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Investment Highlights

¥ Gulf Resources is one of six companies in China’s Shandong
Province that has been granted a license to exploit bromine, nec-
essary to both produce and distribute this valuable product do-
mestically.

M Government authorities have halted additional bromine explo-
ration by refusing to issue new licenses while shutting down unli-
censed facilities, giving Gulf Resources an opportunity to
capitalize on its prime location, proven reserves, and valid li-
cense.

M Gulf Resources maintains property rights on over 87 square kilo-
meters (21,500 acres) of land containing over 2.27 million tons of
proven reserves.

M Bromine, original salt, and other chemical products manufac-
tured by Gulf Resources and its subsidiaries address several
emerging markets, including multiple industrial and agricultural
applications.

M Bromine sales worldwide are currently $1.24 billion, with ap-
proximately $290 million emanating f>r]orn China, which is cur-
rently a net importer.

M Shouguang City Hao Yuan Chemical Industry Co., Gulf’s valu-
able subsidiary, is one of the largest bromine producers in China
with approximately 20% market share.

M Shouguang Yu Xin Chemical Industry Co., another of Gulf’s
subsidiaries, produces chemical products utilized in the oil and
paper making industries, two established markets with consistent
growth.

M The company is strengthening its R&D efforts and becoming
vertically integrated by developing environmentally friendly
products to meet the world’s increasing demand for eco-con-
scious products and services.
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SHARE DATA

Recent Price: $2.80
52-Week Price Range: ~ $0.90 - $3.19
Shares Outstanding: ~ 99.6 million

, ) ) Market Cap: $279 million
& 30 percent of Gulf’s management team is comprised of key sen-
ior technical workers with a wealth of industry experience; col-

lectively, they have a developed a portfolio of over 35 types of (As of December 31, 2007)
chemical products. Total Assets: $46.3 million
Long-Term Debt: $5.48 million
Bv Annah M Shareholder’s Equity: ~ $26.4 million

y Annah Mlason \Book Value per Share:  $0.265
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As global economies strengthen to
fuel commodities demand, the invest-
ment community is increasingly focused
on the resource and metals sector.
Meanwhile, China’s rapid development
is industrializing the conntry, and its
position as an exporter of goods has
gained momentum on the world stage.
These and other conditions have been a
catalyst in China’s focus on the pro-
duction of bromine, a lesser-known re-
source with numerons applications.

In 2006, the Chinese government
declared that no new bromine licenses
would be issued in the fast growing
country. A valuable non-renewable re-
source, bromine is used to manufacture
industrial compounds with applica-
tions in both industry and agriculture,
including paper, dyes, fire retardants,
insect repellents, oilfield completion
Sluids, perfumes, pharmacenticals, pho-
tographic chemicals, water-treatment
chemicals, sanitigers, and many other
chemicals.

In the wake of this mandate, Gulf
Resonrces (OTC BB: GFRE) is now
one of only a handful of companies
holding an exploitation license for
bromine extraction, and the Chinese
government is actively shutting down
unlicensed production facilities across
the nation. “Because of the new law,
the number of bromine producers will
shrink from over 100 to just six,”
says Ethan Chuang, the company’s di-
rector of investor relations. “This
gives Gulf Resources a tremendous op-
portunity to acquire those unlicensed

companies. Their assets, their plants,
their equipment is just sitting there,
waiting for us to buy them at very good
prices.” And since unlicensed Chinese
bromine producers accounted for nearly
half of the country’s production, Gulf
Resources now holds a 36% market
share when compared to licensed
bromine operations.

Based in Shandong, China, Gulf
Resources’ subsidiary, Shougnang City
Haoynan Chemical Company Limited
(SCHC), manufactures and trades
bromine and crude salt, holding a
20% share of the domestic market.
“Shandong the most important region
in China for bromine,” says Chuang.
“Over 90% of all bromine manufac-
tured in China comes from Shandong,
and all six players in the country are
located there.”

Demand for bromine has tripled
and prices have doubled over the past
10 years, yet supplies have not in-
creased at the same rate: In 2007,
160,000 tons were produced in China
to meet total demand of 190,000
tons. According to Chuang, the unbal-
anced supply and demand gives Gulf
Resonrces greater bargaining power
with its customers and a healthy posi-
tion in the global market.

Recommendation
With the Chinese government no

longer issuing exploration licenses to
non-licensed bromine producers,

Gulf Resources, a leading manufac-
turer of bromine and crude salt, has
launched an aggressive plan to ac-
quire and consolidate local bromine
producers while expanding its collec-
tive production capacity and overall
output. The company operates
through two subsidiaries based in
Shangdong, where 90% of China’s

bromine production is concentrated.

Gulf Resources now competes
with only five other domestic pro-
ducers of bromine. “The order
from China’s central government
forced those illegal bromine opera-
tors out of the market, which re-
duced it from over 100 operators to
only six players,” says Ethan
Chuang, vice president of corporate
development for Gulf Resources.
“It has created a unique opportunity
for Gulf Resources to acquire those
bromine assets.”

China is the third-largest bromine
producer in the world after Israel
and United States. China’s produc-
tion of bromine, a non-renewable
resource, is estimated at 160,000
tons per year, while demand is at ap-
proximately 190,000 tons per year.
Currently, bromine sales worldwide
are estimated to be $1.24 billion,
with $290 million originating from
China. And according to Chuang,
the cost of producing bromine in
the U.S. is higher than in China.
“Shipping and handling costs are
very expensive as well as insurance
liability, but we don’t pay shipping

J
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cost,” he says. “We ask the customer
to pick up their product.”

Due partly to this ability to cut
costs, the company has seen substan-
tial revenue growth as of late, posting
strong fourth quarter results for 2007.
Its Q4 2007 revenues increased 108%
to $15.4 million compared to $7.4
million for the fourth quarter of
2006. And net revenues for the full
year 2007 increased 71% to $54.2 mil-
lion compared to $31.7 million for the
full year 2006. The entire yeat’s net in-
come was $12.2 million, an increase
of $8.4 million, or 223% over 20006.

According to CEO Ming Yang, the
growth came largely as a result of the
company’s ability to effectively inte-
grate its five bromine producers and
double production capacity.

Also during the last year, the com-
pany acquired Shouguang Yu Xin
Chemical Industry Co.—enabling it
to vertically integrate into the
bromine derivatives and specialty
chemicals markets—and elected two
U.S. independent directors to its
board. If the company can success-
fully leverage this expertise and con-
tinue to grow its revenue, EQUITIES
believes this will be an exciting invest-
ment opportunity in 2008.

Market Opportunity

While the international market
for bromine continues to grow,

China currently consumes all of the
bromine that is produced domesti-
cally. The country’s annual con-
sumption represents only 20% of
total worldwide use.

Over the past 10 years, the de-
mand for bromine has climbed ap-
proximately 200% while the price
has increased more than 100%. “In
2007, we expected a price of
$1,900 per ton, but it has now gone
up to over $2,000 per ton,” says
Chuang. “We expect that it will
continue to increase in 2008.” (Q1

2008 is $2,200)

Rising international demand for
bromine, coupled with the fact that
China will soon become the largest
papermaking country in the world,
is anticipated to continue fueling the
demand and price of bromine.

In addition, according to the
Freedonia Group, the market size
of oil chemicals is expected to reach
$9.2 billion in 2010, up from $8.1
billion in 2007. This opportunity
has spurred the company to aggres-
sively market its specialty chemical
products while also focusing on in-
troducing new proprietary com-
pounds for customers in the power
generation industry.

Business

Gulf Resources is currently the
largest provider of bromine in

China, as well as one of the coun-
try’s leading manufacturers of crude
salt and chemical products. The
company operates through two
wholly-owned subsidiaries:
Shouguang City Hao Yuan Chemi-
cal Industry Co., Ltd. and
Shouguang Yu Xin Chemical Indus-
try Co., Ltd.

To date, the company has ac-
quired five bromine producers in
China, making it the largest
bromine producer in the country.
“Last year, those producers con-
tributed 13% of China’s bromine
production, so as a result of those
acquisitions, our market share of li-
censed bromine operators in China
is now 36%.” Due to these acquisi-
tions, Gulf Resources expects to
close the year with revenues to be
between $84 and $90 million and a
net income between $22 million
and $25 million.

Bromine is used in making fumi-
gants, flameproofing agents, water
purification compounds, dyes, med-
icines, sanitizers, inorganic bro-
mides for photographic chemicals,
and rubber additives, among other
products.

Shouguang City Hao Yuan Chem-
ical Industry Co., Ltd. (SCHC)

Through the acquisition process,
SCHC has gained a 36% share of
the licensed bromine market in
China. Utilizing an economical

Gulf Resources, Inc.
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process, SCHC derives other prod-  Shouguang Yu Xin Chemical In- * Demulsifier agent: a chemical
ucts from bromine. After producing  dustry Co., Ltd. (§YCI) used in the preparation and
bromine, the company re-uses the maintenance of an oil- or syn-
excess liquids in order to create SYCI produces chemical prod- thetic-based drilling fluid.
crude salt, and as a result of this ucts utilized for oil and gas field ex- * Corrosion inhibitor: a chemical
process, also creates other raw ma- ploration, oil and gas distribution, used in the preparation and
terials such as chlorine, coal, sulfur,  oil field drilling, wastewater process- maintenance of an oil- or syn-
and hydrochloric acid. ing, and papermaking chemical thetic-based drilling fluid.

agents. In April, the company * Bactericide: primary use is to
Shouguang City Hao Yuan signed a supplier agreement for a control bacteria populations in
Chemical Industry subsidiary is cur-  proprietary product line with drilling, production, processing
rently producing approximately Dagqing Oilfield Company, a sub- and transportation operations.
31,400 metric tons of bromine per sidiary of China National Petro- As a result of bactericide,
year. At this level of production, the leum. The next month, it entered pipeline and storage tank corro-
facility is operating at approximately  the power generation market with a sion and general product deteri-
80% of its capacity. Gulf Resources long-term supply agreement for its oration can be significantly
also maintains 50-year lease hold- environmentally friendly biocide, reduced which leads to in-
ings on over 87 square kilometers which is expected to yield $1.1 mil- creased production capacity,
of land that contains approximately  lion in initial annual revenues and lower piping and equipment
2.27million metric tons of proven provide an entry into an established maintenance costs, as well as in-
and probable reserves. It plans to and growing market. creased safety for workers.
pursue additional bromine asset * Chelant agent: dramatically in-
purchases to further augment its In 2007, SYCI reported rev- creases the strength of fibers,
business and asset base. enues of $20.2 million and net in- which are used to make paper.
come of $7.16 million, which * [ron ion stabilizer: utilized in
Key company highlights include:  resulted from the production and many industries and forms
sale of 10,000 tons of oil and gas strong complexes with the
* One of six companies in China  field exploration and related chem- metal ions present in the target
with a license to produce and ical products. It also sold 7,000 solution.
distribute bromine. tons of papermaking-related ¢ Clay stabilizing agent: a chemi-
* SCHC maintains a 50-year min-  chemical products. cal additive used to prevent the
eral rights and land lease cover- migration or swelling of clay
ing 87 square kilometers of land Among SYCI’s largest customers particles in reaction to watet-
with proven and probable re- are PetroChina and SINOPEC. Its based fluids. These stabilizers
serves containing about 2.27 portfolio of specialty chemicals in- act to retain the clay platelets in
million tons of bromine. cludes the following: position by controlling the
* Current bromine production ca- charge and electrolytic charac-
pacity is at 31,400 metric tons * Hydroxyl guar gum: primary teristics of the treatment fluid.
annually with the potential to in- uses are dispersion, controlled * Flocculant agent: used to treat
crease yield by installing new viscosity, gelling, and it also acts water supply and sediment pro-
production equipment. as a preservative. cessing.
- J
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* Retention agent: used in pro-
duction process of papermak-
ing when a retention system is
used. The agent substantially
improves the draining (i.e. the
speed with which water flows
from the fiber suspension), and
is also used for water treatment
and sediment processing,

Corporate History

When it was first founded in
1989, the company, then named Di-
versifax, Inc., was engaged in the
self-service public fax machine
business. From November 1993 to
August 2000, the company engaged
in the business of owning, leasing,
and operating coin and debit card
pay-per-copy photocopy machines,
fax machines, microfilm readet-
printers, and accessory equipment.
Due to the increased use of Intet-
net services, demand for the com-
pany’s services dropped sharply. In
August 2000, the board of directors
decided to discontinue its opera-
tions and eliminate all of its debt.

In December 2006, Diversifax
underwent a Reverse Take Over
(RTO), which discontinued its
previous core business and al-
lowed it to evolve into its current
chemical business. In January
2007, shareholders consented in
writing to change the company's
name from Diversifax, Inc. to
Gulf Resources, Inc.

Corporate Finances

Gulf Resources saw a signifi-
cant increase in fundamentals for
the fiscal year of 2007 compared
to the same period a year ago. For
fiscal year 2007, net revenues in-
creased approximately 71% to
$54.2 million compared to the
same period in 2006. Management
attributes revenue growth to pro-
duction development at both divi-
sions coupled with additional
bromine asset purchases. In the
comparable periods, net income
climbed approximately 223% to
$12.2 million from $3.8 million.
This equated to earnings of $0.13
per share for the fiscal year of
2007 compared to $0.04 per share
for the fiscal year 2006.

Overall, income from operations
totaled $21.3 million for fiscal year of
2007, up 292% from the same period
a year ago. More specifically, income
from the bromine and crude salt divi-
sion amounted to $14.1 million, an
increase of 720%. At the same time,
income from the chemical products
division totaled $7.16 million, repre-
senting an increased 93%.

For 2008, management antici-
pates revenues to be between $84
and $90 million, an increase of
over 55% from the $54.2 million
reported during calendar 2007. In
particular, management expects its
core bromine business and spe-
cialty chemical business to con-

tribute approximately $63 to $67
million and $21to $23 million in
revenues, respectively. Management
also expects net income to increase
approximately 80% to at least $22
million from the $12.2 million re-
ported in 2007,

Management

Ming Yang is CEO and director.
He was nominated as director of
Qinghe Oil Field Office in 1993,
where he managed operations. In
1997, he was appointed chairman
and general manager of Shouguang
Qinghe Shiye LLC. During the next
three years its profits doubled. In
2000, he also held the position of
general manager of Shouguang City
Yu Xin Chemical Industry Co., Ltd.
During his stay, he was responsible
for quality management and tech-
nology progress. His efforts re-
sulted in a 100% success rate for all
products. He also helped the com-
pany to successfully pass the ISO
certification and become a private
high-tech enterprise. In 2005, he
was appointed chairman of the
company, a position that has en-
abled him to make the company a
leading producer of bromine and
crude salt in China. Last year, Yang
became the chairman of Gulf Re-
sources. He has been the represen-
tative of Shandong Shouguang
congress since 1995, and, in 1998,
was chosen as Honorary Entrepre-
neur in Weifang City. In 2002, he

Gulf Resources, Inc.
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was honored as one of the 10 most
outstanding young executives in

Shouguang.

Min Li has served as CFO and
director since 2006. Li has helped
implement effective cost controls
while efficiently increasing the use
of capital. From 1998 to 1999, Li
worked at China Construction Bank
Shandong branch. In 2000, he
worked at the Yangkou office as the
accounting manager. In 2004, he be-
came manager of the accounting
department in Shouguang Yu Xin
Chemical Industry Co., Ltd.

Naihui Miao has served as vice
president and director secretary
since January 2006. He is in charge
of sales, human resources, and busi-
ness management. Since 19806, he
served as director of Shouguang
Business Trade Center. From 1991
to 2005, Miao served as vice presi-
dent of Shouguang City Commer-
cial Trading Center Company
Limited. From 2005 to 2000, he
served as vice president and deputy
general manager of Shouguang City
Yuxin Chemical Company Limited.
In 2005, he successfully developed
the sales market of Talimu oil field.

Shixiang Huang serves as vice
president. He joined the Qinhe In-
dustrial Co., Ltd. in 1994. By 2000,
Huang became deputy general man-
ager of Yu Xin Chemical Industry
Co., Ltd. In 2003, he was promoted
to the position of president of Yu

Xin Chemical Industry Co., Ltd.
During his tenure he obtained
Weifang City’s Private Business Cer-
tificate of Safe Operation. He ob-
tained his senior management
qualification certificate and his stan-
dardization management certificate
in Shandong Province. Under
Huang, the company passed the
ISO and was awarded by the federal
government with the National Serv-
ice and Product Quality Guarantee
Business. In 2004, the company was
also cited as the Most Creditable
Company in Shandong Province.

Ganzuo Li is senior technical
adviser and general engineer. He
joined Gulf Resources as general
engineer in March 2005. Li gradu-
ated from Shandong University in
July 1960 and was employed by the
university upon graduating, From
1980 to 1982, he was visiting
scholar at Missouri University in the
U.S. From 1986 to 1994, Li taught
at Shandong University, where he
eventually became associate dean of
Chemistry College. From 1990 to
2005, he was a visiting professor at
several universities in Asia and the
U.S. Li is the editor of
J.Disp.Tech.Sci and director of the
Shandong Chemical committee.

Kevin Mcenery, Managing Di-
rector — Finance, Prior to joining
Gulf Resources, Kevin McEnery
was the interim CFO and the Oper-
ating Partner of a private equity
group. Before that for nearly ten

years he was the EVP/CFO of
Scholastic Corp., the publicly-held
children’s publishing company.
Previously he held the CFO posi-
tion at Newsweek, the Northeast di-
vision of MCI Telecommunications,
and Nice-Pak.. McEnery began his
career while at Arthur Andersen,
where he became an audit manager
in the Industrial and Natural Re-
sources division and earned his
CPA. He holds a Master of Busi-
ness Administration from the Cot-
nell University Johnson School of
Management and received a Bache-
lor of Engineering from Cornell
University’s College of Engineering.

Independent Board Directors

Mt. Biagio Vignolo, Inde-
pendent Director and Member
of the Audit Committee, Biagio
Vignolo was appointed a director
on November 6, 2007. Mr. Vignolo
is a partner with Tatum, LLC, the
largest executive services firm in
the US, and has been with that
company since 2005. He was the
CFO for Sara Lee's $5 billion
Hanes Brands, Inc. division where
he where he built a separate finan-
cial team for the new public com-
pany as it separated from Sara Lee
and also implemented Sarbanes-
Oxley controls. From 2003
through 2005, Mr. Vignolo was Ex-
ecutive Vice President and Chief
Financial Officer at Exide Tech-
nologies. From 1989 to 2001, Mr.

J
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Vignolo was Executive Vice President
and CFO of Sun Chemical Corp. and
was involved in over forty mergers
and acquisitions. Mr. Vignolo re-
ceived a B.S. degree in Accounting
from Rider University.

Mzt. Richard E. Khaleel, Inde-
pendent Director and Member of
the Audit Committee, Richard
Khaleel, was appointed a director on
October 24, 2007. From 2004 to 2007,
Mt. Khaleel served as Executive Vice
President and Chief Marketing Officer
for the Bank of New York, a $30 bil-
lion leading global financial services
company, where he helped create and
implement programs that grew the in-
stitutional asset management business
of that bank. From 1996 to 2003, Mr.
Khaleel was Chief Creative Marketing
Officer at Alliance Bernstein 1P, where
he led development and execution of
marketing programs for its institutional
and retail business. From 1994 to 1996,
Mr. Khaleel was vice president of mar-
keting for CNBC, where he was re-
sponsible for consumer marketing,
strategic planning, positioning and pro-
motions. Prior to 1996, Mr. Khaleel
worked in senior marketing positions at
various global advertising agencies. He
received a degree in Political Science
from Princeton University and an MBA
in Finance from New York University.

Competition

Although Gulf Resources is the
biggest player in China’s bromine

market, the company does compete
with five other domestic producers
that are also trying to strengthen their
share of the market. Among these
competitors are Shandong Hai Hua
Holding Ltd., Shouguang Fu Kang
Medicines Manufacturing Company
Ltd., Shouguang Wei Dong Chemical
Company Ltd., and Shandong Cai
Yang Zi Salt Field Company.

RISKS: Gulf Resources operates pri-
marily in China, where laws, regula-
tions, and policies are continnonsly
changing. As a result, the company
Jfaces several risks. For one, the value of
investments in Chinese businesses conld
be adversely affected by political, eco-
nomic and social uncertainties in

China. In recent years, economic re-
Sorms in China have been implemented
by China's central government as a way
of introducing a more market-oriented
economy that has a rapidly growing pri-
vate sector. Given the overriding desire
of the central government to maintain
stability in China amid rapid social
and economic changes in the country, the
economic market reforms conld be
slowed, or even reversed.

Other risk factors may include the com-
pany’s ability to maintain its market po-
sition, as well as its ability to expand
product development, shipments to end
customers, market acceptance of new and
existing products, and additional compe-
tition from existing and new competitors
Jfor bromine and crude salt.

This spot report is based upon information
provided by management of Gulf Resources,
Inc. The information is not intended to be
and shall not constitute, an offer to sell or
solicitation of any offer to buy any
security. It is intended for information only
and to increase awareness of Gulf

Resources, Inc. services.

Safe Harbor Statement: The statements in
this document relating to future product
availability, collaboration and partnership
and positive direction are forward-looking
statements within the meaning of the
Private Securities Litigation Reform Act of
1995. Some or all of the aspects
anticipated by these forward-looking
statements may not, in fact, occur. Factors
that could cause or contribute to such
differences include, but are not limited to,
contractual difficulties, demand for Gulf
Resources, Inc products, the future market
price of Gulf Resources, Inc. common stock
and the Company's ability to obtain
necessary future financing. EQUITIES
Magazine was paid $3,500 by Gulf
Resources, Inc. to write this spot report.
Before investing in any security, you are
strongly advised to review all public
filings of the issuer of such security,
which can be found at www.sec.gov, as
well as the warnings published by the
Securities and Exchange Commission at

http://www.sec.gov/investors.html.

G
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