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Each of the asset acquisitions described above was not in operation when the Company acquired the asset.  The owners of each of the
assets did not hold the proper license for the exploration and production of bromine, and production at each of the assets acquired had
been previously halted by the government.  With respect to the Factory No. 2, the assets had not been operational for nine months;
with respect to Factory No. 3, the assets had not been operational for eleven months; with respect to Factory No. 4 and 5 , the assets
had not been operational for fifteen months; with respect to Factory No. 6, the assets had not been operational for eighteen months;
and with respect to Factory No. 7, the assets had not been operational for twelve months; and with respect to Factory No. 8, the assets
had not been operational for thirteen months
 
Our Business Segments
 
Our business operations are conducted in two segments, bromine and crude salt, and chemical products.  We manufacture and trade
bromine and crude salt, and manufacture and sell chemical products used in oil and gas field exploration, oil and gas distribution, oil
field drilling, wastewater processing, papermaking chemical agents and inorganic chemicals.  We conduct all of our operations in
China, in close proximity to China’s petrochemical and oil refinery manufacturing base and its rapidly growing market.

Bromine and Crude Salt

We manufacture and distribute bromine through our wholly-owned subsidiary, Shouguang City Haoyuan Chemical Company Limited,
or SCHC.  Bromine (Br2) is a halogen element and it is a red volatile liquid at standard room temperature which has reactivity
between chlorine and iodine.   Elemental bromine is used to manufacture a wide variety of bromine compounds used in industry and
agriculture. Bromine is also used to form intermediates in organic synthesis, in which it is somewhat preferable over iodine due to its
lower cost.  Our bromine is commonly used in brominated flame retardants, fumigants, water purification compounds, dyes, medicines
and disinfectants. According to figures published by the China Crude Salt Association,  we are one of the largest manufacturers of
bromine in China, as measured by production output.

The extraction of bromine in the Shandong Province is limited by the Provincial Government to six licensees.  We hold one of such
licenses.  The other five license holders produce bromine mainly for their own consumption.  There are only six licensed bromine
producers in Shandong Province, and the government has shut down hundreds of small unlicensed producers.  Part of our business
strategy is to acquire these producers and to use our bromine to expand our downstream chemical operations.
 
Location of Production Sites

Our production sites are located in the Shandong Province in northeastern China. The productive formation (otherwise referred to as
the “working region”), extends from latitude N 36°56’ to N 37°20’ and from longitude E 118°38’ to E 119°14’, in the north region of
Shouguang city, from the Xiaoqing River of Shouguang city to the west of the Dan River, bordering on Hanting District in the east,
from the main channel of “Leading the Yellow River to Supply Qingdao City Project” in the south to the coastline in the  north. The
territory is classified as coastal alluvial – marine plain with an average height two to seven meters above the sea level. The terrain is
relatively flat.

Geological background of this region

The Shandong Province working region is located to the east of Lubei Plain and on the south bank of Bohai Laizhou Bay. The
geotectonic location bestrides on the North China Platte (I) and north three-level structure units, from west to east including
individually the North China Depression, Luxi Plate, and Jiaobei Plate. Meanwhile, 4 V-level structure units including the Dongying
Sag of Dongying Depression(IV) of North China Depression, the Buried Lifting Area of Guangrao, Niutou sag and Buried Lifting
Area of Shuanghe and are all on two V-level structure units including Xiaying Buried Lifting Area of Weifang Depression (IV) of
Luxi Plate and Chuangyi Sag, as well as on a V-level structure units of Jiaobei Buried Lifting Area of Jiaobei Plate.   
 
Processing of Bromine

Natural brine is a complicated salt-water system, containing many ionic compositions in which different ions have close
interdependent relationships and which can be reunited to be many dissolved soluble salts such as sodium chloride, potassium
chloride, calcium sulfate, potassium sulfate and other similar soluble salts. The goal of natural brine processing is to separate and
precipitate the soluble salts or ions away from the water.  Due to the differences in the physical and chemical characteristics of brine
samples, the processing methods are varied, and can result in inconsistency of processing and varied technical performance for the
different useful components from the natural brine.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation.

Overview

We are a holding company which conducts operations through our wholly-owned China subsidiaries.  Our business is conducted and
reported in two segments.
 
Through our wholly-owned subsidiary, SCHC, we produce and trade bromine and crude salt.  We are one of the largest producers of
bromine in China, as measured by production output. Elemental bromine is used to manufacture a wide variety of bromine compounds
used in industry and agriculture. Bromine also is used to form intermediary chemical compounds such as T.M.B.  Bromine is
commonly used in brominated flame retardants, fumigants, water purification compounds, dyes, medicines, disinfectants.

Through our wholly-owned subsidiary, SYCI, we manufacture and sell chemical products used in oil and gas field exploration, oil and
gas distribution, oil field drilling, wastewater processing, papermaking chemical agents and inorganic chemicals.

On December 12, 2006, we acquired, through a share exchange, Upper Class Group Limited, a British Virgin Islands holding
corporation which then owned all of the outstanding shares of SCHC. Under accounting principles generally accepted in the United
States, the share exchange is considered to be a capital transaction in substance, rather than a business combination. That is, the share
exchange is equivalent to the issuance of stock by Upper Class for the net assets of our company, accompanied by a recapitalization,
and is accounted for as a change in capital structure. Accordingly, the accounting for the share exchange was identical to that resulting
from a reverse acquisition, except no goodwill was recorded. Under reverse takeover accounting, the post reverse acquisition
comparative historical financial statements of the legal acquirer, our company, are those of the legal acquiree, Upper Class Group
Limited, which is considered to be the accounting acquirer.  Share and per share amounts reflected in this report have been
retroactively adjusted to reflect the merger.

On February 5, 2007, we, acting through SCHC, acquired SYCI. Since the ownership of Gulf Resources, Inc. and SYCI was then
substantially the same, the transaction was accounted for as a transaction between entities under common control, whereby we
recognized the assets and liabilities of SYCI at their carrying amounts.  Share and per share amounts stated in this report have been
retroactively adjusted to reflect the merger.

On August 31, 2008, Gulf Resources completed the construction of a new chemical production line. It passed the examination by
Shouguang City Administration of Work Safety and local fire department. This new production line focuses on producing
environmental friendly additive products, solid lubricant and polyether lubricant, for use in oil and gas exploration. The line has an
annual production capacity of 5,000 tons. Formal production of this chemical production line started on September 15, 2008.
 
On October 12, 2009 we completed a 1-for-4 reverse stock split of our common stock, such that for each four shares outstanding prior
to the stock split there was one share outstanding after the reverse stock split.  All shares of common stock referenced in this report
have been adjusted to reflect the stock split figures.  On October 27, 2009 our shares began trading on the NASDAQ Global Select
Market under the ticker symbol “GFRE”.

As a result of our acquisitions of SCHC and SYCI, our historical financial statements and the information presented below reflects the
accounts of SCHC and SYCI. The following discussion should be read in conjunction with our consolidated financial statements and
notes thereto appearing elsewhere in this report.
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