE COMPANY)

Condensed Consolidated Statements of Operation€amgprehensive Loss

For the Three and Nine-Month Periods Ended SepteB8Hhe009 and 2008, and
Cumulative for the Period from June 15, 1996 [ddtmception]

Through September 30, 2009

(Unaudited)
For the period from
June 15, 199
For the three-month periods endet For the nine-month periods endel [date of inception]
September 3I September & September 3! September = through September 3C
200¢ 200¢ 200¢ 200¢ 200¢
Revenues $ - 3 = -9 - 64,88t
Cost of Revenue: - - - - 74,48
Gross Loss - - - - (9,599
Operating Expenses
General and administrati\ 376,10¢ 1,124,49: 1,450,06! 3,086,09! 21,547,81
Exploration 34,44t 450,58 114,88: 1,478,033 7,012,92i
Development (n¢-mining) - - - - 60,00(
Total Operating Expenses 410,55¢ 1,575,07. 1,564,95: 4,564,12! 28,620,73
Loss From Continuing Operations (410,55 (1,575,07, (1,564,95) (4,564,12) (28,630,33)
Other Income (Expenses
Gain on sale of controlling
interest in subsidiar - - - - 1,816,73.
Interest expens - - - - (36,51)
Interest incom« related partie - - - - 15,90¢
Interest expens- related partie - - - - (56,84¢
Settlement with Cyper
Entertainment, Inc - - - - (80,000
Loss on disposal of ass - - - - (15,37
Loss on investmer - - - - (158,934
Net loss on equity investme (43,68 - (221,399 - (221,394
Loss on sale of marketable
securities - - - - (389,36}
Forgiveness of del - - 38,87: - 38,87:
Other- Non operating 4,41( - 4,75( - (19,649
Total Other Income (Expenses (39,279 - (177,77% - 893,42-
Net Loss Before Income Ta
(carried forward) $ (449,82 $ (1,575,07) $ (1,742,73) $ (4,564,12) $ (27,736,90)

The accompanying notes are an integral part oktobeadensed consolidated financial statements.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)
Condensed Consolidated Statements of Operation€amgprehensive Loss

For the Three and Nine-Month Periods Ended SepteB8Hhe009 and 2008, and
Cumulative for the Period from June 15, 1996 [ddtmception]
Through September 30, 2009 (cont'd)

(Unaudited)

Net Loss Before Income
Tax (brought forward’ $
Provision for Income Taxe:
Current
Deferred

For the three-month periods ende

September 3!
200¢

(449,824

September &

200¢

(1,575,07) $

For the nine-month periods endet

September 3!
200¢

(1,742,73)

$

September &

200¢

(4,564,12)

For the period from

June 15, 199

[date of inception]
through September 3(

200¢

(27,736,90)

Net Loss From Continuing
Operations, After Tax
Minority Interest

(449,824

(1,575,07)

(1,742,73

(4,564,12)

(27,736,90)
253,02

Loss from discontinued
operations (net of tax)

(302,754

Net Loss

(449,824

(1,575,07)

(1,742,73)

(4,564,129

(27,786,64)

Foreign exchange adjustm

8,231

(24,799

8,58¢

(8,097

66,83

Comprehensive Los: $

(441,59)

(1,599,87) $

(1,734,14)

(4,572,22)

(27,719,81)

Net loss per common shar:
— basic and diluted $

(0.09)

0.09 $

(0.02

(0.0

Net loss on continuing
operations per common
share — basic and diluted $

(0.09)

0.09 $

(0.02)

(0.0

Weighted average numbe!
of common shares
outstanding — basic and
diluted

86,568,35

80,430,84

85,783,62

74,142 ,56

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES

(AN EXPLORATION STAGE COMPANY)

Condensed Consolidated Statements of Cash Flows

For the Nine-Month Periods Ended September 30, 20892008, and
Cumulative for the Period from June 15, 1996 [Dxtception]
through September 30, 2009

(Unaudited)

Cumulative

For the Period
from June 15, 199
[Date of Inception]

September 3I September through September 3C
200¢ 200¢ 200¢
Cash Flows from Operating Activities
Net loss from continuing operatio $ (1,742,73) $ (4,564,12) $ (27,786,64)
Net loss from discontinued operatic - - 302,75!
Net loss (1,742,73) (4,564,12) (27,483,88)
Adjustments for
Depreciatior 75,49 129,60t 408,39
Gain on sale of controlling interest in subsid - - (1,816,73)
Net loss from equity investme 221,39¢ - 319,09¢
Shares issued in settlement to Alj
Capital - 233,33¢ 214,28:
Warrants issued in settlement to Alpha Caj - - 64,25(
Shares issued for servic 363,03¢ 948,25« 7,766,73
Warrants and options issued for servi 32,11¢ 126,80( 1,899,64!
Minority interest - - (253,02)
Settlement with Cyper Entertainment | - - 80,00(
Writeoff of deferred offering cos - - -
Write-down of asset - - 42,25
Write-down of inventory - - 19,16¢
Loss on investmer - - 61,24(
Changes in nc-cash working capita
Other receivable - 103,76: (15,389
Deferred expense 273,01t - 149,98
Accounts payabl 20,63¢ (162,72) 2,425,58
Accrued liabilities (62,467) (233,699 (6,25€)
Accrued officer compensatic - - 709,50(
Inventories = - (28,510
Net Cash Used in Operating Activities $ (819,490 $ (3,418,79) $ (15,443,66)

The accompanying notes are an integral part oktobeadensed consolidated financial statements.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES

(AN EXPLORATION STAGE COMPANY)

Condensed Consolidated Statements of Cash Flows

For the Nine-Month Periods Ended September 30, 20892008, and
Cumulative for the Period from June 15, 1996 [Dxtception]
through September 30, 2009 (cont'd)

(Unaudited)

Cumulative

For the Period
from June 15, 199
[Date of Inception]

September 3I September & through September 3C
200¢ 200¢ 200¢
Cash Flows from Investing Activities
Investments in mineral righ $ -$ -$ (1,554,87)
Proceeds from sale of controlling interest in sdiasy - - 4,384,81.
Additional contribution to Sir-Top (267,967) - (2,886,20)
Acquisition of plant and equipme - (62,467 (981,48¢)
Investment in othe - - (21,22))
Proceeds from sale of equipmu - - 50C
Net Cash Used in Investing Activities (267,969 (62,469 (1,058,47)
Cash Flows from Financing Activities
Proceeds from issuance of common stock and wa 70,00( 1,477,501 16,016,01
Share issuance cos - (6,569 (116,567
Purchase of treasury sha - - (392,83()
Related party advanc 10,00( 415,17 932,66t
Deferred offering cost - 25,21¢ -
Repayments of related party advan (34,499 (540,64") (462,55))
Loans receivel - 10,00( 260,00(
Repayments of loans payal - (260,000) (260,000)
Security deposits receive - 5,238,29 -
Restricted cas - (2,98¢) (41,219
Minority interest - - 253,02:
Payment of notes payat - - 3,581
Proceeds from issuance of notes pay - - (21,507
Advances payable related pa - - 245,64¢
Bank indebtednes - - 46(
Proceeds from stock subscriptic - - 124,74¢
Net Cash Provided by Financing Activities 45,50 6,355,99! 16,541,46
Effect of Change in Foreign Exchang (10,72%) - 115,21!
Change in Cash and Cash Equivalent (1,052,68) 2,874,74! 154,54:
Cash and Cash Equivalents- beginning of period 1,207,22 193,13 -
Cash and Cash Equivalent- end of period $ 154,54. $ 3,067,88 % 154,54.
Represented by:
Cash $ 154,54_ $ 3,067,88 $ 154,54,

The accompanying notes are an integral part oktobeadensed consolidated financial statements.

-5-



SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

1. Nature of Business and Basis of Presentation

Silver Dragon Resources Inc. ("SDR"), a Delawamgammtion, was incorporated on May 9, 1996. SDReiadquartered in Ontario, Canada
operates primarily in Mexico and China. On June 1996, SDR acquired all of the outstanding stockCalfifornia Electric Automobile Cc
Inc. ("CEAC"), a California corporation incorpordten November 14, 1995.

SDR and its subsidiaries (the "Company") are in ¢kploration stage as defined by Financial AccoyntStandards Board's ("FASI
Statement of Financial Accounting Standards ("SHAR).7. "Accounting and Reporting For Developmetaige Enterprises.” As of Septem
30, 2009, the Company has generated minimal sak$ias devoted its efforts primarily to developitsgproducts, implementing its busin
strategy and raising working capital through eqtiitgncing or short-term borrowings.

The Company's mission is to acquire and develogrtighio of silver properties in proven silver dists globally.

The accompanying condensed consolidated finantzitdraents of the Company have been prepared pursutive rules and regulations of
Securities and Exchange Commission (“SE€@) interim financial information. Accordingly, tigedo not include all of the information &
footnotes required by US GAAP for complete finahsi@tements. In the opinion of the Company's manmamt, all adjustments (consisi
only of normal recurring accruals) considered nsagsfor a fair presentation have been includecer@®ng results for the ningonth perio
ended September 30, 2009 are not necessarily thaicaf the results that may be expected for tHefigcal year ending December 31, 2C
The accompanying condensed consolidated finanzitdraents should be read in conjunction with thditad consolidated financial stateme
of the Company for the fiscal year ended Decemler2808. The company has evaluated subsequentsef@ntecognition or disclost
through November 13, 2009, which was the date led this form 10-Q with the SEC.

2. Going Concern and Exploration Stage Activities

These condensed consolidated financial statemexts heen prepared in accordance with accountingiptes generally accepted in

United States of America with the assumption that€ompany will be able to realize its assets aschdrge its liabilities in the normal cou
of business. The Company incurred a net loss af4®]730 for the nine-month period ended SeptembeP309 (2008 —4564,129) and h
accumulated losses since inception of $27,786,842.Company's continuation as a going concern éeniain and dependant on success
bringing its product to market, achieving futur@fitable operations and obtaining additional sosre&financing to sustain its operations
the event the Company cannot obtain the necessadsf it will be necessary to delay, curtail orazrhe further exploration of its produ
and services. The Company is currently in discussigith several parties in an attempt to raise dabtor equity and is considering moneti.
certain assets, as well as its 70% interest irEtibahuo mine, to increase general working capitznce existing obligations, and fund fut
exploration programs. Although the Company intetodghase its Mexican operations into some lightipation by the end of 2009, there i<
assurance that it will be able to develop a sudfiticustomer base to maintain profitable operati®hsre can be no assurance the Comparn
successfully raise monies, and these matters saise doubt about the Company's ability to contemia going concern.

The accompanying condensed consolidated finantaé¢reents do not include any adjustments to retleetpossible future effects on
recoverability and classification of assets or #mounts and classification of liabilities that magsult from the possible inability of t
Company to continue as a going concern.

3. Recent Accounting Pronouncements

In April 2009, FASB issued FSP SFAS 157-Betermining Fair Value When the Volume and LeveAdfivity for the Asset or Liability Hav
Significantly Decreased and ldentifying Transactidrhat Are Not Orderly” (“FSP SFAS 157-4%hich provides guidance for making 1
value measurements more consistent with the ptaipresented in SFAS 157. FSP SFAS 4%#evides additional authoritative guidanc
determining whether a market is active or inactiaeg whether a transaction is distressed. It idicgipe to all assets and liabilities (¢
financial and nonfinancial) and will require enheddisclosures. It is effective for interim and aahreporting periods ending after June
2009. The adoption of FSP SFAS 157-4 had no impat¢he Company’s consolidated financial statements.

In April 2009, FASB issued FSP SFAS 115-2 and SHZ8-2, “Recognition and Presentation of Other-Thamporary Impairments”, ESF
SFAS 115-2 and SFAS 124-2Rhich provides additional guidance to provide geealarity about the credit and noncredit comporafrany
other-than-temporary impairment event related tdtdsecurities and to more effectively communicateew an other-thatemporar
impairment event has occurred. It is effectiveifdaerim and annual reporting periods ending aftere]15, 2009. The adoption of FSP SI
115-2 and SFAS124-2 had no impact on the Compamyisolidated financial statements.

In April 2009, FASB issued FSP SFAS 107-1 and ARB12 “Interim Disclosures about Fair Value of Fioah Instruments”, (FSP SFA.
107-1 and APB 28-1") which amends SFAS 107, “Disales about Fair Value of Financial Instrumentis’tequire disclosures about fair ve
of financial instruments in interim as well as innaal financial statements. FSP SFAS 107-1 and 28& also amends APB Opinion :
“Interim Financial Reportir”, to require those disclosures in all interim finahgtatements. It is effective for interim pericasling after Jur



15, 2009. The adoption of FSP SFAS 107-1 and APR B&8d no impact on the Company’s consolidatedfifed statements.

In April 2009, FASB issued FSP SFAS 141(R)-Actounting for Assets Acquired and Liabilities Assed in a Business Combination T
Arise from Contingencies”, (“FSP SFAS141(R)-1"),ielhamends and clarifies SFAS 141 (revised 20@BYsfness Combinationsto addres
application issues raised by preparers, auditard, members of the legal profession on initial regtign and measurement, subseq
measurement and accounting, and disclosure ofsaaset liabilities arising from contingencies in asimess combination. It is effective
assets and liabilities arising from contingencie®usiness combinations for which the acquisitiateds on or after the beginning of the -
annual reporting period beginning on or after Delgent5, 2008. The Company is currently reviewing éffect, if any; the proposed guida
will have on the Company’s condensed consolidateahtial statements.

In April 2009, the SEC released Staff Accountingl&in No. 111 (“SAB 111"), which amends SAB TomeM. SAB 111 notes that F!
SFAS 115-2 and SFAS 124-2 were scoped to debtifesunnly, and the FSP referred readers to SEC $8c 5M for factors to consids
with respect to other-thatemporary impairments for equity securities. Whie tamendments in SAB 111, debt securities are dadlfrom th
scope of Topic 5-M, but the SEC staffliews on equity securities are still includedhiitthe topic. The Company currently does not heawy
financial assets that are other-than-temporary irapga
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

3. Recent Accounting Pronouncementgont'd)

In May 2009, FASB issued SFAS 165 “Subsequent EBierftSFAS 165”), which establishes general standards for accourfonganc
disclosure of events that occur after the balaheetsdate but before financial statement are issuegtailable to be issued. In particular, Sl
165 sets forth the period after the balance shatet during which management of a reporting entilyudd evaluate events or transactions
may occur for potential recognition or disclosurdhie financial statements; the circumstances uwtieh an entity should recognize event
transactions occurring after the balance sheet idaits financial statementsind the disclosures that an entity should make tadeents ¢
transactions that occurred after the balance staget It is effective for interim and annual pesahding after June 15, 2009. The adoptic
FSP SFAS 165 did not have a material impact orCthrapany’s consolidated financial statements.

In June 2009, the FASB issued SFAS 166 "Accounftingl ransfers of Financial Assetsar amendment of FASB Statement No. 140."
standard eliminates the concept of a qualifyingcedgurpose entity ("QSPE") and modifies the deggition provisions in SFAS 140. Tl
statement is effective for financial asset trarsfeercurring after the beginning of an entity'stffiscal year that begins after November
2009. The Company is currently reviewing the effécany; the proposed guidance will have the Comypmcondensed consolidated finan
statements.

In June 2009, the FASB issued SFAS 167 "AmendmentASB Interpretation No. 46(R)." This statememesds the consolidation guida
applicable to variable interest entities and igetff’e as of the beginning of an entity's firstéisyear that begins after November 15, 2009,
Company is currently reviewing the effect, if arthe proposed guidance will have on the Compargondensed consolidated finan
statements.

In June 2009, the FASB issued SFAS 168)¢ FASB Accounting Standards Codification andHiierarchy of Generally Accepted Account
Principles — a replacement of FASB Statement N@” I&8FAS 168"). SFAS 168 provides for the FASB Accounting Standadsificatior
(the “Caodification”) to become the single official source of authontatinongovernmental U.S. generally accepted acoaumtrinciple:
(GAAP). The Caodification did not change GAAP bubmganizes the literature. SFAS 168 is effectiveifterim and annual periods end
after September 15, 2009. The adoption of thisstant did not have a material impact on the Comaogndensed consolidated finan
statements.

4. Fair Value Measurements

Effective January 1, 2008, the Company adopted SE3\S except as it applies to the nonfinancial tasged nonfinancial liabilities subject
FSP SFAS 152-. SFAS 157 clarifies that fair value is an exicpr representing the amount that would be receigeskll an asset or paid
transfer a liability in an orderly transaction betm market participants. As such, fair value is aketbased measurement that shoul
determined based on assumptions that market getits would use in pricing an asset or a liabillys a basis for considering st
assumptions, SFAS 157 establishes a thieszevalue hierarchy, which prioritizes the inputsed in the valuation methodologies in measi
fair value:

Level 1 - Observable inputs that reflect quotedgsi(unadjusted) for identical assets or liabgifreactive markets.
Level 2 - Include other inputs that are directlyiradirectly observable in the marketplace.
Level 3 - Unobservable inputs which are supportetittbe or no market activity.

The fair value hierarchy also requires an entitynaximize the use of observable inputs and minintieeuse of unobservable inputs w
measuring fair value.

Cash and cash equivalents (level 1), deferred esgqeeraccounts payable, accrued liabilities, andtaluelated parties (level 2) are reflecte
the consolidated balance sheets at carrying valhieh approximates fair value due to the short-teature of these instruments.

5. Plant and Equipment, net

Accumulated September 30, 20C December 31, 20(

Cosl Depreciation Net book value Net book valu

Computer hardware $ 54,08: $ 30,00: $ 24,08 $ 30,08(
Computer softwar 45,12: - 45,12: 45,12:
Vehicles 19,71( 8,60: 11,107 11,92¢
Office equipmen 61,30¢ 25,01 36,29: 41,83

Mine equipmen 270,56: 96,10¢ 174,45¢ 188,92¢



Leasehold improvemer

6. Mineral Rights

Balance, December 31, 20
Expenditures during the period

195,66° 85,45( 110,21° 139,56°
$ 646,44 $ 245,17C  $ 401,27 $ 457,45!
The Company did not claim any depreciation on traputer software as it has not been placed inc®rvi
Cerro Las
Minitas
Mexico
$ 3,045,74
$ 3,045,74

Balance, September 30, 20C




SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

6. Mineral Rights (cont'd)
Cerros Las Minitas, Mexico

On March 1, 2006, the Company's whatiywned subsidiary, Silver Dragon Mexico entered iato agreement with Jaime Muguiro P
wherein Mr. Pena assigned to Silver Dragon Mexim® mining and exploration rights to ten mining cesgions in Guadalupe, Durar
Mexico in consideration for the payment to Mr. Pei&450,000 and issuance of 450,000 restrictednoomstock of the Company valuec
$456,750.

On March 2, 2006, Silver Dragon Mexico entered iatoagreement with Ramon Tomas Davila Flores whevli Flores assigned to Sil
Dragon Mexico the mining and exploration rightdit@ mining concessions in Guadalupe, Durango, Mexn consideration for the paym
to Mr. Flores of $245,000 and issuance of 110,@8@ricted common stock of the Company valued ajBL

On March 8, 2006, Silver Dragon Mexico entered iatoagreement with Minera Real Victoria, S.A. D¥ 'Minera") for the assignment
Silver Dragon Mexico the mining and explorationhtigjto a mining concession known as "Puro Coraaoi@uadalupe, Durango, Mexico.
March 9, 2006, Silver Dragon Mexico obtained thasant of the owner of the concession, Silvia Vélasr Haro, for the assumption of min
and exploration rights from Minera.

The consideration payable to Minera Real Victo8d&. De C.V. ("Minera") for the assignment of migiand exploration rights consistec
$400,000 and the issuance of 2,000,000 restriabathwn stock of the Company valued at $1,372,00@&ckordance with the terms of
agreement with Minera $200,000 was paid in 20000$100 was due and paid in March 2007; and thé ifistallment of $100,000 was due
payment on March 8, 2008. As of September 30, 20@9amount due for payment remained outstanding.

The consideration paid by Silver Dragon Mexico #wi§ Villasenor Haro, for consenting to the assigent of rights from Minera, was $50,0
In addition, the exploration rights agreement wagiaded as follows:

i) The consideration to be paid to the owner famging the exploration rights shall be $1.50 perdbeconomic ore that is extracted from
the mine, due and payable monthly, effective sixithe from the date of execution of the agreemérat,guaranteed minimum of $3,£
per month regardless of ore extracti

The Company is currently in negotiations with SilMillasenor Haro to purchase the Puro Corazonession and is no long
committed to pay any guaranteed payments sincash@ayment made to the abo

ii) Silver Dragon Mexico has the option to purchaseRthm Corazon concession and the price shall BO8200 if exercised within thre
years, or $3,000,000 if exercised within five ye&msm March 2, 2006, the date of execution ofdgeeement of consent to assignn
of rights.

7. Equity Investment

On December 12, 2008, the Exploration Unit of Na@thina Nonferrous Geological Exploration Bureawsoaknown as Huaguan Indust
Corp. (“HIC"), acquired 50%, in addition to its pieus 10%, of the Company’s equity interest in Sirap, not including the Erbahuo prope
from the Company in exchange for Chinese Yuan (“RM80 million (approximately USD$4.4 million). HIC artie Company hold equ
interest of 60% and 40%, respectively, on eighthefnine exploration properties held in Sihop. With respect to the other property (Erbal
it will be 70% owned by the Company and 30% by H$Gbject to regulatory approval. The proceeds béllused to further develop

Companys properties in China and Mexico. All proceeds argenses from the new venture will be shared betWwd€ and the Compa
proportionate to their respective equity interests.

September 30, 20C

Carrying value of investment at December 31, 2@@84 holding) $ 4,575,00
Additional investmen 267,96
40% share of net loss for the n-month period ended September 30, 2 (221,399
Carrying value of investment at September 30, 2009 $ 4,621,57

8. Related Party Transactions and Balances
Due to related parties consists of the following:

September 30, 20C December 31, 20(




Unpaid Remuneration $ - $ 24,49’

During the nine-month period ended September 3092the Company incurred $216,000 (200823%000) in management fees paid
company controlled by a director for services readether than in his capacity as director.

During the nine-month period ended September 3092the Company incurred $ Nil (2008 34$157) in fees paid to a director for serv
rendered other than in the capacity as director.

-8-



SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

9. Capital Stock

Stock Issuances

Deficit

Common Stock Accumulatel
Numbe Additional During the Accumulate: Total
of Paic-in Exploratior Stock Comprehensiv  Stockholder¢
Share Amouni Capita Stage  Subscription Income Equity
Balance, December 31, 20C 84,753,48 $ 8,47F $34,771,26 $ (26,043,91) $  (117,50) $ 58,24¢ $ 8,676,57.
Shares issued for ca 450,00( 45 12,36: - - - 12,40¢
Shares issued for servic 2,490,00! 24¢ 347,90¢ - - - 348,15¢
Shares issued for compensa  175,00( 18 14,85} - - - 14,87¢
Warrants issued for ca - - 57,59: - - - 57,59:
Warrants issued for servic - - 10,55¢ - - - 10,55¢
Options issued for servici - - 21,55¢ - - - 21,55¢
Shares returned and cancel  (300,00( (30 (117,470 - 117,50( - -
Other comprehensive incor - - - - - 8,58¢ 8,58¢

Net loss, nin-month period

ended September 30, 20 - - - (1,742,73) - - (1,742,73)
Balance, September 30, 20C 87,568,48 $ 8,757 $35,118,63 $ (27,786,64) $ - $ 66,83: $ 7,407,58

On January 20, 2009, the Company issued 600,00@ssloh the Compang’ restricted common stock to a company, pursuaantnvestc
relations agreement dated January 20, 2009, fovddie of $57,000.

On January 21, 2009, the Company issued 650,00@ssloh the Compang’ restricted common stock to a company, pursuaantnvestc
relations agreement dated January 15, 2009, fovéhie of $61,750.

On January 23, 2009, the Company cancelled 250@ficted shares of the Compasmgtock, which were initially issued on August 2807
and requested to be returned and cancelled duentperformance of contract terms.

On February 4, 2009, the Company issued 100,00@estd the Companyg’ restricted common stock to an employee of a diggi of the
Company, in relation to the facilitation of the hglrchase, for fair value of $10,000.

On February 6, 2009, the Company issued 300,000rmptto an individual, to purchase shares of thenfianys stock at a per share purct
price of $0.10, exercisable for a period of thremarg from contract date. The options were issugdupnt to a management consul
agreement dated February 6, 2009.

On February 12, 2009, the Company issued 40,00@ sl the Companyg’restricted common stock to an individual, in tielato investc
relations services provided, for fair value of $B6

On May 1, 2009, the Company issued 175,000 of the&any's restricted common stock to an individpatsuant to a ongear accountir
services contract for fair value of $14,875.

On May 15, 2009, the Company cancelled 50,000icésti shares of the Compasystock, which were initially issued on April 2,Q ant
subsequently returned and cancelled due to non-patyai $50,000.

On June 18, 2009, the Company issued 500,000 dcEdnepanys restricted common stock to an individual in la@fypayment owed relating
services provided in a prior year, for fair valife$65,000.

On June 22, 2009, an individual forfeited warraoriginally exercisable at any time during a fiveay@eriod from March 1, 2007, to purch
100,000 shares at $2.50 per share and 100,000sshta$8.00 per share. New warrants were issudtettlividual pursuant to an extensio
their respective service contract, originally sigiéarch 1, 2007. The new warrants were issued tohase 100,000 shares at $0.12 per :
and 100,000 shares at $0.24 per share expiringanshviL, 2012.

On July 16, 2009, the Company closed a privateegphant totaling 200,000 units at $0.10 per unitdayss proceeds of $20,000. Each



consists of one common share and one $0.25 pex phacthase warrant exercisable within a two yedog@drom the date of the closing of
private placement.

On September 25, 2009, the Company issued 600/tdr@s of the Company'restricted common stock to a company, pursuaantmvestc
relations agreement dated September 25, 2009%ifovdlue of $160,800.

On September 30, 2009, the Company closed a pmplatement totaling 250,000 units at $0.20 per forigross proceeds of $50,000. E
unit consists of one common share and one $0.56h@e purchase warrant exercisable within a tvew geriod from the date of the closing
the private placement.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES

(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial i8&ates September 30, 2009 and 2
(Unaudited)

9. Capital Stock(cont'd)

Warrants

As at September 30, 2009, 7,252,500 warrants wetstamding, having an exercise price between $aritP2$5.00 per share with an avel

remaining contractual life of 1.54 years.

Weighted
Number of average exercis
warrants price
Balance, December 31, 20C 8,570,66° $ 1.4¢
Issued during the nine month peri 650,00( 0.32
Exercised during the nine month per - -
Forfeitures during the nine month peri (200,000 2.7¢
Expired during the nine month peri (1,768,16) 3.01
Balance, September 30, 20C 7,252,500 $ 0.97
As at September 30, 2009, the range of exercisepof the outstanding warrants were as follows:
Weighted
Number of Average remaining average exercis
Range of exercise price warrants contractual life price
$0.12- $1.00 5,017,500 1.46 year $0.5¢
$1.01- $2.00 1,767,50 1.87 year $1.3¢
$2.01- $5.00 467,50( 1.14 year $4.0¢

Options

As at September 30, 2009, 1,400,000 options wetstanding, having an exercise price between $0ntD$0.95 per share with an aver

remaining contractual life of 1.88 years.

Weighted
Number of average exercis
options price
Balance, December 31, 20C 1,152,000 $ 0.6¢
Issued during the nine month peri 300,00( 0.1C
Exercised during the nine month per - -
Forfeitures during the nine month peri - -
Expired during the nine month peri (52,000 2.5C
Balance, September 30, 20C 1,400,000 $ 0.4¢
As at September 30, 2009, the range of exercisepuf the outstanding options were as follows:
Weighted
Average remaining average exercist
Range of exercise price Number of options contractual life price
$0.10- $1.00 1,400,00C 1.88 year: $0.49

During the nine month period ended September 309,2800,000 stock options, exercisable at $0.16 withree year period from the gt
date were issued to a consultant to the Compangsd bptions were valued at $21,559 using the BSaticles model, using key assumpt
of volatility of 122.81%, riskfree interest rates of 1.44%, a term life equiveterthe life of the options, and reinvestment lbflavidends in th

Company of zero percent.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

10. Consolidated Statements of Cash Flows SupplemahDisclosures

For the nine month period ended September 30, 2§08k-based compensation amounted to $566,108(260,419,642). This amount
included in the condensed consolidated financakstents as follows:

September 30, 20C September 30, 20
Statement of operations (stock-based compensatjpensed) $ 566,100 $ 1,419,64

For the nine month period ended September 30, 2888 were no cash payments for income taxedeneist expense (2008 - $ Nil).
11. Commitments and Contingencies

a) On April 1, 2007, the Company entered into a frear lease agreement for office space with aiompt renew for an additional five
years. The future minimum commitment under thedeasdigations for office premises are as follo

2009 $ 13,16
2010 52,65¢
2011 52,65¢
2012 13,16¢

$ 131,64!

In addition, the Company is required to pay itspomtionate share of realty taxes and certain ableeupancy costs under the term
the lease

b) Under the terms of the agreement with Jaime MugR@oa, the Company purchased 100% interest in dbgnéoncessions i
consideration for $450,000 and the issuance ofd@&0restricted common stock of the Company. Theeaygent also stipulates that the
450,000 common shares issued under the purchasenagnt have a minimum value of $450,000 ($1.0Gpare issued), which
therefore obligates the Company to compensatenfpshortfall in the share price on dispositi

C) Under the terms of the Equity Transfer Agreemeth wilC, the Company had committed to provide cdpibatributions to cover a
expenses proportionate to its equity interest irc-Top.

d) On September 30, 2009, the Company entered intefiailive Agreement“the Agreemer”) to sell its Erbahuo project in China t
private Chinese investor for RMB 6 million (appnmately USD$882,000). The Agreement is subject éatéhhms and to regulatory
approval, after which the Company will hold 40% iggjinterest of eight exploration properties heidSino-Top. The final proceeds, to
be received upon regulatory approval, will be ugefilirther develop the Compé’s properties in Chin:

12. Financial Instruments

Unless otherwise noted, it is management's opitiiahthe Company is not exposed to significantreége currency or credit risks arising fr
the financial instruments. The fair value of theaficial instruments approximates their carryingiga) unless otherwise noted

The carrying amount of cash and cash equivalergfereed expenses, accounts payable, accrued tiediliand due to related parties
applicable, approximates fair value due to the tstewm nature of these items and/or the curremrést rates payable in relation to cur
market conditions.

Financial risk is the risk that the Company's eggaiare subject to fluctuations in interest riskamrency risk and are fully dependent upor
volatility of these rates. The Company does notdesévative instruments to moderate its exposuffenencial risk, if any.

Concentration of Credit Risk

SFAS No. 105, "Disclosure of Information About Facéal Instruments with Off-Balanc8heet Risk and Financial Instruments »
Concentration of Credit Risk", requires disclosaf@ny significant off-balanceheet risk and credit risk concentration. The Camgpidoes nc
have significant off-balance-sheet risk or credih@entration. The Company maintains cash and s$éort-investments with major financ
institutions. From time to time, the Company hasdfsion deposit with commercial banks that exceddrédly insured limits. Management d
not consider this to be a significant credit riskildese banks and financial institutions are wedivin.

Currency Risk



While the reporting currency is the US Dollar (“U3D13% and 7% of consolidated costs and expenseshe ninemonth period ende
September 30, 2009 are denominated in the RMB aexiddn Peso (“MXN”)respectively. As at September 30, 2009, 6% of Sseta an
51% of the liabilities arelenominated in MXN. The Company is exposed to fpreixchange risk as the results of operations reagffiecte:
by fluctuations in the exchange rates between BB End the MXN.

The Company has not entered into any hedging tcéinga in an effort to reduce the exposure to awyeisk.
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SILVER DRAGON RESOURCES INC. AND SUBSIDIARIES
(AN EXPLORATION STAGE COMPANY)

Notes to the Condensed Consolidated Financial iB&ates
September 30, 2009 and 2008

(Unaudited)

13. Segmented Information

As at September 30, 200 Corporate China Mexico Total
Mineral Rights $ - $ - $ 3,045,74! $ 3,045,74!
Equity Investmen $ 4,621,570 $ - $ - $ 4,621,57
Total Assets $ 5,382,98 $ - $ 3,272,15 $ 8,655,24!
Nine-Months Ended September 30, 20( Corporate China Mexico Total
Revenue: $ - $ - $ - $ =
Depreciatior $ 40,01¢ $ - $ 35,47, $ 75,49.
Net Loss Before Income Te $ (1,627,79) $ - $ 114,93y $ (1,742,73))
As at December 31, 200 Corporate China Mexico Total
Mineral Rights $ - 9 - 3% 3,045,74 $ 3,045,74!
Equity Investmen $ 4,575,000 $ - $ - 9 4,575,001
Total Asset: $ 6,701,70! $ - $ 3,288,841 $ 9,990,55:
Year Ended December 31, 200 Corporate China Mexico Total
Revenue! $ - $ - 3 - $ =
Depreciatior $ 52,40: $ 54,15 $ 54,44, $ 161,00:
Net Loss Before Income T $ (1,670,37) $ (1,570,89) $ (489,53() $ (3,730,79)

14. Subsequent Events

In October, the Company closed private placemeniding 400,000 units at $0.20 per unit for grosscpeds of $80,000. Each unit consis
one common share and one $0.50 per share purclagnivexercisable within a two year period froma ttate of the closing of the respec
private placements.

On October 13, 2009, the Company issued warrantg, hoard member, to purchase 250,000 shares dfdhgpanys stock at a per sh:
purchase price of $0.25, exercisable for a perfdwo years from the date of issuance.

On October 14, 2009, the Company issued warrami) individual, to purchase 30,000 shares of theganys stock at a per share purct
price of $0.25, exercisable for a period of two rgeftom contract date. The warrants were issuedyaumt to a management consul
agreement dated October 14, 2009.

On November 1, 2009, the Company issued warramtsyd Strategic Advisory Board members and a cdimgugroup, to purchase 5,100,(
shares of the Compargystock for a period of five years from the datessfiance. The warrants allow for 600,000 shardsetpurchased a
per share purchase price of $0.25 and 4,500,00@s@be purchased at a per share purchase p#€e5®. The warrants were issued purs
to two appointments to the Strategic Advisory Boafrthe Company on October 13, 2009.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLN OF OPERATION
CERTAIN FORWARD-LOOKING INFORMATION

Certain statements in this Quarterly Report on FAOQ may constitute "forwarkboking statements” within the meaning of the P
Securities Litigation Reform Act of 1995 (the "RefoAct”). Such forwardeoking statements involve known and unknown riskg;ertaintie:
and other factors which may cause the actual egpétrformance or achievements of the Company toderially different from any futu
results, performance or achievements, expressedpied by such forwardeoking statements. Factors that could cause otriborte to suc
differences include, but are not limited to, thakscussed herein. The words "believe”, "expectititégpate”, "seek” and similar expressi
identify forward-looking statements. Readers argtioaed not to place undue reliance on these farhmoking statements that speak only &
the date the statement was made. The Company'sciiigperformance and the forwal@bking statements contained herein are fu
qualified by other risks including those set foftbm time to time in the documents filed by the Quamy with the Securities and Excha
Commission, including the Company's most recentrFbd-K.

Plan of Operation (all figures stated in US Dollaraunless otherwise stated)
Overview.

Our primary objective is to explore for silver miaks and, if warranted, to develop those existirigemal properties. Our secondary objecti
to locate, evaluate, and acquire other mineral gntigs, and to finance our exploration and develapnthrough equity financing, by way
joint venture or option agreements or through algioation of both. The Compa’s primary objective right now is to monetize itsets i
order to augment its cash flow and ensure increeslec:.

Plans for the Year 200!
China

The properties in China, in which we have an irgereontinue to be drilled and tunneled. A feagip#tudy has been completed on the Erbi
mine to provide basic data on design, ore dresairtgbusiness profits to be used in planning farrRutargescale production or for the sale
the asset. Geologic mapping, trenching and driliiayk is underway for four of the properties knoas Dadi, Saihanaobao, Laopandao
Liangdi. The initial NI 43101 report on the Erbahuo property was releasetllynl7, 2007 and will be updated in the first geaof 2010. Th
second NI 43-101 commissioned on Dadi is also exegea the first quarter of 2010.

The NI 43401 report on the Erbahuo property recommends iadditwork in the areas of QA, QC, sampling, surdeyl hole recovery ar
additional sample data for both more reliable intetation and interpolation. The report recommehds the work be carried out in two phe
but that the Phase 2 exploration work not be cgetih on the results of Phase 1. However Phase I2natlcommence until Phase 1
completed. The results of Phase 1 will assist therjing of Phase 2 exploration.

Phase 1

Compile all existing geophysical surveys and extendnduced polarization survey over the concesaien, replacing any lines from histor
exploration that have any doubt. Compile all addédadata.

Conduct a gravity survey.
Conduct a magnetic survey and process an imagg tienvery latest software. All magnetic data Wwél DGPS registered and reduced to pole.

Generate a full 3D geological model of the dep&iich a geological model should help to better tstded the morphology of the minerali
lodes and also to assign specific gravity valuetherbasis of rock types.

Substantially increase the specific gravity deteations database.

Add geology modeling software and plotting faddigtiat the site office, including 3D modeling and&GCompile all existing data.
Generate a total station surveyed surface DTM tinngith the existing closed survey station control

Open up the previous workings, ensure sufficieppsut and use these for underground sampling atithglr

Produce a 3D wire framed model of all old workings.

Integrate detailed geological mapping with multestral Landsat and ultrdetailed imagery from lkonos satellite imageryetyrate with IP ar
gravity survey data. This will add structural aitddlogical data and will identify zones of altéost. Multi-spectral Landsat and satellite re
imagery can be processed using advanced techrédjties Beijing Institute of Remote Sensi



Phase 2:

There is additional resource potential for Erbahibath along strike and in some areas at deptts fecommended to carry out additic
brownfields exploration to increase the understagdif the geology, and conduct additional drillifidie 3d model indicates that the reso
can possibly be extended along strike and is opeatepth in some sections. Drilling from surface gudsibly from underground should
employed to explore for additional resources athiepd to close the resource along strike. Us@dveloped 3d models to plan infill drill &
other sampling programs. Diamond drilling of 10d®for 3,000 metres should be planned to infill Emdet strike and depth resource poter
At least 2 drill holes should twin old holes to ckdor bias and to determine if historical drillisgould be retained in the database or repl
The cost of drilling is around $100/metre and fesaying $60/assay. We intend to ensure interndtsgiaadard drill program supervision
procedures, downhole deviation measurement, ddmthilling versus core run checks and improve aaeovery for the drilling. The drill co
must be stored in a core farm. We will follow theplration program recommended by the NI HBE report and revisit the program ¢
quarterly basis.

Mexico

Our mining and exploitation activities in Mexicoeam the exploration stage. We continue exploring toncessions through tunnel
trenching and drifting upon. Our objective is todinew ore bodies and expand the resource of iegrexore bodies. There are currently se
mining shafts, which were used to extract undengdoore in the past. We have built a ramp direalpne of the main ore bodies in orde
extract the ore daily. An initial NI 4301 report has been completed and concluded teagxploration done by Silver Dragon Mexico du
2006 indicates that the potential resources infiethere justify the cost of further exploration aselelopment. The cost of this report
approximately $25,000.




The NI 43401 report recommends a program of detailed geologipping, surface geochemical sampling and grenagnetic sampling
collect the basic geotechnical information thatl Wi necessary to support an effective exploratiod development program at Cerro
Minitas. The program will include geologic mappiofjthe entire outcropping portion of the Cerro Misitas Dome at a scale of 1:2000, v
more detailed mapping in areas of special integesd, definition of project stratigraphy in detaibih examination of exposures and drill ¢
Additionally, the program will include reconnaissangeochemical soil and rock sampling and groungnaiéc surveying to cover the en
property. This first phase program will includellitrg 30 diamond drill holes from surface (4500 ers) to develop oxide resources identi
on the property and an additional six diamond dirdlles (1200 meters) drilled from underground i@ Buro Coraz6n mine to further deve
discoveries of sulfide mineralization made during 2006 drilling program. The goals of this prograe:

1. To compile a basic database of geotechnical infoomdo support effective exploration at Cerro IMmitas. All existing data will b
incorporated into the database and recorded on ,ntsta sheets and reports on the various categofiggotechnical information. Tt
geotechnical data will bear heavily on every phafshe Cerro Las Minitas Project and is stronglyoramended.

2. To define, by analysis of geotechnical data codlécthe sites on the property that offer the bestrgial for neaterm discovery ¢
nearsurface oxide ore. Those discoveries are antidipaieextend downwards into unoxidized sulfide of@efinition of the most favorak
sites for further exploration expenditure will enba the effectiveness of the Project and hastateitslopment and is strongly recommended.

3. To define and develop the inferred oxide resouticashas been identified on the property, includiniging, trenching and prelimina
metallurgical tests. Oxide resources already ifiedtion the property offer the best potential feanterm, loweost production from the proje
and justify this expenditure.

4, To define and further develop the carbonate rephece Ac-Pk-Zn mineralization that was discovered west of theoRCoraz6n mine
2006. The exploration model suggests that carborgiecement deposits at Cerro Las Minitas mayrdffe greatest longerm productio
potential on the property and justifies this inigestion.

We will follow the exploration program recommendagthe NI 43101 report and revisit the program on a quartedsid Currently, surfa
geochemical sampling and geologic mapping are wvadetto define drill targets in the southwest of thgro Curazon working and to -
southeast of the La Pirlaa Bocona workings. In the La Chiva structure ia furo Corazon workings, work is underway to dejreedes ar
tonnages. Vector Engineering has been commissiageaith to update the existing NI 43-101 and is etqukto be completed before year end.

We expect the cost of exploration activities, mileeelopment and administration costs in Mexico dkermext 12 months to be financed by
sale or processing of ore through the new mill ndgeacquired. This mill is expected to be fullyevptional in the first quarter of 20:
producing concentrates and generating revenuegdhrtiwe sale of those concentrates.

Cash Requirements.

We estimate that approximately $1.5 million ovee thext 12 months will be required to fund our &gptited capital requirements and
obligations under the agreements for the concessioiCerro las Minitas, Mexico and the agreemerh \&inoTop, as well as the costs
exploration, mine development and administratiomisTwill be funded from equity financing, the ekigt and further private placement fu
received from HIC our state owned joint venturetparin China and the sale of concentrates frormewr mill operation in Mexico.

Our agreement with Minera Real Victoria, S.A. d& Orequired us to make a $100,000 payment on djpalong with 2,000,000 comm
shares in 2006, further payments of $100,000 oreBaper 11, 2006, and March 14, 2007, as well adioakpayment of $100,000 which v
due on March 14, 2008 and still outstanding at Madver 6, 2009. In addition, we will require addi@funds should we choose to purchasi
mining concession from Silvia Villasenor Haro.

We have historically satisfied our working capitauirements through the private issuances of ymdturities as well as advances f
related parties. We will satisfy our capital regumirents from equity financing, the funds receivexrfithe existing and further private placen
funds received from HIC our state owned joint veatpartner in China and the sale of concentrates frur new mill operation in Mexico.

Off Balance Sheet Arrangements

We do not have any offalance sheet arrangements or contractual obligatitat have had or are reasonably likely to haveaterial current
future effect on our financial condition, changedinancial condition, revenues or expenses, resiilbperations, liquidity, capital expenditt
or capital resources that have not been disclosedri financial statements.

Competitive Factors

The silver mining industry is fragmented, with masilver prospectors and producers, small and laige.do not compete with anyone v
respect to the Chinese properties or on the CaasoMinitas properties. There is no competitiontfer exploration or removal of minerals fr
these properties. We will either find silver on fiveperties or not. If we do not, we will ceasesospend further investment.

With respect to selling silver, we compete withhexkisting silver supplies and other silver prodsac# the supply of silver exceeds deman
any given period, prices will fall until supply ad@mand is brought into balance. Many of these eoni@s have substantially greater techi



and financial resources than us. Thus we may balestadvantage with respect to some of our conupstit

Governmental Approvals and Regulations

Our mineral exploration programs are subject tordfgilations of various Chinese and Mexican autiesti

Regulatory Obligations in Mexic

In Mexico, our mining activities are governed bg tBeneral Mining Law and the regulations promulddkereunder.




We obtained initial authorizations and the relevaatmits for the exploration of Cerro Las Minitasrh the Ministry of Natural Resour¢
(SEMARNAT). The initial authorization from SERMARNRauthorizing us to initiate the excavation of #wl on Cerro Las Minitas w
issued in 2006. The excavation of soil must beiedrout using digger machines, which are registamdl authorized by SEMARNAT. C
machines are duly registered and authorized by SEMAT.

After the exploration stage, mining activities irekco are carried out in accordance with the peissited by the General Direction of Min
Ministry of Economy under the plan of operationsiftining activity submitted by an applicant. Afreceiving confirmation of the existence
minerals, we are required to file an applicatiothvthe General Direction of Mining of the Ministof Economy to obtain concession titles
the exploitation of the minerals. As of today, wavé obtained 15 Concession Titles for the Explimitabf Minerals in Cerro Las Minite
which titles were granted according to the appliegdvovisions of the General Mining Law. We aretlfier required to obtain additional perr
commonly referred to as the Sole Environmental h$eefrom SEMARNAT and the National Water CommisgidNVC). After we successful
obtain concession titles, we are required to sulmitual reports in May of each year, detailingwhek performed during the designated
on the properties specified by such concessiastitl

Once mining activities commence, we must obtaintemtchl permits and authorizations from the Minystif Labor to operate special machir
used for the exploration of the Mining Field. Swsyhecial machinery includes but are not limited tespured containers, boilers and c
machinery designated for mining that are reguldgdarious National Official Norms (NOM). We aresalrequired to file reports on saft
hygiene and minimum wage of our workers to thestegiof the Labor Commissions as provided underibbexFederal Labor Law.

Regulatory Obligations in Chin

Exploration for and exploitation of mineral rescescin China is governed by the Mineral Resources béthe PRC of 1986, amenc
effective January 1, 1997, and the Implementatiofeffor the Mineral Resources Law of the PRC,atiffe March 26, 1994. In order
further implement these laws, on February 12, 18@8State Council issued three sets of regulatiohRegulation for Registering to Exple
Mineral Resources Using the Block System, (ii) Ratjon for Registering to Mine Mineral Resourcesddiii) Regulation for Transferrir
Exploration and Mining Rights (together with theneial resources law and implementation rules beéfgrred to herein as "Mine
Resources Law").

Under Mineral Resources Law, the Ministry of LanttaResources and its local authorities (the "MLR"Jn charge of the supervision
mineral resource exploration and development. Theeral resources administration authorities of progs, autonomous regions
municipalities, under the jurisdiction of the Staéee in charge of the supervision of mineral reselexploration and development in tl
respective administration areas. The people's gavents of provinces, autonomous regions and mualitgs, under the jurisdiction of t
State, are in charge of coordinating the supemibipthe mineral resources administration authesitin the same level.

The Mineral Resources Law, together with the Caumstin of the PRC, provides that mineral resouesowned by the State, and the ¢
Council, the highest executive organization of 8tate, which regulates mineral resources on betfidalie State. The ownership rights of
State include the rights to: (i) occupy, (i) ué@) earn, and (iv) dispose of, mineral resouraegjardless of the rights of owners or users ¢
land under which the mineral resources are locatkdrefore, the State is free to authorize thindigsito enjoy its rights to legally occupy
use mineral resources and may collect resources t@xe royalties pursuant to its right to earn.his tvay, the State can control and direc
development and use of the mineral resources d?Rfe.

Mineral Resources Licenses

China has adopted, under the Mineral Resources ddiwensing system for the exploration and expt@n of mineral resources. The MLF
responsible for approving applications for explamatlicenses and mining licenses. The approvalhef MLR is also required to trans
exploration licenses and mining licenses.

Applicants must meet certain conditions as requingdelated rules/regulations. Pursuant to the Reigms for Registering to Mine Mine
Resources, the applicant for mining rights musis@n¢ the required documents, including a plan ®retbpment and use of the min
resources and an environmental impact evaluatiparteThe Mineral Resources Law allows individutdsexploit sporadic resources, st
rocks and clay for use as construction materiats aasmall quantity of mineral resources for susteaaHowever, individuals are prohibi
from mining mineral resources that are more appatgly mined at a certain scale by a company, fipdcminerals that are subject
protective mining by the State and certain othaigteated mineral resources.

Once granted, all exploration and mining rightsemtthe licenses are protected by the State fronbanbhment or disruption under the Min
Resources Law. It is a criminal offence to steailzes or damage exploration facilities, or disrumg tvorking order of exploration areas.

Exploration Rights

In order to conduct exploration, a Sifareign cooperative joint venture ("CJV") must appb the MLR for an exploration license. Owner
exploration licenses are "licensees". The periodatiflity of an exploration license can be no mihr@n three years. An exploration license
is described by a "basic block”. An exploratiorelise for metallic and nometallic minerals has a maximum of 40 basic blo¥ken minere
resources that are feasible for economic developimere been discovered, a licensee may apply éorigiint to develop such mineral resour
The period of validity of the exploration licensanche extended by application and each extensiorbeaor no more than two years.
annual use fee for an exploration license is RMB per square kilometre for the first three yeard @treases by RMB 100 per sqt



kilometre for each subsequent year, subject toxdrman fee of RMB 500 per square kilometre.

During the term of the exploration license, thestisee has the privileged priority to obtain miniights to the mineral resources in
exploration area, provided that the licensee memtgqualifying conditions for mining rights ownersn exploration licensee has the rig
among others, to: (i) explore without interferemdgéhin the area under license during the licensmt€ii) construct the exploration facilitit
and (iii) pass through other exploration areasadjecent ground to access the licensed area.

After the licensee acquires the exploration licerise licensee is obliged to, among other thingsbégin exploration within the prescrit
term, (ii) explore according to a prescribed exglimm work scheme, (iii) comply with State laws aedulations regarding labour safety, w
and soil conservation, land reclamation and enwiremtal protection, (iv) make detailed reports walcand other licensing authorities, (v) cl
and occlude the wells arising from exploration wapk) take other measures to protect against pafencerns after the exploration worl
completed, and (vii) complete minimum exploratiopenditures as required by the Regulations for ®eghg to Explore Resources Using
Block.

Mining Rights

In order to conduct mining activities, a CJV musbaapply for a mining license from the MLR. Ownefamining rights, or "concessionaire
are granted a mining license to mine for a ternm@mfmore than 10 to 30 years, depending on the matmbor size of the mining project.
mining license owner may extend the term of a ngricense with an application 30 days prior to exipdn of the term. The annual use fee
a mining license is RMB 1,000 per square kilomegeyear.




A mining license owner has the rights, among othtexs(i) conduct mining activities during the teand within the mining area prescribec
the mining license, (ii) sell mineral products (egtfor mineral products that the State Counciliastified for unified purchase by design:
units), (i) construct production and living faitiés within the mine area, and (iv) use the laedessary for production and constructior
accordance with applicable laws.

A mining license owner is required to, among otémgs: (i) conduct mine construction or miningiaities within a defined time period, (
conduct efficient production, rational mining andnmprehensive use of the mineral resources, (iiy) E@ources tax and mineral resou
compensation (royalties) pursuant to applicablesla(iv) comply with State laws and regulations reljgg labour safety, water and ¢
conservation, land reclamation and environmentadggtion, (v) be subject to the supervision and agament by the departments in charg
geology and mineral resources, and (vi) complei# pmresent mineral reserves forms and mineral resodevelopment and use statis
reports, in accordance with applicable law.

Transfer of Exploration and Mining Rights
A mining company may transfer its exploration onimg licenses to others, subject to the approvaioR.

An exploration license may only be transferreché transferor has: (i) held the exploration licefsetwo years after the date that the lice
was issued, or discovered minerals in the explomablock, which are able to be explored or minedhtr, (i) a valid and subsisti
exploration license, (iii) completed the stipulatatchimum exploration expenditures, (iv) paid themufees and the price for exploration ri
pursuant to the relevant regulations, and (v) olethithe necessary approval from the authorizedrtepat in charge of the minerals.

Mining rights may only be transferred if the traarsfr needs to change the ownership of such mingtgs because it is: (i) engaging i
merger or split, (i) entering into equity or coogive joint ventures with others, (iii) sellingienterprise assets, or (iv) engaging in a si
transaction that will result in an alteration o throperty ownership of the enterprise.

Additionally, when state-owned assets or state $uaue involved in a transfer of exploration licensed mining licenses, the related state-
owned assets rules and regulations apply and a@peyaluation report must be completed and filetth Wie MLR.

Speculation in exploration and mining rights istpbited. The penalties for speculation are thatrigbts of the speculator may be revol
illegal income from speculation confiscated aniha fevied.

Environmental Laws

In the past ten years, Chinese laws and policigardéng environmental protection have moved towasttister compliance standards
stronger enforcement. In accordance with the Enwrental Protection Law of the PRC adopted by ttendhg Committee of the PF
National People's Congress on December 26, 1989é&meral Administration of Environmental ProtegtiBureau under the State Council
national environmental protection standards. Theioua local environmental protection bureaus may seicter local standards !
environmental protection. CJVs are required to dgmyith the stricter of the two standards.

The basic laws in China governing environmentalgation in the mineral industry sector of the eaogoare the Environmental Protect
Law and the Mineral Resources Law. Applicants faming licenses must submit environmental impacesssients, and those projects tha
to meet environmental protection standards willlmgranted licenses. In addition, after the exgtion, a licensee must take further action
environmental protection, such as performing watadt soil maintenance. After the mining licensesehaexpired or a licensee stops mir
during the license period and the mineral resoune&® not been fully developed, the licensee gigaform other obligations such as water
soil maintenance, land recovery and environmentateption in compliance with the original developrhecheme, or must pay the costs of
recovery and environmental protection. After clgsthe mine, the mining enterprise must perform watel soil maintenance, land reco\
and environmental protection in compliance with entlosure approval reports, or must pay certairiscaghich include the costs of e
recovery and environmental protection.

Land and Construction

The holder of an exploration license or mining tise should apply for land use right with MLR to doat exploration or mining activities
the land covered by the exploration license or ngricense. The license holder should file an aapidon to MLR for the land use right with
exploration license or mining license. If the apation is approved by the competent governmentoaityh the MLR would issue an approva
the land use right applicant. Then, the local MLBuld enter into a land use right contract with fickense holder. The license holder sht
pay relevant price and fees in accordance withcthrract and then obtain a land use right certdidgom MLR. In practice, instead
obtaining a longerm land use right, an exploration license holday apply for a temporary land use right, which ldawrmally be valid fc
2 years and may be renewed upon application.

The company should also apply for other zoning @mastruction permits to conduct construction onlémel. PRC laws require a compan
obtain the land zoning permit and construction agrpermit with the local zoning authorities undee Ministry of Construction (MOCON
Then, the company is required to enter into a e¢an8on contract with a qualified constructor arleé the construction contract to the Ic
construction authorities under the MOCON and obgagonstruction permit. After the construction éenpleted, the company should apply
the construction authorities and related envirortaleand fire departments for the check and acceptan the construction. Upon the pas
check and acceptance, the company should applyledg#h housing authorities to register the consedduildings in its own name and obta



housing ownership certificate.
Environmental Law

We are responsible for providing a safe workingiemment, not disrupting archaeological sites, andducting our activities to prew
unnecessary damage to the area in which our mictmhs are located. At this time, we do not bedig¢liat the cost of compliance at
federal, state and local levels will be significant

We intend to secure all necessary permits reqdioedxploration. We anticipate no discharge of watéo active streams, creeks, rivers, I
or other bodies of water regulated by environmelatalor regulation.

We also anticipate that no endangered specieswillisturbed. Restoration of the disturbed land &l completed according to law, anc
holes, pits and shafts will be sealed upon abaneéohrof the mineral claims. It is difficult to estte the cost of compliance with
environmental laws, because the full nature andrgxaf our proposed activities cannot be determimgd we start our operations.

We believe we are in compliance with the environthiaws, and that we will continue to be able to ponwith such laws in the future.




Employees and Employment Agreement

We currently have three employees in Mexico noluiding mining staff.

In China we have one employee serving as admitiistrataff member in our Beijing representativeiadfand one consultant and director.
pay both the employee and the consultant $9,00npeth in total.

Other than the foregoing, we employ Marc HazouPeessident and CEO. In addition, we have three dtargs working in our head office
Toronto, an Information Technology and Investor &ehs Manager, a Corporate Controller and an ©fff@ministrator, being pa
collectively a total of approximately $10,000 peomth.

Strategic Advisory Board

The Company has formed a Strategic Advisory Bod8RB") which will be comprised of welknown and experienced executives in
financial and mining industries who will act as &dws to the Board of Directors. The SAB curremnsists of two membersRobert A. Fun
as Chairman and Michael J H Brown. At this time 8AB will assist with the application for listimn a Canadian stock exchange. On lis
Mr. Fung will become Chairman of the Board of Dims, and will assist in enlisting directors withetskills necessary to transition
Company into a significant global silver explor@dgproducer. Additional members will be appointedting further depth and experienc
the SAB. The mandate of the SAB is to assist they@my to formulate its strategic plans and to hseé& extensive contacts to assist in builc
the Company.

Intellectual Property

We have no patents, trademarks, licenses, frarghigacessions, royalty agreements or labor castthat management believes have
value.

Risk Factors

You should consider each of the following risk destand any other information set forth in this Fod0Q and the other Company's rep¢
filed with the Securities and Exchange Commissi8EC"), including the Company's financial statensegmd related notes, in evaluating
Company's business and prospects. The risks anettairties described below are not the only oned ilmpact on the Company's operati
and business. Additional risks and uncertaintiespresently known to the Company, or that the Compraurrently considers immaterial,
also impair its business or operations. If any loé following risks actually occur, the Company'sihass and financial condition, results
prospects could be harme

Risks Relating To Our Operations
None of the properties in which we have an interestthe right to earn an interest has any known erges.

None of the properties in which we have an inteoeghe right to earn an interest has any resefveslate, we have engaged in only lim
preliminary exploration activities on the propestiand accordingly, we do not have sufficient infatimn upon which to assess the ultin
success of our exploration efforts. If we do ndtbksh reserves, we may be required to curtaduspend our operations, in which case
market value of our common stock may decline, amdmay lose all or a portion of your investment.

The Company does not have sufficient funds to maktof its future obligations. We will need additi@l funding, either through equity ¢
debt financings or partnering arrangements, whicloald negatively affect us and our stock price.

We will need significant additional funds to contén operations, which we may not be able to obtéle. estimate that we will requ
approximately $1 million over the next 12 monthdund our anticipated capital requirements andahligations under the agreements for
concessions in Cerro las Minitas, Mexico and theamgent with Sind-op. Our agreement with Jaime Muguiro Pena requireto make
$100,000 payment on closing, with further paymeataling $350,000 made during 2006, along with @80, restricted common shares.
agreement with Ramon Tomas Davila Flores requiedoumake a payment of closing at $245,000 alorty Wi 0,000 restricted comm
shares. Our agreement with Minera Real Victorid. $le C.V. required us to make a $100,000 paymentlosing along with 2,000,0
restricted common shares; further payments of $ID@were paid on September 11, 2006 and March (@7 ,2a final payment of $100,C
was due on March 14, 2008 and remains payable aerNber 6, 2009. All payments in Mexico were and subject to Value Added T
(V.A.T.) for which we are entitled to be refundeslaanon-Mexican entity.

We intend to invest approximately $840,000 (whiepresents 40% of the $2,100,000, in total, commjitieto SinoTop in 2009 of whic
$267,963 has already been invested towards exjgorand property maintenance on the nine propeitighe portfolio and conducting
Canadian National Instrument (“NI”) 43-101 conversprogram on the balance of the eight properthés.currently have a NI 4301 repol
for the Erbachuo property. The second NI 43-101rogssioned on the Dadi is expected in the first tprasf 2010.

We have historically satisfied our working capitaguirements through the private issuances of y@eaiturities and from related parties.
will satisfy our capital requirements from equitpencing, the funds received from the existing &mther private placement funds recei



from HIC our state owned joint venture partner @ and the sale of concentrates from our newap#lration in Mexico.

We are an exploration stage company, and basedionemative cash flows from operating activitiesréhis uncertainty as to our ability
continue as a going concern.

From inception, we have generated limited reverameshave experienced negative cash flows from tipgriosses. We anticipate continu
to incur such operating losses and negative cashsfifor the foreseeable future, and to accumulateeasing deficits as we increase
expenditures for exploration and mining of mineraiérastructure, research and development andrgkoerporate purposes. Any increase
our operating expenses will require us to achiggaificant revenue before we can attain profitapiliOur history of operating losses
negative cash flows from operating activities wébult in our continued dependence on externahéiimg arrangements. In the event tha
are unable to achieve or sustain profitability oe atherwise unable to secure additional exterimainting, we may not be able to meet
obligations as they come due, raising substantiabts as to our ability to continue as a going eomcAny such inability to continue as a gc
concern may result in our security holders losihgirt entire investment. There is no guarantee Weatwill generate revenues or sec
additional external financing. Our financial statts, which have been prepared in accordance hétituhited States GAAP, contemplate
we will continue as a going concern and do not @ionany adjustments that might result if we werahla to continue as a going conc
Changes in our operating plans, our existing artitipated working capital needs, the acceleratioomodification of our expansion pla
lower than anticipated revenues, increased expepsdential acquisitions or other events will affeat our ability to continue as a go
concern. See "Management's Plan of Operations".

The reports of independent auditors of our constdid financial statements included in the previpddéd 10K annual report conta
explanatory paragraphs which note our recurringaipey losses since inception, our lack of caprad lack of long term contracts relate:
our business plans, and that these conditionsrggeeto substantial doubt about our ability to @ as a going concern. In the event the
are unable to successfully achieve future profégaiperations and obtain additional sources of fimanto sustain our operations, we ma
unable to continue as a going concern. See "ManagesnPlan of Operation” and our consolidated firgnstatements and notes the
included in this annual report.




We have a history of operating losses and we aptite future losses

Since we changed our business focus to silver exidm, we have generated little revenue. We irelitosses of approximately $3,730,
and $1,742,730 respectively, for the fiscal yeateehDecember 31, 2008 and the nine month periothgriseptember 30, 2009. We h
accumulated losses since inception of approxim&helf,786,642. We anticipate that losses will carimintil such time when revenue fr
operations is sufficient to offset our operatingtsoif ever. If we are unable to increase our mees or to increase them significantly enoug
cover our costs, our financial condition will wonsand you could lose some or all of your investment

Because our management does not have technicahirgy or experience in exploring for, starting andperating an exploration program, v
will have to hire personnel to conduct these effartf we can not effectively supervise or retaincbupersonnel, we may have to suspen
cease operations, which will result in the lossyafur investment.

Because our management is inexperienced with @rpldor, starting and operating an exploration papg, we hired new employees
contractors to perform surveying, exploration ardagation of mineral claims that we may acquirhédtthan our Independent Director, C
Sutherland, our management has no direct trainingxperience in these areas and as a result mayenfatlly aware of many of the spec
requirements related to working within the industdanagement must rely on the personnel it haslhoreretained to assist them in mal
critical engineering and business decisions. Camesslty, our operations, earnings and ultimate fam@rsuccess could suffer irreparable h
due to management's lack of experience in thisstmguf our management is unable to supervise atainm qualified personnel to carry
these tasks. As a result we may have to suspetebge operations, which will result in the losgair investment.

Our success also depends on our ability to hireratain skilled operating, marketing, technicahaficial and management personnel. It
mining sector, competition in connection with hgiand retaining skilled, dependable personneltense. We may not offer salaries or ben
that are competitive with those offered by our cetitprs, who may have significantly more resourst&n compared to us. As such, eve
we were to succeed in hiring skilled personnelmas not succeed in retaining them.

Because we have limited capital, we may have tatloar exploration activity, which may result in bbss of your investmen

Because we have limited capital, we must limit exjploration activity. As such, we may not be abledmplete an exploration program th
as thorough as the one that we currently anticipateonducting. In that event, an existing ore body go undiscovered. Without an ore b
we cannot generate revenues, in which case, ydlosd your investment.

Pursuant to Section 404 Of The Sarbar-Oxley Act Of 2002 ("Section 404"), we will be reqed, beginning with our annual report ¢
Form 10K for the fiscal year ending December 31, 2007jriolude in our annual reports, our management's reg on internal control ove
financial reporting and for the fiscal year endindpecember 31, 2008, the registered public accountfirgn's attestation report on ot
management's assessment of our internal control iofreancial reporting.

We have not prepared an internal plan of actiorconpliance with the requirements of Section 404 .a/Aesult, we cannot guarantee tha
will not have any "significant deficiencies" or "teaial weaknesses" reported by our independenstergid public accounting firm. Complial
with the requirements of Section 404 is expecteldet@xpensive and timmnsuming. If we fail to complete this evaluationai timely manne
or if our independent registered public accounfing cannot timely attest to our evaluation, we Idobie subject to regulatory scrutiny ar
loss of public confidence in our internal contreko financial reporting. In addition, any failure ¢stablish an effective system of disclo
controls and procedures could cause our currentpatehtial shareholders and customers to lose @emée in our financial reporting
disclosure required under the Securities and Exgiadyct of 1934, which could adversely affect ousibess.

Because our interests are in Mexico and China, dusiness is subject to additional risks associatgth doing business outside the Unit
States.

We expect that a portion of our revenues, if angyoe derived from sales of our products in foreitarkets. Accordingly, we will be subj
to all risks associated with foreign trade. Thesksrinclude:

shipping delays,
increased credit risks,
trade restrictions,
export duties and tariffs,

fluctuations in foreign currency, and
uncertainties in international, political, regulat@nd economic developments.

In addition, we anticipate that our foreign opevasi will require us to devote significant resourtesystem installation, training and serv
areas in which we have limited experier



It is possible that third parties will challenge otitle for the properties in which we have an intst.

We have not obtained title insurance for our prbesr It is possible that the title to the propestin which we have our interest will
challenged or impugned. If such claims are sucagssé may lose our interest in such properties.

Because all of our assets, our officers and ourelitors are located outside the United States of Aog it may be difficult for an investor 1
enforce within the United States any judgments dbtd against us, our officer or our director.

All of our assets are located outside of the Unigdtes, the individuals serving as officers améadors are nationals and/or residents
country or countries other than the United Stades, all or a substantial portion of their asse¢slacated outside the United States. As a r
it may be difficult for an investor to effect ses®i of process or enforce within the United States jadgments obtained against us or
officers and directors, including judgments pretidaupon the civil liability provisions of the setties laws of the United States or any <
thereof. In addition, there is uncertainty as teethler the courts of Canada and other jurisdictiwosld recognize or enforce such judgm:
rendered by the courts of the United States. Theeraso uncertainty as to whether the courts ofa@anor other jurisdictions would
competent to hear original actions brought in Canadother jurisdictions against us or our officansl directors predicated upon the secu
laws of the United States or any state thereof.



A Director controls a significant percentage of o@ommon stock

As of November 6, 2009, Marc Hazout, a Directorned beneficially approximately 21% of our outstawgdcommon stock. Mr. Hazout is a
to influence all matters requiring stockholder agwad, including electiorof directors and approval of significant corporarignsactions. Th
concentration of ownership, which is not subjecaty voting restrictions, could limit the price thavestors might be willing to pay for ¢
common stock. In addition, Mr. Hazout is in a positto impede transactions that may be desirabieofoer shareholders. He could,
example, make it more difficult for anyone to taantrol of us.

Risks Relating To the Industry In General
Planned exploration, and if warranted, developmeartd mining activities involve a high degree of ris

We cannot assure you of the success of our plaopexhtions. Exploration costs are not fixed, arsbueces cannot be reliably identified v
substantial development has taken place, whichlgritigh exploration and development costs. Thasco§ mining, processing, developm
and exploitation activities are subject to numereaigables which could result in substantial cogrouns. Mining for silver and other base
precious metals may involve unprofitable effortst only from dry properties, but from propertiesttlare productive but do not prod
sufficient net revenues to return a profit aftec@mting for mining, operating and other costs.

Our mining operations may be curtailed, delayedasrcelled as a result of numerous factors, marwhi¢h are beyond our control, includ
economic conditions, mechanical problems, titlebfgms, weather conditions, compliance with govenmialerequirements and shortage
delays of equipment and services. If our drillirgidties are not successful, we will experienamaerial adverse effect on our future resul
operations and financial condition.

In addition to the substantial risk that the mitleat we drill will not be productive or may declitire productivity after commencement
production, there are hazards inherent in geothesrploration and production. Such hazards inclusheisual or unexpected geolc
formations, pressures, downhole fires, mechanw@i#lires, blowouts, cratering, explosions, uncotdatée flows of well fluids, pollution ar
other physical and environmental risks. These hiszaepuld result in substantial losses to us duejoy and loss of life, severe damage to
destruction of property and equipment, pollutiod ather environmental damage and suspension oatipes. As protection against opera
hazards, we maintain insurance coverage against,dmumnot all, of the potential losses. We dofably insure against all risks associated \
our business because insurance is either unawaitaibits cost of coverage is prohibitive. The ocence of an event that is not fully covere
covered at all by insurance could have a matedatese effect on our financial condition and resolt operations. We do have directors
officers’ liability insurance.

The impact of governmental regulation could advelsaffect our business.

Our business is subject to applicable domesticfareign laws and regulations, including laws anglutations on taxation, the exploration
and development, production and distribution oteleity, and environmental and safety matters. Maws and regulations require drilli
permits and govern the spacing of mines, ratesaxfyction, prevention of waste and other matten®s€ laws and regulations may increas
costs and timing of planning, designing, drillingstalling, operating and abandoning our silver esirand other facilities. In addition,
operations are subject to complex environmentas lamd regulations adopted by domestic and foreigsdictions where we operate. We cc
incur liability to governments or third parties fany unlawful discharge of pollutants into the aiojl or water, including responsibility 1
remedial costs.

In addition, the submission and approval of enwinental impact assessments may be required. Envéotainlegislation is evolving in
manner which means stricter standards; enforcerfiae and penalties for noncompliance are moiagent. Environmental assessment
proposed projects carry a heightened degree obnsdlity for companies and directors, officersiamployees. The cost of compliance 1
changes in governmental regulations has a poteotr@duce the profitability of operations.

Because the requirements imposed by these lawsegthtions frequently change, we cannot assuretlyaiulaws and regulations enacte
the future, including changes to existing laws esgllations, will not adversely affect our busindasaddition, because we acquire interes
properties that have been operated in the pasth®srs) we may be liable for environmental damagesed by former operators. In Mexi
changes in government leadership and/or the uratiniz of workers could adversely affect our operai In China, political instability a
unexpected state intervention could adversely affacassets.

Decline in silver prices may make it commerciallyfféasible for us to develop our property and mayisa our stock price to declin

The value and price of our common shares and wtranr financial results, and our exploration, @lepment and mining activities may
significantly adversely affected by declines in firvice of silver and other precious metals. Silpdces fluctuate widely and are affectec
numerous factors beyond our control such as irnteatss, exchange rates, inflation or deflationgtilation in the value of the United St:
dollar and foreign currencies, global and regiswgply and demand, and the political and economiditions of silverproducing countrie
throughout the world. The price of silver fluctuaia response to many factors, which are beyondrasly predictive abilities. The prices u
in making the estimates in our plans differ fronilydarices quoted in the news media. The percentdgage in the price of a metal cannc
directly related to the estimated mineralized mataquantities, which are affected by a number @digonal factors. Because mining occ
over a number of years, it may be prudent to coetimining for some periods during which cash flases temporarily negative for a variety
reasons. Such reasons include a belief that theptme is temporary, and/or the expense incurrgudater when permanently closing a m



Declines in the price of silver may cause our stogke to decline, which could cause you to loseeyowhile making it difficult for us to rai
capital for our ongoing operations.

Weather interruptions in China may affect and delayr proposed exploration operations.

Our proposed exploration work in China can onlypeeformed approximately six to seven months outhefyear. The cold, rain and sr
make the roads leading to our claims impassibleyeyear during certain times from November to Mardfhen the roads are impassible,
are unable to conduct exploration operations omtimeral claim.

We may not have access to all of the supplies aratarials we need to begin exploration, which coutduse us to delay or suspe
operations.

Competition and unforeseen limited sources of dapph the industry could result in occasional sgfoirtages of supplies such as dynami
well as certain equipment like bulldozers and eatans that we might need to conduct explorationvdfcannot obtain the necessary supy
we will have to suspend our exploration plans uméldo obtain such supplies.




Risks Relating To the Market for Our Securities
Because the public market for shares of our commnsinck is limited, investors may be unable to reskdir shares of common stoc

Currently there is only a limited public market four common stock on the Over-T@®unter Bulletin Board in the United States. 1
investors may be unable to resell their sharesuofcommon stock. The development of an active putthding market depends upon
existence of willing buyers and sellers who aredblsell their shares as well as market makelggito create a market in such shares. U
these circumstances, the market bid and ask piacgbe shares may be significantly influenced y decisions of the market makers to bt
sell the shares for their own account. Such detssif the market makers may be critical for thald&hment and maintenance of a lic
public market in our common stock. Market makess ot required to maintain a continuous tsided market and are free to withdraw 1
guotations at any time. We cannot give you anyrasse that an active public trading market forghares will develop or be sustained.

A significant number of shares of our common stoclare eligible for sale in the United States, whichauld have an adverse effect on tt
market price for our common stock and could adversly affect our ability to raise needed capital.

As of November 6, 2009, the number of shares inphielic float on the Over-Th€ounter Bulletin Board in the U.S. is approxima
87,968,488. The market price for our common stamllat decrease significantly and our ability to eagapital could be adversely affectec
the availability of a large number of shares.

The price of our common stock is volatile, whichyntause investment losses for our shareholders.

The market for our common stock is highly volathaying ranged in the last 12 months from a lo8@D6 to a high of $0.42 on the Over-The-
Counter Bulletin Board. The trading price of oumoon stock on the Over-ThHe@eunter Bulletin Board is subject to wide fluctoais ir
response to, among other things, quarterly variatin operating and financial results, and gensrahomic and market conditions. In addit
statements or changes in opinions, ratings, oriregsrestimates made by brokerage firms or induatalysts relating to our market or rela

to us could result in an immediate and adverseeffe the market price of our common stock. Thélyigolatile nature of our stock price v
cause investment losses for our shareholders.elpdst, securities class action litigation hasmolieen brought against companies folloy
periods of volatility in the market price of thesecurities. If securities class action litigatisrbrought against us, such litigation could rest
substantial costs while diverting management's\titie and resources.

Our common stock is considered to be a "penny stbekhich may make it more difficult for investorsotsell their shares.

Our common stock is considered to be a "penny stoitke SEC has adopted rules that regulate brdkafer practices in connection v
transactions in "penny stocks." Penny stocks gdipeaee equity securities with a price of less ti#H00 (other than securities registere:
some national securities exchanges or quoted onDM&E provided that current price and volume infotimia with respect to transactions
these securities is provided by the exchange desys Prior to a transaction in a penny stock,akér-dealer is required to:

deliver a standardized risk disclosure documespared by the Securities and Exchange Commiskairptovides information about
penny stocks and the nature and level of riskhérmpenny stock marke

provide the customer with current bid and offer tgtions for the penny stoc

explain the compensation of the brc-dealer and its salesperson in the transac

provide monthly account statements showing the atar&lue of each penny stock held in the custoraecsunt; ant

make a special written determination that thengestiock is a suitable investment for the purchaserreceive the purchaser's written
agreement to the transactic

These requirements may have the effect of redutiadevel of trading activity in the secondary nmetrfor our stock, and investors may fin
more difficult to sell their shares.

RESULTS OF OPERATIONS
Nine Months Ended September 30, 2008 and Septe&3@h200¢

Net sales were $NIL for both the quarters enSeptember 30, 20G#hd September 30, 2008 there was no production at any of the mi
properties.

Total operating expenses for the Company were #1958 (September 30, 2008 $4,564,129). There were decreases in explol
expenditures and decreases in General and Adnaitiv&rexpenses due to the Company's need to ofitaincing. The overall expenditul
decreased compared to 2008 as a result of insitidunding, consequently impairing the Companpidita to commission advertising a
promotions activity similar to those levels in 2008

Net loss for the nir-months ende&eptember 30, 2008as $1,742,730, compared to a net loss of $4,564drzhe similar period in 2008. T
principal reason for this is the impact of the éastdiscussed above.

LIQUIDITY AND CAPITAL RESOURCES



The Company will need additional capital in orderfinance its obligations to Sanhe Sifiop Resources and Technologies Ltd., ant
acquired properties in Cerro Las Minitas, Mexicowell as to continue its attempt to acquire vidhlsinesses and properties and to financ
administrative costs including but not limited égél and accounting fees.

GOING CONCERN

As of September 30, 20GBe Company had an accumulated deficit of $27,786,8he financial statements therefore have beepaped on
going concern basis as explained in Note 2 to tharf€ial Statements.

ITEM 3. CONTROLS AND PROCEDURES

The Company is taking actions to prevent the renwe of significant deficiencies and material wesses in the future, including hirin
Chief Financial Officer and a Chief Operating Oéfido oversee the financial operations of the Campbdnder the supervision and with
participation of our management, including our Clidgecutive Officer and Corporate Controller, weaakenated the effectiveness of the de
and operation of our disclosure controls and prooesl (as defined in Rule 13a-15 under the Exchawgeas of September 30, 200@he
"Evaluation Date"). Based upon that evaluation,@héef Executive Officer and Corporate Controllencluded that, as of the Evaluation D
our disclosure controls and procedures were effedti timely alerting them to material informaticglating to us required to be included in
periodic SEC filings.

Except as discussed above, there has been no chatige Company's internal control over financigperting during the Company's fis
quarter covered by this report that has materiaffected, or is reasonably likely to materially eaff, the Company's internal control ¢
financial reporting.




PART Il. OTHER INFORMATION

Item 1. Legal Proceedings.
None
Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

On January 20, 2009 the Company issued 600,00@sluvdrthe Compang’ restricted common stock to a company, pursuaaintinvestc
relations agreement dated January 20, 2009, fovddie of $57,000.

On January 21, 2009 the Company issued 650,00@sluvdrthe Compang’ restricted common stock to a company, pursuaaintinvestc
relations agreement dated January 15, 2009, fovéhie of $61,750.

On January 23, 2009 the Company cancelled 250@8ifiated shares of the Compasgtock, which were initially issued on August 2807
and requested to be returned and cancelled duentperformance of contract terms.

On February 4, 2009 the Company issued 100,00Gestafrthe Company’restricted common stock to an employee of a digrgi of the
Company, in relation to the facilitation of the hglrchase, for fair value of $10,000.

On February 6, 2009 the Company issued 300,000mptio an individual, to purchase shares of thea@amy's stock at a per share purct
price of $0.10, exercisable for a period of thremarg from contract date. The options were issugdupnt to a management consul
agreement dated February 6, 2009.

On February 12, 2009 the Company issued 40,00@&starthe Compang’ restricted common stock to an individual, in tiela to investc
relations services provided, for fair value of $B6

On May 1, 2009 the Company issued 175,000 of thegamy's restricted common stock to an individuatspant to a ongear accountir
services contract for fair value of $17,500.

On May 1, 2009 the Company issued 175,000 of th@@amy's restricted common stock to an individuakspant to a ongear accountir
services contract for fair value of $14,875.

On May 15, 2009 the Company cancelled 50,000 otsttishares of the Compasystock, which were initially issued on April 2, @Dant
requested to be returned and cancelled due to apmgnt.

On June 18, 2009 the Company issued 500,000 oEdmepanys restricted common stock to an individual in lefypayment owed relating
services provided in a prior year.

On July 16, 2009, the Company closed a privategpiant totaling 200,000 units at $0.10 per unitgass proceeds of $20,000. Each
consists of one common share and one $0.25 pez phachase warrant exercisable within a two yedaog@drom the date of the closing of
private placement.

On September 25, 2009, the Company issued 600/@0@ss of the Compargrestricted common stock to a company, pursuaahtmvestc
relations agreement dated September 25, 200%ifovdlue of $160,800.

On September 30, 2009, the Company closed a pmpfatement totaling 250,000 units at $0.20 per forigross proceeds of $50,000. E
unit consists of one common share and one $0.56h@e purchase warrant exercisable within a tvew geriod from the date of the closing
the private placement.

On September 30, 2009, the Company entered intefmiive Agreement (“the Agreementtd sell its Erbahuo project in China to a pri
Chinese investor for RMB 6 million (approximately5D$882,000). The Agreement is subject to the tearm to regulatory approval, af
which the Company will hold 40% equity interestefht exploration properties held in Sifiop. The final proceeds, to be received t
regulatory approval, will be used to further depetbe Company’s properties in China.




In October, the Company closed private placemeniding 400,000 units at $0.20 per unit for grosscpeds of $80,000. Each unit consis
one common share and one $0.50 per share purclzgnivexercisable within a two year period froma ttate of the closing of the respec
private placements.

On October 13, 2009, the Company issued warrantg, hoard member, to purchase 250,000 shares dfdhgpanys stock at a per sh:
purchase price of $0.25, exercisable for a perfdwo years from the date of issuance.

On October 14, 2009, the Company issued warramn tindividual, to purchase 30,000 shares of thm@anys stock at a per share purct
price of $0.25, exercisable for a period of two rgeftom contract date. The warrants were issuedyaumt to a management consul
agreement dated October 14, 2009.

On November 1, 2009, the Company issued warramtsyd Strategic Advisory Board members and a cdimgugroup, to purchase 5,100,(
shares of the Compargystock for a period of five years from the datessfiance. The warrants allow for 600,000 shardsetpurchased a
per share purchase price of $0.25 and 4,500,00@s@be purchased at a per share purchase p#€e5®. The warrants were issued purs
to two appointments to the Strategic Advisory Boafrthe Company on October 13, 2009.

The sale of the shares was exempt from registragioauant to Section 4(2) of the Securities Acll®83, as amended, and/or Regulatic
promulgated thereunder, and/or Regulation S proateththereunder. All of the purchasers of the shewere sophisticated and/or accrec
investors, and were provided with information conafde to what would be required in a registratitatesnent. The shares were issued w
restrictive legend.

The funds received from the abonentioned private placements were used to meefirihacial requirements to pay legal, accounting
administrative expenses.

Item 3. Defaults Upon Senior Securities.

None.

Item 4. Submission of Matters to a Vote of Securitjdolders.
None.

Item 5. Other Information.

None.



Iltem 6. Exhibits.

31.1 Certification of Chief Executive Officer pursuantRule 13-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1¢

32.1 Certification of Chief Executive Officer pursuantRule 13a-14(b) or Rule 1544(b) of the Securities Exchange Act of 1934
18 U.S.C. Section 135



SIGNATURES

In accordance with the requirements of the Exchaethe registrant caused this report to be sigmeits behalf by the undersigned,
thereunto duly authorized.

SILVER DRAGON RESOURCES INC.

Date: November &, 2009 /s Marc Hazou
By: Marc Hazout, Chief Executive Officer




EXHIBIT 31.1
CERTIFICATION
I, Marc M. Hazout certify that:
1. | have reviewed this report on Form-Q of Silver Dragon Resources Ir
2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omgttde a material fact necessar

make the statements made, in light of the circuntets under which such statements were made, ntgadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statementd,aher financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4, The registrant's other certifying officer(s) andré responsible for establishing and maintainirsgldsure controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15@&))%(nd internal control over financial reportiras @defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresawsed such disclosure controls and proceduree wesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pnegzh

b) Designed such internal control over financial reipgr, or caused such internal control over finahogorting to be design
under our supervision, to provide reasonable asseraegarding the reliability of financial repodirand the preparation
financial statements for external purposes in ataoee with generally accepted accounting principles

C) Evaluated the effectiveness of the registrant'slatisire controls and procedures and presentedisnreéport our conclusio
about the effectiveness of the disclosure contot procedures as of the end of the period coveyetlis report based on st
evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during the registraat’

most recent fiscal quarter that has materiallycéfd, or is reasonably likely to materially affettte registrang internal contrc

over financial reporting; and

5. The registrant's other certifying officer(s) antidve disclosed, based on our most recent evaluafigmernal control over financi
reporting, to the registrant's auditors and thdtaammittee of registrant's board of directorsggersons performing the equivalent function):

a) all significant deficiencies and material weaknessethe design or operation of internal contralerdfinancial reporting whic
are reasonably likely to adversely affect the riegig's ability to record, process, summarize ambrt financial information; ar

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéatin the registran
internal control over financial reporting.

Date: November 6, 2009

/s/ Marc M. Hazout
Marc M. Hazout
Chief Executive Officer




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL
OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPED PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Marc M. Hazout, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@6eoSarbane®xley Act of 2002, that tt
Form 109Q for the period ended September 30, 2009, fullpmltes with the requirements of Section 13(a) did)l®f the Securities Exchar
Act of 1934 and that information contained in sidrm 10Q fairly presents in all material respects the ricial condition and results
operations of Silver Dragon Resources Inc.

Dated: November 6, 2009

By: /s/Marc M. Hazout
Marc M. Hazout
Chief Executive Officer




