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MANAGEMENT DISCUSSION AND ANALYSIS

Market Review

In the first half of 2015, the national economy has been running within proper range
and the major indicators picking up steadily, showing moderate but stable and sound
momentum of development. It is beyond doubt that the 7% growth in the domestic
economy during the first half of the year did not come by easily. In the first half of the year,
global economic recovery was slower than expected in general. Coupled with intensifying
geopolitical conflicts and significant drop in commodity prices, global economic recovery
has become increasingly unstable and uncertain. People are more optimistic about
the Chinese economy for the second half of the year as the 7% growth in the domestic
economy during the first half of the year is beyond their expectations.

Business Review

China Seven Star Holdings Limited (the “Company”) and its subsidiaries (herein after
together referred as the “Group”) is principally engaged in trading of chemical materials,
provision of consultancy services and insurance agency services in the People’s Republic
of China (the “PRC").

Amongst those three continuing businesses of the Group, only the chemical materials
business contributed a minimal profit to the Group in the first half of 2015.

In order to enhance the Group's cash levels to meet the needs for its future development,
on 22 April 2015, the Company, Group First Limited (“Group First”, a substantial
shareholder of the Company) and a placing agent entered into a placing and subscription
agreement, pursuant to which Group First agreed to place and the placing agent agreed
to procure not less than six placees to purchase 83,360,000 shares at a placing price of
HK$0.60 per share from Group First, and Group First agreed to subscribe new shares
equivalent to the number of placing shares of 83,360,000 shares at a subscription price
equivalent to the placing price of HK$0.60 per share from the Company (the “Top-Up
Placing”). The Group intended to use part of the net proceeds from the Top-Up Placing in
the amount of approximately HK$25 million for the acquisition of 10% equity interests in
Shaanxi Bailianan Economy Development Company Limited* (P78 B B L& EERGR A
Al) as disclosed in the announcement of the Company dated 30 December 2014, and the
remaining balance will be applied for the development of a solar power business including
but not limited to the cooperation with Shandong RealForce Group Company Limited*
(ILFBIEEEAR A A]). As at the date of this report, the Company has not utilised the
proceeds raised from the Top-Up Placing.

* Management translation
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The Company has been exploring vigorously new investment and business opportunities,
and the Board (the “Board”) of Directors (the “Directors”) of the Company recently
considered both real estate business and solar power business as sectors worth exploring.
However, subject to further comprehensive assessment of the overall risk profile on these
two business sectors, the Board has adopted a wait and see approach and will make a

decision on whether to commence such businesses in the second half of 2015.

Also, the Board has been monitoring the market conditions of the financial service
industry and related businesses. It is expected that such industry and related businesses
have enormous positive potentials which will contribute long term benefits to the Group.
Therefore, the Company has decided to tap into the financial service industry and related

businesses and to position them as core business segments of the Group.

Given the Company’s plan to expand into financial services sector and related businesses,
it has entered into the YGD Agreement (as defined in the section headed “Material
acquisitions and disposals of subsidiaries and associates”) and Yuan Agreement (as
defined in the section headed “Material acquisitions and disposals of subsidiaries and
associates”). Under the YGD Agreement, the Group will acquire 100% of the issued
shares of YGD Securities (HK) Limited. The core business of YGD Securities (HK) Limited
comprises of securities brokerage and dealing, and it is also the holder of a Type 1 licence
issued by the Securities and Futures Commission (the “SFC") under the Securities and
Finance Ordinance (the "SFO"). Under the Yuan Agreement, the Group will acquire 100%
of the issued shares of Yuan Asset Management Limited. The core businesses of Yuan
Asset Management Limited comprise of asset management and research, and it is also
the holder of Type 4 and 9 licences issued by the SFC under the SFO. The Company may
apply a portion of the proceeds raised from the Top-Up Placing carried out in April 2015

to finance the proposed acquisitions.

The Group plans to use both YGD Securities (HK) Limited and Yuan Asset Management
Limited as its initial platforms in establishing its financial services and related businesses.
The intention is in due course to develop the Group to become an integrated security
house offering sales and trading, corporate finance, discretionary and non-discretionary
asset management, securities margin financing, principal investment with a focus on
financial services and extending loan finance to suitable business using the Group's

license under the Money Lenders Ordinance of Hong Kong.
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In an effort to further implement this strategy, the Directors believe that it would create
business synergies if the Company were to introduce prominent and reputable strategic
investors who would be able to work with the Company to enhance its professional
expertise in the financial services sector, to develop the pipeline of business opportunities
in financial services sector and to accelerate the formation of a comprehensive financial
services platform by way of identifying, evaluating and acquiring established financial

institutions in Hong Kong and overseas.

In order to maximise the synergy, at the end of June 2015, the Company has entered
into a subscription agreement with CMI Financial Holding Corporation and other
investors by way of deed of accession to further accelerate the pace of tapping into the
financial sector. The Board considers that the Company could expand new business and
investment opportunities upon the completion of acquisition and share subscription, and
could benefit from the valuable experience of CMI Financial Holding Corporation and
other investors. The Group will be able to carry out further assessments and evaluation on
the commercial feasibility of these business opportunities, as well as identify, recognise,
capture and implement new opportunities for business development and diversification.
Details of the acquisitions and the subscription are set out in the Company's

announcement dated 27 August 2015.

Outlook and Strategy

CMI Financial Holding Corporation is a wholly owned subsidiary of China Minsheng
Investment Corporation Limited (FBIR 4 4% & fx {5 B R 2 Al). China Minsheng Investment
Corporation Limited (FEIER AR ERNDBRAF)) is a large private investment company
organised by The All-China Federation of Industry and Commerce in China and was
launched by 59 well-known private enterprises throughout China with a registered capital
of RMB50 billion. It is a conglomerate with a wide variety of businesses including equity
investment, equity investment management, business consulting, financial consulting,
industrial investment, asset management, and investment consulting. The Board considers
that the introduction of strategic shareholders will bring in remarkable returns for the

shareholders in the future.
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Financial Review

For the six months ended 30 June 2015, the Group's unaudited consolidated turnover
was approximately HK$139,036,000, which represents an increase of approximately
364.2% from the same period of last year, mainly attributable from the trading of chemical

materials.

The breakdown of the Group’s turnover recognised in the unaudited consolidated

statement of profit or loss was as follows:

For the six months ended 30 June, in HK$'000

2015 2014 Change
Insurance agency service income 5,789 -30.9%
Trading of chemical materials 24,165 +458.8%
Turnover 29,954 +364.2%

The Group recorded a gross profit of HK$1,388,000 and a gross profit margin of 1.0%
which is lower than the 1.2% of the same period last year and the gross profit was mainly

generated from the trading of chemical materials.

The Group recorded a loss of approximately HK$12,225,000 for the six months ended
30 June 2015 as compared with a loss of approximately HK$18,759,000 recorded by the

Group for the six months ended 30 June 2014. This is mainly due to the following reasons:

1. Turnover increased sharply as compared with the turnover of the corresponding

period last year which resulted in an increased gross profit; and

2. There were allowances and write-off for inventories of approximately HK$7,168,000
and trade receivables of approximately HK$1,169,000 for the retail and distribution
business (a business terminated by the Group since August 2014) for the six months
ended 30 June 2014 but there was no such expenses for the six months ended 30
June 2015.
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The Board did not recommend the payment of an interim dividend for the six months
ended 30 June 2015 (six months ended 30 June 2014: HK$Nil).

On 22 April 2015, the Company, Group First and a placing agent entered into a placing
and subscription agreement, pursuant to which Group First agreed to place and the
placing agent agreed to procure not less than six placees to purchase 83,360,000 shares at
placing price of HK$0.60 per share from Group First, and Group First agreed to subscribe
new shares equivalent to the number of placing shares of 83,360,000 shares at subscription
price equivalent to the placing price of HK$0.60 per share from the Company. Details are
set out in the Company’s announcement dated 29 April 2015.

The placing and subscription was completed on 5 May 2015, and net proceeds of
approximately HK$48,707,000 were received.

Employee relations

As at 30 June 2015, the Group has 50 employees (as at 30 June 2014: 38 employees).
Total remuneration cost for the period under review was approximately HK$4,993,000
(six months ended 30 June 2014: approximately HK$4,213,000). No share options were
granted during the period under review and no share option cost that was charged to the
statement of profit or loss (six months ended 30 June 2014: HK$Nil). Based on the existing
outstanding number of share options as of 30 June 2015 and assume that no further share
options are to be granted in the six months to 31 December 2015, no further share option

cost will be charged to the statement of profit or loss.

The employees are remunerated based on their work performance, professional
experience and prevailing industry practices. The remuneration policy and package of the
Group's employees are periodically reviewed by the Group’s management. In addition,
the Group adopts a share option scheme for eligible employees (including Directors) to
provide incentives to participants for their contributions and continuing efforts to promote

the interests of the Group.

Liquidity and financial resources

As at 30 June 2015, the Group's cash and bank deposits (include pledged bank deposits)
amounted to approximately HK$72,892,000 (as at 31 December 2014: approximately
HK$29,879,000). The gearing ratio as at 30 June 2015 (total interest bearing borrowings
to total assets) was 0% (as at 31 December 2014: 0%), indicated that the Group's overall

financial position remained strong.
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Segment information

The details of segment information are set out in Note 3 to the condensed interim

financial statements.

Capital structure

On 22 April 2015, the Company, Group First and a placing agent entered into a placing
and subscription agreement, pursuant to which Group First agreed to place and the
placing agent agreed to procure not less than six placees (all are independent individual,
institutional or professional investors and who and whose ultimate beneficial owners are
independent third parties) to purchase 83,360,000 shares at placing price of HK$0.60 per
share from Group First, and Group First agreed to subscribe new shares equivalent to
the number of placing shares of 83,360,000 shares at subscription price equivalent to the
placing price of HK$0.60 per share from the Company. The subscription price of HK$0.60
represents: (i) a discount of approximately 10.45% to the closing price of HK$0.67 per
share of the Company as quoted on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) on 22 April 2015, being the date of the placing and subscription agreement;
and (i) a premium of approximately 36.99% over the average of the closing price per share
of the Company of approximately HK$0.438 as quoted on the Stock Exchange for the last
five consecutive trading days prior to the date of the placing and subscription agreement.
Details of the placing and subscription are set out in the Company’s announcement dated
29 April 2015.

The placing and subscription was completed on 5 May 2015, and net proceeds of
approximately HK$48,707,000 were received.

On 12 May 2015, 21,960,000 new shares were allotted and issued pursuant to the exercise
of 21,960,000 share options granted under the share option scheme of the Company
adopted on 9 December 2013 at the exercise price of HK$0.17 per share. The net
proceeds of approximately HK$3,733,000 were received.

On 7 July 2015, 43,920,000 new shares were allotted and issued pursuant to the exercise
of 43,920,000 share options granted under the share option scheme of the Company
adopted on 9 December 2013 at the exercise price of HK$0.17 per share. The net
proceeds of approximately HK$7,466,000 were received.
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On 7 August 2015, 21,960,000 new shares were allotted and issued pursuant to the
exercise of 21,960,000 share options granted under the share option scheme of the
Company adopted on 9 December 2013 at the exercise price of HK$0.17 per share. The
net proceeds of approximately HK$3,733,000 were received.

On 31 August 2015, 21,960,000 new shares were allotted and issued pursuant to the
exercise of 21,960,000 share options granted under the share option scheme of the
Company adopted on 9 December 2013 at the exercise price of HK$0.17 per share. The
net proceeds of approximately HK$3,733,000 were received.

Material acquisitions and disposals of subsidiaries and associates

On 14 June 2015, China Seven Star Real Estate Operation Management Limited (a wholly-
owned subsidiary of the Company) and YGD Finance Holdings Limited entered into an
agreement (the "YGD Agreement”), pursuant to which China Seven Star Real Estate
Operation Management Limited, as the purchaser, has conditionally agreed to acquire
and YGD Finance Holdings Limited, as the vendor, has conditionally agreed to sell its
100% equity interest of YGD Securities (HK) Limited for the consideration of HK$9,000,000
plus the net asset value of YGD Securities (HK) Limited as at 30 June 2015. The total
consideration is not expected to exceed HK$30,000,000.

On 15 June 2015, China Seven Star Asset Management Limited (a wholly-owned
subsidiary of the Company) and Mr. Yen Jong Ling entered into an agreement (the "Yuan
Agreement”), pursuant to which China Seven Star Asset Management Limited, as the
purchaser, has conditionally agreed to acquire and Mr. Yen Jong Ling, as the vendor, has
conditionally agreed to sell 100% equity interest of Yuan Asset Management Limited at
the consideration of HK$5,300,000.

Upon completion of the YGD Agreement and the Yuan Agreement, YGD Securities (HK)
Limited and Yuan Asset Management Limited will become wholly-owned subsidiaries of
the Company. Details of the acquisitions are set out in the Company’s announcement
dated 27 August 2015.

Save as disclosed above, the Group had no material acquisition and disposal of

subsidiaries and associated companies during the six months ended 30 June 2015.
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Charges on Group assets

Apart from the deposit of approximately HK$312,000 (at 31 December 2014: HK$312,000)
pledged to a bank as security for a corporate card with credit limit of approximately
HK$250,000 (at 31 December 2014: HK$250,000) granted to an executive director of the

Group, as at 30 June 2015, there were no other charges on the Group's assets.

Exposure to exchange rate fluctuation and related hedging

The Directors considered that the Group has certain exposures to foreign currency risk as
some of its business transactions are denominated in currencies other than the functional
currency of respective Group entities such as Renminbi. The Group currently does not
have a foreign currency hedging policy in respect of foreign currency transactions, assets
and liabilities. The Group will monitor its foreign currency exposure closely and will

consider hedging significant foreign currency exposure should the need arise.

Contingent liabilities
The Group did not have any significant contingent liabilities as at 30 June 2015 (as at
31 December 2014: HK$Nil).

On behalf of the Board
China Seven Star Holdings Limited
Ni Xinguang
Chairman and executive director
Hong Kong, 28 August 2015
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DIRECTORS’ INTEREST IN SHARES

As at 30 June 2015, the interests or short positions of the Directors or chief executive of
the Company in the shares, underlying shares and debentures of the Company or any
associated corporation (within the meaning of Part XV of the SFO) as recorded in the
register of the Company required to be kept under section 352 of the SFO, or as otherwise
notified to the Company and the Stock Exchange pursuant to the Model Code for
Securities Transactions by Directors of Listed Issuers (“Model Code”) set out in Appendix
10 of the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing

Rules"), are set out below:

1. Aggregate long position in the shares, underlying shares and debentures of the

Company and its associated corporations

Number of shares held Percentage
Personal Corporate of the issued
Name of director interests interests share capital
(Note (b))
Ni Xinguang (“Mr. Ni") 46,068,000 416,004,000 462,072,000 19.14%
(Note (a))
Notes:

(a) 416,004,000 shares were owned by Group First Limited, a private company wholly
owned by Mr. Ni, representing approximately 17.24% of the issued share capital of the
Company.

(b) The percentage was calculated based on the total number of 2,413,651,250 ordinary
shares of the Company in issue as at 30 June 2015.

Save as disclosed above, as at 30 June 2015, none of the Directors or chief executive
of the Company had any interest in the shares, underlying shares or debentures of the
Company or any associated corporations (within the meaning of Part XV of the SFO),
which were recorded in the register required to be kept under section 352 of the SFO
or notified to the Company and the Stock Exchange pursuant to the Model Code.
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Aggregate short position in the shares, underlying shares and debentures of the
Company and its associated corporations

As at 30 June 2015, none of the Directors or chief executive of the Company, had any
short position in the shares, underlying shares or debentures of the Company or its
associated corporations which were recorded in the register required to be kept under
section 352 of the SFO or notified to the Company and the Stock Exchange pursuant
to the Model Code.

SHARE OPTIONS

Reference is made to the annual report of the Company for the financial year ended 31
December 2014 published by the Company on the website of the Hong Kong Exchange
and Clearing Limited on 22 April 2015 (the “Annual Report”).

The Board would like to provide the following information on the share option schemes of
the Company under Rule 17.07(3) and 17.09 of the Listing Rules in respect of the Annual
Report.

The Company adopted a new share option scheme on 9 December 2013 (the “2013 Share
Option Scheme”) to replace the share option scheme adopted on 28 May 2004 (the “2004
Share Option Scheme”).

A summary of the principal terms of the 2004 Share Option Scheme is set out below

pursuant to the requirements as contained in Chapter 17 of the Listing Rules:

(a) Purpose
The purpose of the 2004 Share Option Scheme is to grant options to the
eligible participants (specified under (b) below) as incentives or rewards for their
commitment and/or contribution to the Group and as incentive for such eligible
participants to render improved services and/or patronage to the Group on a long-

term basis.
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(b)

(c)

Eligible Participants
The Board (which, in so far as may be required under the Listing Rules, shall include
the independent non-executive Directors) may, at its discretion on the basis of
the length of service of the eligible participant with the Group and/or the job
performance of the eligible participant and/or the contribution made or expected
to be made by the eligible participant to the Group, invite any person belonging to

any of the following eligible participants to take up options:

1. any employee (whether full-time or part-time), any Director (whether
executive, non-executive or independent non-executive Director) or any

shareholders of any member of the Group;

2. any employee (whether full time or part time), any director (whether executive,
non-executive or independent non-executive Director) or any shareholder of

any associated company of any member of the Group;

3. any trust in which any employee, director or shareholder of any member of

the Group is a beneficiary or a discretionary object;

4. any supplier of goods or services to any member of the Group;

5. any customer of any member of the Group;

6. any professional advisers of any member of the Group; and

7. any company wholly-owned by any one or more persons belonging to any of

the above classes of persons.

Total number of shares available for issue under the scheme and percentage of
issued share capital as at 31 March 2015 (the “Date of the Annual Report")

The number of shares available for issue under the 2004 Share Option Scheme was
1,476,960 shares, representing 0.06% of the issued share capital of 2,308,331,250 as
at the Date of the Annual Report.
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(e)

U]

(9)

(h)

14

Maximum number of shares available for issue

The Company can issue options so that the total number of shares that may be
issued upon exercise of all options to be granted under all the share options
schemes does not in aggregate exceed 10% of the shares in issue on the date of
date of adoption of the 2004 Share Option Scheme. The Company may renew this
limit at any time, subject to shareholders’ approval and the issue of a circular and in
accordance with the Listing Rules provided that the number of shares to be issued
upon exercise of all outstanding option granted and yet to be exercised under all
the share option schemes does not exceed 30% of the share in issue from time to

time.

Maximum entitlement of each eligible participant

The maximum entitlement of any eligible participant is that the total number of
shares and to be issued upon exercise of options granted and to be granted in
any 12-month period up to the date of the latest grant does not exceed 1% of the

shares in issue.

Time of exercise of option

An option may be exercised at any time during such period as may be determined
by the Board in accordance with the terms of the 2004 Share Option Scheme (the
period shall be not more than 10 years from the date of acceptance of the offer by

the grantee).

Payment on acceptance of option
HK$1.00 is payable by the eligible participant to the Company on acceptance of the
option offer, which must be made within 28 days from the date of the option offer

and in the manner prescribed by the Company.

Basis of determining the subscription price

The subscription price for shares under the 2004 Share Option Scheme will be a
price determined by the Board and notified to each grantee and will be at least
the highest of (a) the closing price of the shares as stated in the Stock Exchange's
daily quotation sheet on the date of offer, which must be a day on which the Stock
Exchange is open for the business of dealing in securities ("Trading Day”); (b) the
average closing price of the shares as stated in the Stock Exchange's daily quotation
sheets for the five Trading Days immediately preceding the date of offer; and (c) the

nominal value of the share.

China Seven Star Holdings Limited Interim Report 2015



Remaining life of the 2004 Share Option Scheme
Since adoption of the 2013 Share Option Scheme, no further option can be granted
under the 2004 Share Option Scheme, but all options granted previously will remain
exercisable in accordance with the terms of the 2004 Share Option Scheme and the

relevant letters of offers to the respective grantees.

A summary of the principal terms of the 2013 Share Option Scheme is set out below

pursuant to the requirements as contained in Chapter 17 of the Listing Rules:

(a)

(b)

Purpose

The purpose of the 2013 Share Option Scheme is to enable the Company to
grant options to selected eligible participants as incentives or rewards for their
contribution or potential contribution to the Group or any invested entity specified
in (b) below. The Company considers that the invested entity, an entity in which the
Group holds an equity interest, may contribute to the Group's profits. The Company
also considers that the granting of the options to the employee, director, officer or
consultant of the invested entity would provide an incentive for their contribution to

the invested entity which indirectly benefits the Group.

Eligible Participants

Any full time or part time employees of the Group or any invested entity (including
any directors, whether executive or non-executive and whether independent or not,
of the Company or any Subsidiary or any entity in which the Group holds an equity
interest (the “Invested Entity”)) any holder of any securities issued by the Group;
and any business or joint venture partners, contractors, agents or representatives,
consultants, advisers, suppliers, producers or licensors, customers, licensees
(including any sublicensee) or distributors, landlords or tenants (including any
sub-tenants) of the Group or any Invested Entity or any person who, in the sole
discretion of the Board, has contributed or may contribute to the Group or any

Invested Entity.
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(d)

(e)

U]

(9

16

Total number of shares available for issue under the scheme and percentage of
issued share capital as at the Date of the Annual Report

The number of shares available for issue under the 2013 Share Option Scheme was
219,833,125 shares, representing 9.52% of the issued share capital of 2,308,331,250
as at the Date of the Annual Report.

Maximum number of shares available for issue

The Company can issue options so that the total number of shares that may be
issued upon exercise of all options to be granted under all the share options
schemes does not in aggregate exceed 10% of the shares in issue on the date of
date of adoption of the 2013 Share Option Scheme. The Company may renew this
limit at any time, subject to shareholders’ approval and the issue of a circular and in
accordance with the Listing Rules provided that the number of shares to be issued
upon exercise of all outstanding option granted and yet to be exercised under all
the share option schemes does not exceed 30% of the share in issue from time to

time.

Maximum entitlement of each eligible participant

The total number of shares issued and to be issued upon exercise of the options
granted to each eligible participant or grantee (including exercised and outstanding
options) in any twelve (12)-month period up to the date of grant shall not exceed 1%

of the shares in issue.

Time of exercise of option

An option may be exercised in whole or in part at any time during the period to
be determined and notified by the Directors to the grantee thereof at the time of
making an offer provided that such period shall not exceed the period of 10 years
from the date of grant of the particular option but subject to the provisions for early

termination but subject to early termination of the 2013 Share Option Scheme.

Payment on acceptance of option

A non-refundable nominal consideration of HK$1.00 is payable by the grantee upon
acceptance of an option. An option shall be deemed to have been accepted when
the duplicate letter comprising acceptance of the option duly signed by the eligible
participant together with the said consideration of HK$1.00 is received by the
Company.
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(h)  Basis of determining the subscription price
The subscription price for shares under the 2013 Share Option Scheme may be
determined by the Board at its absolute discretion but in any event will not be less
than the highest of: (i) the closing price of the shares on the Stock Exchange as
shown in the daily quotations sheet of the Stock Exchange on the offer date, which
must be a business day; (i) the average of the closing prices of the shares as shown
in the daily quotations sheets of the Stock Exchange for the five (5) business days
immediately preceding the offer date; and (iii) the nominal value of the share on the

offer date.

(i) Remaining life of the 2013 Share Option Scheme
The 2013 Share Option Scheme shall be valid and effective for a period of 10 years
commencing from the adoption of the 2013 Share Option Scheme on 9 December
2013.

On 4 November 2014, the Company granted to certain employees and consultants, a
total of 219,600,000 options to subscribe for 219,600,000 ordinary shares of the Company
in accordance with the 2013 Share Option Scheme with the exercise price of HK$0.17 per
share, which rep