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This Form 10-KSB contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 

1995 and Section 21E of the Securities Exchange Act of 1934. For this purpose any statements contained in this Form 10-K that are 

not statements of historical facts may be deemed to be forward-looking statements. Without limiting the foregoing, words such as 

''may,'' ''will,'' ''expect,'' ''believe,'' ''anticipate,'' ''estimate'' or ''continue'' or comparable terminology is intended to identify forward-

looking statements. These statements by their nature involve substantial risks and uncertainties, and actual results may differ 

materially depending on a variety of factors, many of which are not within the Company's control. These factors include but are not 

limited to: 
. the timing and outcome of our feasibility study; 

. the estimation of mineral resources and the realization of mineral resources, if any, based on mineral resource estimates; 

. the timing of exploration, development and production activities and estimated future production, if any; 

. estimates related to costs of production, capital, operating and exploration expenditures; 
. requirements for additional capital and our ability to raise additional capital; 

. governmental regulation of mining operations, environmental risks; 

. title disputes or claims; 
. the timing and outcome of referrals, if any, of prospective mining properties identified by Tianjin North China Exploration Bureau; 

. the development of cooperative relationship with North China Geological Exploration Bureau; 

. our ability to procure the required permits; 
. our ability to attract and retain qualified personnel; and 

. the other factors and information disclosed and discussed under "Risk Factors" above and elsewhere in this report. 

 

  
 

PART I  
 

ITEM 1. DESCRIPTION OF BUSINESS 
 

Corporate History 
 

Silver Dragon Resources, Inc. was initially incorporated in the State of Delaware on May 9, 1996 under the name American Electric 

Automobile Company Inc. On July16, 2002, we amended our Certificate of Incorporation to change our name to American 

Entertainment & Animation Corporation. On February 25, 2005, we again amended our Certificate of Incorporation to change our 

name to "Silver Dragon Resources, Inc." in order to better reflect our current business focus on global silver exploration and 

development. We operate in Mexico through our wholly-owned subsidiary, Silver Dragon Mining De Mexico S.A. de C.V.(''Silver 

Dragon Mexico''), a Mexico company incorporated on April 21, 2006. 
 

We own a 40% equity interest in Sanhe Sino-Top Resources and Technologies, Ltd. (''Sino-Top''), which was originally formed by 

Sino Silver and certain other Chinese individuals as a joint venture company. 
 

We are engaged in the acquisition, exploration and development of silver and other mineral properties in China and Mexico. Our 

primary focus is the exploration of nine properties located in the Erbaohuo Silver District in Northern China, as well as the Cerro Las 

Minitas property located in Guadalupe, Durango, Mexico. We are still in our exploration stage and have not generated any revenues 

from the mining properties in China and Mexico. 
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Silver Mining Business in China 
 

Erbahuo Projects 
 

On March 16, 2006, we entered into an agreement to acquire certain mining and exploration rights to the Erbaohuo Silver Project by 

purchasing a 60% interest in Sino-Top from Sino Silver. Sino-Top was an equity joint venture company originally created under the 

Joint Venture Agreement dated April 14, 2005 between Sino Silver and certain other parties. Pursuant to the Asset Purchase 

Agreement, we acquired a 60% interest in Sino-Top and became a party to the Joint Venture Agreement. Sino-Top holds the 

exploration and mining rights to nine properties in the Erbaohuo Silver District in Northern China ("Erbaohuo Projects"). The total 

purchase price was $650,000 plus 4,000,000 shares of our restricted common stock, all of which had been delivered to Sino Silver 

following receipt of the requisite approvals to the transfer by the local Provincial Department of Commerce in China. In March 2007 

we increased our interest from 60% to 90% in exchange for 2 million restricted common shares of the company. On May 9, 2007 we 

received approval from the Ministry of Commerce to change the equity joint venture to a contractual joint venture. On June 10, 2008 

we signed a letter of intent with our stateïowned Chinese Joint venture partner Exploration Unit of North China Nonferrous 

Geological Exploration Bureau, also known as Huaguan Industrial Corp. (``HIC'') to sell 50% equity interest in Sanhe Sino-Top 

Resources & Technologies Ltd. (``Sino-Top''), not including Erbahuo, from Silver Dragon in exchange for US$4.5 million. With 

respect to Erbahuo, the ninth exploration property controlled by Sino-Top, it will be 70% owned by Silver Dragon and 30% by HIC. 

On November 20, 2008 Gansu Shengda Group Ltd. (Shengda), a private Chinese conglomerate, agreed to acquire 52% of the equity 

interests in Sanhe Sino-Top Resources & Technologies, Ltd. (``Sino-Top'') from Huaguan Industrial Corp. (``HIC''), Silver Dragon's 

state-owned Chinese joint venture partner. 
 

Prior to entering into the Asset Purchase Agreement described above, on April 14, 2005 we entered into a Venture Agreement with 

Sino Silver to acquire 50% of Sino Silver's interest in the net proceeds from the sale of minerals or the sale of mining rights as a result 

of the exploration, evaluation, and development of the Aobaotugounao property located in the Erbaohuo Silver District. Consideration 

for the interest included cash payments of $350,000 over a two year period and the issuance of 500,000 shares of our common stock. 

On closing, we paid $150,000 cash and issued 250,000 restricted common shares. In addition, 4,500,000 restricted common shares 

were issued to parties who assisted in the transaction. Three million of these shares were subsequently returned to us and cancelled. 

The Venture Agreement was superseded by the Asset Purchase Agreement described above. 
 

We invested approximately a total of $2,618,243 into Sino-Top as of December 31, 2008 ($6,131,052 in 2007) and intend to invest 

funds to support approximately 40% of all of Sino-Top's expenses in 2008 with the focus on further exploration and bringing the 

Erbaohuo silver mine into production in 2010, and conducting advanced stage exploration on two properties (Zuanxinhu and 

Saihanaobao). 
 

Strategic Cooperation Agreements 
 

Silver Dragon and Sino-Top are party to strategic agreements with various parties, including the North China Geological Exploration 

Bureau (NCGEB). 
 

On July 26, 2006, we signed a Strategic Cooperation Agreement with the Tianjin North China Exploration Bureau (TNCEB) in China. 

The TNCEB has access to mine assets located in various locations in China. The 5-year Agreement provides that prospective mining 

properties identified by the TNCEB will be referred exclusively to Silver Dragon first. We have 90 days to review geological 

information and other information we reasonably may request. If we do not wish to develop such properties, TNCEB may show the 

properties to other prospective purchasers. In the event that Silver Dragon chooses to acquire, develop or exploit any mining 

opportunities referred by the TNCEB, Silver Dragon and TNCEB will work towards a mutually acceptable working agreement with 

respect to the purchase and/or development of the mining property. The TNCEB will provide technical, geological and other 

documentation as may be requested by Silver Dragon as part of its due diligence investigation of prospective properties. In the event 

that TNCEB does not wish to participate in the joint development of the property, we are required to pay TNCEB the amount equal to 

1% of the purchase price of such property in cash or 2% of the purchase price in non-cash consideration, including our common stock. 

If the seller of the property is an affiliate of TNCEB, we have no payment obligation. 
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Silver Mining Business in Mexico 
 

Cerro las Minitas Project 
 

On March 2, 2006, Silver Dragon Mexico acquired 16 mining concessions from four individuals by entering into various assignment 

agreements. The total consideration paid by us through March 2008 is $1,045,000 plus 2,560,000 restricted shares. We were obligated 

to pay a further $100,000 to one of these individuals by March 8, 2008 to fulfill our obligations under these agreements. This amount 

has not been paid as of yet, but we have been granted an extension for the payment. 
 

Cerro las Minitas is comprised of 15 concessions covering 1,413 Hectares. It is located 68 kilometers northeast of the City of 

Durango, Mexico, and comprises the Cerro las Minitas mining district, part of the prolific silver belt of the Sierra Madre Occidental. 

An initial NI 43-101 report has been completed and concluded that the exploration done by Silver Dragon Mexico during 2006 

indicates that the potential resources inferred there justify the cost of further exploration and development a second NI 43-101 has 

been completed and will be released in 2009. 
 

Competitive Factors 
 

The silver mining industry is fragmented, with many silver prospectors and producers, small and large. We do not compete with 

anyone with respect to our Chinese properties or on the Cerro las Minitas properties. There is no competition for the exploration or 

removal of minerals from these properties. We will either find silver on the properties or not. If we do not, we will cease or suspend 

further investment. 
 

With respect to selling silver, we compete with both existing silver supplies and other silver producers. If the supply of silver exceeds 

demand in any given period, prices will fall until supply and demand is brought into balance. Many of these companies have 

substantially greater technical and financial resources than us. Thus we may be at a disadvantage with respect to some of our 

competitors. 
 

Governmental Approvals and Regulations 
 

Our mineral exploration programs are subject to the regulations of various Chinese and Mexican authorities. 
 

Regulatory Obligations in Mexico 
 

In Mexico, our mining activities are governed by the General Mining Law and the regulations promulgated thereunder. 
 

We obtained initial authorizations and the relevant permits for the exploration of Cerro Las Minitas from the Ministry of Natural 

Resources (SEMARNAT). The initial authorization from SERMARNAT authorizing us to initiate the excavation of the soil on Cerro 

Las Minitas was issued in 2006. The excavation of soil must be carried out using digger machines, which are registered and authorized 

by SEMARNAT. Our machines are duly registered and authorized by SEMARNAT. The company has documented all requirements 

and has submitted its Environmental Impact Assessment / Manifestacion, or Manifestacion de Impacto Ambiental (MIA) for its Cerro 

las Minitas silver project in Durango, Mexico that includes a cyanide process for the sulfide handling and Heap Leaching process for 

the handling of oxides. The MIA was officially submitted on Mar 23, 2009 to the Secretaria de Medio Ambiente y Recursos Naturales 

of Mexico (SEMARNAT) for review, and is the principal document in the application process for a mine operating permit. 
 

After the exploration stage, mining activities in Mexico are carried out in accordance with the permit issued by the General Direction 

of Mining Ministry of Economy under the plan of operations for mining activity submitted by an applicant. Since our current activities 

in Mexico are in the exploration stage, we have not yet submitted a plan of operations. After receiving confirmation of the existence of 

minerals, we are required to file an application with the General Direction of Mining of the Ministry of Economy to obtain concession 

titles for the exploitation of the minerals. As of today, we have obtained fifteen (15) Concession Titles for the Exploitation of Minerals 

in Cerro Las Minitas, which titles were granted according to the applicable provisions of the General Mining Law. We are further 

required to obtain additional permits commonly referred to as the Sole Environmental License from SEMARNAT and the National 

Water Commission (NWC). After we successfully obtain concession titles, we are required to submit annual reports in May of each 

year, detailing the work performed during the designated year on the properties specified by such concession titles. 
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Once mining activities commence, we must obtain additional permits and authorizations from the Ministry of Labor to operate special 

machineries used for the exploration of the Mining Field. Such special machineries include but are not limited to pressured containers, 

boilers and other machineries designated for mining that are regulated by various National Official Norms (NOM). We are also 

required to file reports on safety, hygiene and minimum wage of our workers to the registry of the Labor Commissions as provided 

under Mexican Federal Labor Law. 
 

Regulatory Obligations in China 
 

Exploration for and exploitation of mineral resources in China is governed by the Mineral Resources Law of the PRC of 1986, 

amended effective January 1, 1997, and the Implementation Rules for the Mineral Resources Law of the PRC, effective March 26, 

1994. In order to further implement these laws, on February 12, 1998 the State Council issued three sets of regulations: (i) Regulation 

for Registering to Explore Mineral Resources Using the Block System, (ii) Regulation for Registering to Mine Mineral Resources, and 

(iii) Regulation for Transferring Exploration and Mining Rights (together with the mineral resources law and implementation rules 

being referred to herein as "Mineral Resources Law"). 
 

Under Mineral Resources Law, the Ministry of Land and Resources and its local authorities (the "MLR") is in charge of the 

supervision of mineral resource exploration and development. The mineral resources administration authorities of provinces, 

autonomous regions and municipalities, under the jurisdiction of the State, are in charge of the supervision of mineral resource 

exploration and development in their respective administration areas. The people's governments of provinces, autonomous regions and 

municipalities, under the jurisdiction of the State, are in charge of coordinating the supervision by the mineral resources administration 

authorities on the same level. 
 

The Mineral Resources Law, together with the Constitution of the PRC, provides that mineral resources are owned by the State, and 

the State Council, the highest executive organization of the State, which regulates mineral resources on behalf of the State. The 

ownership rights of the State include the rights to: (i) occupy, (ii) use, (iii) earn, and (iv) dispose of, mineral resources, regardless of 

the rights of owners or users of the land under which the mineral resources are located. Therefore, the State is free to authorize third 

parties to enjoy its rights to legally occupy and use mineral resources and may collect resource taxes and royalties pursuant to its right 

to earn. In this way, the State can control and direct the development and use of the mineral resources of the PRC. 
 

Mineral Resources Licenses 
 

China has adopted, under the Mineral Resources Law, a licensing system for the exploration and exploitation of mineral resources. 

The MLR is responsible for approving applications for exploration licenses and mining licenses. The approval of the MLR is also 

required to transfer exploration licenses and mining licenses. 
 

Applicants must meet certain conditions as required by related rules/regulations. Pursuant to the Regulations for Registering to Mine 

Mineral Resources, the applicant for mining rights must present the required documents, including a plan for development and use of 

the mineral resources and an environmental impact evaluation report. The Mineral Resources Law allows individuals to exploit 

sporadic resources, sand, rocks and clay for use as construction materials and a small quantity of mineral resources for sustenance. 

However, individuals are prohibited from mining mineral resources that are more appropriately mined at a certain scale by a company, 

specified minerals that are subject to protective mining by the State and certain other designated mineral resources. 
 

Once granted, all exploration and mining rights under the licenses are protected by the State from encroachment or disruption under 

the Mineral Resources Law. It is a criminal offence to steal, seize or damage exploration facilities, or disrupt the working order of 

exploration areas. 
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Exploration Rights 
 

In order to conduct exploration, a Sino-foreign cooperative joint venture ("CJV") must apply to the MLR for an exploration license. 

Owners of exploration licenses are "licensees". The period of validity of an exploration license can be no more than three years. An 

exploration license area is described by a "basic block". An exploration license for metallic and non-metallic minerals has a maximum 

of 40 basic blocks. When mineral resources that are feasible for economic development have been discovered, a licensee may apply 

for the right to develop such mineral resources. The period of validity of the exploration license can be extended by application and 

each extension can be for no more than two years. The annual use fee for an exploration license is RMB 100 per square kilometre for 

the first three years and increases by RMB 100 per square kilometre for each subsequent year, subject to a maximum fee of RMB 500 

per square kilometre. 
 

During the term of the exploration license, the licensee has the privileged priority to obtain mining rights to the mineral resources in 

the exploration area, provided that the licensee meets the qualifying conditions for mining rights owners. An exploration licensee has 

the rights, among others, to: (i) explore without interference within the area under license during the license term, (ii) construct the 

exploration facilities, and (iii) pass through other exploration areas and adjacent ground to access the licensed area. 
 

After the licensee acquires the exploration license, the licensee is obliged to, among other things: (i) begin exploration within the 

prescribed term, (ii) explore according to a prescribed exploration work scheme, (iii) comply with State laws and regulations regarding 

labour safety, water and soil conservation, land reclamation and environmental protection, (iv) make detailed reports to local and other 

licensing authorities, (v) close and occlude the wells arising from exploration work, (vi) take other measures to protect against safety 

concerns after the exploration work is completed, and (vii) complete minimum exploration expenditures as required by the 

Regulations for Registering to Explore Resources Using the Block. 
 

Mining Rights 
 

In order to conduct mining activities, a CJV must also apply for a mining license from the MLR. Owners of mining rights, or 

"concessionaires", are granted a mining license to mine for a term of no more than ten to thirty years, depending on the magnitude or 

size of the mining project. A mining license owner may extend the term of a mining license with an application 30 days prior to 

expiration of the term. The annual use fee for a mining license is RMB 1,000 per square kilometre per year. 
 

A mining license owner has the rights, among others, to: (i) conduct mining activities during the term and within the mining area 

prescribed by the mining license, (ii) sell mineral products (except for mineral products that the State Council has identified for 

unified purchase by designated units), (iii) construct production and living facilities within the mine area, and (iv) use the land 

necessary for production and construction, in accordance with applicable laws. 
 

A mining license owner is required to, among other things: (i) conduct mine construction or mining activities within a defined time 

period, (ii) conduct efficient production, rational mining and comprehensive use of the mineral resources, (iii) pay resources tax and 

mineral resources compensation (royalties) pursuant to applicable laws, (iv) comply with State laws and regulations regarding labour 

safety, water and soil conservation, land reclamation and environmental protection, (v) be subject to the supervision and management 

by the departments in charge of geology and mineral resources, and (vi) complete and present mineral reserves forms and mineral 

resource development and use statistics reports, in accordance with applicable law. 
 

Transfer of Exploration and Mining Rights  
 

A mining company may transfer its exploration or mining licenses to others, subject to the approval of MLR. 
 

An exploration license may only be transferred if the transferor has: (i) held the exploration license for two years after the date that the 

license was issued, or discovered minerals in the exploration block, which are able to be explored or mined further, (ii) a valid and 

subsisting exploration license, (iii) completed the stipulated minimum exploration expenditures, (iv) paid the user fees and the price 

for exploration rights pursuant to the relevant regulations, and (v) obtained the necessary approval from the authorized department in 

charge of the minerals. 
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Mining rights may only be transferred if the transferor needs to change the ownership of such mining rights because it is: (i) engaging 

in a merger or split, (ii) entering into equity or cooperative joint ventures with others, (iii) selling its enterprise assets, or (iv) engaging 

in a similar transaction that will result in an alteration of the property ownership of the enterprise. 
 

Additionally, when state-owned assets or state funds are involved in a transfer of exploration licenses and mining licenses, the related 

state-owned assets rules and regulations apply and a proper evaluation report must be completed and filed with the MLR. 
 

Speculation in exploration and mining rights is prohibited. The penalties for speculation are that the rights of the speculator may be 

revoked, illegal income from speculation confiscated and a fine levied. 
 

Environmental Laws 
 

In the past ten years, Chinese laws and policies regarding environmental protection have moved towards stricter compliance standards 

and stronger enforcement. In accordance with the Environmental Protection Law of the PRC adopted by the Standing Committee of 

the PRC National People's Congress on 26 December 1989, the General Administration of Environmental Protection Bureau under the 

State Council sets national environmental protection standards. The various local environmental protection bureaus may set stricter 

local standards for environmental protection. CJVs are required to comply with the stricter of the two standards. 
 

The basic laws in China governing environmental protection in the mineral industry sector of the economy are the Environmental 

Protection Law and the Mineral Resources Law. Applicants for mining licenses must submit environmental impact assessments, and 

those projects that fail to meet environmental protection standards will not be granted licenses. In addition, after the exploration, a 

licensee must take further actions for environmental protection, such as performing water and soil maintenance. After the mining 

licenses have expired or a licensee stops mining during the license period and the mineral resources have not been fully developed, the 

licensee shall perform other obligations such as water and soil maintenance, land recovery and environmental protection in 

compliance with the original development scheme, or must pay the costs of land recovery and environmental protection. After closing 

the mine, the mining enterprise must perform water and soil maintenance, land recovery and environmental protection in compliance 

with mine closure approval reports, or must pay certain costs, which include the costs of land recovery and environmental protection. 
 

Land and Construction 
 

The holder of an exploration license or mining license should apply for land use right with MLR to conduct exploration or mining 

activities on the land covered by the exploration license or mining license. The license holder should file an application to MLR for 

the land use right with its exploration license or mining license. If the application is approved by the competent government authority, 

the MLR would issue an approval to the land use right applicant. Then, the local MLR would enter into a land use right contract with 

the license holder. The license holder should pay relevant price and fees in accordance with the contract and then obtain a land use 

right certificate from MLR. In practice, instead of obtaining a long-term land use right, an exploration license holder may apply for a 

temporary land use right, which would normally be valid for 2 years and may be renewed upon application. 
 

The company should also apply for other zoning and construction permits to conduct construction on the land. PRC laws require a 

company to obtain the land zoning permit and construction zoning permit with the local zoning authorities under the Ministry of 

Construction (MOCON). Then, the company is required to enter into a construction contract with a qualified constructor and file the 

construction contract to the local construction authorities under the MOCON and obtain a construction permit. After the construction 

is completed, the company should apply for the construction authorities and related environmental and fire departments for the check 

and acceptance of the construction. Upon the pass of check and acceptance, the company should apply with local housing authorities 

to register the constructed buildings in its own name and obtain a housing ownership certificate. 
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Environmental Law 
 

We are responsible for providing a safe working environment, not disrupting archaeological sites, and conducting our activities to 

prevent unnecessary damage to the area in which our mineral claim is located. At this time, we do not believe that the cost of 

compliance at the federal, state and local levels will be significant. 
 

We intend to secure all necessary permits required for exploration. We anticipate no discharge of water into active streams, creeks, 

rivers, lakes or other bodies of water regulated by environmental law or regulation. We also anticipate that no endangered species will 

be disturbed. Restoration of the disturbed land will be completed according to law, and all holes, pits and shafts will be sealed upon 

abandonment of the mineral claims. It is difficult to estimate the cost of compliance with the environmental laws, because the full 

nature and extent of our proposed activities cannot be determined until we start our operations. 
 

We believe we are in compliance with the environment laws, and that we will continue to be able to comply with such laws in the 

future. 
 

Employees and Employment Agreements 
 

We have 6 full time employees and 10 total employees. 
 

We currently have 3 employees in Mexico. We pay them a total of approximately $12,000 per month for their services. 
 

In China we have one employee serving as administrative staff member in our Beijing representative office. We pay him $3,000 per 

month. 
 

In our head office in Toronto we have 1 employee and 3 consultants. Our only employee is Marc Hazout, our Chief Executive Officer, 

President and Director. The three consultants working in our head office in Toronto include an office administrator and manger, an 

information and technology and investor relations manager and a Controller, being paid collectively a total of $10,000 per month. 
 

In addition, our Operations Manager, China, receives $6,000 per month on a consulting basis. 
 

On November 15, 2005, we entered into an Employment Agreement with Marc Hazout. The Employment Agreement provides that 

Mr. Hazout shall be employed by us for a term of five years, and is entitled to a base salary of $288,000 per year. In the event we 

terminate the Employment Agreement without cause, he will be entitled to severance equal to 100% of his remaining base salary 

under the Employment Agreement, plus an amount equal to 100% of the base salary plus full medical coverage for 12 months 

following the termination date. The Employment Agreement contains provisions prohibiting him from competing with us or soliciting 

customers or employees from us for a period of one year following the termination of his employment. 
 

Intellectual Property 
 

We have no patents, trademarks, licenses, franchises, concessions, royalty agreements or labor contracts that management believes 

have any value. 
 

Risk Factors 
 

You should consider each of the following risk factors and any other information set forth in this Form 10-K and the other Company's 

reports filed with the Securities and Exchange Commission ("SEC"), including the Company's financial statements and related notes, 

in evaluating the Company's business and prospects. The risks and uncertainties described below are not the only ones that impact on 

the Company's operations and business. Additional risks and uncertainties not presently known to the Company, or that the Company 

currently considers immaterial, may also impair its business or operations. If any of the following risks actually occur, the Company's 

business and financial condition, results or prospects could be harmed. 
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Risks Relating To Our Operations 
 

None of the properties in which we have an interest or the right to earn an interest has any known reserves. 
 

None of the properties in which we have an interest or the right to earn an interest has any reserves. To date, we have engaged in only 

limited preliminary exploration activities on the properties. Accordingly, in which we do not have sufficient information upon which 

to assess the ultimate success of our exploration efforts. If we do not establish reserves, we may be required to curtail or suspend our 

operations, in which case the market value of our common stock may decline, and you may lose all or a portion of your investment. 
 

Our current cash will only fund our business as currently planned for 3 months. We will need additional funding, either through 

equity or debt financings or partnering arrangements, that could negatively affect us and our stock price. 
 

We will need significant additional funds to continue operations, which we may not be able to obtain. We estimate that we must raise 

approximately $1 million over the next 12 months to fund our anticipated capital requirements and our obligations in Mexico and 

China. 
 

We invested approximately a total of $2,618,243 into Sino-Top as of December 31, 2008 ($6,131,052 in 2007) and intend to invest 

funds to support approximately 40% of all of Sino-Top's expenses in 2008 with the focus on further exploration and bringing the 

Erbaohuo silver mine into production in 2010, and conducting advanced stage exploration on two properties (Zuanxinhu and 

Saihanaobao). We currently do not have funds in place to finance these obligations. 
 

We have historically satisfied our working capital requirements through the private issuances of equity securities and from our chief 

executive officer. We will continue to seek additional funds through such channels and from collaboration and other arrangements 

with corporate partners. However, we may not be able to obtain adequate funds when needed or funding that is on terms acceptable to 

us. If we fail to obtain sufficient funds, we may need to delay, scale back or terminate some or all of our mining exploration programs. 
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We are an exploration stage company, and based on our negative cash flows from operating activities there is uncertainty as to our 

ability to continue as a going concern. 
 

From inception, we have generated limited revenues and have experienced negative cash flows from operating losses. We anticipate 

continuing to incur such operating losses and negative cash flows for the foreseeable future, and to accumulate increasing deficits as 

we increase our expenditures for exploration and mining of minerals, infrastructure, research and development and general corporate 

purposes. Any increases in our operating expenses will require us to achieve significant revenue before we can attain profitability. Our 

history of operating losses and negative cash flows from operating activities will result in our continued dependence on external 

financing arrangements. In the event that we are unable to achieve or sustain profitability or are otherwise unable to secure additional 

external financing, we may not be able to meet our obligations as they come due, raising substantial doubts as to our ability to 

continue as a going concern. Any such inability to continue as a going concern may result in our security holders losing their entire 

investment. There is no guaranty that we will generate revenues or secure additional external financing. Our financial statements, 

which have been prepared in accordance with the United States GAAP, contemplate that we will continue as a going concern and do 

not contain any adjustments that might result if we were unable to continue as a going concern. Changes in our operating plans, our 

existing and anticipated working capital needs, the acceleration or modification of our expansion plans, lower than anticipated 

revenues, increased expenses, potential acquisitions or other events will all affect our ability to continue as a going concern. See 

"Management's Plan of Operations". 
 

The reports of independent auditors of our consolidated financial statements included in this annual report contain explanatory 

paragraphs which note our recurring operating losses since inception, our lack of capital and lack of long term contracts related to our 

business plans, and that these conditions give rise to substantial doubt about our ability to continue as a going concern. In the event 

that we are unable to successfully achieve future profitable operations and obtain additional sources of financing to sustain our 

operations, we may be unable to continue as a going concern. See "Management's Plan of Operation" and our consolidated financial 

statements and notes thereto included in this annual report. 
 

We have a history of operating losses and we anticipate future losses. 
 

Since we changed our business focus to silver exploration, we have generated no revenues. We incurred losses of approximately 

$3,730,799 and $10,498,500 respectively, for the fiscal years ended December 31, 2008 and 2007. We have accumulated losses since 

inception of approximately $26,043,912. We anticipate that losses will continue until such time when revenue from operations is 

sufficient to offset our operating costs, if ever. If we are unable to increase our revenues or to increase them significantly enough to 

cover our costs, our financial condition will worsen and you could lose some or all of your investment. 
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Because we do not have much capital, we may have to limit our exploration activity, which may result in a loss of your investment. 
 

Because we are small and do not have much capital, we must limit our exploration activity. As such, we may not be able to complete 

an exploration program that is as thorough as the one that we currently anticipate on conducting. In that event, an existing ore body 

may go undiscovered. Without an ore body, we cannot generate revenues, in which case, you will lose your investment. 
 

Pursuant to Section 404 Of The Sarbanes-Oxley Act Of 2002 ("Section 404"), we will be required, beginning with our annual 

report on Form 10-KSB for the fiscal year ending December 31, 2007, to include in our annual reports on Form 10-KSB, our 

management's report on internal control over financial reporting and for the fiscal year ending December 31, 2008, the registered 

public accounting firm's attestation report on our management's assessment of our internal control over financial reporting. 
 

We have not prepared an internal plan of action for compliance with the requirements of Section 404. As a result, we cannot guarantee 

that we will not have any "significant deficiencies" or "material weaknesses" reported by our independent registered public accounting 

firm. Compliance with the requirements of Section 404 is expected to be expensive and time-consuming. If we fail to complete this 

evaluation in a timely manner, or if our independent registered public accounting firm cannot timely attest to our evaluation, we could 

be subject to regulatory scrutiny and a loss of public confidence in our internal control over financial reporting. In addition, any failure 

to establish an effective system of disclosure controls and procedures could cause our current and potential shareholders and 

customers to lose confidence in our financial reporting and disclosure required under the Securities and Exchange Act of 1934, which 

could adversely affect our business. 
 

Because our interests are in Mexico and China, our business is subject to additional risks associated with doing business outside 

the United States. 
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We expect that a portion of our revenues, if any, may be derived from sales of our products in foreign markets. Accordingly, we will 

be subject to all risks associated with foreign trade. These risks include: 
. shipping delays, 

. increased credit risks, 

. trade restrictions, 

. export duties and tariffs, 

. fluctuations in foreign currency, and 

. uncertainties in international, political, regulatory and economic developments. 
 

In addition, we anticipate that our foreign operations will require us to devote significant resources to system installation, training and 

service, areas in which we have limited experience. 
 

It is possible that third parties will challenge our title for the properties in which we have an interest. 
 

We have not obtained title insurance for our properties. It is possible that the title to the properties in which we have our interest will 

be challenged or impugned. If such claims are successful, we may lose our interest in such properties. 
 

Because all of our assets, our officers and our directors are located outside the United States of America, it may be difficult for an 

investor to enforce within the United States any judgments obtained against us, our officer or our director. 
 

All of our assets are located outside of the United States, the individuals serving our officers and directors are nationals and/or 

residents of a country or countries other than the United States, and all or a substantial portion of such persons' assets are located 

outside the United States. As a result, it may be difficult for an investor to effect service of process or enforce within the United States 

any judgments obtained against us or our officers and directors, including judgments predicated upon the civil liability provisions of 

the securities laws of the United States or any state thereof. In addition, there is uncertainty as to whether the courts of Canada and 

other jurisdictions would recognize or enforce such judgments rendered by the courts of the United States. There is also uncertainty as 

to whether the courts of Canada or other jurisdictions would be competent to hear original actions brought in Canada or other 

jurisdictions against us or our officers and directors predicated upon the securities laws of the United States or any state thereof. 
 

Our President - Chief Executive Officer controls a significant percentage of our common stock. 
 

As of March 26, 2009, Marc Hazout, our President and Chief Executive Officer, owned beneficially approximately 21.3% of our 

outstanding common stock. Mr. Hazout is able to influence all matters requiring stockholder approval, including election of directors 

and approval of significant corporate transactions. This concentration of ownership, which is not subject to any voting restrictions, 

could limit the price that investors might be willing to pay for our common stock. In addition, Mr. Hazout is in a position to impede 

transactions that may be desirable for other shareholders. He could, for example, make it more difficult for anyone to take control of 

us. 
 

Risks Relating To The Industry In General 
 

Planned exploration, and if warranted, development and mining activities involve a high degree of risk. 
 

We cannot assure you of the success of our planned operations. Exploration costs are not fixed, and resources cannot be reliably 

identified until substantial development has taken place, which entails high exploration and development costs. The costs of mining, 

processing, development and exploitation activities are subject to numerous variables which could result in substantial cost overruns. 

Mining for silver and other base or precious metals may involve unprofitable efforts, not only from dry properties, but from properties 

that are productive but do not produce sufficient net revenues to return a profit after accounting for mining, operating and other costs. 
 

Our mining operations may be curtailed, delayed or cancelled as a result of numerous factors, many of which are beyond our control, 

including economic conditions, mechanical problems, title problems, weather conditions, compliance with governmental requirements 

and shortages or delays of equipment and services. If our drilling activities are not successful, we will experience a material adverse 

effect on our future results of operations and financial condition. 
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In addition to the substantial risk that the mines that we drill will not be productive or may decline in productivity after 

commencement of production, there are hazards inherent in geothermal exploration and production. Such hazards include unusual or 

unexpected geologic formations, pressures, downhole fires, mechanical failures, blowouts, cratering, explosions, uncontrollable flows 

of well fluids, pollution and other physical and environmental risks. These hazards could result in substantial losses to us due to injury 

and loss of life, severe damage to and destruction of property and equipment, pollution and other environmental damage and 

suspension of operations. As protection against operating hazards, we maintain insurance coverage against some, but not all, of the 

potential losses. We do not fully insure against all risks associated with our business because insurance is either unavailable or its cost 

of coverage is prohibitive. The occurrence of an event that is not fully covered or covered at all by insurance could have a material 

adverse effect on our financial condition and results of operations. 
 

The impact of governmental regulation could adversely affect our business. 
 

Our business is subject to applicable domestic and foreign laws and regulations, including laws and regulations on taxation, the 

exploration for and development, production and distribution of electricity, and environmental and safety matters. Many laws and 

regulations require drilling permits and govern the spacing of mines, rates of production, prevention of waste and other matters. These 

laws and regulations may increase the costs and timing of planning, designing, drilling, installing, operating and abandoning our silver 

mines and other facilities. In addition, our operations are subject to complex environmental laws and regulations adopted by domestic 

and foreign jurisdictions where we operate. We could incur liability to governments or third parties for any unlawful discharge of 

pollutants into the air, soil or water, including responsibility for remedial costs. 
 

In addition, the submission and approval of environmental impact assessments may be required. 
 

Environmental legislation is evolving in a manner which means stricter standards; enforcement, fines and penalties for noncompliance 

are more stringent. Environmental assessments of proposed projects carry a heightened degree of responsibility for companies and 

directors, officers and employees. The cost of compliance with changes in governmental regulations has a potential to reduce the 

profitability of operations. 
 

Because the requirements imposed by these laws and regulations frequently change, we cannot assure you that laws and regulations 

enacted in the future, including changes to existing laws and regulations, will not adversely affect our business. In addition, because 

we acquire interests in properties that have been operated in the past by others, we may be liable for environmental damage caused by 

former operators. In Mexico, changes in government leadership and/or the unionization of workers could adversely affect our 

operations. In China, political instability and unexpected state intervention could adversely affect our assets. 
 

Decline in silver prices may make it commercially infeasible for us to develop our property and may cause our stock price to 

decline. 
 

The value and price of our common shares and warrants, our financial results, and our exploration, development and mining activities 

may be significantly adversely affected by declines in the price of silver and other precious metals. Silver prices fluctuate widely and 

are affected by numerous factors beyond our control such as interest rates, exchange rates, inflation or deflation, fluctuation in the 

value of the United States dollar and foreign currencies, global and regional supply and demand, and the political and economic 

conditions of silver-producing countries throughout the world. The price of silver fluctuates in response to many factors, which are 

beyond anyone's prediction abilities. The prices used in making the estimates in our plans differ from daily prices quoted in the news 

media. The percentage change in the price of a metal cannot be directly related to the estimated mineralized material quantities, which 

are affected by a number of additional factors. Because mining occurs over a number of years, it may be prudent to continue mining 

for some periods during which cash flows are temporarily negative for a variety of reasons. Such reasons include a belief that the low 

price is temporary, and/or the expense incurred is greater when permanently closing a mine. 
 

Declines in the price of silver may cause our stock price to decline, which could cause you to lose money while making it difficult 

for us to raise capital on terms acceptable to us. 
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Weather interruptions in China may affect and delay our proposed exploration operations. 
 

Our proposed exploration work in China can only be performed approximately six to seven months out of the year. The cold, rain and 

snow make the roads leading to our claims impassible every year during certain times from November to March. When the roads are 

impassible, we are unable to conduct exploration operations on the mineral claim. 
 

We may not have access to all of the supplies and materials we need to begin exploration, which could cause us to delay or suspend 

operations. 
 

Competition and unforeseen limited sources of supplies in the industry could result in occasional spot shortages of supplies such as 

dynamite as well as certain equipment like bulldozers and excavators that we might need to conduct exploration. If we cannot obtain 

the necessary supplies, we will have to suspend our exploration plans until we do obtain such supplies. 
 

Risks Relating To The Market For Our Securities 
 

Because the public market for shares of our common stock is limited, investors may be unable to resell their shares of common 

stock. 
 

Currently there is only a limited public market for our common stock on the Over-The-Counter Bulletin Board in the United States. 

Thus investors may be unable to resell their shares of our common stock. The development of an active public trading market depends 

upon the existence of willing buyers and sellers who are able to sell their shares as well as market makers willing to create a market in 

such shares. Under these circumstances, the market bid and ask prices for the shares may be significantly influenced by the decisions 

of the market makers to buy or sell the shares for their own account. Such decisions of the market makers may be critical for the 

establishment and maintenance of a liquid public market in our common stock. Market makers are not required to maintain a 

continuous two-sided market and are free to withdraw firm quotations at any time. We cannot give you any assurance that an active 

public trading market for the shares will develop or be sustained. 
 

A significant number of shares of our common stock are eligible for sale in the United States, which could have an adverse effect 

on the market price for our common stock and could adversely affect our ability to raise needed capital. 
 

As of March 31, 2009 the number of shares in the public float on the Over-The-Counter Bulletin Board in the U.S. is approximately 

85,893,488. The market price for our common stock could decrease significantly and our ability to raise capital could be adversely 

affected by the availability of a large number of shares. 
 

The price of our common stock is volatile, which may cause investment losses for our shareholders. 
 

The market for our common stock is highly volatile, having ranged in the last twelve months from a low of $0.06 to a high of $0.41 on 

the Over-The-Counter Bulletin Board. The trading price of our common stock on the Over-The-Counter Bulletin Board is subject to 

wide fluctuations in response to, among other things, quarterly variations in operating and financial results, and general economic and 

market conditions. In addition, statements or changes in opinions, ratings, or earnings estimates made by brokerage firms or industry 

analysts relating to our market or relating to us could result in an immediate and adverse effect on the market price of our common 

stock. The highly volatile nature of our stock price may cause investment losses for our shareholders. In the past, securities class 

action litigation has often been brought against companies following periods of volatility in the market price of their securities. If 

securities class action litigation is brought against us, such litigation could result in substantial costs while diverting management's 

attention and resources. 
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