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ANNOUNCEMENT OF INTERIM RESULTS
FOR THE SIX MONTHS ENDED 30 JUNE 2019

The board of directors (the “Board”) of Tongguan Gold Group Limited (the “Company”) announces
the unaudited consolidated results of the Company and its subsidiaries (the “Group”) for the six
months ended 30 June 2019, with the comparative figures for the corresponding period in 2018, as

follows:

CONDENSED CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME
For the six months ended 30 June 2019

2019 2018
Notes HKS$’000 HK$°000
(Unaudited) (Unaudited)
CONTINUING OPERATIONS

Revenue 3 100,083 100,941
Cost of sales (78,687) (69,390)
Gross profit 21,396 31,551
Other income 2,431 2,040
Other net gains and losses 467 (1,157)
Administrative and other expenses (31,187) (25,714)
Finance costs 4 (102) (4,720)
Share of loss of an associate 5) —
(Loss)/profit before tax from continuing operations 5 (7,000) 2,000
Income tax credit/(expense) 6 982 (2,740)
Loss for the period from continuing operations (6,018) (740)

DISCONTINUED OPERATION
Profit for the period from a discontinued operation 8 — 106,994
(Loss)/profit for the period (6,018) 106,254



Other comprehensive income, net of income tax

Item that will not be reclassified to profit or loss:

Fair value changes in equity investments at fair value
through other comprehensive income

Items that may be reclassified subsequently to
profit or loss:

Exchange differences arising on translation of financial
statements of foreign operations

Other comprehensive income for the period,
net of income tax

Total comprehensive income for the period

(Loss)/profit for the period attributable to owners of the
Company:
— Continuing operations
— Discontinued operation

Profit/(loss) for the period attributable to
non-controlling interests:
— Continuing operations
— Discontinued operation

Total comprehensive income for the period attributable to:

— Owners of the Company
— Non-controlling interests

(Loss)/earnings per share — Basic and diluted
— Continuing operations

— Discontinued operation

2019 2018
Notes HKS$’000 HK$°000
(Unaudited) (Unaudited)
2,326 (15,377)
(4,579) (9,030)
(2,253) (24,407)
(8,271) 81,847
(6,477) (1,666)
— 109,127
(6,477) 107,461
459 926
— (2,133)
459 (1,207)
(7,499) 83,947
(772) (2,100)
(8,271) 81,847
9

HKS$(0.19) cents

HKS$(0.06) cents

HK$ —

HKS$3.84 cents




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As At 30 June 2019

30 June 31 December

2019 2018
Notes HKS$’000 HKS$’000
(Unaudited) (Audited)

Non-current assets
Property, plant and equipment 1,145,864 1,118,995
Right-of-use assets 38,157 —
Prepaid lease payments — non-current portion — 31,531
Exploration and evaluation assets 1,283,298 1,281,633
Goodwill 636,409 636,409
Other intangible assets 137,244 142,677
Other financial assets 9,138 6,600
Interest in an associate 3,365 3,383
3,253,475 3,221,228

Current assets

Inventories 4,342 19,469
Other receivables 10 88,748 62,450
Prepaid lease payments — current portion — 810
Amount due from an associate 1,705 1,712
Bank balances and cash 93,382 109,550
_______ 188,177 193,991

Current liabilities
Other payables 11 356,507 363,889
Contract liabilities 8,694 3,383
Income tax payable 153,693 154,172
Other borrowings 105,023 92,046
Lease liabilities 3,236 —
627,153 613,490
Net current liabilities (438,976) (419,499)
Total assets less current liabilities 2,814,499 2,801,729



Non-current liabilities
Other borrowings
Lease liabilities

Financial liabilities measures at fair value through

profit or loss
Other payables

Provision for restoration and environmental costs

Deferred tax liabilities

Net assets

Capital and reserves
Share capital
Share premium and reserves

Equity attributable to owners of the Company

Non-controlling interests

Total equity

Notes
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30 June 31 December
2019 2018
HKS$’°000 HKS$’000
(Unaudited) (Audited)
23,295 —
2,985 —
66,695 68,161
471,175 473,966
9,650 8,368
327,086 329,350
900,886 879,845
1,913,613 1,921,884
339,227 339,227
1,453,892 1,461,391
1,793,119 1,800,618
120,494 121,266
1,913,613 1,921,884




NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2019

1.

BASIS OF PREPARATION

The condensed consolidated financial statements of Tongguan Gold Group Limited, (the “Company”)
and its subsidiaries (collectively referred to as the “Group”) for the six months ended 30 June 2019
have been prepared in accordance with Hong Kong Accounting Standard (“HKAS”) 34 Interim Financial
Reporting issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”) as well
as with the applicable disclosure provisions of the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (the “Listing Rules”). It was authorised for issue on 27 August
2019.

These condensed consolidated financial statements have been prepared with the same accounting
policies adopted in the annual financial statements for the year ended 31 December 2018, except for
those relating to new standards or interpretations effective for the first time in the consolidated financial
statements for the year ending 31 December 2019. Details of any changes in accounting policies are set
out in Note 2.

The preparation of these condensed consolidated financial statements in conformity with HKAS 34
requires management to make judgements, estimates and assumptions that affect the application of
policies and the reported amounts of assets and liabilities, income and expenses on a year to date basis.
Actual results may differ from these estimates.

The condensed consolidated financial statements have been prepared under the historical cost basis,
except for certain financial instruments that are measured at fair values, as appropriate.

These condensed consolidated financial statements contains condensed consolidated financial statements
and selected explanatory notes. The notes include an explanation of events and transactions that are
significant to an understanding of the changes in financial position and performance of the Group since
the annual financial statements for the year ended 31 December 2018. These condensed consolidated
interim financial statements and notes thereon do not include all of the information required for a
complete set of financial statements prepared in accordance with Hong Kong Financial Reporting
Standards (the “HKFRSs”) and should be read in conjunction with the Group’s audited annual financial
statements for the year ended 31 December 2018.

ADOPTION OF HKFRSs
The HKICPA has issued a number of new HKFRSs and amendments to HKFRSs that are first effective

for the current accounting period of the Group. Of these, the following developments are relevant to the
Group’s financial statements:

HKFRS 16 Leases

HK(IFRIC)-Int 23 Uncertainty over Income Tax Treatments
Amendments to HKFRS 9 Prepayment Features with Negative Compensation
Amendments to HKAS 19 Plan Amendment, Curtailment or Settlement
Amendments to HKAS 28 Long-term Interests in Associates and Joint Ventures

Amendments to HKFRS 3, HKFRS 11, Annual Improvements to HKFRSs 2015-2017 Cycle
HKAS 12 and HKAS 23



The Group has not applied any amendment, new standard or interpretation that is not yet effective for

the current accounting period, except for the Amendments to HKFRS16, Leases.

Other than the below on the adoption of HKFRS 16, the application of other amendments to HKFRSs
in the current interim period has had no material effect on the amounts reported in these condensed

consolidated financial statements and/or disclosures set out in these condensed consolidated financial

statements.

Details of the changes in accounting policy is discussed in Note 2(a) for HKFRS 16.

(2)

Impacts and changes in accounting policies of application on HKFRS 16 Leases

HKFRS 16 replaces HKAS 17, Leases, and the related interpretations, HK(IFRIC) 4, Determining
whether an arrangement contains a lease, HK(SIC) 15, Operating leases — incentives, and
HK(SIC) 27, Evaluating the substance of transactions involving the legal form of a lease. It
introduces a single accounting model for lessees, which requires a lessee to recognise a right-of-
use asset and a lease liability for all leases, except for leases that have a lease term of 12 months
or less (“short-term leases”) and leases of low value assets. The lessor accounting requirements
are brought forward from HKAS 17 substantially unchanged.

The Group adopted HKFRS 16 using the modified retrospective method of adoption with the date
of initial application of 1 January 2019. Under this method, the standard is applied retrospectively
with the cumulative effect of initial adoption as an adjustment to the opening balance of retained
earnings at 1 January 2019, and the comparative information for 2018 was not restated and
continues to be reported under HKAS 17.

(i) Key changes in accounting policies resulting from application of HKFRS 16
Definition of a lease

A contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration.

For contracts entered into or modified on or after the date of initial application, the Group
assesses whether a contract is or contains a lease based on the definition under HKFRS 16
at inception or modification date. Such contract will not be reassessed unless the terms and
conditions of the contract are subsequently changed.

As a lessee
Allocation of consideration to components of a contract

For a contract that contains a lease component and one or more additional lease or non-lease
components, the Group allocates the consideration in the contract to each lease component
on the basis of the relative stand-alone price of the lease component and the aggregate
stand-alone price of the non-lease components.

As a practical expedient, leases with similar characteristics are accounted on a portfolio
basis when the Group reasonably expects that the effects on the financial statements would
not differ materially from individual leases within the portfolio.
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The Group also applies practical expedient not to separate non-lease components from
lease component, and instead account for the lease component and any associated non-lease
components as a single lease component.

Right-of-use assets

The Group recognises right-of-use assets at the commencement date of the lease (i.e. the
date the underlying asset is available for use). Right-of-use assets are measured at cost, less
any accumulated depreciation and impairment losses, and adjusted for any remeasurement of
lease liabilities.

The cost of right-of-use asset includes:
. the amount of the initial measurement of the lease liability;

. any lease payments made at or before the commencement date, less any lease
incentives received;

. any initial direct costs incurred by the Group; and

. an estimate of costs to be incurred by the Group in dismantling and removing the
underlying assets, restoring the site on which it is located or restoring the underlying
asset to the condition required by the terms and conditions of the lease.

Right-of-use assets in which the Group is reasonably certain to obtain ownership of the
underlying leased assets at the end of the lease term is depreciated from commencement date
to the end of the useful life. Otherwise, right-of-use assets are depreciated on a straight-line
basis over the shorter of its estimated useful life and the lease term.

The Group presents right-of-use assets as a separate line item on the condensed consolidated
statement of financial position.

Refundable rental deposits

Refundable rental deposits paid are accounted under HKFRS 9 Financial Instruments
(“HKFRS 9”) and initially measured at fair value. Adjustments to fair value at initial
recognition are considered as additional lease payments and included in the cost of right-of-
use assets.

Lease liabilities

At the commencement date of a lease, the Group recognises and measures the lease liability
at the present value of lease payments that are unpaid at that date. In calculating the
present value of lease payments, the Group uses the incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable.



The lease payments include:

fixed payments (including in-substance fixed payments) less any lease incentives

receivable;

. variable lease payments that depend on an index or a rate;

. amounts expected to be paid under residual value guarantees;

. the exercise price of a purchase option reasonably certain to be exercised by the
Group; and

. payments of penalties for terminating a lease, if the lease term reflects the Group

exercising the option to terminate.

After the commencement date, lease liabilities are adjusted by interest accretion and lease
payments.

The Group remeasures lease liabilities (and makes a corresponding adjustment to the related
right-of-use assets) whenever:

. the lease term has changed or there is a change in the assessment of exercise of a
purchase option, in which case the related lease liability is remeasured by discounting
the revised lease payments using a revised discount rate at the date of reassessment.

. the lease payments change due to changes in market rental rates following a market
rent review/expected payment under a guaranteed residual value, in which cases the
related lease liability is remeasured by discounting the revised lease payments using
the initial discount rate.

Lease modifications
The Group accounts for a lease modification as a separate lease if:

. the modification increases the scope of the lease by adding the right to use one or
more underlying assets; and

. the consideration for the leases increases by an amount commensurate with the stand-
alone price for the increase in scope and any appropriate adjustments to that stand-
alone price to reflect the circumstances of the particular contract.

For a lease modification that is not accounted for as a separate lease, the Group remeasures
the lease liability based on the lease term of the modified lease by discounting the revised
lease payments using a revised discount rate at the effective date of the modification.

Taxation

For the purposes of measuring deferred tax for leasing transactions in which the Group
recognises the right-of-use assets and the related lease liabilities, the Group first determines
whether the tax deductions are attributable to the right-of-use assets or the lease liabilities.
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(b)

For leasing transactions in which the tax deductions are attributable to the lease liabilities,
the Group applies HKAS 12 Income Taxes requirements to right-of-use assets and lease
liabilities separately. Temporary differences relating to right-of-use assets and lease
liabilities are not recognised at initial recognition and over the lease terms due to application
of the initial recognition exemption.

Transition and summary of effects arising from initial application of HKFRS 16
Definition of a lease

The Group has elected the practical expedient to apply HKFRS 16 to contracts that were
previously identified as leases applying HKAS 17 and HK(IFRIC)-Int 4 Determining whether an
Arrangement contains a Lease and not apply this standards to contracts that were not previously
identified as containing a lease. Therefore, the Group has not reassessed contracts which already
existed prior to the date of initial application.

For contracts entered into or modified on or after 1 January 2019, the Group applies the definition
of a lease in accordance with the requirements set out in HKFRS 16 in assessing whether a
contract contains a lease.

As a lessee

The Group has applied HKFRS 16 retrospectively with the cumulative effect recognised at the
date of initial application, 1 January 2019. Any difference at the date of initial application is
recognised in the opening retained profits and comparative information has not been restated.

When applying the modified retrospective approach under HKFRS 16 at transition, the Group
applied the following practical expedients to leases previously classified as operating leases under
HKAS 17, on lease-by-lease basis, to the extent relevant to the respective lease contracts:

1. relied on the assessment of whether leases are onerous by applying HKAS 37 Provisions,
Contingent Liabilities and Contingent Assets as an alternative of impairment review;

ii.  elected not to recognise right-of-use assets and lease liabilities for leases with lease term
ends within 12 months of the date of initial application;

iii.  excluded initial direct costs from measuring the right-of-use assets at the date of initial
application;

iv. applied a single discount rate to a portfolio of leases with a similar remaining terms for
similar class of underlying assets in similar economic environment. Specifically, discount
rate for certain leases of factories in the People’s Republic of China was determined on a
portfolio basis; and

V. used hindsight based on facts and circumstances as at date of initial application in
determining the lease term for the Group’s leases with extension and termination options.



At the date of transition to HKFRS 16, the Group determined the length of the remaining lease
terms and measured the lease liabilities for the leases previously classified as operating leases
at the present value of the remaining lease payments, discounted using the relevant incremental
borrowing rates at 1 January 2019. The weighted average of the incremental borrowing rate used
for determination of the present value of the remaining lease payments was 4.54%.

The following table reconciles the operating lease commitments as at 31 December 2018 to the
opening balance for lease liabilities recognised as at 1 January 2019:

At 1 January

2019
HK3$°000

Operating lease commitments disclosed as at
31 December 2018 8,254
Less: future interest expenses (513)

Lease liabilities relating to operating leases recognised
upon application of HKFRS 16 7,741

Analysed as

Current 4,304
Non-current 3,437
7,741

The carrying amount of right-of-use assets as at 1 January 2019 comprises the following:

Right-of-use

assets
HKS$’000

Right-of-use assets relating to operating leases recognised
upon application of HKFRS 16 (Note a) 7,741
Reclassifications from prepaid lease payments (Note b) 32,341
Total right-of-use assets 40,082

By class:
Office premise and factories 6,231
Motor vehicle 1,510
Prepaid lease payments 32,341

40,082
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Note:

(a) The right-of-use assets in relation to leases previously classified as operating leases have
been recognised at an amount equal to the amount recognised for the remaining lease
liabilities, adjusted by the amount of any prepaid or accrued lease payments relating to that
lease recognised in the statement of financial position at 31 December 2018.

(b) Upon the initial application of HKFRS 16, as at 1 January 2019, prepaid lease payments
under operating lease arrangement with net book value of approximately HK$32,341,000
was reclassified from prepaid lease payments to right-of-use assets.

SEGMENT REPORTING

Information is reported internally to the board of directors of the Company (the “Board”), being the
chief operating decision maker, for the purposes of resource allocation and assessment of segment
performance focuses on the types of goods delivered or services provided. This is also the basis upon
which the Group is organised and specifically focuses on the Group’s operating divisions. No operating
segments identified by the Board have been aggregated in arriving at the reporting segments of the
Group.

For each of the business units, the Group’s senior executive management reviews internal management
reports on a monthly basis. Segment information below is presented in a manner consistent with the way
in which information is reported internally to the Group’s most senior executive management for the
purposes of resource allocation and performance assessment.

For the purposes of assessing segment performance and allocating resources between segments, the
group’s senior executive management monitors the results, assets and liabilities attributable to each
reportable segment on the following bases:

Revenue and expenses are allocated to the reportable segments with reference to revenue generated
by those segments and the expenses incurred by those segments or which otherwise arise from the
depreciation or amortisation of assets attributable to those segments.

Segment assets include all tangible, intangible assets and current assets with the exception of other
financial assets and other corporate assets. No segment liabilities analysis is presented as the Group

monitors and manages its liabilities on a group basis.

The reportable segments of the Group as described below represents the Group’s strategic business
units. The following describes the operations in each of the Group’s reportable segments:



(2)

Segment revenue and results

Reportable segment Nature Place of operations

Continuing operations:

Gold mining operation Exploration, mining, processing and sale of The People’s
gold and related products Republic of China
(“PRC”)

Discontinued operation:

Tea business Production and sales of tea products The PRC

The principal activity of the Group is the production and sale of gold concentrates and related
products for the six month ended 30 June 2019.

The tea business operating segment has been disposed of and re-classified as discontinued
operation and the related information has been set out in Note 8. The segment information set
out below has not restated and does not include any amounts nor balances for the discontinued
operation.

The Group reportable segments are managed separately as each business offers different products
and services and requires different business strategies. The following summary describes the
operations in each of the Group’s reportable segments:

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

Tea production — manufacturing and distribution of tea — 25,933
Gold mining operation — Exploration, mining, processing and

sale of gold concentrates and related products 100,083 100,941
Total 100,083 126,874




Six months ended 30 June

Tea Gold
production mining Total
2019 2019 2019
HKS$’000 HKS$’000 HKS$’000
(unaudited) (unaudited) (unaudited)
Timing of revenue recognition under
HKFRS 15
At a point in time — 100,083 100,083
Total — 100,083 100,083
2018 2018 2018
HKS$°000 HKS$°000 HKS$’000
(unaudited) (unaudited) (unaudited)
Timing of revenue recognition under
HKFRS 15
At a point in time 25,933 100,941 126,874
Total 25,933 100,941 126,874

Revenue from external customers and reportable segment
revenue

Reportable segment results

Other income

Other net gains and losses
Finance costs

Share of loss of an associate
Corporate expense

(Loss)/profit before tax from continuing operations
Income tax credit/(expense)

Loss for the period from continuing operations
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Six months ended 30 June

2019 2018
HKS$’000 HKS$’000
(Unaudited) (Unaudited)
100,083 100,941
(3,637) 14,131
2,431 2,040
467 (1,157)
(102) (4,720)

) —
(6,154) (8,294)
(7,000) 2,000
982 (2,740)
(6,018) (740)




(b) Geographical information

No geographical analysis is presented as the Group’s revenue and (loss)/profit from operations
were primarily derived from operating activities in the PRC.

(¢) Other segment information

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

Depreciation 14,471 9,376
Amortisation 4,954 9,816

Depreciation of HK$1,118,000 is included in corporate expense for the six months ended 30 June
2019 (six months ended 30 June 2018: HK$12,000). No amortisation is included in corporate
expense for the six months ended 30 June 2019 (six months ended 30 June 2018: HK$Nil).

30 June 31 December

2019 2018

HKS$’000 HKS$’000
(Unaudited) (Audited)

Reportable segments assets — Gold mining operation 3,367,953 3,340,391
Other financial assets 9,138 6,600
Corporate total assets 64,561 68,228
Consolidated total assets 3,441,652 3,415,219

FINANCE COSTS

Six months ended 30 June
2019 2018
HKS$’000 HK3$°000
(Unaudited) (Unaudited)

Interest on bank and other borrowings 6,042 4,720
Less: Amount capitalised (Note a) (6,042) —
Interest expenses on lease liabilities (Note b) 102 —

102 4,720

14 —



Note:

a)  Borrowing costs capitalised during the year arose on the general borrowing pool and are calculated
by applying a capitalisation rate of 5.28% (2018: Nil) to expenditure on qualifying assets.

b)  The operating lease rentals for certain office premise, factories and motor vehicle are determined
as the higher of a fixed rental or a predetermined percentage on revenue of respective office
premise, factories and motor vehicle pursuant to the terms and conditions that are set out in the
respective rental agreement.

(LOSS)/PROFIT BEFORE TAX FROM CONTINUING OPERATIONS

(Loss)/profit before tax from continuing operations is arrived at after charging:

Six months ended 30 June
2019 2018
HKS$’000 HKS$’000
(Unaudited) (Unaudited)

Directors’ emoluments 360 360
Other staff’s salaries, bonus and allowances 7,306 6,283
Other staff’s contribution to retirement benefits schemes 248 167
Total staff costs 7,914 6,810
Amortisations

— other intangible assets 4,954 9,369
— prepaid lease payments — 447
Costs of inventories recognised as an expense 72,955 52,877
Depreciation charges

— property, plant and equipment 13,786 9,388
— right-of-use assets 1,803 —

INCOME TAX (CREDIT)/EXPENSE

No provision for Hong Kong profits tax has been made as the Group did not generate any assessable
profits arising in Hong Kong during the six months ended 30 June 2019 and 2018.

Under the Law of the PRC on Enterprise Income Tax (the “EIT Law”) and Implementation Regulation
of the EIT Law, the Enterprise Income Tax rate of the PRC subsidiaries is 25% unless otherwise
specified.

Pursuant to the Notice of the Ministry of Finance, BRI 5585 424 J=) 15 B 46 2 B U8 B Jita 7 3510
K B % S A B B S IR ) R A A HT (BA A (2011) 58 9% ) (transliterated as General Administration of

Customs and the State Administration of Taxation on the Issues of Preferential Taxation Policies for

15—



Further Implementing the Western Development Strategy (Cai Shui [2011] No. 58)*), from 1 January
2011 to 31 December 2020, the enterprises in the western region, which engaged in encouraged
industries as indicated in the PG #&Ph % 50 B4 7% 25 H #% (transliterated as Catalogue of Encouraged
Industries of Western Region*) and & 3¢ &5 3 25 45 %8 H % (2011 4F A ) (& IE ) (transliterated as
Catalogue of Industrial Structure Adjustment Guidance ([2011] Revised)*) (B K3 &4 2013 45 21
9% ) (transliterated as National Development and Reform Commission Order [2013] No. 21*) and which
derive 70% of their operating income from the encouraged industries could apply for a tax incentive.
After getting in-charge tax bureau’s approval, those enterprises could enjoy a reduced EIT rate of 15%
from statutory EIT rate of 25%.

During the six months ended 30 June 2019, V& B EAFEIE A% £ %5 AR /A A (transliterated as Tongguan
County Xiangshun Mining Development Co., Ltd.*) (“Xiangshun Mining”), the operating subsidiary of
One Champion, obtained the in-charge tax bureau’s approval for 2019 and was granted a reduced EIT
rate of 15%.

The amount of taxation in the condensed consolidated statement of profit or loss and other
comprehensive income represents:

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

Continuing operations

Current tax — PRC Enterprise Income Tax — 3,654
Deferred tax (982) (914)

(982) 2,740
DIVIDEND

No dividend was paid or proposed for ordinary shareholders of the Company during the six months
ended 30 June 2019, nor has any dividend been proposed for the six months ended 30 June 2019 (six
months ended 30 June 2018: Nil).

DISCONTINUED OPERATION/DISPOSAL OF SUBSIDIARIES

(a) Discontinued operation
On 6 April 2018, the Company entered into a sale and purchase agreement with Mr. Zhou Xue
Long (“Mr. Zhou”), an independent third party, pursuant to which the Company agreed to sell
and Mr. Zhou agreed to purchase 100% equity interest in King Gold Investments Limited with the

related assignment of shareholders’ account at an aggregate consideration of HK$121,071,664 (the
“King Gold Disposal”). The King Gold Disposal is completed on 16 April 2018.
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The results from the discontinued operation for the current and preceding interim periods and the
gain on disposal of subsidiaries were as follows:

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

Loss for the period — (10,667)
Gain on disposal of subsidiaries — 117,661
— 106,994

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

Profit for the period from discontinued operation

Revenue — 25,933
Cost of sales — (21,868)
Other income — 4,285
Selling and distribution expenses — (8,614)
Administrative and other expenses — (9,062)
Finance costs — Interest on bank borrowings — (1,341)
Gain on disposal of subsidiaries — 117,661
Profit before tax — 106,994

Income tax expense — —

Profit for the period — 106,994

Profit/(loss) for the period attributable to

— Owners of the Company — 109,127
— Non-controlling interests — (2,133)
— 106,994
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Other income from discontinued operation included the
following:

Interest on bank deposits

Interest from advances to suppliers
Government grants

Others

Six months ended 30 June
2019 2018
HKS$’000 HKS$°000
(Unaudited) (Unaudited)

_ 1,105
— 2,970
— 194

— 4,285

Profit before tax from the discontinued operation is arrived at after charging/(crediting):

Staff costs

— Other staff’s salaries, bonus and allowances

— Other staff’s contribution to retirement benefits schemes

Impairment loss recognised in respect of trade and other
receivables

Reversal of impairment loss recognised in respect of trade and
other receivables

Amortisation of other intangible assets

Amortisation of prepaid lease payments

Costs of inventories recognised as an expense

Depreciation of property, plant and equipment

Minimum leases payments under operating lease in respect of
office premises and tea plantation
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Six months ended 30 June
2019 2018
HKS$’000 HK$°000
(Unaudited) (Unaudited)

— 3,076
— 602

— 1,897

— (175)
— 78
— 130
— 21,577
— 394

— 3,535




(b)

The analysis of the cash flows of discontinued operation is as follows:

Cash flows used in operating activities
Cash flows used in investing activities
Cash flows from financing activities

Net cash inflows

Disposal of subsidiaries

The net assets being disposal of by the Group is as follows:—

Property, plant and equipment
Prepaid lease payments
Other intangible assets
Inventories

Trade and other receivables
Amount due from the Group
Bank balances and cash
Trade and other payables
Tax payables

Bank loans

Deferred income

Net assets disposed of
Non-controlling interests
Release of reserves upon disposal
— Statutory surplus reserve
— Translation reserve

Gain on disposal

— 19 —

(Unaudited)

Six months ended 30 June

2018
HKS$’000
(Unaudited)

(5,478)
(756)
9,121

2,887

HKS$’000

33,021
15,409
5,718
63,734
63,292
51,072
30,538
(93,445)
(14,135)
(106,837)
(2,434)

45,933
14,843

(10,067)
(47,298)

3,411
117,661

121,072



10.

HKS$’000

Satisfied by:

Cash consideration received 70,000
Assumption of amount due from the Group 51,072
121,072

Analysis of the net inflow of cash and cash equivalents in respect of disposal of

subsidiaries
Cash considerations received 70,000
Cash and bank balances disposed of (30,538)
Net inflow 39,462

(LOSS)/EARNINGS PER SHARE

The calculation of basic (loss)/earnings per share is based on the loss for the period attributable to
owners of the Company of approximately HK$6,477,000 (six months ended 30 June 2018: profit of
HK$107,461,000), which represented by the loss from continuing operations of HK$6,477,000 (six
months ended 30 June 2018: loss of HK$1,666,000) and the profit from discontinued operation of
HKS$Nil (six months ended 30 June 2018: profit of HK$109,127,000), and the weighted average number
of ordinary shares of approximately 3,392,272,000 (six months ended 30 June 2018: 2,842,272,000)
in issue during the six months ended 30 June 2019, as adjusted to reflect the effect of the Share
Consolidation.

Diluted (loss)/earnings per share equals to basic (loss)/earnings per share, as there were no potential
dilutive ordinary shares issued during the six months ended 30 June 2019 and 2018.

OTHER RECEIVABLES

30 June 31 December

2019 2018

Notes HKS$’000 HKS$°000

(Unaudited) (Audited)

Other receivables 34,112 18,607
Less: allowances (a) (398) (159)
33,714 18,448

Deposits and prepayments 52,398 41,337
Value added tax recoverable 2,636 2,665
88,748 62,450

— 20 —



11.

(a) Other receivables

Movement in impairment loss on other receivables:

30 June 31 December

2019 2018

HKS$’000 HKS$’000

(Unaudited) (Audited)

At 1 January 159 6,320
Impairment loss recognised 239 2,492
Written off — (1,228)
Disposal of subsidiaries — (7,425)
At 31 December 398 159

Included in the Group’s allowance for doubtful debts are individually impaired other receivables in

which the Directors consider that it is unlikely to recover these debts as they are long outstanding

balances. The Group does not hold any collateral over these balances.

OTHER PAYABLES

30 June 31 December
2019 2018
Notes HKS$’000 HK$000
(Unaudited) (Audited)
Other payables and accruals 356,507 363,889
Amounts due to related parties (a) 471,175 473,966
827,682 837,855

Analysed for reporting purposes as:
— current portion 356,507 363,889
— non-current portion 471,175 473,966
827,682 837,855

(a) The amounts are due to certain beneficial owners of the shareholders of the Company and are non-
trade in nature, unsecured, interest-free, repayable on demand but not to be repayable within the

next twelve months from the end of the reporting period.



MANAGEMENT DISCUSSION AND ANALYSIS

RESULTS REVIEW

For the six months ended 30 June 2019 (the “Interim Period”), Tongguan Gold Group Limited (the
“Company”) together with its subsidiaries (the “Group”) recorded an unaudited loss attributable
to owners of the Company amounted to HK$6,477,000 (six months ended 30 June 2018: profit of
HK$107,461,000) as a result of the effect of an one-off gain of approximately HK$117,661,000 in
respect of the disposal of tea business for the six months ended 30 June 2018. Loss from continuing
operations increased by HK$4,811,000 to approximately HK$6,477,000 in 2019 from approximately
HK$1,666,000 for the corresponding period in 2018, which is primarily due to increase in overall
production cost of gold concentrates and related products.

Administrative and other expenses amounted to approximately HK$31,187,000, representing an
increase of approximately 21% from approximately HK$25,714,000 for the corresponding period in
2018 and is primarily due to increase in administrative expenses from newly acquired companies.

REVIEW OF OPERATIONS

Gold Mining Operation

The principal activity of the Group’s gold mining operation is the production and sale of gold
concentrates and related products. For the Interim Period, the Group’s revenue from gold mining
operation amounted to approximately HK$100,083,000, representing a decrease of approximately
1% from approximately HK$100,941,000 for the corresponding period in 2018 and is primarily
contributed by a decrease in sale volume. The cost of sales amounted to HK$78,687,000, representing
an increase of approximately 13% from approximately HK$69,390,000 for the corresponding period
in 2018 and is primarily contributed by increase in production cost. Gross profit from continuing
operations amounted to approximately HK$21,396,000, representing a decrease in 32% as compared
with approximately HK$31,551,000 for the corresponding period in 2018. The average gross profit
margin for the current period was 21%, representing a decrease of 10 percentage points as compared
with 31% of average gross profit margin in the corresponding period in 2018. Decrease in gross
profit margin was mainly attributable to the rising cost of production including extraction and labour
cost.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

As at 30 June 2019, the Group had total assets and net assets of HK$3,441,652,000 (31 December
2018: HK$3,415,219,000) and HK$1,913,613,000 (31 December 2018: HK$1,921,884,000),
respectively. The current ratio was 0.3, as compared to 0.32 as of year ended 31 December 2018.

As at 30 June 2019, the Group had bank balances and cash, of HK$93,382,000 (31 December 2018:
HK$109,550,000), of which most were denominated in Renminbi and Hong Kong dollar.
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As at 30 June 2019, the Group had other loan of approximately HK$128,318,000 (31 December
2018: HK$92,046,000) which were denominated in Renminbi was interest-bearing at 1% per month.
The gearing ratio, as a ratio of total borrowings to shareholders’ fund was 7.2% (31 December 2018:

5.1%).

As at 30 June 2019, the Group had promissory note of approximately HK$66,695,000 (31 December
2018: HK$68,161,000).

FOREIGN EXCHANGE RISK MANAGEMENT

As part of the Group’s assets and liabilities are denominated in Hong Kong dollar and Canadian
dollar, in order to minimise the foreign currency risk, the Group aims to utilise the fund for
transactions that are denominated in the same currency.

SHARE CAPITAL

As at 30 June 2019, the Company had 3,392,272,221 ordinary shares in issue with a total
shareholders’ fund of the Group amounting to approximately HK$339,227,000.

CONTINGENT LIABILITIES

The Group has no material contingent liabilities as at 30 June 2019 (31 December 2018: HK$Nil).

MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND ASSOCIATED
COMPANIES

There were no material acquisitions or disposals of subsidiaries and associated companies during the
Interim Period.

EMPLOYEES AND REMUNERATION POLICIES

As at 30 June 2019, the Group had approximately 10 and 147 employees in Hong Kong and
Mainland China respectively.

The staff cost of the Group (including directors’ remuneration in form of salary and other benefits,
share-based payments, performance related incentive payments and retirement benefit contributions)
was approximately HK$7,914,000 for the Interim Period (six months ended 30 June 2018:
HK$10,488,000).

Directors’ remuneration were fixed with reference to their duties and responsibilities with the
Company as well as the Company’s remuneration policy.
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Employees of the Group are remunerated at a competitive level and are rewarded according to
their performance. Our Group’s remuneration packages include medical scheme, group insurance,
mandatory provident fund for Hong Kong employees, social insurance packages for Mainland China
employees, performance bonus and share option scheme.

According to the share option scheme adopted by the Company on 25 May 2012, share options
may be granted to directors, employees and other eligible participants of the Group to subscribe for
shares in the Company in accordance with the terms and conditions stipulated therein.

PROSPECTS

The Group has maintained a good growth momentum in a challenging environment. After a series of
acquisitions of gold mining businesses in 2017 and 2018, the Group has built up a comprehensive
portfolio for gold resources and reserves as well as the expansion of production capacity in which
the new processing plant will be operated at the second half of 2019.

The new processing plant, located at Tongguan County, Shannxi Province of the PRC, is designed
to utilize the state-of-the-art ore processing technologies which are highly automatized, safe and
environmental friendly. The construction of plant is substantially completed and the Group are in the
progress of obtaining various compliance approvals from the relevant authorities. Although longer
time is expected to obtain those approvals due to much more stringent environmental control, the
Group shall use its best efforts to complete those works by the end of 2019.

The profitability of the Group is highly correlated to the gold price in domestic and international
markets. The market prices of gold (and other precious metals) are sensitive to the global economic
environment and stability. In view of the Sino-US economic and trade frictions, the gold continues
to serve as a safe haven and the price has been increased from RMB 285/g to RMB307/g in China
during the period under review. It is expected that the Group will be benefited by the favorable trend
of gold price.

As mentioned in the reports of 2018, the central inspection teams revisit Qinling mountains in
the second half of 2019 to follow up the environmental issues identified during the last visit. It is
expected that certain production will be affected by the inspection and the overall production in
2019 is therefore expected to be lower than the normal level.

When it comes to severe environmental protection and safety situations, the Group has put more
emphasis to cope with the related topics. In a bid to sustain sound development of the Group, high-
calibre staff and corporate culture are of great essence. In this regard, the Group will provide
sufficient staff trainings and workshops in terms of industrial knowledge, work safety, environmental
protection and new technologies. It not only ensure the staff to acknowledge the timely updates
but also work in accordance with the standards as well as managing the challenging business
environment.
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Looking ahead, the Group will continue to pursue various business and investment opportunities to
broaden the resources and reserves, with a view to providing growth potential and bringing higher
returns to the shareholders of the Company.

CORPORATE GOVERNANCE

The Company is committed to comply with its established best practice in corporate governance and
is acting in line with those practices as set out in the annual report of the Company for the financial
year ended 31 December 2018. The Board believes that good corporate governance is crucial to
enhance the performance of the Group and to safeguard the interests of the shareholders of the
Company.

COMPLIANCE WITH THE CORPORATE GOVERNANCE CODE OF THE LISTING
RULES

The Company has complied with the code provisions (“Code Provision(s)”) of the Corporate
Governance Code (the “CG Code”) as set out in Appendix 14 of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) (the “Listing
Rules”) during the six months ended 30 June 2019, except for certain deviations as specified and
explained below with considered reasons for such deviations.

1. Under Code Provision A.2.1 of the CG Code, the roles of chairman and chief executive officer
should be separated and should not be performed by the same individual.

Since the resignation of Dr. You Xian Sheng as the chairman and the executive director of the
Company (“Director”) on 31 January 2014, the Company has not appointed a new chairman of
the Board (the “Chairman”). Until the appointment of the new Chairman, the Board collectively
focuses on the overall strategic planning and development of the Group and effective
functioning of the Board.

Since the resignation of Mr. Wang Hui as the chief executive officer of the Company (the
“CEO”) on 1 June 2016, the Company has not appointed a new CEO. Until the appointment
of the new CEO, the executive Directors, possessing extensive relevant industry knowledge,
collectively oversee the day-to-day management of the business and operations of the Group.

The Board believes that this arrangement still enables the Company to make and implement
decisions promptly, and thus achieve the Company’s objectives efficiently and effectively in

response to the changing environment.

The Board will review the current situation from time to time and shall make necessary
arrangements when the Board considers appropriate.
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2. Under Code Provision E.1.2 of the CG Code, the Chairman should attend the annual general
meeting. Since the new Chairman has not been appointed following the resignation of Dr.
You Xian Sheng as the Chairman on 31 January 2014, Mr. Yeung Kwok Kuen, the executive
Director, has been elected by other Directors present to act as the chairman of the annual
general meeting of the Company held on 17 May 2019 in accordance with the Bye-laws of the
Company.

3. Under Code Provision F.1.3 of the CG Code, the company secretary should report to the board
chairman and/or the chief executive officer. Since the new Chairman has not been appointed
following the resignation of Dr. You Xian Sheng as the Chairman on 31 January 2014 and the
new CEO has not been appointed following the resignation of Mr. Wang Hui as the CEO on 1
June 2016, the company secretary of the Company reported to the executive Directors since 1
June 2016.

COMPLIANCE WITH THE MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers
(the “Model Code”) as set out in Appendix 10 of the Listing Rules. Upon specific enquiries, all
Directors confirmed they had complied with the required standards set out in the Model Code during
the six months ended 30 June 2019.

AUDIT COMMITTEE

The Audit Committee of the Company comprises four independent non-executive Directors. They
are responsible for ensuring the quality and integrity of internal control, conducting review of the
Group’s accounting principles and practices, risk management and the Group’s interim and annual
accounts.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

The Company has not redeemed any of its listed securities during the six months ended 30 June
2019. Neither the Company nor any of its subsidiaries has purchased or sold any of the Company’s
listed securities during the six months ended 30 June 2019.

REVIEW OF INTERIM RESULTS

The Audit Committee of the Company and management have reviewed the accounting principles and
policies adopted by the Group and the unaudited condensed consolidated interim financial statements
of the Group for the six months ended 30 June 2019.

In addition, the condensed consolidated interim financial statements of the Group for the six
months ended 30 June 2019 have been reviewed by BDO Limited, in accordance with Hong Kong
Standard on Review Engagements 2410 “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity” issued by the HKICPA.
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INTERIM DIVIDEND

The Board does not recommend the payment of an interim dividend for the six months ended 30
June 2019.

PUBLICATION OF INTERIM RESULTS AND INTERIM REPORT

This announcement is published in the Company’s website (www.tongguangold.com) and the
designated website of the Stock Exchange (www.hkexnews.hk). The interim report will be available
on the websites of the Company and the Stock Exchange in due course.

By Order of the Board
Tongguan Gold Group Limited
Yeung Kwok Kuen
Executive Director and Chief Financial Officer

Hong Kong, 27 August 2019
As at the date of this announcement, the board of directors of the Company comprises Mr. Fang
Yi Quan, Mr. Yeung Kwok Kuen, Mr. Shi Xing Zhi and Mr. Shi Sheng Li as executive Directors,

Mr. Chu Kang Nam, Mr. Ngai Sai Chuen, Mr. Liang Xu Shu and Mr. Leung Ka Wo as independent
non-executive Directors.
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