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CORPORATE PROFILE
1R ABR

Munsun Capital Group Limited (EEEREBERAF)
(previously known as China Precious Metal Resources Holdings
Co., Ltd. FEEEBERZER AR A A (the “Company”) was
incorporated on 14 January 2004.

The shares (the “Shares”) of the Company have been listed on
the main board (the “Main Board”) of The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) since 12 October
2004 (Stock code: 1194).

The Company and its subsidiaries (collectively the “Group”) are
principally engaged in mining and processing of gold ores and
sale of gold products in The People’s Republic of China (the
"PRC"), provision of financial services business in Hong Kong
and the PRC, including asset management, securities brokerage,
financing and advisory services.

Following the completion of the acquisitions of by the Company
Munsun Asset Management (Asia) Limited (“Munsun Asia”)
and Munsun Securities Limited (“Munsun Securities “) on 15
September 2016 and Shenzhen Munsun Asset Management
Company Limited (“Shenzhen Munsun”) on 3 January 2017, the
Group has diversified its operation into financial services industry
in Hong Kong and the PRC, including asset management and
securities brokerage and advisory services. The Group has
successfully operated a substantial number of major projects and
set up different investment funds focusing on high investment
returns.

The Group is a non state-owned Chinese gold mining company
in the PRC with a particular focus on the central and western
regions of the PRC. The Group currently owns five operating
gold mines located in the central, western and northern regions
of the PRC, namely Jinxing Mine and Luanling Mine in Henan
Province, Mojiang Mine and Hengyi Mine in Yunnan Province,
and Yongfeng Mine in Inner Mongolia, with total gold resources
of approximately 7.2 million ounces. The Group produced 76
Koz and 73 Koz of gold for the years ended 31 December 2015
and 2016, respectively.
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JINXING GOLD MINE IN HENAN

Jinxing Mine is currently our largest mine in terms of total
gold resources and 2016 production. Jinxing Mine is located
in Luanchuan County, Henan Province. It is approximately
6 km from the regional town of Baitu and approximately
110 km southwest of Luoyang City, Henan Province. It is an
underground mine and consists of two areas, namely Jinxing
area and Xiepojing area. It has Australasian Code for Reporting
of Exploration Results, Mineral Resources and Ore Reserves
("JORC code”) and its equivalent gold resources of 76.8 tonnes
(2,469 Koz) with average grade of 4.6g/t.

Jinxing Mine is located at the junction between the southern
margin of the Qinling complex structural zone and the
Xinhuaxia Taihang uplift zone. Jinxing Mine is a polymetallic
mine. The majority of the mineralisation is contained within
fresh rock due to the limited weathering profile in the region.
Two categories of mineralisation are identified, namely pyrite
bearing that contains silver, lead and copper in addition to the
gold mineralisation, and lead/gold bearing that is composed of
lead and gold mineralisation with minor silver. Mineralisation
occurs within quartz veins which are located within fracture
zones to form stock work style deposits. Ten vein groups have
been identified within the mining area.

LUANLING GOLD MINE IN HENAN

Luanling Mine is located in Luanchuan County, Henan Province.
It is approximately 40 km from Jinxing Mine. It is composed of
Northern underground mining site and Southern open-pit and
underground mining site and is contained within a single mining
license with an area of 9 km?. Luanling Mine has JORC code
gold resources of 61.7 tonnes (1,984Koz) with average grade of
3.2g/t.

Luanling Mine consists of two mining areas with mineralisation
of different characteristics, namely the Northern mining area
and the Southern mining area. Aggregate mining area of
approximately 9km? is under the mining license.
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Luanling Mine is located at the junction between the southern
margin of the Qinling complex structural zone and the Xinhuaxia
Taihang uplift zone. There are mineralised zones are defined
in two mining areas. The major gold zones include nine veins.
The mineralised material is dominated by pyrite, secondarily
marcasite, with small amount of galena and altaite (lead
minerals). The major gangue minerals include quartz, albite,
sericite and chlorite. The gold minerals include electrum, with a
little calaverite and petzite.

MOJIANG GOLD MINE IN YUNNAN

Mojiang Mine is located in Mojiang County, Pu’er City, Yunnan
Province, approximately 300 km southwest of the provincial
capital-Kunming of Yunnan Province. Mojiang Mine is located
in the famous Ailaoshan Fold Belt of the San Jiang Metamorphic
Fold System implying favourable geology attributes. It has JORC
code gold resources of 16.7 tonnes (536 Koz) with average
grade of 1.4g/t.

Mojiang Mine holds one mining license covering an area of
approximately 7.2 km2.

Apart from gold deposit, there is also rich deposit of nickel
metal in Mojiang Mine. The nickel ore bodies occur parallel to
the gold ore bodies and belong to a typical hydrothermal type
that are mainly sulfides.

HENGYI MINE IN YUNNAN

Hengyi Mine is located in Zhenyuan County, Yunnan Province.
It is approximately 380 km southwest from Kunming. Hengyi
Mine is located between the Mojiang-Jinping Fold Belt and the
Ailaoshan Fold Belt of the San Jiang Metamorphic Fold System.
It has JORC code gold resources of 51.5 tonnes (1,657 Koz)
with average grade of 2.7g/t.

Hengyi Mine consists of two mining areas, namely Bianfushan
mining area and Shangzhai mining area. Total area under the
mining licences is approximately 9.1 km?. It also holds four
exploration licences in adjacent areas with aggregate area of
approximately 36.7 km?.
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YONGFENG GOLD MINE IN INNER MONGOLIA

The Yongfeng Mine is located in Honghuagou, Inner Mongolia.
It currently holds seven mining licenses covering a total mining
area of 0.92 km2. The mine is an underground mine located
in Honghuagou mineralisation belt of Inner Mongolia that has
relatively high gold grade. It has gold resources of 16.1 tonnes
(521 Koz) with average grade of 9.5g/t.

Seven mineralized veins were identified in Yongfeng Mine. The
mineralised veins have similar characteristics with an average
width between 1 and 1.5 metres and occur as gold bearing
quartz veins.
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Dear Shareholders,

On behalf of the Board, | am delighted to present to our
shareholders the annual report of the Group for the year ended
31 December 2016.

For the year under review, investors around the world returned
in large numbers to the gold market as a combination of
macro-economic drivers and pent up demand kept interest in
gold high. During 2016, the Group continued with its efforts
on exploration, organic expansion as well as cost control in
a safe and an environmentally friendly manner. We remain
dedicated to the local communities, as “Operating in a Safe and
Environmentally Friendly Manner” is our philosophy.

Following the completion of the Company's acquisitions of
Munsun Asia and Munsun Securities on 15 September 2016 and
Shenzhen Munsun on 3 January 2017, the Group has diversified
its operation into the financial services industry in Hong Kong
and the PRC, including asset management and securities
brokerage and advisory services. The Group has successfully
operated a substantial number of major projects and set up
different investment funds focusing on high investment returns.

Looking forward to 2017, it is expected that heightened
political and geopolitical risks, currency depreciation and rising
inflation expectations would support gold demand. As such,
we believe that gold will remain highly relevant as a strategic
portfolio component throughout 2017. The Group will continue
to enhance the mining production process and improve the
technology to achieve the cost efficiency.

On the other hand, with diversification into the capital
market, we will continue to place efforts on strengthening risk
and liability management, improving cost control, sourcing
investment projects as well financing. At the same time, through
working closely with our business partners, the Group will
continue to capture unprecedented investment opportunities
and strive to develop asset management business into a
powerful engine of growth with an objective of becoming a
China top and world class asset manager.
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CHAIRMAN'S STATEMENT
ETE/ES

On behalf of the Board, | would like to express our appreciation
to my fellow directors and staffs for their diligence and
contributions to the Group in the past year, to the shareholders
and business partners for their understanding and support. With
their continuous support and contributions in 2017, we will
strive to stimulate corporate growth and deliver high returns to
the Company and shareholders as a whole.

Li Xianghong
Chairman and Chief Executive Officer

Hong Kong, 30 March 2017
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FINANCIAL HIGHLIGHTS

HERE
KEY FINANCIAL HIGHLIGHT FTENBBERE
FY 2016 FY 2015
Financial Data Summary —E—-RK —Z—1 Movement %
BB ERE BEBFEE FREE #1t %
Gold production output meES(THA)

(thousand ounces) 73 76 -4%
Revenue (HK$'000) Was (FHT) 766,654 746,605 3%
Gross profit (HK$'000) EFM(FHL) 298,114 311,950 -4%
Net loss (HK$'000) FER(TAET) (419,151) (137,660) 204%
Total assets (HK$'000) BEE(TAT) 13,493,195 12,777,902 6%
Total debts* (HK$'000) wEmE-(FET) 5,105,258 5,907,896 -14%
Cash and bank balances* Re RIRTTESR*

(HK$'000) (F%7T) 1,124,067 1,059,927 6%
Net debts* (HK$'000) FEE*(FHET) 3,981,191 4,847,969 -18%
Total equity (HK$'000) ks (8T 7,241,089 5,765,782 26%
*Notes: *PEE -

—  Total debts are bank and other borrowings, financial liabilities at - REEARTRHMEN BBER
fair value through profit or loss and convertible bonds. RATFEIEREzSREBERTRRE

—  Cash and bank balances include cash and cash equivalents and - BReakRTEHKEFERELRBESE
pledged deposits. PILA R B IR TF AR

—  Net debts are total debts less cash and cash equivalents and - FEERALEERRELREEFEY
pledged deposits. PAREHEIRFR -

EREAEBEBAERAQA
TE-XREFR
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

GOLD MARKET OUTLOOK

2016 was a mixed year for gold market. The first half of 2016
was excellent for the gold. Huge inflows of gold into Exchange-
Traded Funds (“ETF”) in the first half of 2016 was driven by
concerns over the uncertain path of future interest rate hikes
and the US election. In the third quarter of 2016 and in the
aftermath of the British referendum on the withdrawal from
the European Union, gold demand strengthened. In the fourth
quarter of 2016, President Trump’s conciliatory acceptance
speech and the increase of Federal Open Market Committee’s
interest rate triggered the outflow of gold from ETF. Annual
2016 demand for gold from ETF reached 531.9 tonnes, the
second highest on record. Yet, declines in both gold jewellery
demand and central bank purchase offset this growth. Annual
bar and coin demand was broadly stable at 1,029.2 tonnes and
surged in the fourth quarter taking advantage of lower gold
price then. China’s gold demand in the fourth quarter rose by
86%, pushing annual demand to 284.6 tonnes. Gold demand
have recorded a year-on-year increase of 2%, making the
annual demand of 4,308.7 tonnes which was almost the same
with as that of 2015.

During 2016, gold prices increased in the first quarter of 2016,
while the U.S. dollar declined due to stock market turmoil
and concerns about the global economy. The gold price has
risen 25% by the end of September 2016. Following Trump’s
growth-boosting rhetoric, the stronger US dollar and the rising
interest rate expectations caused gold price to fall in the fourth
quarter of 2016. In December 2016, the price of gold dropped
below US$1,150 per ounce, not a very distant level from the

MUNSUN CAPITAL GROUP LIMITED
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MANAGEMENT DISCUSSION AND ANALYSIS

beginning of 2016. Yet, the gold price managed to increase
by approximately 8 % in 2016. Looking forward to 2017, the
prospect of gold market for 2017 is more encouraging in view
of heightened political and geopolitical risks, the currency
depreciation and rising inflation expectation.

Central banks and other official institutions have reduced the
buying of the gold in 2016. The slow down in purchases can
be partly attributed to the rising pressure on foreign exchange
reserves. The annual net purchases for 2016 were 383.6 tonnes
representing 33% lower than 2015's total of 576.5 tonnes.
Quarterly net purchases were strongest at the beginning and
at the end of the year. The fourth quarter saw the largest net
addition to reserves with demand of 114.4 tonnes (albeit 32%
lower than the same period of 2015).

As for gold supply, total supply grew by 5% year-on-year to
4,570.8 tonnes in 2016, with annual gold recycling increased by
17%. Yet, mined gold totalled 3,236.0 tonnes in 2016, virtually
unchanged from 2015. With mine production expected to be
stable in 2017, supply will remain constrained.

BUSINESS REVIEW

Following the completion of acquisitions of Munsun Asia and
Munsun Securities during the year, the Group has diversified
its operation into the financial services industry including asset
management, securities brokerage and advisory services. The
Group successfully operated a number of major projects and
established various funds with a continued focus on investment
returns.

At the same time, the Group continued focusing in mine
development and reserve converting exploration during the
year. Total gold production was 2.2 tonnes (73 Koz) during the
year, a 4% decrease as compared to that in 2015.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

Henan Jinxing Mine

Henan Jinxing Mine is located approximately 6 km from the
regional town of Baitu and approximately 110 km southwest
of Luoyang City, Henan Province. It is the largest mine in terms
of gold resources and 2016 production of the Group. It is an
underground mine and consists of two areas, namely Jinxing
area and Xiepojing area. The Group acquired Jinxing Mine in
2010. Ten vein groups have been identified within the mining
area, with similar orientation, size and shape. The variation
of overall continuity of the thickness and grade of the vein is
also relatively consistent, which suggested good potential for
further resources expansion. Jinxing Mine has received the
environmental approval and safety approval for its new tailings
yard and has started the construction work. It has JORC code
and its equivalent gold resources of 76.8 tonnes (2,469 Koz)
with average grade of 4.6g/t. Gold production in 2016 was 0.9
tonnes (29 Koz), a decrease of 6% compared to that of 2015.

Construction works to enlarge the scope of Jinxing Mine’s
surface and underground exploration within its licensed land
area, enlarge mining capacity by building a grand shaft, and
construction of the new tailing dump site have made smooth
progress as devised.

Henan Luanling Mine

Luanling Mine is located in Luanchuan County, Henan
Province, 40 km away from Jinxing Mine. It is composed of
Northern underground mining site and Southern open-pit and
underground mining site and is contained within a single mining
licence with an area of 9 km?. The Group acquired the mine
in 2010 and realised full scale production in 2012. It has JORC
code gold resources of 61.7 tonnes (1,984 Koz) with average
grade of 3.2g/t. Gold production in 2016 was 0.4 tonnes (13
Koz), a decrease of 7% compared to that of 2015.

MUNSUN CAPITAL GROUP LIMITED
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MANAGEMENT DISCUSSION AND ANALYSIS

Ongoing exploration activities and reinforcement projects in the
four mining sites are in progress. Preparation for mining, heap
leaching as well as the construction for the new tailing dump
site pushed forward. These ongoing projects shall provide high
potential for nearterm resource and production expansion at
Luanling Mine in the long run.

Yunnan Mojiang Mine

Mojiang Mine, is located in Mojiang County, Pu'er City,
Yunnan Province, which is approximately 300 km southwest
of the provincial capital — Kunming of Yunnan Province. It lies
on the famous Mojiang-Jinping and Ailaoshan Fold, implying
favourable geology attributions. It has JORC code gold resources
of 16.7 tonnes (536 Koz) with average grade of 1.4 g/t. Gold
production in 2016 was 0.8 tonnes (27 Koz), a 17% compared
to that of 2015.

The development of underground tunnel development and
expansion project for three sections of the tunnel continues to
progress, so as the processing plant expansion and the tailing
dump site construction.

Yunnan Hengyi Mine

Hengyi Mine is located in Zhenyuan County, Yunnan Province. It
is approximately 380 km southwest from Kunming. It holds two
mining licenses, namely Shangzhai and Bianfushan.

Hengyi Mine is located between the Mojiang-Jinping Fold Belt
and the Ailaoshan Fold Belt of the San Jiang Metamorphic Fold
System. The San Jiang Metamorphic System is situated on the
southwest margin of the Yangzi Platform and the northeast
margin of the Simao Block between the Honghe and Amojiang
Faults.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

Since the Group’s acquisition of Hengyi Mine in 2012, the
Group has been working on ramping up its production capacity.
Heap leaching has been practised for several years at the
mine. Through its gold operation experience the Group has
significantly increased its recovery rate and operating efficiency
of the mine and enlarged its heap leaching scale. It has JORC
code gold resources of 51.5 tonnes (1,657 Koz) with an average
grade of 2.7 g/t. Gold production in 2016 was 90 kg (3 Koz), a
54% decrease compared to that of 2015.

The Group has obtained the safety license of the underground
mine development and commenced underground mining
operations during the year. Construction work of the tailings
dump site and processing plant continues to progress.

Inner Mongolia Yongfeng Mine

Yongfeng Mine is an underground mine which was acquired
by the Group in 2009. Yongfeng Mine consists of two mining
areas, namely Lianhuashan mining area and Honghuagou
mining area, which are further divided into seven sub-mining
areas. Yongfeng Mine is located in the middle segment of the
northern margin of the North China Plate, adjacent to the Inner
Mongolia Fo Id Belt in the North. Seven mineralised veins were
identified. The mineralised veins have similar characteristics with
an average width between 1 and 1.5 metre and occur as gold-
bearing quartz veins. It has resources of 16.1 tonnes (521 Koz)
with an average grade of 9.5 g/t. The output of Yongfeng Mine
in 2016 was 8 kg (1 Koz), a 87% decrease compared to that of
2015.
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MANAGEMENT DISCUSSION AND ANALYSIS

GOLD RESOURCES/RESERVES

At the end of year 2016, the Group had total resources of
222.8 tonnes which is compliant with the JORC code and/or
its equivalent. Measured and indicated resources (inclusive of
proven and probable reserves) were 87.4 tonnes and inferred
resources were 135.4 tonnes. The measured and indicated
resources (inclusive of proven and probable reserves) and
inferred resources of each mine of the Group are detailed in the
table below. The gold grade ranged from 1.4 g to 9.5 g per ton
of resources.

Updated mineral resources table ™

EEENWE D

ECERE RE

RZT—RFFR - NEEIRIORCIZE
N/ E R EE 522281 -
AT H LR E (B IEE T R
2)587.4M RIEEEJRE 135408 o /K
SEEEERNFRAEZTHERE(RIE
BEEREES) UREHEREFTIR
TR BERUNTRERETWE1.45%
957

EHREEERKD

Au Metal (t) Au Metal (koz)
£ 0 2B (T#7)
Measured + Measured +
Indicated® Inferred Total Indicated? Inferred Total
R+ E£H @ i3 Rt KA+ EHO id- CH
Jinxing Mine SHELR 373 395 76.8 1,199 1,270 2,469
Luanling Mine BESRE 17.7 44.0 61.7 569 1415 1,984
Mojiang Mine B4R 132 35 167 423 113 536
Hengyi Mine ExmeE 14.2 373 51.5 458 1,199 1,657
Yongfeng Mine XEEE 5.0 111 16.1 164 357 521
Total &t 87.4 135.4 222.8 2,813 4,354 7,167

(1) All mines’ resources and reserves are JORC code compliant and/
or its equivalent.

(2) Measured and indicated resources are inclusive of proven and
probable gold reserves.

(1) FELENERFEEHRIORCEER,

SREAA B -
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWE DN

ANNUAL REVIEW - EXPLORATION AND FERE-HEREZER

INFRASTRUCTURE DEVELOPMENT

AEERE2ISERELFERSHKE
T HEpintiEIRE491,585K
BIRTIEE46,400K °

The Group continued its exploration work in all of its 5 mines,
and in total has completed trenching of approximately 91,585m
and diamond drilling of approximately 6,400m.

Jinxing Mine £ Bl &2

1) Exploration activities {3 &) % B

i) Exploration area and size Jinxing (5km?) Xiepojing (0.05km?)
BRREREERR SRGFARE) FIEH0.05FHRE)
ii) Exploration project Trenches (45,400m); Trenches
BEIR diamond drilling (3,000m) (17,000m)
LR (45,400 ) iR
1% (3,000K) (17,000%)

i) No. of drillholes
ERRILEE

i) Average size of drillholes

3 drilling spots of each of

41 mine mouths, 15 drillholes
4 @00 - FEARD
3EITEE - 15 EEA

Trenching of 2.2*2m;

4 drilling spots of each of
4 mine mouths
#4@5A -
SERO4ETER

Trenching of 2.2*2m

ERRIL TR Diameter of drillholes of 33mm miE2.2* 2k
ME2.2% 2K
EIET33ZK
v)  Average depth of drillholes 200m N/A
ERRILTFHORE 200K @A
2)  Development/construction activities 1z % /&~ 7Zi% )& &)
i) Avrea Jinxing Xiepojing
&R £l IR

ii) Infrastructure construction

Development of main tunnel and Development of the main tunnel and
engineering cut works of mine mouths  engineering cut works of Xiepojing,
No. 18,28,19,3,Xingshuya,Mashigou,  extension of slope mine

Houmusi, Qiaogou, Xiaobeigou

tunnels, etc.

1857 2841 - 1991~ 3351 AKIE - REHTBRA  ROIER
BER& R8T 8E MUEE  MHER

NBXBRARKIIRE
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Luanling Mine 8B £ &

7)

2)

Exploration activities #& iz £)#)% &)

i) Exploration area and size

BREELBERR

i) Exploration project
MRIRE

i) No. of drillholes
ERRILEE

iv)  Average size of drillholes

ERRILFEA)

MANAGEMENT DISCUSSION AND ANALYSIS

South Area (2.7km?)
HEQIFHRE)

Trenches (7,560m)
R (7,560 %)

3 drilling points of each of
9 mine mouths
HoERA - BEKA3ELER

Trenching of 2.2*2m
JiE2.2%2K

Development/construction activities §& iz /%~ #i% 58

i) Area

BE

ii) Infrastructure construction

South Area

Development of main tunnel and
engineering cut works of tunnel
No.307,301,309,305,304 and
slope extension project of

tunnel No.301

30740 - 30131 ~ 30937 ~ 30541

304 EBRARENIR
301 AR TIRE

EEENmEIMN
North Area (6.3km?)
TE(63FHFAE)

Trenches (13,670m)

MAR(13,6705K)

4 drilling spots of each of
12 mine mouths
H£121@%0 - SERA4EIER

Trenching of 2.2*2m
N82.272K

North Area
It&

Development of main tunnel and
engineering cut works of Dongpo
No.100 and 13, Huichungou No.201
and No.200, Wangzhuang No.401
RIF1005T - 1341 BB 20190
20097 + EH A0 ERBHA
R TE

EREAEBEBAERAQA .
TE-REFER



MANAGEMENT DISCUSSION AND ANALYSIS
EEENWE DN

Mojiang Mine 2T &8

7)

2)

] B

Exploration activities #& iz &)#)% &)

i) Exploration area and size

BREELBERR

i) Exploration project
MRIRE

i) No. of drillholes
ERRILEE

iv)  Average size of drillholes

ERRILFEA)

v)  Average depth of drillholes
ERRILTIRE

Open Cut (0.4km?)
BAFEB04THLRE)

Diamond drilling (900m)
R (900K)

15 drillholes
15 @& 1L

Diameter of 75mm

EBHHE7 52X
60m
60K

Development/construction activities §& iz /%~ #i% 58

i) Area

RF [0
ﬂ;;;un

ii) Infrastructure construction

MUNSUN CAPITAL GROUP LIMITED
Annual Report 2016

Open Cut

Construction of a four-stage mining
stope to separate the stripping and
mining area, and 10 other heap
leaching plants

HRAMRS - DRIF8E - KRB -

HEEMERRI101E

Underground (3km?)
WTRRGBEFRE)

Trenches (2,300m)
R (2,300 )

4 drillings spots of each of
6 mine mouths
HeENA - BENAAELER

Trenching of 2.2*2m
N82.272K

N/A
@M

Underground

it TR E

No. 2 and No. 1 bulkhead wall for
mining junkyard, phase two mine
mouth mining and rehabilitation
project
2HRRNVFHLSEETR
“HBFORRREEIR



Hengyi Mine 1Bz & &
1) Exploration activities #&% &) % &)

i) Exploration area and size

BREELBERR

i) Exploration project
MRIRE

i) No. of drillholes
ERRILEE

iv)  Average size of drillholes

ERRILFEA)

v)  Average depth of drillholes
ERRILTIRE

MANAGEMENT DISCUSSION AND ANALYSIS

Bianfushan (2km?)
RBRLUQEARE)

Diamond drilling (2,500m)
ER(2,500%)

20 drillholes
20 1E3E 7,

Diameter of drillholes of 75mm

EBHHE7 52X
125m
125

2)  Development/construction activities &z % /&~ FZi% &)

i) Area

RF [0
ﬂ;;;un

ii) Infrastructure construction

Bianfushan
Iz
N/A
MNER

EEEFNWE D

Shangzhai (7km?)
FROFEFRE)

Trenches (3,255m);
IR (3,255 %)

3 drilling spots of each of
4 mine mouths
H4@50 - BERAELER

Trenching of 2.4%2.6m
B 2.4%2.6 K

N/A
@M

Shangzhai
%

Development of the main tunnel and
engineering cut works of Langnitang's
midpoint of pit mouths of 1350, 1400
and 1450

JRESE 1350 P B~ 1400 P B ]
1450 P R E BRI T2

EREAEBEBAERAQA .
TE-REFER



MANAGEMENT DISCUSSION AND ANALYSIS
EEENWE DN

Yongfeng Mine X2 & 1&

1) Exploration activities &2 £1#%)% )

i) Exploration area and size Honghuagou (0.76km2)
BREE L EERE AIEB0.T6FHAE)

Trenches (1,000m)
(1,000 K)

i) Exploration project
BMRIRE

i) No. of drillholes
EBRRILEE

5 mine mouths

H5@ERA - SEKOAELER

Trenching of 2.2*2m
8 2.2°2K

iv)  Average size of drillholes

ERRILFEA)

2)  Development/construction activities &z % /&~ FZi% &)

I

i) Area Honghuagou
R AR

ii) Infrastructure construction

AR vein no.10, vein no.9

AGHRE - 105RIRE -

ITMFEEER T

EXPLORATION, DEVELOPMENT AND MINING
PRODUCTION EXPENDITURES

During the year, the Group had capital expenditures of HK$578
million for exploration, development and mining production
and had entered into certain significant contracts with certain
independent contractors for provision of exploration and
infrastructure development of the Group. Details of the relevant
exploration and infrastructure development work are set in
above section headed “ANNUAL REVIEW — EXPLORATION AND
INFRASTRUCTURE DEVELOPMENT". Details of the Group’s
capital commitments are set out in note 33(a) to the financial
statements.

During the year, the Group incurred production costs of
HK$462 million which included raw materials of HK$64 million,
amortisation and depreciation of HK$204 million, wages and
subcontractors’ fees of HK$121 million, resources compensation
fees and taxes of HK$24 million and other miscellaneous mining
and processing costs of HK$49 million.

MUNSUN CAPITAL GROUP LIMITED
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4 drilling points of each of

Development of Daxian area,

Lianhuashan (0.17km?2)
BRIN017TERRE)

Trenches (1,400m)
(1,400 )

5 drilling points of each of
2 mine mouths
#2050 BEKASEIER

Trenching of 2.2*2m
S 2.2°2K

Lianhuashan

B

Development of the main tunnels and
engineering cut works of No. 4 and
No. 6; reconstruction of vertical shaft
and extension
4ER6RRRESHAR
RO  BHBERTR

BiR - B RBAREEZTHHA
53

FR - AEEBBAHER  RAELFAES
FMEART AS7TSEES T EAT
BB ABEEINLE TEREHARR
SERHBRRERERTIRE - @MY
KEERBERIENFBEIN L F
ERE-MWREERER]| -6 - A&
HEARAERNFBEIHN T BEREM T
33(a) °
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MANAGEMENT DISCUSSION AND ANALYSIS

MERGERS AND ACQUISITIONS AND DISPOSAL

)

On 20 April 2016, the Company and Munsun Assets
entered into an agreement (the “Munsun Asia
Agreement”). Pursuant to the Munsun Asia Agreement,
Munsun Assets agreed to sell and the Company agreed
to purchase all the issued shares of Munsun Asia at a
consideration of HK$306 million to be satisfied by the
allotment and issue of new Shares of the Company at
an issue price of HK$0.23 per share. On the same date,
the Company entered into an agreement (the “Munsun
Securities Agreement”) with all shareholders (the “Munsun
Securities Sellers”) of Munsun Securities, a company
incorporated in Hong Kong. Pursuant to the Munsun
Securities Agreement, the Munsun Securities Sellers
agreed to sell and the Company agreed to purchase all
issued shares of Munsun Securities at a consideration
of HK$70 million to be satisfied by the allotment and
issue of new Shares of the Company at an issue price of
HK$0.23 per share. Munsun Assets holds 56.2% of the
issued capital of Munsun Securities. On 22 April 2016, the
Company and a wholly-owned subsidiary of the Company
(the “Purchaser”) entered into an agreement (the
“Munsun Shenzhen Agreement”) with all shareholders
(the “"Munsun Shenzhen Sellers”) of Shenzhen Munsun,
a company incorporated in the PRC. Pursuant to the
Munsun Shenzhen Agreement, the Munsun Shenzhen
Sellers agreed to sell and the Purchaser agreed to purchase
the entire equity interest in Shenzhen Munsun at a
consideration of RMB25 million.

Munsun Assets is a connected person of the Company
under the Listing Rules. Mr. Li Xianghong (“Mr. Li"), the
Chairman, Executive Director and Chief Executive Officer
of the Company, is a connected person of the Company
under the Listing Rules. Mr. Li holds 15,811 shares in
Munsun Assets representing approximately 31.63% of the
existing issued share capital of Munsun Assets. Munsun
Assets and Munsun Asia are therefore associates of Mr. Li
and connected persons of the Company under the Listing
Rules.

EEENWR DT

HrERHE

(i)
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

(ii)

Mr. Li, one of the Munsun Shenzhen Sellers, is a
connected person of the Company under the Listing Rules.
Ms. Kong Jian, one of the Munsun Shenzhen Sellers, is the
spouse of Mr. Li and is therefore also a connected person
of the Company. Mr. Zhang Lirui (“Mr. Zhang”), one of
the Munsun Shenzhen Sellers, is an executive Director of
the Company, and hence is a connected person of the
Company under the Listing Rules. Ms. Wei Hua, one of the
Munsun Shenzhen Sellers, is the spouse of Mr. Zhang and
is therefore also a connected person of the Company.

Hence, the transactions contemplated under the Munsun
Asia Agreement, the Munsun Securities Agreement and
the Munsun Shenzhen Agreement constitute connected
transactions of the Company under Chapter 14A of the
Listing Rules, and are subject to the announcement,
reporting and independent shareholders’ approval
requirements under the Listing Rules. Further details are
set out in the Company’s circular on 4 July, 2016 and
announcements on 20 April 2016, 22 April 2016, 1 June
2016, 20 July 2016, 15 September 2016, 25 October 2016
and 3 January 2017.

All the above acquisition transactions have been approved
by the Company’s shareholders at extraordinary general
meeting on 20 July 2016. The acquisitions of Munsun Asia
and Munsun Securities were completed on 15 September
2016 whilst the completion of acquisition of Munsun
Shenzhen has taken place on 3 January 2017.

On 12 May 2016, a wholly-owned subsidiary of the
Company and an independent third party entered into a
memorandum of understanding (the “"MOU") in relation
to the proposed acquisition of 30% equity interest
in Grace Silver Limited (the “Proposed Transaction”)
for a consideration of HK$450,000,000. As no formal
agreement of the Proposed Transaction has been entered
into between the parties prior to the agreed deadline on
10 August 2016, the MOU has lapsed. Further details are
set out in the announcements of the Company dated 12
May 2016 and 12 August 2016.

MUNSUN CAPITAL GROUP LIMITED
Annual Report 2016

(i)

FEEREP—BERRIIET -
RIELTRA - WIFRANRE 2R
BAL e LR (Eh— &R
RINER)RFREZRRB - Eitt
TRARNRRZBEAL o« KRG
EREE D (HEh—BEERY
BEN)RARBATESE  Hilk
RIELEWARA - BTSSR RE 2
BAL  BELL(HP—RER
RINETT) BEREENRS - it
NRARB ZBEAL -

EHit - BIE LR E+HAZE -
BERDMNGZE  BEREHFHERE
BARINBZERE TR ZEXAREZ
MERS - WAEBS EMHRANR
ffi - MERBILRRIERTE - K
HE—SHBHRAPAE T —RF
+tAMBAMARAR BB A
T—XNFNA-+H WA=-+=
H-XA—B -tA=+8H N1A
+HH - FAZ+EBR-_Z—+
F—AZHHARRFRM

PTE LB 5 BARFRE
R-ZE-—RFLA-THERRE
RIRE EHE - W R M 2
REFER-_ZF—ARFAA+RA
TR MBEBERRINER-F
—tF-A=H%EK

RZE—XRFRA+TZAH ' ARQF
ZEEWBARINEBLE =]
VEHARRRBRAARAAN
30% fi% # - X {& A450,000,000
BT(EZER S ]) MR E SR
([FREEETE]) - BRETAARE
ERBAIZZE—R"FNATH)A
MAPEEXHEIZIENHZE &7
RESHRE RN - FER2HEARQ
AEBAET—NFRATZHXK
ZE-ARENATZHHAMH °



MANAGEMENT DISCUSSION AND ANALYSIS

Save as disclosed above, there was no other major merger,
acquisition or disposal by the Group during the reporting period
and up to the date of this Annual Report.

FINANCIAL REVIEW
Revenue and Results

During the year, the Group's revenue increased by 3% to
HK$767 million (2015: HK$747 million) and its gold production
decreased by 4% to 73 (2015: 76) thousand ounces (“Koz").
The decrease in the Group’s gold production has significantly
arisen from earlier start of raining season and the flood in the
PRC during the year, the effect of which was offset by the
bounce of gold price during the year.

During the year, the Group's loss after tax increased to HK$419
million as compared to HK$138 million last year. The increase in
loss after tax is mainly attributable to: (i) the one-off transaction
relating to a loss on the Convertible Bonds Restructure of
HK$63 million, the effect of which is reduced by a decrease in
the Group’s convertible bonds interest expense from HK$84
million last year to HK$51 million during the year as a result of
the Convertible Bonds Restructure (details are set out in notes
6(a) and 23 in the financial statements); (ii) the decrease in the
non-cash fair value gain on derivative financial instrument of the
convertible bonds to HK$6 million during the year as compared
to HK$44 million last year (details are set out in notes 6(a) and
23 in the financial statements); (iii) the non-cash equity-settled
share-based payment expenses of HK$145 million relating to
the share options granted during the year (details are set out
in note 30 in the financial statements); and (iv) the decrease in
gain on disposal of fixed assets of approximately HK$0.3 million
during the year as compared to HK$51 million last year.

During the year, the loss per share of the Company was HK3.81
cents (2015: HK2.89 cents).

EEENWR DT
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

Selling and Distribution Costs

During the year, the Group’s selling and distribution costs were
HK$11 million (2015: HK$9 million), representing an increase
by 22% as compared with last year. The increase is mainly
attributable to the completion of acquisitions of Munsun Asia
and Munsun Securities by the Group and the diversification of
its business into asset management, securities brokerage and
advisory services during the year.

Administrative Expenses

During the year, the Group’s administrative expenses were
HK$339 million (2015: HK$177 million), representing an
increase by 92% as compared with last year. The increase is
mainly attributable to (i) the non-cash equity-settled share-
based payment expenses of HK$145 million relating to the share
options granted during the year (details are set out in note 30 in
the financial statements); and (i) the completion of acquisitions
of Munsun Asia and Munsun Securities by the Group and the
diversification of its business into asset management, securities
brokerage and advisory services during the year.

Finance Costs

During the year, the Group’s finance costs were HK$398 million
(2015: HK$330 million), representing an increase of 21% as
compared with last year. The increase is mainly due to (i) the
one-off transaction relating to a loss on the Convertible Bonds
Restructure of HK$63 million, the effect of which is reduced by a
decrease in the Group's convertible bonds interest expense from
HK$84 million last year to HK$51 million during the year; and
(i) the decrease in the non-cash fair value gain on derivative
financial instrument of the convertible bonds to HK$6 million
during the year as compared to HK$44 million last year. Details
are set out in notes 6(a) and 23 in the financial statements.
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MANAGEMENT DISCUSSION AND ANALYSIS

Deferred Tax

As at 31 December 2016, deferred tax liabilities amounted to
HK$577 million (2015: HK$599 million), which represented mainly
the estimated tax effects of the temporary differences arising from
acquisitions of gold mines by the Group in previous years and
was calculated at PRC income tax rate of 25% on the increase
in fair value of mining rights. The deferred tax liability balance is
subsequently reversed and credited to the consolidated income
statement as a result of tax effect of the amortisation of the mining
rights. Such liabilities are accounted for in accordance with the
accounting principle and therefore no cash payment is required.
Details are set out in note 24 (a) in the financial statements.

Liquidity and Financial Resources

During the year, the Company has completed the share
subscriptions and placements transactions with total net
proceeds of approximately HK$1,127 million and the
Convertible Bonds Restructure which greatly improved the
Group's cash flows and working capital. At 31 December
2016, the Group's cash and bank balances (including pledged
deposits) and net current liabilities were HK$ 1,124 million (2015:
HK$1,060 million) and HK$1,808 million (2015: HK$3,308
million), respectively. The Group's net assets increased to
HK$7,241 million at 31 December 2016 (2015: HK$5,765
million). Details of the Company’s share subscriptions and
placements transactions and the Convertible Bonds Restructure
are set out in the section headed “Share Capital” in the report
of the directors in this annual report and note 23 in the financial
statements respectively.

The Group has met its needs of working capital and capital
expenditure mainly through cash generated from operations,
bank and other borrowings and share issue. As at 31 December
2016, the Group’s bank and other borrowings were repayable
within one to seven years and its fixed rate borrowings over
total borrowings was 69%. There is no significant seasonality
of the borrowings demand of the Group. Further details of the
Group’s bank and other borrowings are set out in note 22 to
the financial statements. The Company's directors are of the
opinion that the Group will be able to finance its future working
capital and financial requirements as further detailed in note
2(b) in the financial statements.

The Group’s cash and bank balances and bank and other
borrowings are mainly denominated in Hong Kong Dollars,
Renminbi and United States Dollars.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

CAPITAL STRUCTURE

As at 31 December 2016, the total number of issued ordinary
shares of the Company was 13,897,918,781 shares, each
of HK$0.125 (the “Shares”). During the year, the Company
has completed (i) the share subscriptions and placements
transactions with total net proceeds of approximately HK$1,127
million; (ii) the Convertible Bonds Restructure; and (iii) the
acquisitions of Munsun Asia and Munsun Securities settled by
the issue of the Company’s new Shares. Further details are set
out in the section headed “Share Capital” in the report of the
directors in this annual report and notes 23 and 25(b) in the
financial statements.

The Group actively and regularly reviews and manages its capital
structure to maintain a balance between the higher returns to
the owners of the Company that might be possible with higher
levels of borrowings and the advantages and security afforded
by a sound capital position, and makes adjustments to the
capital structure in light of changes in economic conditions.
There were no changes in the Group’s approach to capital
management during the year.

At 31 December 2016, the Group's gearing ratio decreased to
35% (2015: 46%). The Group monitors capital using a gearing
ratio, which is calculated as the net debts divided by total equity
plus net debts. The Group's net debts include bank and other
borrowings, financial liabilities at fair value through profit or
loss and convertible bonds, less cash and cash equivalents and
pledged deposits. The Group’s total equity comprises total share
capital and reserves of the Group.

PLEDGE OF ASSETS

Details of pledge of assets of the Group are set out in note 27
to the financial statements.

CONTINGENT LIABILITIES

Save as disclosed in note 35(i) to the financial statements in
relation to the Group’s environmental contingencies, the Group
did not have any contingent liabilities.
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MANAGEMENT DISCUSSION AND ANALYSIS

FOREIGN CURRENCY EXPOSURE

The Group's principal assets and liabilities are located in the PRC
and are denominated in RMB which is the functional currency
of the Group's subsidiaries in the PRC. The Group did not
enter into any forward foreign exchange contracts to manage
its foreign currency risk during the year as the management
considered that the Group’s exposure to exchange rate risk
could be managed. Details of the foreign exchange risks of the
Group during the year are set out in note 32(e) to the financial
statements.

BUSINESS RISK

The Group is exposed to price risks arising from the market
price fluctuations on gold products and equity securities. To
protect the Group from the impact of price fluctuations in gold
products, the Group entered into gold forward contracts during
the year. The Group did not enter into any forward equity
securities contracts to manage its equity securities price risk. The
Group mitigates its price risk by performing detailed analysis of
investments and dedicated professionals are assigned to oversee
and monitor the performance of investments. Details are set out
in note 32(d) in the financial statements.

EMPLOYEES

As at 31 December 2016, the Group employed approximately
880 employees in the PRC and Hong Kong. All employees are
remunerated according to their performance, experience and
prevailing industry practices. Both on-the-job and professional
training are provided. The Group provides retirement benefits
in the form of Mandatory Provident Fund Scheme under the
Hong Kong Mandatory Provident Fund Scheme Ordinance
to its employees in Hong Kong. The Group provides defined
contribution retirement benefit schemes organised by the
relevant local government authorities in the PRC to its
employees in the PRC.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

PRODUCTION SAFETY AND ENVIRONMENTAL
PROTECTION

We operate in a responsible manner to ensure the health
and safety of our employees and the communities in which
we operate. We are committed to meeting applicable legal
requirements and where possible seek to implement leading
industry standards in our operations. We have established a
dedicated safety and environment enhancement team that is
responsible for the occupational health and safety of our mines
and operations.

We are subject to various PRC laws and regulations with respect
to the prevention and treatment of occupational diseases, the
prevention of worksite accidents and the handling of industrial
injuries. Production safety permits have been obtained for our
mines.

We have adopted a comprehensive set of internal occupational
health and safety policies for our mines. We conduct staff
training, review internal safety procedures, carry out regular
on-site safety inspections and continuously monitor the
implementation of safety policies. Protective equipment and
clothing are regularly provided to our mine personnel, and we
regularly check proper usage of such equipment. In addition,
each of our mines has been equipped with a real-time visual
monitoring system to monitor mine operation and safety.
We have also set up an inspection and detection system in
the explosive warehouses in each of our mines to provide
comprehensive protection to the usage and security of daily
explosives.

We require our third-party contractors to possess requisite
production safety licences and relevant qualifications for the
work they contract from us and to undertake appropriate safety
measures.

We have been in compliance with all relevant PRC laws and
regulations regarding occupational health and safety in all
material respects. We have not had any material accident
involving death or personal injury at any of the mines operated
by us.

In accordance with Rule 13.91 of the Rules Governing the
Listing of Securities on the Hong Kong Stock Exchange (the
“Listing Rules”), the Company will publish an Environmental,
Social and Governance (“ESG") Report within three months
after the publication of this annual report in compliance with
the provisions set out in the ESG Reporting Guide in Appendix
27 to the Listing Rules.
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MANAGEMENT DISCUSSION AND ANALYSIS

RELATIONSHIP WITH GOVERNMENT AND
AWARDS

The Group has been maintaining good relationships with the
local government where the mines are located.

In July 2012, the Group signed the cooperation framework
agreement on mineral resources exploration and development
with the local government of Yunnan Province. According to
the agreement, with the local government'’s strong support and
assistance on exploration development and consolidation of
gold resources, the Group will have the priority rights to access
to the gold mining assets in the region. Moreover, the local
government will provide support on infrastructure, including
power, water and logistics.

In 2011, the Group also signed the similar framework
agreement with local government of Henan Province. According
to the agreement, the local government will provide full support
in terms of the Group's consolidation of precious metal resource
sector in the region. The Group is also subject to the subsidy
policy tailored for foreign investment as well as the favourable
policy for land acquisition and other approvals.

Jinxing Mine, Luanling Mine and Mojiang Mine has been
granted a number of awards with fruitful results over the
years. During the year, Jinxing Mine once again was granted
the 2016 Enterprise Contribution Award by the People’s
Government of Baitu Town, the “2016 Advanced Unit for
Exploration and Reserve Enhancement by the Gold Industry
of Luoyang City (2016 E&REMERTERBEILFH EESN)
" and the "Advanced Unit of Gold Industry by the Luoyang
Gold Administration Bureau”as well as individual awards
by the Luoyang Gold Administration Bureau. In addition, in
August 2016, the "Research on Law of Vein Distribution and
Metallogenic Model of Kangshan Gold Mine in Henan Xiong
Er Area (Al RRE D[S BRI £ B AR 5 10 47 2 I A B A8 =B
7%)" released by Wang Junxian (E& %), Chen Yankun(ff Z
1#), Pei Xinpo(Z&#T#¥) and so on was published in the journal
" Science and Technology of Gold (F& RIE2HiT)”. Luanling
Mine was awarded the “Honor of Advanced Corporate (i1t
F¥ 48" by the People’s Government of Tantou Town in early
2017, and also the titles “2016 Advanced Unit for Operation
Management in the Gold Industry of Luoyang City (2016 &
BETESITELEERREREN)" and “2016 Advanced Unit
for Safe Production in the Gold Industry of Luoyang City” by the
Luoyang Gold Administration Bureau in 2016. Mojiang Mine
was awarded the “2016 Key Leading Enterprises of Puer City”
by the People’s Government of Puer City in May 2016.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWR DT

CORPORATE STRATEGY AND CORPORATE
PROSPECT

Looking forward to 2017, we remain positive on the prospect
of the gold mining business of the Group. Heightened political
and geopolitical risks, the fear of currency depreciation, the
poor market sentiment towards Trump’s polices and rising
inflation expectation would support demand for gold. Gold shall
continue to act as “safe haven” asset class. It can be seen in
responding to the recent gold price increase since the outset of
2017.

As for mining business, the Group’s objective is to maintain its
stable development in respect of mine exploration and reserve
increase by means of strict implementation of existing mines
exploration planning. More effort will be put on optimizing the
construction of the major exploration projects and on the cost
control in an environmentally friendly manner. Being one of the
largest privately owned, China-based gold mining companies,
the Group commits business strategy as to:(i) continue to
expand production capacity at our existing mines, (ii) speed
up construction work of the capacity expansion and improve
the exploration efficiency, and (iii) continue to conduct further
exploration projects in order to increase resources and upgrade
reserves.

Subsequent to the completion of the Company’s acquisitions of
Munsun Asia and Musun Securities on 15 September 2016 and
Shenzhen Munsun on 3 January 2017, the Group has diversified
its operation into financial services industry in Hong Kong and
the PRC, including asset management, securities brokerage
and advisory services. Going onwards, we will continue to exert
effort to strengthen risk and liability management, improve cost
control, sources of investment projects and sources of financing.
Equipped with our experienced management team, the Group
will take strategic steps to seek investment opportunity with
high growth potential to broaden the Group’s source of income
and stimulate the corporate growth in the long run.
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENWE D

RELATIONSHIP WITH SUPPLIERS, CUSTOMERS HEEE  FERMEMERA
AND OTHER STAKEHOLDERS 1Y B8 &

The Group understands that the success of the Group's REBAAAEREBOKIERBEE
business depends on the support from its key stakeholders, ERRA - BEEE TP HER-
including employees, customers, suppliers, banks, regulators RIT  EERBANRENZS - A&H
and shareholders. The Group will continue to ensure effective EEmREAS T ERS ABITERCE
communication and maintain good relationships with each of its BARFERIFER -

key stakeholders.

The details of the Group’s major customers, the credit terms EBEAEETFERF BETHZEREPH
granted to them and credit risk exposure are set out in the EERREERRNFBEINIEZS
section headed “Major Customers and Suppliers” in the “Report WEINETEZERPRMHER] - R
of the Directors” and notes 17 and 32(a) in the financial FEIEREMTEE 17 2 32(a) °

statements.
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CORPORATE GOVERNANCE REPORT

AREARES

CORPORATE GOVERNANCE PRACTICES

The Board has committed to maintain high standards of
corporate governance and procedures to ensure integrity,
transparency and quality of disclosure in order to promote the
ongoing development of the best long term interest of the
Company and enhance value for all the shareholders.

The Company complied with all the code provisions set out in
the Corporate Governance Code contained in Appendix 14
to the Rules Governing the Listing of Securities on the Stock
Exchange (the “Listing Rules”) throughout the year ended 31
December 2016 except that the role of both the chairman
and chief executive director was vested in Mr. Li Xianghong.
In accordance with the code provision A.2.1 of the Code on
Corporate Governance Code in Appendix 14 of the Listing
Rules, the roles of chairman and chief executive officer should
be separated and should not be performed by the same
individual. Furthermore, the division of responsibilities between
the chairman and chief executive officer should be clearly
established. The Board considers vesting the role of both the
chairman and the chief executive officer of the Company in Mr
Li as Mr. Li has in-depth experience in business management
and development and can lead the Group to have continuous
growth in the future. The Board also believes that the balance
of power and authority for the present arrangement will not be
impaired and is adequately ensured by the current Board which
comprises experienced and high caliber individuals.

DIRECTORS' 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 to the Listing Rules as its code of
conduct regarding Directors’ securities transactions.

The Company has made specific enquiry of all directors
(“Directors”) of any non-compliance with the Model Code
during the financial year ended 31 December 2016, and they
have all confirmed their full compliance with the required
standard as set out in the Model Code.
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CORPORATE GOVERNANCE REPORT

THE BOARD

The overall management of the Company’s business is vested
in the Board. The major responsibilities of the Board include
formulation of strategic plans, adoption of corporate strategies,
assessment of investment projects, monitoring and controlling
the Group's operating and financial performance, assessment
and management of risk to which the Group is exposed. The
management of the Group are responsible for the execution of
the Board’s decisions and day-to-day operation of the Group.

COMPOSITION

The Board currently consists of 9 Directors, with 6 executive
Directors, namely Mr. Li Xianghong (Chairman and Chief
Executive Officer), Mr. Liu Liyang, Mr. Wang Hao, Mr Zhang
Lirui, Mr. Zhang Liwei and Mr Zhang Shuguang. 3 independent
non-executive Directors, namely, Mr. Wu Tai Cheung, Professor
Xiao Rong Ge and Mr. Yin Chenggang.

There are no financial, business, family or other material
relationships among members of the Board.

Under provision A.2.1 of the Code, the roles of the Chairman
and the Chief Executive Officer should be separated and should
not be performed by the same individual. Mr. Li Xianghong
is currently the Chairman and Chief Executive Officer of the
Company. The Board considers that vesting both of the roles
of Chairman and Chief Executive Officer in Mr. Li is beneficial
to the business prospects and management of the Group, as
Mr. Li has in-depth experience in business management and
development and can lead the Group to have continuous
growth in the future.
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CORPORATE GOVERNANCE REPORT

AREARES

The Company has appointed a sufficient number of
independent non-executive Directors with suitable professional
qualifications, such as expertise in accounting and financial
management, in accordance with the requirements of the
Listing Rules. They actively bring their valuable experience to
the Board for promoting the best interests of the Company and
its shareholders. The Company has received from each of the
independent non-executive Directors an annual confirmation of
his independence pursuant to Rule 3.13 of the Listing Rules and
the Company considers all of the independent non-executive
Directors to be independent.

As permitted under the articles of association of the Company
(the "Articles”), the Company has arranged Directors’ and
Officers’ Liability Insurance for which Members of the Board and
officers of the Company do not have to bear any excess.

The term of office of the Directors (including independent non-
executive Directors) is 3 years. In accordance with the Articles,
at each annual general meeting of the Company, one third of
the Directors for the time being or, if their number is not 3 or
a multiple of 3, the number nearest to, but not less than, one-
third, shall retire from office by rotation provided that every
Directors shall be subject to retirement by rotation at least once
every three years.
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CORPORATE GOVERNANCE REPORT

Attendance records of the Directors at Board Meeting, Audit
Committee Meeting, Remuneration Committee Meeting,

Nomination Committee Meeting, Corporate Governance
Committee Meeting and General Meetings held in 2016 are as

below:

Name of Directors

Executive Directors:

Mr. Li Xianghong (Chairman and
Chief Executive Officer)

Mr. Liu Liyang

Mr. Wang Hao

(re-dlesignated as Executive Director
on 9 August 2016)

Mr. Zhang Lirui

Mr. Zhang Liwei

Mr. Zhang Shuguang

Mr. Lam Cham
(resigned on 9 August 2016)

Mr. Chang Yim Yang
(resigned on 9 August 2016)

Mr. Deng Guoli
(resigned on 9 August 2016)
INEDs:
Mr. Wu Tai Cheung (appointed on 3 October 2016)

Professor Xiao Rong Ge

Mr. Cha Mou Sing, Payson(@ppointed
on 3 October 2016 and resigned on
23 December 2016)

Mr. Wong Lung Tak, Patrick, BBS, PhD, J.P.
(resigned on 3 October 2016)

Mr. Chan Kin Sang (resigned on 3 October 2016)
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AREARES

The minutes of Board meetings are prepared by the company
secretary of the Company. The draft minutes are circulated to all
members of the Board for their comments and the final version
of the minutes is sent to all members of the Board for their
records within a reasonable time after the meeting. The minutes
are also open for inspection by all members of the Board at the
Company'’s registered office.

DIRECTORS' CONTINUOUS PROFESSIONAL
DEVELOPMENT

All Directors are encouraged to participate in continuous
professional development to develop and refresh their
knowledge and skills. The Company has arranged in-house
trainings for Directors in the form of seminar and provision of
training materials. A summary of training received by Directors
during the relevant period according to the records provided by
the Directors is as follows:

Name of Directors EEnE
Executive Directors HITES
Mr. Li Xianghong A A
Mr. Liu Liyang Elpak bt
Mr. Wang Hao FERE
Mr. Zhang Lirui SRR A
Mr. Zhang Liwei SR ] HE SR A
Mr. Zhang Shuguang SREE N A&
Independent Non-Executive Directors B FHTESE
Mr. Wu Tai Cheung FARRE ST
Professor Xiao Rong Ge EESE 65
Mr. Yin Chenggang FRK M 5 A
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BOARD COMMITTEES
Audit committee

The Company has established an audit committee (the “Audit
Committee”) under the Board. The Audit Committee currently
comprises three independent non-executive Directors, namely,
Mr. Wu Tai Cheung, Mr. Yin Chenggang and Professor Xiao
Rong Ge. Mr. Wu Tai Cheung is the Chairman of the Audit
Committee. The Audit Committee has formulated its term of
reference in accordance with the requirements of the Listing
Rules.

The Audit Committee’s duties are mainly to review the
Company’s financial reports, make recommendations on the
appointment, removal and remuneration of independent
auditors and approve audit and audit related services, and
supervise the Company'’s internal financial reporting procedures
and management policies.

At least two meetings of the Audit Committee will be convened
annually to review the accounting policies, risk management,
internal control and the relevant financial and accounting issues,
so as to ensure fairness and accuracy of the Company's financial
statements and other relevant information. The minutes of the
Audit Committee meetings are prepared by the secretary of the
meeting. The draft minutes are circulated to the Committee
Members for comments and the final version of the minutes
is sent to the Committee Members for their records within a
reasonable time after the meeting. The minutes are also open
for inspection by the Committee Members at the Company’s
registered office.

During the year ended 31 December 2016, four Audit
Committee meetings were held to recommend the appointment
of new Auditor of the Group, to review the interim and annual
financial results and reports, financial reporting and compliance
procedures, and internal control and risk management matters
as well as to approve the engagements with the new Auditor
and the consultant for internal control matter of the Company.
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Remuneration committee

The Company has established a remuneration committee (the
“Remuneration Committee”). The Remuneration Committee
currently consists of two independent non-executive Directors,
Mr. Yin Chenggang and Mr. Wu Tai Cheung, and one executive
Director, Mr. Li Xianghong. Mr. Yin Chenggang is the Chairman
of the Remuneration Committee. The Company has formulated
written terms of reference for the Remuneration Committee in
accordance with the requirements of the Listing Rules.

The Remuneration Committee is responsible for ensuring formal
and transparent procedures for developing remuneration policies
and in overseeing and evaluating remuneration packages of the
Directors. Its duties include making recommendations to the
Board on the remuneration packages of individual executive
Directors and senior management. It takes into consideration
factors such as salaries and compensation packages paid by
comparable companies, time commitment and responsibilities
of Directors. It also takes into account whether the emoluments
offered are appropriate to the duties and performance of the
respective individuals concerned and whether such emoluments
are competitive and sufficiently attractive to retain such
individuals.

During the year ended 31 December 2016, four Remuneration
Committee meetings were held to review the remuneration
policies and made recommendation to the Board on the
remuneration packages regarding renewal of service contract
of executive directors and newly appointed directors as well as
annual review on remuneration policy and structure for directors
and senior management of the Company. All members of the
Remuneration Committee attended the meeting.

Competitive remuneration packages are structured to be
commensurate with individual responsibilities, qualification,
experience and performance.

The remuneration of a Director is determined with reference
to his duties and responsibilities with the Company and the
prevailing market situation. Details of the emoluments of
Directors during the year ended 31 December 2016 are set out

MUNSUN CAPITAL GROUP LIMITED
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in note 8 to the financial statements of this annual report. The
emoluments paid to senior management during the year ended
31 December 2016 were within the following bands:

DNRERBES

TAEt-AST-ALEERMT
BRERERA LW THER

Number of

Senior Management

SREEBAY

Below to HK$ 1,000,000 A 1#21,000,000,8 7T 2
HK$2,000,001 — HK$3,000,000 2,000,001 # 7T % 3,000,000 # 7T 1
3

Nomination Committee

The Company has established a nomination committee (the
“Nomination Committee”) under the Board. Members of the
Nomination Committee currently consists of two independent
non-executive Directors, Mr. Wu Tai Cheung and Mr. Yin
Chenggang, and one executive Director, Mr. Li Xianghong who
is the Chairman of the Nomination Committee.

The Nomination Committee is responsible for the following:

* reviewing the structure, size and composition (including
the skills, knowledge and experience) of the Board and
making recommendations on proposed changes to the
Board to complement the Company’s corporate strategy;

e identifying individuals suitably qualified to become Board
members and selecting or making recommendations to
the Board on the selection of individuals nominated for
directorships;

e  assessing the independence of independent non-executive
directors; and

e making recommendations to the Board on the
appointment or reappointment of Directors and succession
planning for Directors, in particular the chairman and the
chief executive.
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The Board has adopted a board diversity policy aims to set out
the approach to achieve diversity on the Board to ensure that
the Board has the balance of skills, experience and diversity
of perspectives, including but not limited to gender, age,
cultural and educational background, professional experience,
knowledge and skills. In identifying suitable candidates, the
Nomination Committee will consider candidates with the
objective criteria with due regard of the benefits of diversity on
the Board.

During the year ended 31 December 2016, two Nomination
Committee meetings were held to make recommendation
to the Board on the renewal of service contracts of executive
directors; rotation of directors for 2016 AGM, appointment
of independent non-executive directors of the Company and
reviewed the structure and size and diversity of the Board. All
members of the Nomination Committee attended the meeting.

Executive Committee

The Executive Committee was established on 30 March 2017
and comprises all Executive Directors of the Company. Mr. Li
Xianghong is the Chairman of the Executive Committee. The
Executive Committee is vested with all the general powers of
management and control of the activities in the ordinary course
of business of the Group as are vested in the Board, save for
those matters which are reserved for the Board’s decision and
approval pursuant to the written terms of reference of the
Executive Committee. The Executive Committee will meet as
and when necessary to discuss the operating affairs of the
Group and may also deal with matters by way of circulation.

The Executive Committee is mainly responsible for undertaking
and supervising the day-to-day management and is empowered:

(i) to formulate and implement policies for the business
activities and administration of the Group and to
make such amendments thereto from time to time as
the Executive Committee may think fit and to make
exceptions to the policies as the circumstances arise while
implementing such polices; and

(i) to plan and decide on strategies to be adopted by the
Group on business activities.

MUNSUN CAPITAL GROUP LIMITED
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Corporate Governance Committee

The Group has established a corporate governance committee
(the “Corporate Governance Committee”). The Corporate
Governance Committee currently consists of three executive
Directors, Mr. Li Xianghong, Mr. Liu Liyang and Mr. Zhang
Shuguang. Mr. Li Xianghong is the Chairman of the Corporate
Governance Committee.

The Corporate Governance Committee is responsible for the
following:

e developing and reviewing the Company’s policies
and practices on corporate governance and making
recommendations to the Board;

* reviewing and monitoring the training and continuous
professional development of Directors and senior
management;

e reviewing and monitoring the Company’s policies
and practices on compliance with applicable legal and
regulatory requirements;

e developing, reviewing and monitoring the code of conduct
applicable to employees and Directors; and

e reviewing the Company’s compliance with the code and
disclosure in this Corporate Governance Report.

During the year ended 31 December 2016, one Corporate
Governance Committee meeting was held to review and make
recommendations to the Board on the Company’s policies
and practices on corporate governance. All members of the
Corporate Governance Committee attended the meeting.
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DIRECTORS’' RESPONSIBILITY FOR THE
FINANCIAL STATEMENTS

The Directors acknowledge their responsibilities for the
preparation of the financial statements of the Company and
ensure that they are prepared in accordance with statutory
requirements and applicable accounting standards. The Directors
also ensure the timely publication of such financial statements.

The statement of the external auditors of the Company,
Ascenda Cachet CPA Limited, with regard to their reporting
responsibilities on the Company’s financial statements is set out
in the Auditor’s Report on pages 74 to 83.

AUDITORS' REMUNERATION

The remuneration paid/payable to the Company’s external
auditors (including any entity under common control, ownership
or management with the external auditors or any entity that
a reasonable and informed third party having knowledge of
all relevant information would reasonably conclude as part of
the audit firm nationally or internationally) during the year is as
follows:

Audit services

EZIRTE
FEBEZ IR

Non-audit services
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RISKS MANAGEMENT AND INTERNAL
CONTROL

The Board has overall responsibilities to maintain a sound
and effective risks management and internal control systems
of the Group to safeguard the shareholders’ investment and
the Company’s assets. The Group has established guidelines
and procedures for the approval and control of expenditure.
Operating expenditures and capital expenditures are subject
to the overall budget control and approval process prior to
commitment.

The Company has established an internal audit function. The
Board has, through the Audit Committee of the Company,
conducted the annual review of the effectiveness of the
Company's internal controls and risk management system
for the year ended 31 December 2016. The review covered
all material controls including financial, operational and
compliance controls and risk management functions. There
were no significant control failings, weaknesses or significant
areas of concern identified during the year which might affect
shareholders.

The Group handles and disseminates inside information with
due care. Staff is required to comply with and maintain the strict
confidentiality of the information. Only personnel at appropriate
level can get reach of price sensitive and inside information.

COMPANY SECRETARY

The Company Secretary, Ms. Leung Lai Seung, appointed on 23
January 2017, is responsible for facilitating the Board process,
as well as communications among Board members, with
shareholders and the management. Ms. Leung’s biography is set
out in the “Biographical Details of the Directors and the Senior
Management” section on page 52. During the year, Ms. Leung
took not less than 15 hours of relevant professional training to
update her skills and knowledge.

COMMUNICATION WITH SHAREHOLDERS

The Company's annual general meeting and extraordinary
general meetings provide the principal channels of
communication with its shareholders which provide
opportunities for shareholders to share views with the Board.

Code Provision A.6.7 stipulates that independent non-executive
directors and other non-executive directors should attend
general meetings and develop a balanced understanding of the
views of shareholders.
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ARNEABEE

Due to other business engagements, some Independent Non-
Executive Directors of the Company could not attend the annual
general meeting of the Company held on 24 June 2016 and
some extraordinary general meetings of the Company. However,
at the respective general meetings of the Company, there were
Executive Directors and some other Independent Non-Executive
Directors present to enable the Board to develop a balanced
understand of the views of the Shareholders.

SHAREHOLDERS' RIGHTS

Convening extraordinary general meeting and
putting forward proposals at Shareholders’
meetings

Under the Company's Articles, the Board, on the requisition
of shareholders of the Company holding not less than one-
tenth of the paid up capital of the Company by sending a
written notice to the Board or the Company Secretary at the
Company's principal place of business in Hong Kong, shall
convene an extraordinary general meeting to address specific
issues specified in such requisition of the Company within
21 days from the date of deposit of written notice. The same
requirement and procedure also apply to any proposal to be
tabled at shareholders’ meetings for adoption.

ENQUIRIES TO THE BOARD

Enquiries may be put to the Board through the Company's
Principal Place of Business in Hong Kong at Units 7809-7812,
The Center, 99 Queen’s Road Central, Central, Hong Kong
(email: info@munsun.hk).

CONSTITUTIONAL DOCUMENTS

During the year ended 31 December 2016, there is no change
in the Company'’s constitutional documents.
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BIOGRAPHICAL DETAILS OF THE DIRECTORS AND THE SENIOR MANAGEMENT

DIRECTORS
Executive Directors

Mr. Li Xianghong (Z=[@78), aged 49, was first appointed as
a non-executive director of the Company from 1 April 2014
to 9 July 2014. He was appointed as an executive director
on 10 July 2015 and appointed as the chairman and the
chief executive officer of the Company on 7 August 2015.
He is currently the chairman of the Corporate Governance
Committee, the chairman of the Nomination Committee
and a member of the Remuneration Committee. He holds a
bachelor’s degree in history from Anhui Normal University and
a master’s degree in Law from the Party School of the Central
Committee of the Communist Party of China. Since 2007, Mr.
Li Xianghong has been acting as the chairman of Shenzhen
Munsun Asset Management Co., Ltd. He has been acting as the
executive director and chief executive officer of Munsun Assets
Management Ltd since 2009. Mr. Li Xianghong has extensive
experience in the investment and finance sectors in the PRC. Mr.
Li Xianghong was a non-executive director of L' Sea Resources
International Holdings Limited from 8 March 2013 to 1 April
2014, this company is listed on the Main Board of The Stock
Exchange of Hong Kong Limited.

Mr. Liu Liyang (28143%), aged 57, was appointed as
executive director of the Company on 13 October 2015. He
was appointed as a member of the Corporate Governance
Committee on 30 March 2017. He has 16 years of experience
in the investment banking industry. Mr. Liu was appointed as
an executive director, the deputy chairman of the board and
the chief executive officer and a member of the remuneration
committee of eForce Holdings Limited (stock code: 943)
("eForce”) on 19 August 2010 and was further appointed as a
member of the nomination committee of eForce on 29 March
2012. Before joining eForce, he was the co-head of the China
Investment Banking of Nomura International (HK) Limited. He
has also worked in Merrill Lynch (Asia Pacific) Limited, China
International Capital Corporation Limited and Morgan Stanley &
Co. Inc.. Mr. Liu is also an independent non-executive director,
a member of each of the audit committee and the nomination
committee and the chairman of the remuneration committee of
Beautiful China Holdings Company Limited (stock code: 706).
Mr. Liu holds an MBA degree from Columbia University.
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Mr. Wang Hao (EJ), aged 52, was appointed as an
independent non-executive director on 10 July 2015 and was
re-designated as an executive director of the Company on 9
August 2016. He obtained a master’s degree in economics in
the Research Institute for Fiscal Science, Ministry of Finance,
P.R. China and obtained a master’s degree in economics in Jilin
College of Finance and Trade. Mr. Wang has been acting as the
chief executive officer of Shenzhen Munsun Asset Management
Company Limited since August 2016. He was the deputy
general manager of investment department in Qian Hai Life
Insurance Co., Ltd. from October 2011 to May 2015. He was
also the chief investment officer in Sino Life Insurance Co., Ltd.
from September 2009 to October 2011 and the chief investment
officer (vice president) in Dubon Property & Casualty Insurance
Co., Ltd. from October 2006 to September 2009. Besides, Mr.
Wang has worked in various insurance and securities companies
and has extensive experiences in securities investment, capital
operating as well as corporate management.

Mr. Zhang Lirui (5RFI$}), aged 45, was appointed as executive
director of the Company on 10 July 2015. He graduated from
Shenzhen University and Huazhong University of Science &
Technology and holds a bachelor’s degree in international
finance and postgraduate in economics. Mr. Zhang Lirui has
more than 23 years of experiences in the business sectors of
market capital and securities. During the years from 1992 to
2008, Mr. Zhang Lirui worked successively in the market capital,
credit and organization departments and sub-branches of the
Shenzhen Branch of the Industrial and Commercial Bank of
China Limited. Mr. Zhang Lirui was one of the founders of
Munsun Assets in 2008 and since then he has been acting as
an executive director and the chief operation officer of Munsun
Assets. He was a director of Munsun Assets Management Ltd
from August 2012 to December 2013 and a director of Munsun
Asset Management (Asia) Limited from October 2012 to May
2014. At present, he is in charge of the marketing, sales and
distribution of Munsun Assets Management Ltd.
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Mr. Zhang Liwei (RO #), aged 38, was appointed as an
executive director of the Company on 1 January 2012 and was
the chief Financial Officer of the Company from 1 January 2012
to 20 September 2016. Mr. Zhang was most recently Senior
Vice President with Macquarie Capital. Mr. Zhang has over
10 years' experience in providing investment-banking services
such as mergers and acquisitions, divestments, debt and equity
capital raisings. Throughout his career, Mr. Zhang has worked
for various international companies, such as N M Rothschild
& Sons, Citigroup, HSBC and Macquarie Capital. Mr. Zhang
received his bachelor’s degree in Economics with First Class
Honors from London School of Economics and Political Science
in United Kingdom.

Mr. Zhang Shuguang (FREE}), aged 47, was appointed
as an executive director of the Company on 6 September
2011 and was the Chief Executive Officer of the Company
from 6 September 2011 to 6 August 2015. He is currently
a member of the Corporate Governance Committee. Mr.
Zhang holds a master’s degree in Engineering from Nippon
Institute of Technology and possesses the professions in
mining field. Mr. Zhang has over fifteen years of experience
in mergers and acquisition and business management. He is
primary responsibility for the Group’s acquisition strategies and
operation management.
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Independent non-executive Directors

Mr. Wu Tai Cheung (# X%), aged 59, was appointed an
independent non-executive director, the chairman of the
Audit Committee, a member of Remuneration Committee and
Nomination Committee of the Company on 3 October 2016.
Mr. Wu is currently the chief financial officer and company
secretary of Yee Hop Holdings Limited (stock code: 1662) and
the joint company secretary of Shenyang Public Utility Holdings
Company Limited (stock code: 0747). Mr. Wu has over 16 years
of experience in accounting and corporate finance. Mr. Wu has
served various public-listed companies in Hong Kong holding
positions such as financial controller, company secretary and
chief financial officer, Mr. Wu also served as an independent
non-executive director of BEP International Holdings Limited
(stock code: 2326). The aforesaid companies are listed on the
main board of the Stock Exchange.

Mr. Wu obtained a bachelor’s degree in arts in accountancy
from the University of Bolton and master’s degree in business
administration from the University of Newcastle, Australia,
Mr. Wu is currently a member of the Hong Kong Institute of
Certified Public Accountants, an associate member of The
Taxation Institute of Hong Kong, a fellow member of the
Association of Chartered Certified Accountants, an associate
member of The Hong Kong Institute of Chartered Secretaries
and an associate member of the Institute of Chartered
Secretaries and Administrators.
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Professor Xiao Rong Ge (H %), aged 68, was appointed
as an independent non-executive Director and a member of
the Audit Committee of the Company on 21 January 2010.
Professor Xiao obtained his PhD in Professional Geology from
the China University of Geosciences (Beijing). He is currently
a professor of Professional Geology and mentor to doctoral
students at the China University of Geosciences (Beijing).
Professor Xiao has long been conducting research work in the
fields of geology, mineral exploration and economic evaluation.
He participated in the fieldwork of geological inspection
of metal minerals by an integrated exploration team of the
geological exploration company of the Ministry of Metallurgical
Industry of China, mainly at the regions of Langshan mountain
Bayan Obo, Manzhouli and Daxinganling of Inner Mongolia,
PRC. He also took part in the geological research work of the
Three-River Area of Yunnan and the system research of meso-
cenozoic geological minerals and sylvite and copper minerals
in Yunnan. As a post-doctoral researcher at the Institute of
Geochemistry Chinese Academy of Sciences, he engaged in
geological geochemistry research, focusing research on the
formation of meso-cenozoic sandstone-type copper minerals.
He is currently specialised in gold and silver deposits research,
and has splendid achievement in hydrothermal fluid and
hydrothermal sedimentary rock research. His monograph named
“Mineralisation Rule and Anticipation of Gold Minerals in the
Innermost Part of Xiao Qin Ling” (/NEILRE & FEAIER
ZERTETER) was published in 2009. Professor Xiao had
engaged in the projects of the National Science Foundation of
China, basic technical research projects of the Department of
Technology, Ministry of Land and Resources, national geological
inspection projects, open laboratory projects on geochemistry of
the Chinese Academy of Sciences and related provincial projects
of the Department of Land and Resources and various mining
enterprises projects, and was awarded a Third Class Award of
Technological Progress by the Ministry of Geology and Mineral
Resources, a First Class Award and a Second Class Award
of Technological Achievement by the Ministry of Land and
Resources. Professor Xiao had engaged in consultant services
for mining investment, valuation for financing, mining rights
valuation and technical inspection, and had conducted valuation
of mining resources for various mining enterprises.
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