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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [ii]No

[]
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any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes [ii] No [ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer 0o  Accelerated filer o
Non-accelerated filer o  Smaller reporting company X
(Do not check if smaller reporting

company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act) Yes
o No x

Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the latest
practicable date, there are 55,497,949 shares of common stock are issued and outstanding as of February 14, 2013.
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Cautionary Note Regarding Forward-Looking Information and Factors That May Affect Future Results

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended (the “ Securities Act ”’) and Section 21E of the Securities Exchange Act of 1934, as amended (the " Exchange
Act ). The Securities and Exchange Commission encourages companies to disclose forward-looking information so

that investors can better understand a company’s future prospects and make informed investment decisions. This report
and other written and oral statements that we make from time to time contain such forward-looking statements that set
out anticipated results based on management’s plans and assumptions regarding future events or performance. We have
tried, wherever possible, to identify such statements by using words such as “anticipate,” “estimate,” “expect,” “project,”
“intend,” “plan,” “believe,” “will” and similar expressions in connection with any discussion of future operating or financial
performance. In particular, these include statements relating to future actions, future performance or results of current
and anticipated sales efforts, expenses, the outcome of contingencies, such as legal proceedings, and financial results.

A list of factors that could cause our actual results of operations and financial condition to differ materially is set forth
below, and these factors are discussed in greater detail under Item 1A — “Risk Factors” of our Annual Report on Form
10-K for the year ended September 30, 2012, our subsequent filings with the Securities and Exchange Commission

and in Item 1A. of this report:

29 ¢ EEINT3

e Our ability to continue as a going concern.

*  Continued global economic weakness is expected to reduce demand for our products in each of our
segments.

e Fluctuations in the pricing and availability of magnesium and in levels of customer demand.

e Changes in the prices of magnesium and magnesium-related products.

*  Our ability to implement our expansion plans for growing our business through increased
magnesium production capacity and acquisitions and development of our commodity trading
business.

*  Fluctuations in the cost or availability of coke gas and coal.

*  Loss of orders from any of our major customers.

*  The value of the equity securities we accept as compensation is subject to adjustment which could
result in losses to us in future periods.

*  Our need for additional financing which we may not be able to obtain on acceptable terms, the
dilutive effect additional capital raising efforts in future periods may have on our current
shareholders and the increased interest expense in future periods related to additional debt
financing.

*  Adverse outcome of the bankruptcy of our subsidiary CDII Trading, Inc. (“CDII Trading”).

*  Our dependence on certain key personnel.

* Difficulties we have in establishing adequate management, cash, legal and financial controls in the
PRC.

e Our ability to maintain an effective system of internal control over financial reporting.

*  The lack various legal protections in certain agreements to which we are a party and which are
material to our operations which are customarily contained in similar contracts prepared in the
United States.

*  Potential impact of PRC regulations on our intercompany loans.

*  Our ability to assure that related party transactions are fair to our company.

*  The scope of our related party transactions and potential conflicts of interest arising from these
transactions.

*  The impact of a loss of our land use rights.

e Our ability to comply with the United States Foreign Corrupt Practices Act which could subject us
to penalties and other adverse consequences.
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Limits under the Investment Company Act of 1940 on the value of securities we can accept as
payment for our business consulting services.

Our acquisition efforts in future periods may be dilutive to our then current shareholders.

Our inability to enforce our rights due to policies regarding the regulation of foreign investments in
the PRC.

The impact of environmental and safety regulations, which may increase our compliance costs and
reduce our overall profitability.

The effect of changes resulting from the political and economic policies of the Chinese government
on our assets and operations located in the PRC.

The impact of Chinese economic reform policies.

The influence of the Chinese government over the manner in which our Chinese subsidiaries must
conduct our business activities.

The impact on future inflation in the PRC on economic activity in the PRC.

The impact of any natural disasters and health epidemics in China.

The impact of labor laws in the PRC may adversely affect our results of operations.

The limitation on our ability to receive and use our revenues effectively as a result of restrictions
on currency exchange in the PRC.

Fluctuations in the value of the RMB may have a material adverse effect on your investment.

The market price for shares of our common stock has been and may continue to be highly volatile
and subject to wide fluctuations and the impact of penny stock rules on the liquidity of our
common stock.
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We caution that the factors described herein and other factors could cause our actual results of operations and financial
condition to differ materially from those expressed in any forward-looking statements we make and that investors
should not place undue reliance on any such forward-looking statements. Further, any forward-looking statement
speaks only as of the date on which such statement is made, and we undertake no obligation to update any
forward-looking statement to reflect events or circumstances after the date on which such statement is made or to
reflect the occurrence of anticipated or unanticipated events or circumstances. New factors emerge from time to time,
and it is not possible for us to predict all of such factors. Further, we cannot assess the impact of each such factor on
our results of operations or the extent to which any factor, or combination of factors, may cause actual results to differ
materially from those contained in any forward-looking statements.

Index of Certain Defined Terms Used in this Report
We used in this report the terms:
"CD International”, "we”, "us” or “our” refers to CD International Enterprises, Inc., a
Florida corporation formerly known as China Direct Industries, Inc., and our

subsidiaries;

. “CDI China”, refers to CDI China, Inc., a Florida corporation, and a wholly owned
subsidiary of CD International; and

. “PRC” refers to the People’s Republic of China.

Magnesium Segment

“Chang Magnesium", refers to Taiyuan Changxin Magnesium Co., Ltd., a company
organized under the laws of the PRC and a 51% owned subsidiary of CDI China;

. “Chang Trading”, refers to Taiyuan Changxin YiWei Trading Co., Ltd., a company
organized under the laws of the PRC and a wholly owned subsidiary of Chang
Magnesium;

. “Asia Magnesium”, refers to Asia Magnesium Corporation Limited, a company

organized under the laws of Hong Kong and a wholly owned subsidiary of Capital
One Resource;

. “Golden Magnesium" refers to Shanxi Gu County Golden Magnesium Co., Ltd., a
company organized under the laws of the PRC and a 100% owned subsidiary of CDI
China;

. “Baotou Changxin Magnesium”, refers to Baotou Changxin Magnesium Co., Ltd., a
company organized under the laws of the PRC, a 51% owned subsidiary of CDI
China;

. “IMG” or “International Magnesium Group”, refers to International Magnesium Group,
Inc., a Florida corporation and a 100% owned subsidiary of CD International
Industries;

. “IMTC” or “International Magnesium Trading”, refers to International Magnesium
Trading Corp., a company organized under the laws of Brunei and a 100% owned
subsidiary of IMG;

. “Ruiming Magnesium”, refers to Taiyuan Ruiming Yiwei Magnesium Co., Ltd., a
company organized under the laws of the PRC and an 80% majority owned
subsidiary of CDI China;

. “Beauty East” refers to Beauty East International, Ltd., a Hong Kong company and a
wholly owned subsidiary of CDI China.

. “Marvelous Honor” refers to Marvelous Honor Holdings Inc., a Brunei company and a
wholly owned subsidiary of CDI China.
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“Golden Trust” refers to Golden Trust Magnesium Industry Co., Ltd. a company
organized under the laws of the PRC and a wholly owned subsidiary of CDI China;
and

“Lingshi Magnesium” refers to Lingshi Xinghai Magnesium Industry Co., Ltd. a
company organized under the laws of the PRC and a wholly owned subsidiary of
Ruiming Magnesium.
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Basic Materials Segment

Consulting Segment

v

“Lang Chemical”, refers to Shanghai Lang Chemical Co., Ltd. a company organized
under the laws of the PRC and a 51% owned subsidiary of CDI China which we
disposed of in the fourth quarter of fiscal 2012;

“CDI Jingkun Zinc”, refers to CDI Jingkun Zinc Industry Co., Ltd., a company
organized under the laws of the PRC and a 95% owned subsidiary of CDI Shanghai
Management;

“CDI Jixiang Metal”, refers to CDI Jixiang Metal Co., Ltd., a company organized
under the laws of the PRC and a wholly owned subsidiary of CDI China;

“CDI Metal”, refers to Shanghai CDI Metal Material Co., Ltd. (a/k/a Shanghai CDI
Metal Recycling Co., Ltd.), a company organized under the laws of the PRC and a
wholly owned subsidiary of CDI Shanghai Management; and

“CDI Beijing” refers to CDI (Beijing) International Trading Co., Ltd., a company
organized under the laws of the PRC and a 51% owned subsidiary of CDI Shanghai
Management, which we disposed of in the fourth quarter of fiscal 2012.

“CDII Trading” refers to CDII Trading, Inc., a Florida corporation and a 100% owned
subsidiary of CD International Industries.

"CDII Minerals" refers to CDII Minerals, Inc., a Florida corporation and a 100%
owned subsidiary of CD International Industries.

“China Direct Investments”, refers to China Direct Investments, Inc., a Florida
corporation, and a wholly owned subsidiary of CD International;

“CDI Shanghai Management”, refers to CDI Shanghai Management Co., Ltd., a
company organized under the laws of the PRC and a wholly owned subsidiary of
CDI China; and

“Capital One Resource”, refers to Capital One Resource Co., Ltd., a Brunei company,
and a wholly owned subsidiary of CDI Shanghai Management.
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PART 1 — FINANCIAL INFORMATION
Item 1. Financial Statements.

CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, September 30,
2012 2012
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents 3,432,957 3,437,838
Available-for-sale marketable securities 378,158 344,252
Accounts and notes receivable 4,408,757 11,227,455
Accounts, loans, other receivable and prepaid
expenses - related parties 4,771,322 3,093,231
Inventories, net 7,876,970 5,655,568
Prepaid expenses and other current assets, net 7,068,983 5,889,331
Assets held for sale 2,589,035 2,746,778
Restricted cash, current 17,588 21,954
Total current assets 30,543,771 32,416,407
Property, plant and equipment, net 39,957,146 40,394,593
Intangible assets 112,346 112,212
Property use rights, net 3,680,818 3,714,231
Other long-term assets 981,168 1,172,901
Total assets 75,275,249 77,820,344
LIABILITIES AND EQUITY
Current liabilities:
Loans payable-short term 1,495,221 1,494,952
Accounts payable and accrued expenses 6,929,860 5,243,279
Accounts and other payables-related parties 13,287,600 12,600,716
Advances from customers 885,723 1,414,608
Deferred revenue 216,667 300,708
Other liabilities 2,702,015 4,286,070
Taxes payable - 665,438
Liabilities related to assets held for sale 6,388,428 6,777,451
Total current liabilities 31,905,514 32,783,222
Total liabilities 31,905,514 32,783,222
EQUITY:
Series A Convertible Preferred Stock: $.0001 par 1,006,250 1,006,250

value, stated value $1,000 per share; 10,000,000
authorized, 1,006 shares outstanding at September
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30, 2012 and December 31, 2012
Common Stock: $.0001 par value; 1,000,000,000
authorized; 53,189,007 and 51,490,798 issued and
outstanding at September 30, 2012 and December
31, 2012, respectively
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total CD International stockholders' equity
Non-controlling interests

Total equity

Total liabilities and equity

$

5,319
90,021,457
(192,882 )
(51,838,349 )
39,001,794
4,367,942

43,369,736

75,275,249

$

5,149
89,792,413
(576,240

)

(49,878,821 )

40,348,751
4,688,371

45,037,122

77,820,344

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CD INTERNATIONAL ENTERPRISES, INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

(Unaudited)
For the Three Months ended
December 31,

2012 2011
Revenues:
Revenues 16,786,217 22,596,555
Revenue-related parties (5,439 547,431
Total revenues 16,780,778 23,143,986
Cost of revenues 16,724,965 17,922,761
Gross profit 55,813 5,221,225
Operating expenses:
Selling, general, and administrative 2,121,333 2,584,774
Total operating expenses 2,121,333 2,584,774
Operating (loss) income (2,065,520 2,636,451
Other income (expenses):
Other income 144,006 538,570
Interest income (expense), net (189,941 92,555
Realized gain on available-for-sale marketable
securities 129,720 114,281
Total other income (expenses) 83,784 745,406
(Loss) income before income taxes (1,981,736 3,381,857
Income tax benefit (expense) 96,852 (31,722
(Loss) income from continuing operations (1,884,884 3,350,135
Discontinued operations:
Loss from discontinued operations, net of tax (376,485 (608,623
Total loss from discontinued operations (376,485 (608,623
Net (loss) income (2,261,369 2,741,512
Net loss attributable to noncontrolling interests 321,969 389,192
Net income attributable to CD International (1,939,400 3,130,704
Deduct dividends on Series A Preferred Stock (20,130 (20,130
Net (loss) income attributable to common
stockholders (1,959,530 3,110,574
COMPREHENSIVE (LOSS) INCOME:
Net (loss) income (2,261,369 2,741,512
Foreign currency translation adjustments 252,108 514,983
Unrealized loss gains on available-for-sale
securities 475,036 3,208,566
Comprehensive (loss) income (1,534,223 6,465,061
Net loss attributable to non-controlling interests 321,969 389,192
Foreign currency translation adjustments -
non-controlling interests (1,542 (52,931
Comprehensive (loss) income attributable to CD
International (1,213,795 6,801,322
Preferred stock dividend (20,130 (20,130

(1,233,925 6,781,192

11
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Comprehensive (loss) income attributable to
common stockholders

Basic and diluted net (loss) income per common
share - basic:
Net income (loss) from continuing operations
Net loss from discontinued operations

Net Income (Loss) per Common Share
Basic and diluted net (loss) income per common
share - diluted:
Net income (loss) from continuing operations
Net loss from discontinued operations

Net Income (Loss) per Common Share
Basic weighted average common shares
outstanding
Diluted weighted average common shares
outstanding

(0.03
(0.01
(0.04

(0.03
(0.01
(0.04
52,469,805

52,469,805

0.10
(0.02
0.08

0.10

(0.02

0.08
40,565,910

41,126,275

The accompanying notes are an integral part of these unaudited consolidated financial statements.

12



Edgar Filing: CD INTERNATIONAL ENTERPRISES, INC. - Form 10-Q

CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING
ACTIVITIES:

Net (loss) income

Adjustments to reconcile net (loss) income to net
cash used in operating activities:

Depreciation and amortization

Allowance for bad debt

Stock based compensation

Realized (gain) loss on available-for-sale
securities

Gain on revaluation of derivative liability

Fair value of marketable securities received for
services

Fair value of marketable securities paid for
services

Changes in operating assets and liabilities:
Prepaid expenses and other assets

Accounts receivable and other assets-related
parties

Inventories

Accounts receivable

Assets of discontinued operations

Accounts payable and accrued expenses
Accounts and other payable-related parties
Advances from customers and deferred revenues
Liabilities of discontinued operations

Other payables

NET CASH USED IN OPERATING
ACTIVITIES

CASH FLOWS FROM INVESTING
ACTIVITIES:

Gross proceeds from sale of available-for-sale
securities

Purchases of property, plant and equipment
NET CASH PROVIDED BY INVESTING
ACTIVITIES

CASH FLOWS FROM FINANCING
ACTIVITIES:

(Increase) decrease in restricted cash
Loans payable

(Unaudited)

For the Three Months ended

2012
(2,261,369

474,950
189,084

(129,720

(987,919
(2,221,402
6,420,540
694,140
686,884
(612,927
(2,612,763

(360,502

271,898
(59,395

212,503

4,366

December 31,

)

)

)

)

)
)
)

2011

2,741,512

540,858
10,197
321,159

(14,256
(74,730

(5,191,364
129,000
(3,065,786

(3,290,377
(1,646,926
1,623,430
2,716,844
1,678,240
(675,354
230,893
(2,676,950
(986,564

(7,630,174

459,381
(405,273

54,108

(2,518
(138,000

13
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Gross proceeds from sale of stock and exercise
of warrants/options

Cash dividend payment to preferred
stockholders

Capital contribution from non-controlling
interest owners

NET CASH PROVIDED BY FINANCING
ACTIVITIES

EFFECT OF EXCHANGE RATE ON CASH

NET DECREASE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS -
beginning of period

CASH AND CASH EQUIVALENTS - end of
period

SUPPLEMENTAL DISCLOSURE OF CASH
FLOW INFORMATION:

Cash paid for interest

Cash paid for income taxes, net

NON-CASH INVESTING AND FINANCING
ACTIVITIES:
Preferred dividend paid in common stock

The accompanying notes are an integral part of these unaudited consolidated financial statements.

_3-

B &

$

20,000

24,366

118,752

(4,881

3,437,838

3,432,957

299,921

20,130

&L L

$

(20,130 )
214,348
53,700

1,051,746
(6,470,620 )
12,563,126

6,092,506

139,340

20,130

14
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Business and Organization

We are a U.S. based company that sources, produces and distributes industrial products in Asia, Europe, Australia,

and the Americas. We also provide business and financial consulting services to public and private American and

Chinese businesses. We operate in three identifiable segments, as defined by the Financial Accounting Standards

Board (“FASB”) Accounting Standards Codification (“ASC”) 280, “Segment Reporting:” Magnesium, Basic Materials and
Consulting. Beginning in 2006 we established our Magnesium and Basic Materials segments which have grown

through acquisitions of controlling interests in Chinese private companies. We consolidate these acquisitions as either
wholly or majority owned subsidiaries. Through our U.S. based industrial commodities business, established in 2009,

we source, finance, manage logistics, and sell industrial commodities from North and South America for ultimate
distribution in China.

In our Magnesium segment, currently our largest segment by revenues and assets, we produce, sell and distribute pure
magnesium ingots, magnesium powder and magnesium alloy. In our Basic Materials segment, we sell and distribute a
variety of products, including iron ore products, non-ferrous metals, recycled materials, and industrial

commodities. This segment also includes our zinc ore mining property which has not commenced operations. In our
Consulting segment, we provide business and financial consulting services to U.S. public companies that operate
primarily in China. The consulting fees we charge vary based upon the scope of the services.

Name change

We changed our name from China Direct Industries, Inc. to CD International Enterprises, Inc. on February 29, 2012 to
more accurately reflect our business and operations and our efforts to expand our sourcing, processing, and
distribution business in Mexico and South America.

Basis of Presentation

The accompanying unaudited consolidated financial statements for CD International Enterprises, Inc. and its
subsidiaries have been prepared in accordance with accounting principles generally accepted in the United States of
America (the “U.S.”) for interim financial information and with the instructions to Form 10-Q and Article 8-03 of
Regulation S-X. We included all adjustments that are necessary for the fair presentation of our financial position,
results of operations, and cash flows for the periods presented. Operating results for interim periods are not necessarily
indicative of results that may be expected for the fiscal year as a whole.

We have defined various periods that are covered in this report as follows:
- “fiscal 2013” — October 1, 2012 through September 30, 2013
- “fiscal 2012” — October 1, 2011 through September 30, 2012
- “fiscal 2011”7 — October 1, 2010 through September 30, 2011

Going Concern

15
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For the three months ended December 31, 2012, the Company has incurred a net loss of approximately $2.3 million
and used cash in operation of $360,502. The Company also has a deficit in working capital of $1.4 million and its cash
and cash equivalent and its revenues are not currently sufficient and cannot be projected to cover operating expenses
in the coming year. These factors raise substantial doubt as to the ability of the Company to continue as a going
concern. Management’s plans include attempting to raise funds through debt and equity financings, restructure
on-going operations to eliminate inefficiencies and continue to sell assets to raise cash and meet operating needs.
Management intends to make every effort to identify and develop sources of funds. There is no assurance that
management’s plans will be successful.

-4 -
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Summary of Significant Accounting Policies
Consolidation

The consolidated financial statements include the accounts of CD International Enterprises, Inc., as well as our wholly
owned and controlled majority owned subsidiaries, including those operating outside the United States, and are
prepared in accordance with accounting principles generally accepted in the United States of America (“U.S.
GAAP”). All significant intercompany balances and transactions are eliminated in consolidation. We account for
investments in which we exercise significant influence under the equity method of accounting. Non-controlling
interest in subsidiaries consists of the equity interest of non-controlling investors in consolidated subsidiaries of CDI
China, Inc.

Non-controlling Interests

Non-controlling interests in our subsidiaries are recorded in accordance with the provisions of ASC 810,
“Consolidation” and are reported as a component of equity, separate from the parent company’s equity. Purchase or sale
of equity interests that do not result in a change of control are accounted for as equity transactions. Results of
operations attributable to the non-controlling interests are included in our consolidated results of operations and, upon
loss of control, the interest sold, as well as interest retained, if any, will be reported at fair value with any gain or loss
recognized in earnings.

Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenue and expenses during the reporting

period. Significant estimates in fiscal 2013 and fiscal 2012 include the valuation of investments available-for-sale, the
allowance for doubtful accounts receivable, the allowance for obsolete inventory, the fair value of stock-based
compensation, the useful life of property, plant and equipment, and assumptions used in assessing impairment of
long-term assets and assets held for sale.

We rely on assumptions such as volatility, forfeiture rate, and expected dividend yield when deriving the grant date
fair value of share-based compensation. If an equity award is modified, and we expect the service conditions of the
original award will be met, we will adjust our assumptions and estimates as of the modification date and compare the
old equity award valued at the modification date with the new equity award valued at the modification date to
calculate any incremental cost. We then continue to recognize the original grant date fair value plus any incremental
cost over the modified service period.

Our estimate for allowance for uncollectible accounts is based on an evaluation of our outstanding accounts
receivable, other receivables, and loans receivable including the aging of amounts due, the financial condition of our
specific customers and clients, knowledge of our industry segment in Asia, and historical bad debt experience. This
evaluation methodology has proven to provide a reasonable estimate of bad debt expense in the past and we intend to
continue to employ this approach in our analysis of collectability. However, we are aware that given the current global
economic situation, including that of China, meaningful time horizons may change. We intend to enhance our focus
on the evaluation of our customers' sustainability and adjust our estimates as may be required.

17
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We group property plant and equipment into similar groups of assets and estimate the useful life of each group of
assets; see Note 9 — Property, Plant and Equipment for further information on asset groups and estimated useful lives.

Assumptions and estimates employed in these areas are material to our reported financial condition and results of
operations. Actual results could differ from these estimates.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, we consider all highly liquid investments with original
maturities of three months or less to be cash equivalents. The carrying values of these investments approximate their
fair value.

Restricted cash, current

Restricted cash is cash not available for immediate use. Depending on when cash is expected to be used, we classify
restricted cash as a current (short-term) or non-current (long-term) asset. In cases when restricted cash is expected to
be used within one year after the balance sheet date, it is classified as a current asset. However, if restricted cash is not
expected to be used within one year after the balance sheet date, it is classified as a non-current asset. As of December
31, 2012 and September 30, 2012 our current restricted cash was $17,588 and $21,954, respectively. Substantially, all
of our restricted cash is pledged as collateral for loans.

-5
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Concentration of Credit Risks

Financial instruments which potentially subject us to concentrations of credit risk consist principally of cash, trade
accounts receivable and notes receivables. We deposit our cash with high credit quality financial institutions in the
United States and PRC. As of December 31, 2012, we had no bank deposits in the United States that exceeded
federally insured limits. At December 31, 2012, we had deposits of $3,266,366 in banks in the PRC. In the PRC,
there is no equivalent federal deposit insurance as in the United States, so the amounts held in banks in the PRC are
not insured. We have not experienced any losses in such bank accounts through December 31, 2012.

At December 31, 2012 and September 30, 2012, bank deposits by geographic area were as follows:

Country December 31, 2012 September 30, 2012

United States $ 166,591 5 % $ 468,450 14 %
China 3,266,366 95 % 2,969,388 86 %
Total cash and cash equivalents $ 3,432,957 100 % $ 3,437,838 100 %

In an effort to mitigate any potential risk, we periodically evaluate the credit quality of the financial institutions at
which we hold deposits, both in the United States and China.

Fair Value of Financial Instruments

We adopted the provisions of ASC Topic 820, “Fair Value Measurements.” These provisions relate to our financial
assets and liabilities carried at fair value and our fair value disclosures related to financial assets and liabilities. ASC
Topic 820 defines fair value, expands related disclosure requirements and specifies a hierarchy of valuation techniques
based on the nature of the inputs used to develop the fair value measurements. Fair value is defined as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. There are three levels of inputs to fair value measurements - Level 1, meaning the use of
quoted prices for identical instruments in active markets; Level 2, meaning the use of quoted prices for similar
instruments in active markets or quoted prices for identical or similar instruments in markets that are not active or are
directly or indirectly observable; and Level 3, meaning the use of unobservable inputs. Observable market data should
be used when available.

Most of our financial instruments are carried at fair value, including all of our cash equivalents, accounts and notes
receivable, prepayments and other current assets, accounts payable, taxes payable, accrued expenses and other current
liabilities, investments classified as available-for-sale securities and assets held for sale, with unrealized gains or
losses recognized as Other Comprehensive Income (OCI), net of tax. We use Level 1 inputs for our fair value
measurements whenever there is an active market, with actual quotes, market prices, and observable inputs.

The financial assets and liabilities carried at fair value on a recurring basis at December 31, 2012 are as follows:

Financial assets and liabilities Fair Value Level 1 Level 2 Level 3

Marketable equity securities $ 378,158 $ 378,158 $ - $ -

Receivable of marketable equity

securities 2,119,169 2,119,169 - -
(106,285 ) (106,285 ) - -
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Amounts payable using marketable

securities receivable

Derivative warrant liabilities 2,775 ) - - 2,775 )
$ 2,388,267 $ 2,391,042 $ = $ 2,775 )

The financial assets and liabilities carried at fair value on a recurring basis at September 30, 2012 are as follows:

Financial assets and liabilities Fair Value Level 1 Level 2 Level 3
Marketable equity securities $ 344,252 $ 344,252 $ - $ -

Receivable of marketable equity

securities 2,189,720 2,189,720 - -

Amounts payable using marketable

securities receivable (821,399 ) (821,399 ) - -

Derivative warrant liabilities (8,499 ) - (8,499 )

$ 1,704,074 $ 1,712,573 $ $ (8,499 )
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Marketable Securities

Marketable securities that we receive from our clients as compensation are generally restricted for sale under Federal
securities laws. Our policy is to liquidate marketable securities received as compensation when market conditions are
favorable for sale. Since these marketable securities are often restricted, we are unable to liquidate them until the
restriction is removed. We recognize revenue for the common stock we receive as compensation based on the fair
value at the time the common stock is granted or at the time service has been rendered and for common stock purchase
warrants based on the Black-Scholes valuation model. Pursuant to ASC Topic 320, “Investments —Debt and Equity
Securities” our marketable securities have a readily determinable quoted price, such as from NASDAQ, NYSE MKT,
the Over the Counter Bulletin Board, and the OTC Markets Group (formerly known as the Pink Sheets) and any
unrealized gain or loss is recognized as an element of comprehensive income (loss) based on changes in the fair value
of the security as quoted on an exchange or an inter-dealer quotation system. Once liquidated, any realized gain or loss
on the sale of marketable securities is reflected in our consolidated statement of operations in the period in which the
securities are liquidated.

We perform an analysis of our marketable securities at least on an annual basis to determine if any of these securities
have become other than temporarily impaired. If we determine that the decline in fair value is other than temporary we
recognize the amount of the impairment as a realized loss into our current period net income (loss). This determination
is based on a number of factors, including but not limited to (i) the percentage of the decline, (ii) the severity of the
decline in relation to the enterprise/market conditions, and (iii) the duration of the decline.

Accounts Receivable

Accounts receivable are reported at net realizable value. We have established an allowance for uncollectible accounts
based upon factors pertaining to the credit risks of specific customers and clients, historical trends, aging of the
receivable and other information. Delinquent accounts are written off when it is determined that the amounts are
uncollectible. There was no allowance for uncollectible accounts at December 31, 2012 and September 30, 2012.
Inventories

Inventories, consisting of raw materials and finished goods, are stated at the lower of cost or market utilizing the
weighted average method. Inventories as of December 31, 2012 and September 30, 2012 were $7,876,970 and
$5,655,568, respectively. Due to the nature of our business and the short duration of the manufacturing process of our
products, there was no material work-in-process inventory at December 31, 2012 and September 30, 2012.

Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consist of (i) prepayments to vendors for merchandise that had not yet been
shipped, (ii) other prepaid expenses, (iii) loans receivable and (iv) other receivables. At December 31, 2012 and

September 30, 2012, prepaid expenses and other current assets were $7,068,983 and $5,889,331, respectively.

Property, Plant and Equipment
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Property, plant and equipment are recorded at cost and depreciated on a straight line basis over their estimated useful
lives of three to forty years and in the second quarter of fiscal 2012, our Magnesium Segment changed from the
straight line method to the units of production method of depreciation (see Note 3). Maintenance and repairs are
charged to expense as incurred. Significant renewals and improvements are capitalized.

Acquisitions

We account for acquisitions using the purchase method of accounting in accordance with the provisions of ASC Topic
805, “Business Combinations.” The acquisition method of accounting for acquired businesses requires, among other
things, that most assets acquired and liabilities assumed be recognized at their fair values as of the acquisition

date. Also, transaction costs are expensed as incurred. Any excess of the purchase price over the assigned values of
the net assets acquired is recorded as goodwill. When we have acquired net assets that do not constitute a business
under U.S. GAAP, no goodwill has been recognized.
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Advances from Customers and Deferred Revenues

Advances from customers represent (i) prepayments to us for merchandise that had not yet been shipped to customers,
and (ii) the fair value of securities received as compensation which will be amortized over the term of the respective
consulting agreement. We will recognize these advances as revenues as customers take delivery of the goods or when
the services have been rendered, in compliance with our revenue recognition policy. Advances from customers
totaled $885,723 and $1,414,608, at December 31, 2012 and September 30, 2012, respectively while deferred revenue
totaled $216,667 and $300,708, respectively.

Comprehensive income (loss)

We follow ASC 220, “Comprehensive Income” to recognize the elements of comprehensive income (loss).
Comprehensive income (loss) is comprised of net income (loss) and all changes to the statements of stockholders’
equity, except those due to investments by stockholders, changes in paid-in capital and distributions to

stockholders. Our comprehensive income (loss) for the three months ended December 31, 2012 and 2011 included net
income (loss), foreign currency translation adjustments, unrealized gains or losses on marketable securities
available-for-sale (non-related and related party), net of income taxes, and unrealized gains or losses on amounts
receivable and payable in marketable securities available-for-sale. See Note 14 — Accumulated Other Comprehensive
Income (loss).

Impairment of Long-Lived Assets

In accordance with ASC 360 “Property, Plant, and Equipment”, we periodically review our long-lived assets, including
goodwill and other intangible assets, for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets may not be fully recoverable. We recognize an impairment loss when the sum of
expected undiscounted future cash flows is less than the carrying amount of the asset. The amount of impairment is
measured as the difference between the estimated fair value and the book value of the underlying asset. We recorded
impairment charges on property, plant and equipment on two magnesium facilities, and one zinc facility during fiscal
2012.

Assets Held for Sale

Long-lived assets are classified as held for sale when certain criteria are met. These criteria include: management’s
commitment to a plan to sell the assets; the availability of the assets for immediate sale in their present condition; an
active program to locate buyers and other actions to sell the assets has been initiated; the sale of the assets is probable
and their transfer is expected to qualify for recognition as a completed sale within one year; the assets are being
marketed at reasonable prices in relation to their fair value; and it is unlikely that significant changes will be made to
the plan to sell the assets. We measure long-lived assets to be disposed of by sale at the lower of carrying amount or
fair value, less associated costs to sell. At December 31, 2012 and September 30, 2012, we had three subsidiaries held
for sale (See Note 19).

Foreign Currency Translation
The accompanying consolidated financial statements are presented in United States dollars. The functional currency
of our U.S. operations is the U.S. dollar and the functional currency of our Chinese subsidiaries is the Renminbi

(“RMB?”), the official currency of the PRC. Equity accounts in the consolidated financial statements are translated into
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United States dollars from RMB at their historical exchange rates when the capital transactions occurred. Assets and
liabilities are translated at the exchange rates as of the balance sheet date. Income and expenditures are translated at
the average exchange rates for the three month periods ended December 31, 2012 and December 31, 2011,
respectively. A summary of the conversion rates for the periods presented is as follows:

December 31, September 30, December 31,

2012 2012 2011
Period end RMB: U.S. dollar
exchange rate 6.3011 6.3190 6.3523
Average fiscal-year-to-date RMB:
U.S. dollar exchange rate 6.2880 6.3198 6.3535

The RMB is not freely convertible into foreign currency and all foreign exchange transactions must take place through
PRC authorized institutions. No representation is made that the RMB amounts could have been, or could be,
converted into United States dollars at the rates applied in the translation.

_8-
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Income Taxes

We account for income taxes in accordance with ASC 740, “Income Taxes.” ASC 740 requires the recognition of
deferred tax assets and liabilities to reflect the future tax consequences of events that have been recognized in our
financial statements or tax returns. Measurement of the deferred items is based on enacted tax laws. In the event the
future consequences of differences between the financial reporting and tax basis of our assets and liabilities result in a
deferred tax asset, ASC 740 requires an evaluation of the probability that we will generate sufficient taxable income to
be able to realize the future benefits indicated by the deferred tax assets. A valuation allowance related to a deferred
tax asset is recorded when it is more likely than not that some or the entire deferred tax asset will not be realized.

We applied the provisions of ASC 740-10-50, “Accounting for Uncertainty in Income Taxes,” which provides
clarification related to the process associated with accounting for uncertain tax positions recognized in our
consolidated financial statements. Audit periods remain open for review until the statute of limitations has passed. The
completion of review or the expiration of the statute of limitations for a given audit period could result in an
adjustment to the Company’s liability for income taxes. The Internal Revenue Service (IRS) is currently auditing our
consolidated income tax return for 2008, 2010 and 2011. We expect the audits to be completed in fiscal 2013. The IRS
has proposed an adjustment to our 2008, 2011 and 2011 taxable income and penalties of approximately $4.6 million
(approximately $3.1 million in income tax and $1.5 million in penalties) primarily related to transfer pricing issues
pursuant to Internal Revenue Code (“IRC”) section 482. We have retained an independent accounting firm that has
conducted an independent transfer pricing study, an evaluation of the tax basis value of marketable securities received
for services, and an analysis of the allocation of the related costs and expenses associated with such revenues. As a
result of such study and as a result of net operating tax loss carryforwards, we believe that no income tax or penalties
will be assessed against us by the IRS and we intend to vigorously defend our position. If we are unable to defend our
position, any such adjustment could have a material effect on the Company’s results of operations and financial
position and liquidity.

Basic and Diluted Income (Loss) per Share

Under the provisions of ASC 260, “Earnings Per Share,” basic income (loss) per common share is computed by dividing
income (loss) available to common shareholders by the weighted average number of shares of common stock
outstanding for the periods presented. Diluted income (loss) per share reflects the potential dilution that could occur if
securities or other contracts to issue common stock were exercised or converted into common stock or resulted in the
issuance of common stock that would then share in the income of the company, subject to anti-dilution limitations. In
order to comply with U.S. GAAP, we use the treasury stock method when computing the diluted income (loss) per
share. The number of incremental shares included in diluted income (loss) per share is computed using the average
market price of our common stock during the reporting period.

Revenue Recognition

We follow the guidance of ASC 605, “Revenue Recognition,” for revenue recognition. In general, we record revenue
when persuasive evidence of an arrangement exists, services have been rendered or product delivery has occurred, the
sales price to the customer is fixed or determinable, and collectability is reasonably assured. When our clients’
securities are received for our services, we follow the guidance of ASC 505, “Equity-Based Payments to
Non-Employees” to measure and recognize our revenue. ASC Topic 505-30-18 instructs that an entity (grantee or
provider) may enter into transactions to provide goods or services in exchange for equity instruments. The grantee

25



Edgar Filing: CD INTERNATIONAL ENTERPRISES, INC. - Form 10-Q

shall measure the fair value of the equity instruments in these transactions using the stock price and other
measurement assumptions as of the earlier of either of the following dates, referred to as the measurement date.

a. The date the parties come to a mutual understanding of the terms of the equity-based
compensation arrangement and a commitment for performance by the grantee to earn
the equity instruments (a performance commitment) is reached; and

b. The date at which the grantee’s performance necessary to earn the equity instruments
is complete (that is, the vesting date).

Currently, we recognize the revenue from the equity securities received from our clients upon completion of the
services performed or as otherwise provided for in our agreements with our clients. We use the grant date as the
measurement date in accordance with ASC 605.
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

Stock-based Compensation

We account for the grant of stock options, warrants and restricted stock awards in accordance with ASC 718,
“Compensation-Stock Compensation.” ASC 718 requires companies to recognize in the statement of operations the
grant-date fair value of stock options and other equity based compensation. Pursuant to ASC Topic 505-50, for
share-based payments to consultants and other third-parties, compensation expense is determined at the “measurement
date.” The expense is recognized over the vesting period of the award. Until the measurement date is reached, the total
amount of compensation expense remains uncertain. The Company records compensation expense based on the fair
value of the award at the reporting date. The awards to consultants and other third-parties are then revalued, or the
total compensation is recalculated, based on the then current fair value, at each subsequent reporting date.

Derivative Warrant Liabilities

ASC Subtopic 815-40, “Contracts in Entity’s Own Equity,” requires that entities recognize as derivative liabilities the
derivative instruments, including certain derivative instruments embedded in other contracts that are not indexed to an
entity’s’ own stock. Pursuant to the provisions of ASC Section §15-40-15, an entity should use a two-step approach to
evaluate whether an equity-linked financial instrument (or embedded feature) is indexed to its own stock, including
evaluating the instrument’s contingent exercise and settlement provisions. The adoption of ASC Subtopic 815-40 has
affected the accounting for (i) certain freestanding warrants that contain exercise price adjustment features and (ii)
convertible bonds issued by foreign subsidiaries with a strike price denominated in a foreign currency. In the case of
any such warrants and convertible bonds, ASC Subtopic 815-40 provides that such warrants and bonds are to be
treated as a liability at fair value with changes in fair value recognized in earnings.

Reclassifications

Certain reclassifications have been made to the Company’s consolidated balance as of September 30, 2012 to conform
to the current presentation. These reclassifications had no effect on previously reported results of operations or
retained earnings.

Recent Accounting Pronouncements
Intangibles — Goodwill and Other

In July 2012, FASB issued Accounting Standards Update ("ASU") No. 2012-02, Intangibles-Goodwill and Other
(Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment. ASU No. 2012-02 simplifies the guidance for
testing the decline in the realizable value (impairment) of indefinite-lived intangible assets other than goodwill. ASU
No. 2012-02 allows an entity the option of first performing a qualitative assessment to determine whether it is more
likely than not that an indefinite-lived intangible asset is impaired. The amendments in this ASU are effective for
annual and interim impairment tests performed for fiscal years beginning after September 15, 2012. Early adoption is
permitted. The adoption of ASU No. 2012-02 did not have a material impact on our consolidated financial statements.

Comprehensive Income

Accounting Standards Update (“ASU”) No. 2011-05 amends FASB Codification Topic 220 on comprehensive income
(1) to eliminate the current option to present the components of other comprehensive income in the statement of
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changes in equity, and (2) to require presentation of net income and other comprehensive income (and their respective
components) either in a single continuous statement or in two separate but consecutive statements. These amendments
do not alter any current recognition or measurement requirements in respect of items of other comprehensive income.
The amendments in this Update are to be applied prospectively. For public entities, the amendments are effective
during interim and annual periods beginning after December 15, 2011. We adopted this guidance in fiscal 2012, as
presented in our Statement of Operations and Comprehensive Income (Loss).

Fair Value Measurements:

In May 2011, the FASB issued ASU 2011-04, “Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRS” to amend the accounting and disclosure requirements on fair value
measurements. The new guidance limits the highest-and-best-use measure to nonfinancial assets, permits certain
financial assets and liabilities with offsetting positions in market or counterparty credit risks to be measured at a net
basis, and provides guidance on the applicability of premiums and discounts. Additionally, the new guidance expands
the disclosures on Level 3 inputs by requiring quantitative disclosure of the unobservable inputs and assumptions, as
well as a description of the valuation processes and the sensitivity of the fair value to changes in unobservable inputs.
Other than requiring additional disclosures, we do not anticipate material impacts on our financial statements upon
adoption. This ASU is effective for interim and annual periods beginning after December 15, 2011. We adopted this
guidance in fiscal 2012.

-10 -
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

A variety of proposed or otherwise potential accounting standards are currently under study by standard setting
organizations and various regulatory agencies. Due to the tentative and preliminary nature of those proposed
standards, management has not determined whether implementation of such proposed standards would be material to
our consolidated financial statements.

NOTE 2 - EARNINGS PER SHARE

Under the provisions of ASC 260, “Earnings Per Share,” basic income (loss) per common share is computed by dividing
income (loss) available to common shareholders by the weighted average number of shares of common stock
outstanding for the periods presented. Diluted income (loss) per share reflects the potential dilution that could occur if
securities or other contracts to issue common stock were exercised or converted into common stock or resulted in the
issuance of common stock that would then share in the income of the company, subject to anti-dilution limitations.

The following table presents the computation of basic and diluted loss per share for the three months ended
December 31, 2012 and 2011:

For the Three Months ended
December 31,

2012 2011
Net (loss) income allocable to common shareholders:
Continuing operations $ (1,562,915 ) $ 3,739,327
Discontinued operations (376,485 ) (608,623 )
Net (loss) income allocable to CD International (1,939,400 ) 3,130,704
Less: preferred stock dividends (20,130 ) (20,130 )
Net (loss) income allocable to common stockholders $ (1,959,530 ) $ 3,110,574
Basic weighted average common shares outstanding 52,469,805 40,565,910
Plus: incremental shares from assumed conversions (1)
Convertible preferred stock - 558,889
Unvested stock-based compensation - 1,476
Dilutive weighted-average shares outstanding 52,469,805 41,126,275
Net (loss) income per common share - basic:
Net (loss) income from continuing operations $ (0.03 ) $ 0.10
Net loss from discontinued operations $ (0.01 ) $ (0.02 )
Net (loss) income per common share - basic $ (0.04 ) $ 0.08

Net (loss) income per common share - diluted:
Net (loss) income from continuing operations $ (0.03 ) $ 0.10
Net loss from discontinued operations $ (0.01 ) $ (0.02 )
Net (loss) income per common share - diluted $ (0.04 ) $ 0.08

(1) Securities are not included in the denominator in periods when anti-dilutive. We excluded 2,010,980 shares of our

common stock issuable upon exercise of options and 4,179,130 shares of our common stock issuable upon exercise of
warrants as of December 31, 2012 as their effect was anti-dilutive. We did not add any dilutive shares to the
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denominator for the three months ended December 31, 2012 as we had a loss.

-11 -
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

NOTE 3 - CHANGE IN ACCOUNTING PRINCIPLE AND METHOD OF DEPRECIATION

In the second quarter of fiscal 2012, we changed our depreciation method applied to our Magnesium Segment
production from the straight line method to the units of production method of depreciation.

The straight line method of depreciation for our magnesium segment did not reflect the economics of our magnesium
production operations and the proper allocation of cost to the production cycle. The units of production method of
depreciation is a preferable accounting method, in accordance with ASC 250-10-45, for fixed assets related to the
magnesium production cycle, under which periodic depreciation expenses are calculated based on the actual
production as a percentage of the total capacity.

For the three months ended December 31, 2011, the comparative effect of the change in accounting method and its pro
forma impact on key components of our statement of operations is described below:

As reported using Pro forma results
the straight-line using the units of

method production method
Revenues $ 23,143,986 $ 23,143,986
Cost of revenues $ 17,922,761 $ 15,849,995
Gross profit $ 5,221,225 $ 7,293,991
Operating income $ 2,636,451 $ 4,709,217
Net income $ 2,741,512 $ 4,814,278
Net income allocable to common stockholders $ 3,130,704 $ 5,203,470
Basic and diluted income per common share:
Basic $ 0.08 $ 0.12
Diluted $ 0.08 $ 0.12

NOTE 4 — ACQUISITION OF LINGSHI MAGNESIUM AND GOLDEN TRUST

Following our February 29, 2012 special meeting of shareholders, we completed the acquisition of all of the issued
and outstanding capital stock of Golden Trust and an 80% ownership interest in Lingshi Magnesium for an aggregate
purchase price of $26,705,070 payable as follows:

* $6,493,047 in proceeds from repayment of our intercompany loans,

. $15,515,938 in shares of our common stock, with approximately $6,652,823 paid within 15
business days following the closing of the acquisitions and the balance $8,863,115 payable
within 15 business days following satisfaction of certain post closing conditions which include
the delivery of technical information, financial statements and other information. The value of
these shares which are payable following the satisfaction of the post-closing conditions, which
had not been met at December 31, 2012, are included in other payables — related parties (See
Note 12) in the amount of $8,266,058 and $597,057 included in Other Liabilities (See Note 13);
and
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$4,696,085 by way of assignment of our interest in our former subsidiary Excel Rise
Technology Co. Ltd.

Golden Trust owns and operates a pure magnesium ingot production facility located on approximately 502,000 square
feet of land in Xiaoyi City, Shanxi Province, China capable of producing up to 20,000 metric tons of pure magnesium
per year. Lingshi Magnesium owns and operates a pure magnesium ingot production facility located on approximately
902,000 square feet of land in Jin Zhong City, Shanxi Province, China, capable of producing up to 12,000 metric tons
of pure magnesium per year.

-12 -

32



Edgar Filing: CD INTERNATIONAL ENTERPRISES, INC. - Form 10-Q

CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

As of December 31, 2012, the consolidated balance sheets include the net assets at fair value of Lingshi Magnesium
and Golden Trust which were acquired by us as of the closing date on February 29, 2012.

The table below provides the pro forma condensed financial statements of operations (unaudited) to give effect to the
acquisition of Lingshi Magnesium and Golden Trust for three months ended December 31, 2011.

Pro Forma effect related to acquisition of
CD International

(excluding Pro Forma
acquisitions) Lingshi Xinghai Golden Trust (Consolidated)
(unaudited) (unaudited) (unaudited) (unaudited)
Total revenues $ 23,143,986 $ 2,170,507 $ 3,998,686 $ 29,313,179
Cost of revenues 17,922,761 2,053,179 3,877,222 23,853,162
Gross profit $ 5221225 $ 117,328 $ 121,464 $ 5,460,017
Operating (loss) income $ 3,350,135 $ 37,045 $ (63,748 ) $ 3,323,432
Net (loss) income $ 3,130,704 $ 39,201 $ 15,166 $ 3,185,071
Net (loss) income to common
stockholders $ 3,110,574 $ 31,361 $ 15,166 $ 3,157,101
Basic and diluted income per
common share:
Basic $ 0.08 $ 0.08
Diluted $ 0.08 $ 0.08

NOTE 5 - MARKETABLE SECURITIES AVAILABLE-FOR-SALE

Marketable securities available-for-sale and marketable securities available-for-sale-related party as of December 31,
2012 and September 30, 2012 consisted of the following financial instruments:

September 30,
Company Security type December 31, 2012 % of Total 2012 % of Total
Decor Products
International, Inc. Common stock $ 12,113 3% $ 23,752 7%
Sunwin Stevia
International Inc. Common stock 315,545 83% 270,000 78%
Linkwell Corporation Common stock 50,500 14% 50,500 15%
Marketable securities
available for sale $ 378,158 100% $ 344,252 100%

(1) On May 15, 2012, we issued a secured promissory note of $400,000 to China Discovery Investors,
Ltd., a Florida company, with 730,000 shares of China Education International, Inc. common stock
pledged as collateral. Additionally, on August 21, 2012, we issued secured promissory notes to four
Chinese citizens in an aggregate amount of $1,000,000 for value received. These promissory notes are
due on February 29, 2013 and bear an interest rate of 12% per annum. The promissory notes also are
secured by 5,099,115 shares of China Education International, Inc. common stock, pledged as
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collateral for the $1 million. See Note 11-Loans Payable. In fiscal 2012, we recorded an other than
temporary impairment of the fair value of our China Education International, Inc. marketable securities
available for sale and the fair value at December 31, 2012 and September 30, 2012 is zero.

-13 -
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CD INTERNATIONAL ENTERPRISES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

All the securities, including preferred stock, common stock, and common stock purchase warrants, were received from
our clients as consulting fees. We categorize the securities as investments in marketable securities available for sale
or investments in marketable securities available-for-sale-related parties. These securities (exclusive of preferred
stock and common stock purchase warrants) are quoted either in the over the counter market system. Most of the
securities are restricted and cannot be readily sold by us absent a registration of those securities under the Securities
Act of 1933 (the “Securities Act”) or the availability of an exemption from the registration requirements under the
Securities Act. Our policy is to liquidate the securities on a regular basis. As these securities are often restricted, we
are unable to liquidate them until the restriction is removed. Unrealized gains or losses on marketable securities
available-for-sale and on marketable securities available-for-sale-related party are recognized on a periodic basis as an
element of comprehensive income based on changes in the fair value of the security. Once liquidated, realized gains
or losses on the sale of marketable securities available-for-sale and marketable securities available-for-sale-related
party are reflected in our net income for the period in which the security was liquidated.

Our marketable securities available-for-sale are carried at fair value. Fair value is defined as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. There are three levels of inputs to fair value measurements - Level 1, quoted prices for identical
instruments in active markets; Level 2, quoted prices for similar instruments in active markets or quoted prices for
identical or similar instruments in markets that are not active or are directly or indirectly observable; and Level 3,
unobservable inputs.

Under the guidance of ASC320, “Investments”, we periodically evaluate our marketable securities to determine whether
a decline in their value is other than temporary. Management utilizes criteria such as the magnitude and duration of
the decline, in addition to the reasons underlying the decline, to determine whether the loss in value is other than
temporary. The term “other-than-temporary” is not intended to indicate that the decline is permanent. It indicates that
the pro