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CHINA SEVEN STAR SHOPPING LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

Market Review

PRC Consumer goods market analysis

The stimulus package implemented by the Chinese government in 2009 took effect gradually,
enabling the economy to develop stably with the growth of GDP in China reaching 8.7%, and
the annual per capita disposable income of urban residents rose by 9.8%. The strong government
supportive policies have boosted consumption demand and spending in the country, franslating info
a greater scope for development of the retail market. Data from the National Bureau of Statistics
of China showed that the annual total retail sales of consumer products in the country increased
by 15.5% to RMB 12,534.3 billion in 2009. With the consumption and actual spending power
continue to increase, as well as the government's initiatives to launch policies to drive domestic
consumption; a prosperous refail sector in 2010 is foreseeable.

Media shopping market analysis and prospects

With the laws governing the television shopping industry lagging behind previously, industry
development has been hindered, thereby creating a market where consumer power was often
usurped by high selling prices for poor quality products and misleading product descriptions, led
to the integrity crisis of the industry which started a few years back. In response to the industry’s
request fo assert confrol over unregulated operators, the State Administration of Radio Film and
Television promulgated o “Notification about Management of Television Shopping Advertisement
and Home Shopping Programmes*” ( <[ N5 76 45 W 47 S v B 4 A s 2 I 8 B 87 BR Y@ 0 ) )
and “Measures on Regulation of Television Advertisement Broadcasting™” (€& 4% B & & #5 H 45
HHFED) ) in September 2009, as well as “Notification about Further Examination and Regulation
of Television Advertising* " B #E— 25 Jil 568 JB 4% B A0 JB 5 e & B2 TARRY@ ) ) in February
2010. This will effectively safeguard consumer rights and revive consumers’ confidence. Starting from
2010, all television shopping advertisement will be placed under the same regulatory framework as
other advertisements, in addition to being subject to the provisions of “The PRC Television Shopping
Industry Standard*” ( B EHLEY AT ERERE) ) which was launched in 2009. A series of policies
that were introduced to standardize industry practices and the lifted entry barrier strengthened
the management of television advertisement resources, in fturn sparking industry consolidation and
eliminating weaker operators. Better regulation in this highly competitive market will yield a system
that will safeguard consumer rights and revive consumers’ confidence. Advertising operators for their
part could advance through a new platform where sustainable and healthy industry growth could be
achieved through standardized industry regulations.

Standardization and integration of the industry has formed a firm foundation for the new round of
evolution of felevision shopping industry. The television shopping industry will start to expand rapidly
in second, third and fourth tier cities and will accelerate in the future with the market value of the PRC
television shopping industry expected to reach RMB300 billion by the end of the “Eleventh Five-Year
Plan” period. Presently swelling by more than 20% a year, the PRC television shopping industry only
accounted for 0.1% of the entire retail sector when compared with 5% and 7.7% in Korea and the
US respectively, underscoring its huge upside potential.

*

Management translation
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CHINA SEVEN STAR SHOPPING LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

With the rapid spread of the Internet and the optimization of electronic business, traditional
enterprises gradually adjusted their B2C business model and has hastened the rapid migration fo
online shopping. The integration of television shopping and online shopping is set to become a
major future trend. According to data from China Internet Network Information Center, the number of
online shoppers in the PRC reached 108 million in 2009, up by 45.9% yearon-year. The penetration
of online shopping also increased to 28.1% while its market size is expected to reach RMB250
billion, accounting for approximately 2% of the overall refail sales of consumer goods in the PRC. The
Ministry of Commerce is striving to increase the portion to 5% by the end of the “Twelfth Five-Year
Plan” period.

The rapid growth of the media shopping industry as well as standardized industry regulations
will be favorable to the Group's retail sales business, laying a sound foundation for the Group's
development in the long run.

Business review and key data

During the year, the Group stepped up its efforts in fransforming its business model and
strengthened its various media platforms resources including television and print, as well as online
and retail media. With customer needs as its first priority, the Group has provided an abundant
product choice and convenient shopping to consumers. The Group has also consolidated the
resources of various shopping platforms, actively developing other online shopping media with the
objective of realizing the perfect integration between traditional retail business and modern electronic
commerce. These efforts have allowed the Group fo maximize a return from its resources and
substantially enhanced the “China Seven Star” brand.

Financially, for the year ended 31 December 2009, the Group's turnover amounted fo
HK$469.123 million, up by 57% against the same period in 2008. Gross margin was reported at
43% (2008: 40%). The Group's new business model has become more mature and has started fo
have an impact on the results, cutting back from a loss situation during the year, profit attributable to
owners of the Company was at HK$6.2 million, compared with a loss of HK$165.508 million in
2008.

On financial position and cash flows, for the year ended 31 December 2009, the Group's total
assets were HK$380.119 million (2008: HK$371.349 million), an increase of 2% when compared
with 2008 and there was no net debt [2008:nil). Net cash inflows/[outflows) from operating
activities, investing activities and financing activities were at HK$(76.624) million, HK$20.491
million and HK$2.009 million respectively (2008: HK$(42.833) million, HK$(30.646) million,
and HK$Nil). Capital expenditure for the year was HK$5.322 million (2008: HK$5.57 million)
with depreciation and amortization for tangible and intangible assets at HK$4.886 million (2008:
HK$3.921 million). Strength of the Chinese Yuan also contributed to a favorable currency effect of
HK$0.305 million (2008:HK$15.787 million) to the current year's reserves. As at 31 December
2009, the total cash position of the Group was HK$163.681 million (2008: HK$226.412 million).

Sales results and performance review

After scaling down operations in 2008 due to the global downturn, we have reinvented
ourselves in equipping fo better serve the retail consumers, adapting quickly to the rapidly changing
retail shopping landscape including both e-business and the traditional sales mode. Against the
backdrop of a recovering domestic economy and thanks to the results of the new business model,
the Group registered a 46% growth in retail revenue to HK$433.713 million (2008: HK$ 297.382
million) and a gross margin for merchandise sales of 40% (2008: 41%) in 2009. Increase in gross
margin was mainly because of the enhancement of turnover mix, satisfactory performance of the
distribution business and the insurance agency business that was reintroduced during the year. There
is still room for improvement in view of its current sales strategy.

04
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CHINA SEVEN STAR SHOPPING LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

The management has deployed a consistent expansion strategy to bring the Group to a new
frontier, amidst the rapidly changing and challenging but rewarding mass consumer market. During
the year, capitalizing on the resources of its own brand, merchandise products, programmes and
logistics, the Group has reinvented its online shopping platform (www.cntvs.com|. This solution
manages an entire supply chain encompassing product development, sales and delivery, and thus
enhances the operating efficiency and marketing reach of its business. Riding on the rapidly rising
popularity of the Internetf, the new online shopping platform was able to penetrate into the booming
second and third tier cities which enlarged its market coverage across the country. In addition, the
Group’s industry-leading interactive online shopping guide has realized the “distance shopping”
mode that enhances customers’ trust as well as their purchase rate. leveraging on its brand
advantage and supplier resources base built up over years, the Group has optimized its product mix
and is currently offering five major categories namely handsets, digital home appliances, watches,
accessories and collectables. Riding on the online platform, by integrating terrestrial television,
interactive online channels, print medio and retail channels, the Group has prolonged the products’
life spans and improved the Group's profitability. Furthermore, the Group has continued to enhance
all the complementary supporting activities, including its 24-hour call center, online shopping
guide, nationwide delivery service and multiple payment methods, with the aims of creating a
more convenient, speedy and secure shopping environment for customers, stepping up its efforts in
providing a customer-friendly service platform and building up its image as a quality shopping service
enterprise.

We will strive to be innovative, and continue to employ the prudent stance we have adopted in
our business to steer the Group from planning to implementation of our new ideas. We will bear in
mind the continued tough operating environment, and occasionally chaotic challenges from smaller
players that have disrupted the proper evolution of media retail business in the PRC, which is still in a
stage of early development, despite its vast potential size.

Outlook and strategy

To sustain the robust growth of the PRC economy, the central government has introduced a
series of stimulus policies in 2009 to boost domestic consumption. We expect the measures to
continue to drive domestic consumption in 2010 which would continue to spur the development
of the retail market. In addition, the advance of urbanization and industrialization will also boost
economic development of the PRC. The Group will remain responsive to the changing market
environment by implementing necessary innovations and modifications to match with the variegated
customers’ landscape. We will continue to extend our market presence by focusing on enhancing
the value for our customers. We will collaborate with our business partners and invest in building
longerterm relationships through making the most of each other's expertise for mutually beneficial
solutions. We will continue to seek suitable partners including television stations to further expand
the Group's business footprint and enhance its profitability. VWe will also aim at developing a new
B2B2C business model to connect manufacturers and consumers on our platform featuring a variety
of value-added services including customer relations management, information feedback, database
management and decision support. These features would integrate production, distribution and retail
resources more efficiently.
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CHINA SEVEN STAR SHOPPING LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

The Group aims to bring to our customers a shopping platform that is limitless and boundary-
less, that could meet the needs of the technology savvy as well as traditional shoppers. Our intention
goes beyond just aspirations; we have put ideas into action. Through our commitment to put our
seven star concepts info practice in daily inferactions with customers we hope fo create a distinctive
experience for our clients and their customers as well as our own employees. With an average age
of approximately 40 we believe our seasoned management team has both the energy and creativity
fo contfinue to drive the Group forward to achieve our goal of becoming a leading service oriented
shopping plafform. Prudent management has allowed the Group to conserve our financial resources
during the economic crisis. We believe we are following the right course to cater to the needs of
the PRC consumers and plan to emerge in the long run as a dynamic player and form a pillar for the
industry.

As the central government has only launched more specific and farreaching industry policies at
the end of 2009, which effect will be seen in 2010, the Group will hasten development of its online
shopping business, optimizes its various shopping platforms, enriches product offerings and works to
enhance cost effectiveness to seize opportunities arising within the developing PRC economy and a
better regulated media shopping industry.

In late December 2009, a subsidiary of the Group and Guangdong Television signed a media
management service agreement in which Guangdong Television agreed to authorize our subsidiary
as the exclusive agent for the commercial breaks of its satellite television channels. We believe that
our strong track record in media management has provided a boost for the Group in winning this
sole agency contract. This transaction not only will provide an additional income source to the Group
through commissions, but also will offset the rising advertising costs of other media shopping as a
result of the PRC’s robust economic growth. With the PRC advertising industry and consumer products
advertising booming, we hope that media management service will become the Group’s new
business highlight.

Financial Resources and Lliquidity

As at 31 December 2009, the Group had financial assets [excluding receivables) amounted
to approximately HK$175.977 million (2008: HK$250.184 million) of which approximately
HK$163.397 million (2008: HK$217.113 million) are liquid cash deposits.

The Directors are of the opinion that there is sufficient cash resources for the Group to meet its
financial obligation and business requirements.

Exposure to Exchange Rate Fluctuation and Related Hedging

The Directors considered that the Group has minimal exposure fo foreign currency risk as most of
its business transactions, assefs and liabilities are principally denominated in Hong Kong dollars or
Renminbi which is the functional currency of the Group entities. The Group does not have a foreign
currency hedging policy in respect of foreign currency debt. The Group will monitor its foreign
currency exposure closely and will consider hedging significant foreign currency exposure should the
need arise.

06
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CHINA SEVEN STAR SHOPPING LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

Staff and Remuneration Policy

The Group had 665 employees (including Directors) as at 31 December 2009 (2008:
580). The Group recruits and promotes individuals based on their performance and development
potential in the positions held. Remuneration package is determined with reference to an employee’s
performance and the prevailing salary levels in the market. 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.

Gearing Ratio

As at 31 December 2009, the Group had total assets of approximately HK$380.119 million
(2008: HK$371.349 million) and no borrowings (2008: HK$Nil).

Capital Structure

As at 31 December 2009, the Company'’s issued ordinary share capital was HK$732,428,084
divided into 7,324,280,839 shares of HK$0.10 each (at 31 December 2008: HK$732,428,084
divided into 7,324,280,839 shares of HK$0.10 each).

Charges on Group's Assets

Save for the details of pledged bank deposits as set out in note 27 to the financial statements,
as at 31 December 2009, there were no charges on the Group's assets.

Contingent Liabilities

The Group did not have any significant contingent liabilities as at 31 December 2009.
Capital Commitments

The Group did not have any significant capital commitments as at 31 December 2009.
Material Acquisitions and Disposals of Subsidiaries and Associates

Save for the details of the acquisition of interest in Shanghai Xiangsheng Insurance Agency

Co., ltd. as set out in note 33 to the financial statements, the Group did not have any material
acquisitions or disposals of subsidiaries or associates during the year ended 31 December 2009.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

The Directors are pleased to present their report and audited financial statements of the Group
for the year ended 31 December 2009.

Principal Activities

The Group is principally engaged in the retail and distribution of consumer products in the PRC,
and property holding and investment in Hong Kong.

The Group's turnover is mainly derived from business activities in Mainland China. An analysis of
the Group’s income for the year is set out in note 7 to the financial statements.

Particulars of the Company’s major subsidiaries as at 31 December 2009 are set out in note 20
to the financial statements.

Results and Dividends

The results of the Group for the year ended 31 December 2009 are set out in the consolidated
income statement on page 27/ of this report.

The state of the Group’s and the Company's affairs at 31 December 2009 is set out in the
consolidated statement of financial position and statement of financial position on pages 29 and 30
of this report.

The Directors do not recommend the payment of any dividend in respect of the year ended 31
December 2009 (2008: HK$NIl).

Annual General Meeting

The 2010 annual general meetfing (the "2010 AGM") will be held on Thursday, 3 June 2010.
Shareholders should refer to details regarding the 2010 AGM in the circular of the Company of 30
April 2010 and the notice of meeting and form of proxy accompanying thereto.

Fixed Assets

Details of movements in fixed assefs of the Group during the year are set out in note 17 to the
financial statements.

Share Capital
Details of the movements in share capital are set out in note 30 to the financial statements.
Reserves

Defails of the movements in reserves during the year are sef out in note 32 to the financial
statements.

Distributable Reserves

Distributable reserves of the Company as at 31 December 2009, calculated under Section 79B
of the Hong Kong Companies Ordinance, amounted to HK$Nil (2008: HK$NIl).
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

Group Properties

Details of properties of the Group as at 31 December 2009 are set out on page 78 of this
report.

Five Year Financial Summary

The results, assets and liabilities of the Group for the last five financial years, as extracted from
the audited financial statements, are summarised on page /7 of this report.

Directors
The Directors who held office during the year and up to the date of this report were:

Executive Directors
Mr. Ni Xinguang (Chairman)
Mr. Wang Zhiming (Managing Director)

Independent Non-executive Directors
Mr. Chan Wai Sum
Mr. Lu Wei
Mr. Ho Wai lp

In accordance with article 116 of the articles of association of the Company (the “Articles”), Mr.
Ni Xinguang and Mr. Ho Wai IP will refire by rotation at the forthcoming annual general meeting
and, being eligible, offer themselves for re-election.

Directors’ Profiles

Directors’ profiles are set out on pages 22 to 24 of this report.

Independence Confirmation

The Company has received, from each of the independent non-executive Directors, namely Mr.
Chan Wai Sum, Mr. Ho Wai Ip and Mr. Llu Wei, an annual confirmation of their independence
pursuant to Rule 3.13 of the Rules Governing the Listing of Securities on the Stock Exchange (the
“listing Rules”) and the Company considers all of the independent non-executive Directors are
independent.

Directors” Service Contracts

For the executive Directors, Mr. Ni Xinguang entered info a service confract with the Company
for a period of two years commencing 1 April 2008 which has expired on 31 March 2010. Mr.
Ni has not entered into any new written service contract with the Company. Mr. Wang Zhiming,
as an executive Direcfor, and the other independent non-executive Directors except for Mr. Ho Wai
lp have not entered into any written service contract with the Company and they are not appointed
for specific term. Mr. Ho Wai lp has entered into an appointment letter with the Company without
specific term of service. All Directors are subject to retirement by rofation in accordance with the
Articles.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

No Director proposed for re-election at the forthcoming annual general meeting has an unexpired
service contract which is not determinable by the Company within one year without payment of
compensation, other than normal statutory compensation.

Directors’ Interest in Shares

As at 31 December 2009, 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 Securities and Futures Ordinance ("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 Part XV of the SFO or
pursuant fo the Model Code for Securities Transactions by Directors of Listed Companies (“Model
Code"), 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 Total share capital

(Note (b))

Ni Xinguang Q5,780,000  1,886,680,000 1,982,460,000 27.07%
(Notfe [a))

Wang Zhiming Q4,780,000  1,886,680,000 1,981,460,000 27.05%
(Note (a))

Notes:

[a) 1,886,680,000 shares were owned by Group First Limited, a private company beneficially owned by
Mr. Ni Xinguang as to 60% and Mr. Wang Zhiming as to 40%, representing approximately 25.76% of
the issued share capital of the Company.

[b) The percentage was calculated based on the total number of 7,324,280,839 ordinary shares of the
Company in issue as at 31 December 2009.

Save as disclosed above, as at 31 December 2009, 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 nofified to the Company and the Stock
Exchange pursuant to Part XV of the SFO or pursuant to the Model Code.

2. Aggregate short position in the shares, underlying shares and debentures of the Company
and its associated corporations

As at 31 December 2009, 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 nofified to the Company and the Stock Exchange pursuant to Part XV of the SFO or pursuant to the
Model Code.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

Share Options

On 28 May 2004, the shareholders of the Company approved the adoption of a new share
option scheme (the “2004 Share Option Scheme”). The 2004 Share Option Scheme will expire on
27 May 2014.

Movements of the options, which were granted under the 2004 Share Option Scheme, during
the year were listed below in accordance with Rule 17.07 of the Listing Rules:

Number of Number of Number of
Numer of option shares option shares option shares Number of
option shares granted exercised lopsed  option shares  Exercise
held as ot during during during held as ot price
Category Date of grant 01/01/2009 the year the year the year  31/12/2009 HKS$ Exercise period
Employees 27/12/2006 12,660,000 - - - 12,660,000 0.157 27/06/2008-26/06/2018
27/12/2006 12,660,000 - - - 12,660,000 0.157 27/12/2008-26/12/2018
08/03/2007 5,000,000 - - - 5,000,000 0722 08/03/200707/03/2015
08/03/2007 5,000,000 - - - 5,000,000 0722 08/03/200807/03/2015
08/03/2007 5,000,000 - - - 5,000,000 0722 08/03/200907/03/2015
08/03/2007 5,000,000 - - - 5,000,000 0722 08/03/201007/03/2015
Consultants 30/04/2007 240,000 - - - 240,000 1.230 30/04/2008-29/04/2015
29/04/2008 3,490,000 - - - 3,490,000 0.143 29/04/2009-28/04/2016
30/04/2009 - 7,000,000 - - 7,000,000 0.100 05/05/201004/05/2017
49,050,000 7,000,000 - - 56,050,000

Further details of share options were stipulated in note 31 to the financial statements.

Apart from the aforesaid, at no time during the year ended 31 December 2009 was the
Company or any of its subsidiaries a party fo any arrangement to enable the Directors of the
Company or any of their spouses or children under the age of 18 to acquire benefits by means of
the acquisition of shares in the Company or any other body corporate.

Directors’ Interests in Contracts

Apart from the particulars disclosed in note 38 under the heading “Related Party Transactions”
to the financial statements there were no other contracts of significance in relation to the Company's
business, to which the Company or any of the Company’s subsidiaries was a party nor there were
any other confracts of significance in relation to the Company’s business between the Company or
any of the Company’s subsidiaries subsisting at the end of the year or at any time during the year in
which a Director had, whether directly or indirectly, a material interest.

Related Party Transactions

Details of the related party transactions undertaken in the usual course of business are set out in
note 38 to the financial statements. None of these related party transactions constitutes a discloseable
connected transaction as defined under the Listing Rules.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

Emoluments of Directors and Five Highest Paid Individuals

Details of the emoluments of the Directors of the Company and the highest paid individuals of the
Group are set out in note 13 to the financial statements.

Substantial Shareholders’ Interests

As at 31 December 2009, so far as was known to the Directors of the Company, the following
persons, other than the Directors and chief executive of the Company, had an inferest or short
position in the shares and underlying shares of the Company, which were required to be recorded in
the register maintained by the Company pursuant to Section 336 of the SFO were as follows:

Long positions in the shares and underlying shares of the Company

Capacity in which Percentage of
ordinary shares Number of the issued
Name were held ordinary shares share capital
(Note (c))
Group First Limited Beneficial owner [Note [a)) 1,886,680,000 25.76%
Hou Chong Yu Beneficial owner 21,530,000 0.29%
("Ms. Hou")
Interests controlled through 927,158,839 12.66%
Corporations [Note (b))
Best Idea International Limited Beneficial owner 771,658,839 10.54%
(Note (b))
Notes:

[a)  Group First Limited is a private company beneficially owned by Mr. Ni Xinguang as to 60% and by Mr.
Wang Zhiming as to 40%. Both Mr. Ni Xinguang and Mr. Wang Zhiming are executive Directors of
the Company. Accordingly, the 1,886,680,000 shares owned by Group First Limited is also deemed
fo be the corporate inferests of each of Mr. Ni Xinguang and Mr. Wang Zhiming.

[b)  The following corporations, which are wholly controlled by Ms. Hou, hold the following interests in the

Company:
Name of Corporations Number of Shares held
Golden Pioneer Investments Inc 155,500,000

Best Idea International Limited 771,658,839
927,158,839

[c) The percentage has been calculated based on the total number of 7,324,280,839 ordinary shares of
the Company in issue as at 31 December 2009.

All the interests disclosed under this section represent long position in the shares of the Company.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

Save as disclosed above, the Directors and the chief executive of the Company are not aware
that there is any party who, as at 31 December 2009, had interests or short positions in the shares
and underlying shares of the Company, which would fall to be disclosed to the Company under the
provisions of Divisions 2 and 3 of Part XV of the SFO or be directly or indirectly interested in 5% or
more of the nominal value of any class of share capital carrying rights to vote in all circumstances of
general meetings of the Company or substantial shareholders as recorded in the register required to
be kept by the Company pursuant to section 336 of the SFO.

Purchase, Redemption or Sale of Listed Securities

During the year ended 31 December 2009, neither the Company nor any of its subsidiaries had
purchased, redeemed or sold any of the Company’s listed securities.

Rights to acquire Company's Securities

Other than as disclosed under the sections “Share Options” and “Directors’ Interest in Shares”
above, at no time during the year was the Company or any of its subsidiaries, or any of its fellow
subsidiaries, a party fo any arrangement to enable the Directors or chief executives of the Company
or their respective associates (as defined in the Llisting Rules) to have any right to subscribe for
securities of the Company or any of its associated corporations as defined in the SFO or to acquire
benefits by means of acquisition of shares in, or debentures of, the Company or any other body
corporate.

Management Contracts

No contracts concerning the management and administration of the whole or any substantial part
of the business of the Company were entered info or existed during the year.

Retirement Benefits

The Group did not operate any retirement scheme up to 30 November 2000. With effect from
1 December 2000, MPF Scheme has been set up for employees, including executive Directors of
the Company, in Hong Kong, in accordance with the Mandatory Provident Fund Scheme Ordinance
(the “MPF Ordinance”). Under the MPF Scheme, the Group's contributions are at 5% of employees’
relevant income as defined in the MPF Ordinance up to a maximum of HK$ 1,000 per employee per
month. The employees also contribute a corresponding amount to the MPF Scheme from 31 December
2000. The MPF contributions are fully and immediately vested in the employees as accrued benefits
once they are paid. The assefs of the MPF Scheme are held separately from those of the Group in an
independently administered fund.

The Group's contributions to the MPF Scheme and PRC pension scheme for PRC staff charged to
the consolidated income statement during the year amounted to approximately HK$64,000 (2008:
HK$70,000) and HK$3,510,000 (2008: HK$3,819,000) respectively.
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CHINA SEVEN STAR SHOPPING LIMITED

REPORT OF THE DIRECTORS

Competing Interests
None of the Directors or the management shareholders of the Company and their respective
associates (as defined under the Listing Rules) had any interest in a business which competes or may

compete with the business of the Group or has any other conflict of interest with the Group during the
year and up to the date of this report.

Emolument Policy

The emolument policy of the employees and senior management of the Group is set up by the
remuneration committee of the Company on the basis of their merit, qualifications and competence.

The emoluments of the Directors are decided by the remuneration committee of the Company,
having regard to market competitiveness, individual performance and achievement.

The Company has adopted a share optfion scheme as an incentive to Directors and eligible
employees, details of the scheme is set out in note 31 to the financial statements.

Maijor Customers and Suppliers

The percentages of sales and purchases for the year attributable to the Group’s major customers
and suppliers are as follows:

2009 2008
The largest customer 1.6% 1.9%
Five largest customers in aggregate 7.1% 5.8%
The largest supplier 17.8% 14.4%
Five largest suppliers in aggregate 48.0% 53.6%

At no time during the year, none of the Directors, their associates or shareholders [which fo
the knowledge of the Directors own more than 5% of the Company’s issued share capital) has any
interest in the customers or suppliers disclosed above.

Corporate Governance

Details of the Company’s corporate governance practices are set out in the "Corporate
Governance Report” section of this annual report.

Public Float
Based on the information that is publicly available to the Company and within the knowledge of

the Directors throughout the year ended 31 December 2009, there was a sufficiency of public float
the Company’s securities as required under the Listing Rules.

Events After the Reporting Period

Defails of the events after the reporting period are set out in note 39 to the financial statements.
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REPORT OF THE DIRECTORS

Audit Committee

The Company established an audit committee (the “Audit Committee”) with written terms of
reference in compliance with the requirements as set out in the Llisting Rules for the purposes of
reviewing and supervising the financial reporting process and internal controls of the Group. The
Audit Committee currently comprises Mr. Ho Wai Ip (Chairman), Mr. Chan Wai Sum and Mr. Lu Wei.
The Audit Committee has reviewed and discussed with the management and the external auditors
financial reporting matters including the annual results for the year ended 31 December 2009.

Auditor

A resolution to re-appoint the retfiring auditor, RSM Nelson Wheeler, will be proposed at the
forthcoming annual general meeting.

By order of the Board
China Seven Star Shopping Limited
Ni Xinguang
Chairman

Hong Kong, 26 April 2010
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CHINA SEVEN STAR SHOPPING LIMITED

CORPORATE GOVERNANCE REPORT

Corporate Governance Practices

The Board of Directors of the Company (the “Board”) and the management are committed fo
maintaining and ensuring high standards of corporate governance as good corporate governance
can safeguard the interests of all shareholders and enhance corporate value. The Board continuously
reviews and improves the corporate governance practices and standards of the Group from time
fo time to ensure that business activities and decision making processes are regulated in a proper
manner.

The Board has applied the principles and complied with all the applicable Code provisions and
where applicable, the recommended practices of the Code on Corporate Governance Practices (the
"Code”) as set out in Appendix 14 of the listing Rules for the year ended 31 December 2009 except
for deviation from Code provision A.4.1 of the Code.

Code provision A.4.1 stipulates that non-executive Directors should be appointed for a specific
term, subject fo re-election.

None of the existing independent non-executive Directors (the “INEDs") is appointed for a
specific term.

Although the INEDs are not appointed for a specific term, the Company believes that as all
Directors are subject to retirement by rotation and re-election at the annual general meeting at least
once for every three years pursuant to the Articles, such practice meets the same objective and is no
less exacting than those prescribed under Code provision A.4.1.

Board of Directors

Functions and role

The Board has overall responsibility in formulating the strategic development of the Group,
monitoring and controlling the Company’s operation and financial performance. All the appointed
Directors are subject to rofation for re-appointment at the annual general meeting, and each of the
Directors is subject to retirement by rotation at least once every three years. Appropriate and sufficient
information was provided to each of the Directors to keep abreast of his responsibilities as a Director
and of the conduct, business activities and development of the Company.
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CORPORATE GOVERNANCE REPORT

The INEDs are expressly identified in all corporate communications such as circular,
announcement or relevant corporate communications in which the names of Directors are disclosed.
Each of the INEDs has filed an annual confirmation to the Company confirming their independence
pursuant to Rule 3.13 of the Llisting Rules. The Company considers that all INEDs meet the
independent guideline set out in Rule 3.13 of the Listing Rules and are independent.

To the best knowledge of the Company, there is no financial, business, family relationship among
the members of the Board as at 31 December 2009. All of them are free to exercise their individual
judgment.

Composition

The Board comprises five Directors, of which two are executive Directors and three are INEDs.
One of the three INEDs possesses appropriate professional accounting qualifications and financial
management experfise, which complies with the requirement of the Llisting Rules. The Directors’
respective biographical information is set out in this annual report under the heading "Directors’
Profiles” and the names of current Directors on Board and their positions are as follows:

Name of Directors Position

Executive Directors
Mr. Ni Xinguang Chairman
Mr. Wang Zhiming Managing Director

Independent Non-executive Directors
Mr. Chan Wai Sum

Mr. Ho Wai lp

Mr. Lu Wei

The Board held 4 regular Board meetings during the financial year ended 31 December 2009.
Appropriate and sufficient information was provided to the Board in a timely manner for their review
before the meetings. Attendance of individual Directors at Board meetings is set out in the section of
"Attendance of Board, Audit Committee and Remuneration Committee Meetings in 2009".

Chairman and Managing Director

The positions and roles of Chairman of the Board and Managing Director (having the same
function of chief executive officer] of the Company are held and performed separately by two
individuals to ensure their respective independence, accountability and responsibility. Mr. Ni
Xinguang, the Chairman of the Company, is responsible for the leadership of the Board, and
oversees the business development of the Company and its subsidiaries including strategic and
corporate development. Mr. Wang Zhiming, the Managing Director of the Company is responsible
for the management of day-to-day operation of the Group.
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CORPORATE GOVERNANCE REPORT

Board Practices

The Board, led by the Chairman, is responsible for the approval and monitoring of the Group's
overall strategies and policies; approval of annual budgets and business plans; evaluating the
performance of the Group; and oversight of management. One of the important roles of the Chairman
is to provide leadership to the Board to ensure that the Board acts in the best interests of the Group.
The Chairman shall ensure that the Board works effectively and discharges its responsibilities, and
that all key and appropriate issues are discussed by the Board in a timely manner. All Directors have
been consulted about any matters proposed for inclusion in the agenda. The Chairman has delegated
the responsibility for drawing up the agenda for each Board meeting to the Company Secretary.
With the support of executive Directors and the Company Secretary, the Chairman seeks to ensure
that all Directors are properly briefed on issues arising at Board meetings and receive adequate and
reliable information in a timely manner. Four Board meetings were held during the year for facilitating
the function of the Board. The Board believes that the Board meetings held during the financial year
were adequate to cover all major issues during the year. In any event all Directors were available for
consultation by management from time to time during the year.

Management is responsible for the day-to-day operations of the Group under the leadership of
the Managing Director. The Managing Director, working with the management team is responsible for
managing the businesses of the Group, including implementation of strategies adopted by the Board
and assuming full accountability to the Board for the operations of the Group. All Directors have
made full and active contribution to the affairs of the Board and the Board always acts in the best
interests of the Group. Apart from the regular Board meetings, the Chairman may hold meetings with
the INEDs without the presence of executive Directors.

In order to ensure that the Board is able to fulfill its responsibilities, the Board has established
and delegated specific responsibilities to the Audit Committee and Remuneration Committee. The
details of the committees are stipulated on pages 19 and 20 of this report.

Sufficient formal notice of every regular Board meeting is given to all Directors to give them the
opportunity to aftend. Board papers are circulated not less than three days before the Board meetings
to enable the Directors to make informed decisions on matters to be raised at the Board meetings.
The Company Secretary shall attend all regular Board meetings to advise on corporate governance,
statutory compliance, accounting and financial matters when necessary. Directors shall have full
access to information on the Group and are able to seek independent professional advice whenever
deemed necessary. The Company Secretary shall prepare minutes and keep records of matters
discussed and decisions resolved at all Board meetings. Draft and final versions of Board minutes
have sent to all Directors for their comment and records respectively within a reasonable time after
the board meeting.

Appropriate insurance cover on Directors’ and officers’ liabilities has been in force to protect the
Directors and officers of the Group from their risk exposure arising from the businesses of the Group.

The Company Secretfary is responsible to the Board for ensuring that Board procedures are
followed and that the Board is fully briefed on all legislative, regulatory and corporate governance
developments and has regarded to them when making decisions. The Company Secretary is also
responsible for advising the Board on the Group’s compliance with the continuing obligations of the
listing Rules, Codes on Takeovers and Mergers and Share Repurchases, Companies Ordinance,
Securities and Futures Ordnance and other applicable laws, rules and regulations.
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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. With the assistance of the Company Secretary of the Company, the
Directors also ensure the publication of the financial statements of the Group in a timely manner.

The report of the external auditors of the Company, RSM Nelson Wheeler, with regard to their
reporting responsibilities on the Company’s financial statements is set out in the Independent Auditor’s
Report on pages 25 and 26 of this report.

The Directors confirm that, to the best of their knowledge, information and belief, having
made all reasonable enquiries, they are not aware of any material uncertainties relating to events
or conditions that may cast significant doubt upon the Company's ability to continue as a going
concern.

Director Nomination Procedures

The Company has not set up a nomination committee yet. According fo the Articles, the Board
has the power from time to time and at any time to appoint any person as a Director either fo fill a
causal vacancy or as an addition to the Board. The current nomination procedures for appointment
of new Directors would normally take into consideration of the candidates’ past experience,
qualifications and any other factors, if any, which are relevant to the Company’s business. Then,
shortlisted candidates with their profiles would be brought to the Board before meeting for
consideration as soon as it is practicable. During the year ended 31 December 2009, no Director
was appointed.

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 of the Listing Rules for securities transactions by
Directors of the Company in 2009. All the Directors of the Board have confirmed, following specific
enquiries made by the Company, that they have complied with the required standard as set out in the

Model Code throughout the year ended 31 December 2009.

Audit Committee
Composition

The Company established an Audit Committee in 1999 It has written terms of reference in
compliance with the requirements of the Listing Rules. The Audit Committee consists of three INEDs,
namely Mr. Ho Wai Ip [Chairman), Mr. Chan Wai Sum and Mr. Lui Wei. The composition and
members of the Audit Committee complies with the requirements under Rule 3.21 of the Listing Rules.
The Audit Committee meets twice a year on a half year basis, or more frequently if required. Three
Audit Committee meetings were held during the year and the record of attendance of individual
member is listed out on page 21 of this report.
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Functions and Role

The primary functions of the Audit Committee are, inter alias, to assist the Board in fulfilling
its overseeing responsibilities with respect to maintaining appropriate relationship with external
auditors, and, to review the annual and interim report and other financial information provided by
the Company to its shareholders, the public and others and matters within the scope of the terms of
reference. The term of reference have been posted on the Company's website.

In discharging its responsibilities, the Audit Committee performed the following work during the
year of 2009:

(i) reviewed the effectiveness of audit process in accordance with applicable standards;

(i) reviewed the financial statements and reports and the change in accounting principles and
policies and assessment of potential impacts on the Group's financial statements;

([iii) reviewed the Group’s internal control system and discussed the relevant issues including
financial, operational and compliance confrols and risk management functions; and

liv) reviewed the external auditor's management letter and ensure the Board will provide a timely
response to the issues raised therein.

Remuneration Committee
Composition

The Remuneration Committee had been established with written terms of reference. The
Remuneration Committee members consists of Mr. Chan Wai Sum (the Chairman), Mr. Ho Wai
lo and Mr. lu Wei, all are INEDs. The Remuneration Committee meets atf least once a year. The
Remuneration Committee held one meetfing during the year and reviewed the existing remuneration
policy and structure of the Company. The record of attendance of individual member is listed out on
page 21 of this report.

Functions and Role

The primary objectives of the Remuneration Committee include determining the remuneration
policy, structure and remuneration packages of the Directors and senior management and make
recommendations to the Board, and other related matters. The Remuneration Committee is responsible
for establishing transparent procedures to develop such remuneration policy and structure which
remuneration will be determined by reference to the performance of the individual and the Company
as well as market practice and conditions. The terms of reference have been posted on the
Company'’s website.

The executive Directors are responsible for reviewing the market conditions, time commitment,
responsibilities, performance of individuals and any other relevant information and propose to the
Remuneration Committee for consideration and approval. None of the executive Directors can
defermine his own remuneration.

During the year, the Remuneration Committee held one meeting fo review and approve the
remuneration of executive Directors and senior management.
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Attendance of Board, Audit Committee and Remuneration Committee Meetings in 2009

Attendance/Number of Meetings Held
Audit Remuneration

Board Committee Committee
Directors
Executive Directors:
Ni Xinguang 4/4 N/A N/A
Wang Zhiming 4/4 N/A N/A
Independent Non-executive Directors:
Chan Wai Sum 4/4 3/3 1/1
Ho Wai lp 4/4 3/3 1/1
Lu Wei 3/4 3/3 1/1

Auditor’s Remuneration

During the year, the fees paid or payable to external auditor of the Company, RSM Nelson
Wheeler were approximately HK$ 1,450,000 for statutory audit services rendered and for non-audit
services rendered were HK$750,000 to the Group respectively.

Internal Controls and Risks Management

The Board has overall responsibilities for introducing and continuously maintaining sound
and effective internal control systems of the Group and review its adequacy and effectiveness. It
is committed to review and implement effective and sound internal control systems to safeguard
shareholders’ interests. The Board has delegated to the management with defined structure and limits
of authority, to conduct reviews on and maintenance of all material controls including proper financial
and accounting records, operational and compliance and risk management functions as well as the
implementation of the internal control system to ensure compliance with relevant legislations and
regulations.

The Board has conducted a review of the effectiveness of the internal control system of the
Group. The internal control systems will be reviewed on an ongoing basis by the Board in order to
make it practical and effective.

Investor Relationship and Communication

The Company endeavors to maintain good investor relationship with shareholders and potential
investors by way of annual general meeting, publication of interim and annual reports on the websites
of the Company and the Stock Exchange, and timely press releases on the Company'’s website.

Shareholders are encouraged to attend the annual general meetings for which a notice would be
served properly. The Chairman and/or Directors are available to answer questions on the Group's
business at the meetings. At general meetings, separate resolutions are proposed on each substantial
and separate issue such as the election of individual Directors and re-appointment of auditor.
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DIRECTORS’ PROFILES

Mr. Ni Xinguang, aged 40, was appointed as chairman and executive Director on 12
March 2004. Mr. Ni has extensive experience in the refail, distribution and printing business
in the PRC. Further to a Diploma in Education, Mr. Ni also has a Degree of Master of Business
Administration from the Nanyang Technological University in the Republic of Singapore.

Mr. Ni entered into a service contract with the Company for a period of two years commencing
1 April 2008 which has expired on 31 March 2010. Mr. Ni has not entered into any new written
service contract with the Company but is subject to retirement by rotation and re-election at annual
general meeting of the Company in accordance with the Articles. Mr. Ni is entitled to an annual
remuneration of HK$Q60,000, which is covered by his service contract, with discretionary bonus
payment as determined by the remuneration committee of the Company based on Mr. Ni’s and the
Company'’s performance. The remuneration package of Mr. Ni is determined by reference to his
duties, responsibilities as well as the Company’s remuneration policy and the market benchmark.

As at the report date, pursuant to Part XV of the Securities and Futures Ordinance ("SFO”), Mr.
Ni has personal interest of 95,780,000 Shares in the Company and has 60% beneficial interest in
Group First Limited, in which owned 1,886,680,000 Shares in the Company.

Save as disclosed above, Mr. Ni is not connected with any directors, senior management,
substantial shareholders or controlling shareholders of the Company. Save as disclosed above,
Mr. Ni did not hold any positions in the Company or any of its subsidiaries and did not hold any
directorships in any other listed companies on the Stock Exchange and any other stock exchange
during the three years preceding the date of this report. Save as disclosed above, Mr. Ni was not
interested or deemed to be interested in any other shares or underlying shares of the Company
pursuant to Part XV of the SFO as at the report date.

Mr. Wang Zhiming, aged 39, was appointed as an executive Director on 12 March 2004
and resigned on 11 November 2005 due to personal commitments. Mr. Wang remained thereafter
as a business consultant of the Company and director of the operating subsidiaries of the Company
and was appointed an executive director of the Company again on 18 November 2006. Mr.
Wang was also appointed as managing director of the Company on 15 October 2007. Mr. Wang
obtained a Certificate in Law in the PRC and a Degree of Master of Business Administration from the
Nanyang Technological University in the Republic of Singapore. Mr. Wang has extensive experience
in marketing and management of retail and distribution operations in the PRC.

Mr. Wang has not entered into any written service contract with the Company and is not
appointed for a special term but is subject to retirement by rotation and re-election at annual
general meeting of the Company in accordance with the Arficles. Mr. Wang is entitled to an annual
remuneration of HK$780,000 with discretionary bonus payment as determined by the remuneration
committee of the Company based on Mr. Wang and the Company's performance. The remuneration
of Mr. Wang is not covered by any service confract. The remuneration package of Mr. Wang is
determined by reference to his duties, responsibilities as well as the Company’s remuneration policy
and the market benchmark.

As at the report date, pursuant to Part XV of the SFO, Mr. Wang has personal interest of
94,780,000 Shares in the Company and has 40% beneficial interest in Group First Limited, in which
owned 1,886,680,000 Shares in the Company.
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Save as disclosed above, Mr. Wang is not connected with any directors, senior management,
substantial shareholders or controlling shareholders of the Company. Save as disclosed above, Mr.
Wang did not hold any positions in the Company or any of its subsidiaries and did not hold any
directorships in any other listed companies on the Stock Exchange and any other stock exchange
during the three years preceding the date of this report. Save as disclosed above, Mr. Wang was
not interested or deemed to be interested in any other shares or underlying shares of the Company
pursuant fo Part XV of the SFO as at the report date.

Mr. Ho Wai Ip, aged 46, was appointed as an independent non-executive Director on 3 April
2007. Mr. Ho is also the chairman and member of audit committee and member of remuneration
committee of the Company. Mr. Ho possesses over 20 years of experience in financial advisory,
taxation and business management. He was a senior manager of PricewaterhouseCoopers. In 2002,
he started his public practice by establishing Alliance & Associates, Certified Public Accountants. Mr.
Ho is a member of the Hong Kong Institute of Certified Public Accountants and the Association of
Chartered Certified Accountants.

Mr. Ho has entered into a letter of appointment with the Company without specific term of service
but is subject to retirement by rofation and re-election at annual general meeting of the Company in
accordance with the Articles. Mr. Ho is entitled to an annual remuneration of HK$ 180,000 which is
covered by his letter of appointment without any bonus payment. The remuneration package of Mr.
Ho is determined by reference to his duties, responsibilities and expected time commitment to the
Company’s affairs.

Save as disclosed above, Mr. Ho is not connected with any directors, senior management,
substantial shareholders or controlling shareholders of the Company. Save as disclosed above,
Mr. Ho did not hold any positions in the Company or any of its subsidiaries and did not hold any
directorships in any other listed companies on the Stock Exchange and any other stock exchange
during the three years preceding the date of this report. As at the report date, Mr. Ho was not
interested or deemed to be interested in any shares or underlying shares of the Company pursuant fo

Part XV of the SFO.

Mr. Chan Wai Sum, aged 53, was appointed as an independent non-executive Director
on 5 November 2001. Mr. Chan is also the chairman and member of remuneration committee
and member of audit committee of the Company. Mr. Chan is the senior executive in various joint
ventures in Hong Kong and China. Mr. Chan obtained a bachelor degree in Social Science from
the University of Hong Kong and a Master of Business Administration degree from California State
University. Mr. Chan has exfensive experience in project evaluation and implementation and in the
management of local as well as overseas business operations.

Mr. Chan has not entered into any written service contract with the Company and is not
appointed for a specific term but is subject to retirement by rotation and re-election af annual
general meeting of the Company in accordance with the Articles. Mr. Chan is entitled to an
annual remuneration of HK$180,000 without any bonus payment. The remuneration of Mr. Chan
is not covered by any service contract. The remuneration package of Mr. Chan is determined by
reference fo his duties, responsibilities as well as the Company’s remuneration policy and the market
benchmark.
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Save as disclosed above, Mr. Chan is not connected with any directors, senior management,
substantial shareholders or controlling shareholders of the Company. Save as disclosed above, Mr.
Chan did not hold any positions in the Company or any of its subsidiaries and did not hold any
directorships in any other listed companies on the Stock Exchange and any other stock exchange
during the three years preceding the date of this report. As at the report date, Mr. Chan was not
interested or deemed to be interested in any shares or underlying shares of the Company pursuant to

Part XV of the SFO.

Mr. Lu Wei, aged 46, was appointed as an independent non-executive Director on 15 June
2005. Mr. Lu is also the members of audit committee and remuneration committee of the Company
Mr. Lu is currently a professor and vice dean of the Antai College of Economics & Management of
Shanghai Jiao Tong University in the PRC. He graduated from the School of Management in Shanghai
Fu Dan University with a Ph.D. degree. Mr. Lu is also an independent non-executive director of Lu Jia
Zhui Co., ltd., Shanghai Syp Glass Co. lid. and luo lan Co., ltd, all are companies listed on the
Shanghai/Shenzhen Stock Exchange.

Mr. Lu has not entered into any written service contract with the Company and is not appointed
for a specific term but is subject to retirement by rotation and re-election at annual general meeting
of the Company in accordance with the Articles. Mr. Lu is entitled to an annual remuneration of
HK$ 180,000 without any bonus payment. The remuneration of Mr. Lu is not covered by any service
contract. The remuneration package of Mr. Lu is determined by reference to his duties, responsibilities
as well as the Company’s remuneration policy and the market benchmark.

Save as disclosed above, Mr. Lu is not connected with any directors, senior management,
substantial shareholders or controlling shareholders of the Company. Save as disclosed above,
Mtr. Lu did not hold any positions in the Company or any of its subsidiaries and did not hold any
directorships in any other listed companies on the Stock Exchange and any other stock exchange
during the three years preceding the date of this report. As at the report date, Mr. Lu was not
interested or deemed to be interested in any shares or underlying shares of the Company pursuant fo

Part XV of the SFO.
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INDEPENDENT AUDITOR’S REPORT

RSM Nelson Wheeler
PIGEE(EB)GETMERM

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF

CHINA SEVEN STAR SHOPPING LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of China Seven Star Shopping Limited (the
"Company”) and its subsidiaries (collectively referred to as the “Group”| set out on pages 27 to 76,
which comprise the consolidated and Company statements of financial position as at 31 December
2009, and the consolidated income statement, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year
then ended, and a summary of significant accounting policies and other explanatory notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation and the true and fair
presentation of these financial statements in accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of Certified Public Accountants (the "HKICPA") and
the Hong Kong Companies Ordinance. This responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and the frue and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit and
fo report our opinion solely to you, as a body, in accordance with section 141 of the Hong Kong
Companies Ordinance and for no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report. We conducted our audit in accordance
with Hong Kong Standards on Auditing issued by the HKICPA. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance as
to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to
the entity’s preparation and frue and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by the directors, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion the consolidated financial statements give a true and fair view of the state of
affairs of the Company and of the Group as at 31 December 2009 and of the Group's results and
cash flows for the year then ended in accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

RSM Nelson Wheeler
Certified Public Accountants

Hong Kong, 26 April 2010
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CHINA SEVEN STAR SHOPPING LIMITED

CONSOLIDATED INCOME STATEMENT

For the year ended 31 December 2009

2009 2008
Note HK$’000 HK$'000
Turnover 7 469,123 208,296
Cost of sales and services (267,899) (179,728)
Gross profit 201,224 118,568
Other income 8 10,673 14,124
Reversal of write down/(write down) of properties
held for resale 22 600 [1,600)
Impairment loss on goodwill 18 - (6,860)
Income from excess of fair value over cost of
acquisition of a subsidiary 33 581 -
Distribution costs (172,591) (195,154
Administrative expenses (44,994) (56,897)
Other operating expenses (5,283) (30,414)
Loss from operations (9,790) (158,233
Share of loss of a jointly controlled entity - (4,019)
Loss before tax (9,790) [162,252)
Income tax credit/[expense) 10 14,819 [5,510)
Profit/(loss) for the year 11 5,029 (167,762)
Attributable to:
Owners of the Company 14 6,200 [165,508)
Minority interests (1,171) (2,254)
5,029 (167,762)
Earnings/(loss) per share 16
Basic 0.08 cents (2.26) cents
Diluted 0.08 cents N/A
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2009

2009 2008

HK$’000 HK$'000

Profit/(loss) for the year 5,029 (167,762)
Other comprehensive income

Exchange differences on translating foreign operations 305 15,910

Other comprehensive income for the year, net of tax 305 15,910

Total comprehensive income for the year 5,334 [151,852)

Attributable to:

Owners of the Company 6,505 (149,721)

Minority interests (1,171) (2,137)

5,334 (151,852
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December 2009

2009 2008
Note HK$’000 HK$'000
Non-current assets
Fixed assets 17 19,792 19,268
Goodwill 18 - -
Intangible assets 19 1,321 1,095
Availablefor-sale financial assets 21 - -
21,113 20,363
Current assets
Properties held for resale 22 9,300 8,700
Inventories 23 40,475 13,350
Trade receivables 24 45,002 40,012
Other receivables, prepayments and deposits 25 88,252 38,740
Financial assets at fair value through profit or loss 26 12,296 23,772
Pledged bank deposits 27 284 9,299
Bank and cash balances 27 163,397 217,113
359,006 350,986
Current liabilites
Trade and bills payables 28 25,928 17,869
Other payables and accruals 29 25,225 19,540
Current tax liabilities 2,147 17,115
53,300 54,524
Net current assets 305,706 206,462
NET ASSETS 326,819 316,825
Capital and reserves
Share capital 30 732,428 732,428
Other reserves 32 1,279,675 1,277,872
Accumulated losses (1,687,998) (1,694,108)
Equity attributable to owners of the Company 324,105 316,102
Minority interests 2,714 /23
TOTAL EQUITY 326,819 316,825
Approved by the Board of Direcfors on 26 April 2010.
Ni Xinguang Wang Zhiming
Director Director
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CHINA SEVEN STAR SHOPPING LIMITED

STATEMENT OF FINANCIAL POSITION

At 31 December 2009

2009 2008
Note HK$’000 HK$'000
Non-current assets
Fixed assefs 17 59 73
Interests in subsidiaries 20 222,242 119,442
222,301 119,515
Current assets
Other receivables, prepayments and deposits 25 331 326
Financial assefs at fair value through profit or loss 26 12,266 23,685
Bank and cash balances 69,387 147,105
81,984 171,116
Current liabilities
Other payables and accruals 29 2,780 2,997
Net current assets 79,204 168,119
NET ASSETS 301,505 287,634
Capital and reserves
Share capital 30 732,428 732,428
Other reserves 32 1,242,201 1,240,703
Accumulated losses (1,673,124) (1,685,497)
TOTAL EQUITY 301,505 287,634
Approved by the Board of Directors on 26 April 2010.
Ni Xinguang Wang Zhiming

Director Director
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CHINA SEVEN STAR SHOPPING LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2009

Attributable to owners of the Company

Share Other Accumulated Minority Total
capital reserves losses Total interests equity
HK$’000  HK$’000  HK$’000  HK$'000  HK$'000  HK$’000

At T January 2008 732,428 1,259 389 (1,529,328 462 489 2,359 464,848
Total comprehensive income

for the year - 15,787 (165,508) (149,721) (2,131) (151,852
Business combination - - - - 495 495
Recognition of share-based

payments - 3,334 - 3,334 - 3,334
Transfer - (638 638 - - -
Change in equity for the year - 18,483 (164,870) (146,387) (1,636) (148,023)
At 31 December 2008 732,428 1,277,872 (1,694,198) 316,102 723 316,825
At T January 2009 732,428 1,277,872 [1,694,198) 316,102 723 316,825
Total comprehensive income

for the year - 305 6,200 6,505 (1,171) 5,334
Business combination - - - - 130 130
Capital contribution from

minority shareholders - - - - 2,009 2,009
Deemed disposal of

a subsidiary - - - - 1,023 1,023
Recognition of share-based

payments - 1,498 - 1,498 - 1,498
Change in equity for the year - 1,803 6,200 8,003 1,991 9,994
At 31 December 2009 732,428 1,279,675 (1,687,998 324,105 2,714 326,819
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CHINA SEVEN STAR SHOPPING LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2009

2009 2008
Note HK$’000 HK$'000
Cash flows from operating activities
Loss before tax (9,790) [162,252)
Adjustments for:
Share of loss of a jointly controlled entity - 4,019
Interest income (2,541) 4,352)
Depreciation 4,635 3,921
Share-based payments 1,498 3,334
[Reversal of write-down)/write-down of properties
held for resale (600) 1,600
[Reversal of allowance)/allowance for inventories (6,609) 3,607
Allowance for other receivables 288 1,074
Allowance for trade receivables 2,503 13,770
Amortisation of intangible assefs 251 -
Fair value loss on financial assets at fair value
through profit or loss 255 838
Fixed assefs written off 18 265
Income from excess of fair value over cost of
acquisition of a subsidiary (581) -
Inventories written off = 159
loss on deemed disposal of a subsidiary 1,023 -
loss on disposals of fixed assets 16 -
Write back of other payables and accruals (745) (10)
Reversal of allowance for trade receivables (2,038) -
Impairment loss on availablefor-sale financial assets - 169
Impairment loss on fixed assefs 203 3,386
Impairment loss on goodwill - 6,860
Impairment loss on goodwill for investment
in a jointly controlled entity - 884
Impairment loss on prepayments and deposits 129 5,357
Operating loss before working capital changes (12,085) (117,371)
(Increase]/decrease in inventories (24,271) 23,029
(Increase)/decrease in trade and bills receivables,
other receivables, prepayments and deposits (54,079) 79,512
Increase/|decrease] in frade and bills payables, other payables
and accruals 13,977 (26,580)
Cash used in operations (76,458) (41,4106)
Tax paid (166) (1,417)
Net cash used in operating acfivities (76,624) (42,833)
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CHINA SEVEN STAR SHOPPING LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2009

2009 2008
Note HK$’000 HK$'000
Cash flows from investing activities
Decrease/ (increase) in pledged bank deposits 9,015 (9,299)
Payment for purchase of fixed assets (5,322) [5,570)
Proceeds from disposals of fixed assefs 15 -
Purchase of financial assets at fair value
through profit or loss (200) (79,917)
Proceeds from disposals of financial assefs at fair value
through profit or loss 11,421 55,182
Interest received 2,541 4,352
Net cash inflow from acquisition of subsidiaries 33 3,021 4,606
Net cash generated from/(used in) investing acfivities 20,491 (30,6406)
Cash flows from financing activities
Capital contribution from minority shareholders 2,009 -
Net decrease in cash and cash equivalents (54,124) (73,479)
Effect of foreign exchange rate changes 408 15,063
Cash and cash equivalents at 1 January 217,113 275,529
Cash and cash equivalents at 31 December 163,397 217,113
ANALYSIS OF CASH AND CASH EQUIVALENTS
Bank and cash balances 163,397 217,113
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

1.

General Information

The Company was incorporated in Hong Kong as a company with limited liability under the
Hong Kong Companies Ordinance. The address of its registered and business office is Suite
1206, 12/F, Great Eagle Centre, 23 Harbour Road, Wanchai, Hong Kong. The Company's
shares are listed on the Main Board of The Stock Exchange of Hong Kong Llimited (the “Stock
Exchange”).

The Company is an investment holding company. The principal activities of its major subsidiaries
are set out in Note 20 to the financial statements.

Adoption of New and Revised Hong Kong Financial Reporting Standards

In the current year, the Group has adopted all the new and revised Hong Kong Financial
Reporting Standards ("HKFRSs") issued by the Hong Kong Institute of Certified Public Accountants
that are relevant to its operations and effective for its accounting year beginning on 1 January
2009. HKFRSs comprise Hong Kong Financial Reporting Standards (“HKFRS"); Hong Kong
Accounting Standards ("HKAS"); and Interpretations. The adoption of these new and revised
HKFRSs did not result in substantial changes to the Group's accounting policies, presentation of
the Group's financial statements and amounts reported for the current year and prior years except
as stated below.

(a) Presentation of financial statements

HKAS 1 (Revised) “Presentation of Financial Statements” affects certain disclosures and
presentation of the financial statements. The balance sheet is renamed as the statement of
financial position and the cash flow statement is renamed as the statement of cash flows. All
income and expenses arising from transactions with non-owners are presented in the income
statement and statement of comprehensive income, and the total carried to the statement
of changes in equity. HKAS 1 (Revised) also requires disclosures of the reclassification
adjustments and tax effects relating to each component of other comprehensive income for
the year. HKAS 1 (Revised) has been applied retrospectively.

(b) Operating segments

HKFRS 8 "Operating Segments” requires operating segments to be identified on the basis
of infernal reports about components of the Group that are regularly reviewed by the chief
operating decision maker in order fo allocate resources to the segment and fo assess ifs
performance. Previously, HKAS 14 “Segment Reporting” required an entity to identify two
sefs of segments (business and geographical), using a risks and rewards approach, with
the entity’s ‘system of internal financial reporting to key management personnel’ serving as
the starting point for the identification of such segments. The primary segments reported
under HKAS 14 are the same as the segments reported under HKFRS 8. HKFRS 8 has been
applied retrospectively.

The segment accounting policies under HKFRS 8 are stated in Note @ to the financial
stafements.

The Group has not applied the new HKFRSs that have been issued but are not yet effective. The
Group has already commenced an assessment of the impact of these new HKFRSs but is not yet
in a position to state whether these new HKFRSs would have a material impact on its results of
operations and financial position.

34
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies
These financial statements have been prepared in accordance with HKFRSs, accounting

principles generally accepted in Hong Kong and the applicable disclosures required by the Rules
Governing the Llisting of Securities on the Stock Exchange (the “listing Rules”] and by the Hong
Kong Companies Ordinance.

These financial statements have been prepared under the historical cost convention, as modified
by the revaluation of investments which are carried at their fair values.

The preparation of financial statements in conformity with HKFRSs requires the use of certain key
assumptions and estimates. It also requires the directors to exercise its judgements in the process
of applying the accounting policies. The areas involving critical judgements and areas where
assumptions and estimates are significant fo these financial statements, are disclosed in Note 4
to the financial statements.

The significant accounting policies applied in the preparation of these financial statements are
set out below.

(a) Consolidation
The consolidated financial statements include the financial statements of the Company and
its subsidiaries made up to 31 December. Subsidiaries are entities over which the Group has
control. Control is the power to govern the financial and operating policies of an entity so
as fo obtain benefits from its activities. The existence and effect of potential voting rights that
are currently exercisable or convertible are considered when assessing whether the Group
has control.

Subsidiaries are consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date the control ceases.

The gain or loss on the disposal of a subsidiary represents the difference between the
proceeds of the sale and the Group’s share of its net assets together with any remaining
goodwill relating to the subsidiary and also any related accumulated foreign currency
franslation reserve.

Intragroup fransactions, balances and unrealised profits are eliminated. Unrealised losses
are also eliminated unless the transaction provides evidence of an impairment of the asset
fransferred. Accounting policies of subsidiaries have been changed where necessary to
ensure consistency with the policies adopted by the Group.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)

(a)

(b)

Consolidation (Continuved)

Minority interests represent the interests of minority shareholders in the operating results and
net assets of subsidiaries. Minority inferests are presented in the consolidated statement of
financial position and consolidated statement of changes in equity within equity. Minority
interests are presented in the consolidated income statement and consolidated statement of
comprehensive income as an allocation of profit or loss and total comprehensive income
for the year between minority and owners of the Company [majority interests). Llosses
applicable to the minority in excess of the minority’s interests in the subsidiary’s equity are
allocated against the majority interests except to the extent that the minority has a binding
obligation and is able to make an additional investment to cover the losses. If the subsidiary
subsequently reports profits, such profits are allocated to the majority inferests until the
minority’s share of losses previously absorbed by the majority has been recovered.

In the Company’s statement of financial position the investments in subsidiaries are stated at
cost less allowance for impairment losses. The results of subsidiaries are accounted for by
the Company on the basis of dividends received and receivable.

Business combination and goodwill

The purchase method is used to account for the acquisition of subsidiaries by the Group. The
cost of an acquisition is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. Identifiable assets, liabilities and contingent liabilities of the
subsidiary in an acquisition are measured at their fair values af the acquisition date.

The excess of the cost of acquisition over the Group's share of the net fair value of the
subsidiary’s identifiable assets, liabilities and contingent liabilities is recorded as goodwill.
Any excess of the Group's share of the net fair value of the identifiable assets, liabilities and
contingent liabilities over the cost of acquisition is recognised in the consolidated profit or
loss.

Goodwill is tested annually for impairment or more frequently if events or changes in
circumstances indicate that it might be impaired. Goodwill is measured at cost less
accumulated impairment losses. The method of measuring impairment losses of goodwill is
the same as that of other assets as stated in the accounting policy (w) below. Impairment
losses of goodwill are recognised in the consolidated profit or loss and are not subsequently
reversed. Goodwill is allocated to cash-generating units that are expected to benefit from the
synergies of the acquisition for the purpose of impairment testing.

The interests of minority shareholders in the subsidiary is initially measured at the minority’s
proportion of the net fair value of the subsidiary’s identifiable assets, liabilities and
contingent liabilities at the acquisition date.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(c) Foreign currency translation

(i)

(iii)

Functional and presentation currency

ltems included in the financial statements of each of the Group’s entities are measured
using the currency of the primary economic environment in which the entity operates
(the “functional currency”). The consolidated financial statements are presented in Hong
Kong dollars, which is the Company's functional and presentation currency.

Transactions and balances in each entity’s financial statements

Transactions in foreign currencies are translated into the functional currency on initial
recognition using the exchange rates prevailing on the transaction dates. Monetary
assets and liabilities in foreign currencies are translated at the exchange rates at the
end of each reporting period. Gains and losses resulting from this translation policy are
recognised in profit or loss.

Non-monetary items that are measured at fair values in foreign currencies are franslated
using the exchange rates at the dates when the fair values are defermined.

When a gain or loss on a non-monetfary item is recognised in other comprehensive
income, any exchange component of that gain or loss is recognised in other
comprehensive income. When a gain or loss on a non-monetfary item is recognised in
profit or loss, any exchange component of that gain or loss is recognised in profit or
loss.

Translation on consolidation

The results and financial position of all the Group entities that have a functional currency
different from the Company’s presentation currency are translated into the Company’s
presentation currency as follows:

- Assets and liabilities for each statement of financial position presented are
translated at the closing rate at the date of that statement of financial position;

- Income and expenses for each income statement are translated at average
exchange rafes (unless this average is not a reasonable approximation of the
cumulative effect of the rates prevailing on the transaction dates, in which case
income and expenses are franslated at the exchange rates on the transaction
dates); and

- All resulting exchange differences are recognised in the foreign currency translation
reserve.

On consolidation, exchange differences arising from the translation of the net investment
in foreign entities and of borrowings are recognised in the foreign currency translation
reserve. When a foreign operation is sold, such exchange differences are recognised in
the consolidated profit or loss as part of the gain or loss on disposal.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are
treated as assets and liabilities of the foreign entity and translated at the closing rate.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(d) Fixed assets

Fixed assets are stated at cost less accumulated depreciation and impairment losses.

Subsequent costs are included in the assef’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with
the item will flow to the Group and the cost of the item can be measured reliably. All other
repairs and maintenance are recognised in profit or loss during the period in which they are
incurred.

Depreciation of fixed assets is calculated at rates sufficient to write off their cost less their
residual values over the estimated useful lives on a straightline basis. The principal annual
rates are as follows:

Lleasehold improvements over the lease term
Furniture, fixtures and office equipment 20%
Call centre system 20%
Plant and equipment 20%
Motor vehicles 20%

The residual values, useful lives and depreciation method are reviewed and adjusted, if
appropriate, at the end of each reporting period.

The gain or loss on disposal of fixed assets is the difference between the net sales proceeds
and the carrying amount of the relevant asset, and is recognised in profit or loss.

(e] Operating leases
leases that do not substantially transfer to the Group all the risks and rewards of ownership
of assefs are accounted for as operating leases. lease payments [net of any incentives
received from the lessor) are recognised as an expense on a straightline basis over the
lease term.

(f) Intangible asset
Internet platform
The internet platform is stated at acquisition cost less accumulated amortisation and
impairment loss. It is amortised on a straight line basis over its estimated useful life of 5
years.

Insurance agency licence

The insurance agency licence is stated at acquisition cost less accumulated amortisation
and impairment loss. It is amortised on a straight line basis over its estimated useful life of 5
years.

(g) Properties held for resale
Properties held for resale are stated at the lower of cost and net realisable value. Costs of
properties include acquisition costs and other direct costs affributable to such properties. Net
realisable value is defermined by reference to sale proceeds received affer the reporting
period less selling expenses, or by estimates based on prevailing market condition.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(h) Inventories

(i)

Inventories are stated af the lower of cost and net realisable value. Cost is determined
using the firstin, firstout basis. The cost of finished goods comprises raw materials, direct
labour and an appropriate proportion of all production overhead expenditure, and where
appropriate, subcontracting charges. Net realisable value is the estimated selling price in
the ordinary course of business, less the estimated costs of completion and the estimated
costs necessary to make the sale.

Recognition and derecognition of financial instruments
Financial assets and financial liabilities are recognised in the statement of financial position
when the Group becomes a party to the contractual provisions of the instruments.

Financial assefs are derecognised when the contractual rights to receive cash flows from
the assefs expire; the Group transfers substantially all the risks and rewards of ownership of
the assets; or the Group neither transfers nor retains substantially all the risks and rewards
of ownership of the assets but has not refained control on the assets. On derecognition of
a financial asset, the difference between the asset's carrying amount and the sum of the
consideration received and the cumulative gain or loss that had been recognised in other
comprehensive income is recognised in profit or loss.

Financial liabilities are derecognised when the obligation specified in the relevant contract
is discharged, cancelled or expires. The difference between the carrying amount of the
financial liability derecognised and the consideration paid is recognised in profit or loss.

Investments

Investments are recognised and derecognised on a frade dafe basis where the purchase
or sale of an investment is under a contract whose terms require delivery of the investment
within the timeframe established by the market concerned, and are initially measured at fair
value, plus directly attributable transaction costs except in the case of financial assets at fair
value through profit or loss.

(i) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are either investments held for
tfrading or designated as at fair value through profit or loss upon initial recognition.
These investments are subsequently measured at fair value. Gains or losses arising from
changes in fair value of these investments are recognised in profit or loss.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(i) Investments (Continued)
(i) Available-for-sale financial assets
Availablefor-sale financial assets are non-derivative financial assets not classified as
tfrade and other receivables, held-to-maturity investments or financial assets at fair value
through profit or loss. Available-for-sale financial assets are subsequently measured at
fair value. Gains or losses arising from changes in fair value of these investments are
recognised in other comprehensive income, until the investments are disposed of or there
is objective evidence that the investment are impaired, at which time the cumulative
gains or losses previously recognised in other comprehensive income are recognised in
profit or loss. Interest calculate using the effective interest method is recognised in profit
or loss.

Impairment losses recognised in profit or loss for equity investments classified as
available-for-sale financial assefs are not subsequently reversed through profit or loss.
Impairment losses recognised in profit or loss for debt instruments classified as available-
for-sale financial assets are subsequently reversed and recognised in profit or loss if
an increase in the fair value of the instruments can be objectively related to an event
occurring after the recognition of the impairment loss.

(k) Trade and other receivables

Trade and other receivables are non-derivative financial assefs with fixed or determinable
payments that are not quoted in an active market and are recognised initially at fair value
and subsequently measured at amortised cost using the effective interest method, less
allowance for impairment. An allowance for impairment of trade and other receivables is
established when there is objective evidence that the Group will not be able to collect all
amounts due according fo the original terms of receivables. The amount of the allowance is
the difference between the receivables’ carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate computed at initial recognition. The
amount of the allowance is recognised in profit or loss.

Impairment losses are reversed in subsequent periods and recognised in profit or loss when
an increase in the receivables’ recoverable amount can be related objectively to an event
occurring after the impairment was recognised, subject to the restriction that the carrying
amount of the receivables at the date the impairment is reversed shall not exceed what the
amortised cost would have been had the impairment not been recognised.

(] Cash and cash equivalents
For the purpose of the statement of cash flows, cash and cash equivalents represent cash at
bank and on hand, demand deposits with banks and other financial institutions, and short-
term highly liquid investments which are readily convertible into known amounts of cash and
subject to an insignificant risk of change in value. Bank overdrafts which are repayable on
demand and form an integral part of the Group’s cash management are also included as a
component of cash and cash equivalents.

(m) Financial liabilities and equity instruments
Financial liabilities and equity instruments are classified according to the substance of
the contractual arrangements entered into and the definitions of a financial liability and
an equity instrument under HKFRSs. An equity insfrument is any confract that evidences a
residual interest in the assets of the Group after deducting all of its liabilities. The accounting
policies adopted for specific financial liabilities and equity instruments are set out below.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)

(n)

()

(q)

Borrowings
Borrowings are recognised initially at fair value, net of transaction costs incurred, and
subsequently measured at amortised cost using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to
defer settlement of the liability for at least 12 months after the reporting period.

Trade and other payables

Trade and other payables are stated initially at their fair value and subsequently measured at
amortised cost using the effective interest method unless the effect of discounting would be
immaterial, in which case they are stated at cost.

Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of
direct issue costs.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and is
recognised when it is probable that the economic benefits will flow to the Group and the
amount of revenue can be measured reliably.

Revenues from the sales of goods are recognised on the transfer of significant risks and
rewards of ownership, which generally coincides with the time when the goods are
delivered and the title has passed to the customers.

Revenue from media management services and insurance agency services are recognised
when the services are rendered.

Rental income is recognised on a straight-line basis over the lease term.
Interest income is recognised on a time-proportion basis using the effective interest method.

Employee benefits

(i) Employee leave entitlements
Employee entitlements to annual leave and long service leave are recognised when they
accrue fo employees. A provision is made for the estimated liability for annual leave
and long service leave as a result of services rendered by employees up to the end of
the reporting period.

Employee entitlements to sick leave and maternity leave are not recognised until the time
of leave.

(ii) Pension obligations
The Group contributes to defined contribution retirement schemes which are available to
all employees. Contributions to the schemes by the Group and employees are calculated
as a percenfage of employees’ basic salaries. The refirement benefit scheme cost
charged to profit or loss represents contributions payable by the Group to the funds.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)

(r)

(s)

()

Employee benefits (Continued)

(iii) Termination benefits
Termination benefits are recognised when, and only when, the Group demonstrably
commits itself to terminate employment or to provide benefits as a result of voluntary
redundancy by having a detailed formal plan which is without realistic possibility of
withdrawal.

Share-based payments

The Group issues equity-seftled share-based payments to certain directors, key employees
and consultants. Equity-settled share-based payments are measured at fair value (excluding
the effect of non market-based vesting conditions) of the equity instruments at the date of
grant. The fair value determined at the grant date of the equity-settled share-based payments
is expensed on a straightline basis over the vesting period, based on the Group's estimate
of shares that will eventually vest and adjusted for the effect of non market-based vesting
conditions.

Government subsidy
A government subsidy is recognised when there is reasonable assurance that the Group will
comply with the conditions attaching fo it and that the subsidy will be received.

Government subsidy that become receivable as compensation for expenses or losses already
incurred or for the purpose of giving immediate financial support to the Group with no future
related costs are recognised in profit or loss in the period in which they become receivable.

Taxation
Income tax represents the sum of the current tax and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from
profit recognised in profit or loss because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or
deductible. The Group's liability for current tax is calculated using tax rates that have been
enacted or substantively enacted by the end of the reporting period.

Deferred tax is recognised on differences between the carrying amounts of assefts and
liabilities in the financial statements and the corresponding tax bases used in the computation
of taxable profit. Deferred tax liabilities are generally recognised for all taxable temporary
differences and deferred tax assefs are recognised to the extent that it is probable that
taxable profits will be available against which deductible temporary differences, unused tax
losses or unused tax credits can be utilised. Such assefs and liabilities are not recognised if
the temporary difference arises from goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on
investments in subsidiaries, except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(u] Taxation (Continued)

(v)

The carrying amount of deferred tax assets is reviewed at the end of each reporting period
and reduced fo the extent that it is no longer probable that sufficient taxable profits will be
available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when
the liability is settled or the asset is realised, based on tax rates that have been enacted or
substantively enacted by the end of the reporting period. Deferred tax is recognised in profit
or loss, except when it relates to items recognised in other comprehensive income or directly
in equity, in which case the deferred tax is also recognised in other comprehensive income
or directly in equity.

Deferred tax assefs and liabilities are offset when there is a legally enforceable right to set
off current tax assefs against current tax liabilities and when they relate to income taxes
levied by the same taxation authority and the Group intends to seftle its current tax assets

and liabilities on a net basis.

Related parties
A party is related to the Group if:

(i) directly or indirectly through one or more intermediaries, the party controls, is controlled
by, or is under common control with, the Group; has an interest in the Group that gives
it significant influence over the Group; or has joint control over the Group;

(i) the party is an associate;

(iii) the party is a joint venture;

(iv)] the party is a member of the key management personnel of the Company or its parent;

(v] the party is a close member of the family of any individual referred to in (i) or (iv);

(vi) the party is an entity that is controlled, jointly controlled or significantly influenced by or
for which significant voting power in such entity resides with, directly or indirectly, any

individual referred to in (iv) or (v); or

(vii) the party is a post-employment benefit plan for the benefit of employees of the Group,
or of any entity that is a related party of the Group.
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CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

3. Significant Accounting Policies (Continued)
(w] Impairment of assets

(y)

At the end of each reporting period, the Group reviews the carrying amounts of its
tangible and intangible assets except goodwill, investments, inventories and receivables
to determine whether there is any indication that those assets have suffered an impairment
loss. If any such indication exists, the recoverable amount of the asset is estimated in order
fo defermine the extent of any impairment loss. Where it is not possible to estimate the
recoverable amount of an individual asset, the Group estimates the recoverable amount of
the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and
the risks specific to the asset.

It the recoverable amount of an asset or cash-generating unit is estimated to be less than its
carrying amount, the carrying amount of the asset or cash-generating unit is reduced fo ifs
recoverable amount. An impairment loss is recognised immediately in profit or loss, unless
the relevant asset is carried at a revalued amount, in which case the impairment loss is
freated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset or cash-
generating unit is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined (net of amortisation or depreciation] had no impairment loss been recognised
for the asset or cash-generating unit in prior years. A reversal of an impairment loss is
recognised immediately in profit or loss, unless the relevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss is treated as a revaluation
increase.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has
a present legal or constructive obligation arising as a result of a past event, it is probable
that an outflow of economic benefits will be required fo settle the obligation and a reliable
estimate can be made. Where the time value of money is material, provisions are stated at
the present value of the expenditures expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the
amount cannot be estimated reliably, the obligation is disclosed as a contingent liability,
unless the probability of outflow is remote. Possible obligations, whose existence will only
be confirmed by the occurrence or non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of outflow is remote.

Events after the reporting period

Events after the reporting period that provide additional information about the Group’s
position at the end of the reporting period or those that indicate the going concern
assumption is not appropriate are adjusting events and are reflected in the financial
statements. Events after the reporting period that are not adjusting events are disclosed in the
notes to the financial statements when material.
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4. Critical Judgements and Key Estimates
Key sources of estimation uncertainty
The key assumptions concerning the future, and other key sources of estimation uncertainty af the
end of the reporting period, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year, are discussed below.

(a) Fixed assets and depreciation
The Group defermines the estimated useful lives and related depreciation charges for the
Group's fixed assets. This estimate is based on the historical experience of the actual useful
lives of fixed assets of similar nature and functions. The Group will revise the depreciation
charge where useful lives are different to those previously estimated, or it will write-off or
write-down technically obsolete or non-strategic assets that have been abandoned or sold.

(b) Income taxes
The Group is subject to income taxes in different jurisdictions. Significant estimates are
required in determining the provision for income taxes. There are occasions that the fax
policy currently adopted by an entfity may be subject to review based on subsequent
interpretations or for administrative reasons with retrospective effect. Where the final tax
outcome of these matters is different from the amounts that were initially recorded, such
differences will impact the income tax in the period in which such determination is made.

(c) Impairment of trade and other receivables

The Group makes impairment loss for bad and doubtful debts based on assessments of the
recoverability of the trade and other receivables, including the current creditworthiness, the
past collection history of each debtor and on management’s judgement. Impairments arise
where events or changes in circumstances indicate that the balances may not be collectible.
The identification of bad and doubtful debts requires the use of judgement and estimates.
Where the actual result is different from the original estimate, such difference will impact
the carrying value of the trade and other receivables and doubtful debt expenses in the
year in which such estimate has been changed. If the financial conditions of the debtors
were to deferiorate, resulting in an impairment of their ability to make payments, additional
allowances may be required.

(d) Allowance for inventories
Allowance for slow-moving inventories is made based on the aging and estimated net
realisable value of inventories. The assessment of the allowance amount involves judgement
and estimates. Where the actual outcome in future is different from the original estimate,
such difference will impact the carrying value of inventories and allowance charge/write-
back in the period in which such estimate has been changed.

Net realisable value of inventories is the estimated selling price in the ordinary course of
business, less estimated costs of completion and selling expense. These estimates are based
on the current market condition and the historical experience of manufacturing and selling
products of similar nature. It could change significantly as a result of changes in customer
taste and competitor actions in response fo serve industry cycles. The Group will reassess
the estimates by the end of each reporting period.
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4. Critical Judgements and Key Estimates (Continued)

5.

(e)

Share-based payment expenses

The fair value of the share options granted to the directors, employees and consultants
determined at the date of grant of the respective share options is expensed over the vesting
period, with a corresponding adjustment to the Group's share-based payment reserve. In
assessing the fair value of the share options, the Black-Scholes option pricing model (the
"Black-Scholes Model”) was used. The Black-Scholes Model is one of the generally accepted
methodologies used to calculate the fair value of the share options. The Black-Scholes
Model requires the input of subjective assumptions, including the expected dividend yield
and expected life of options. Any changes in these assumptions can significantly affect the
estimate of the fair value of the share options.

Financial Risk Management

The Group's activities expose it to a variety of financial risks: foreign currency risk, price risk,
credit risk, liquidity risk and interest rate risk. The Group’s overall risk management programme
focuses on the unpredictability of financial markets and seeks to minimise potential adverse
effects on the Group's financial performance.

(a)

Foreign currency risk

The Group has minimal exposure to foreign currency risk as most of its business fransactions,
assets and liabilities are principally denominated in the functional currency of the Group
entities. 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.

Price risk

The Group's financial assets at fair value through profit or loss are measured at fair value
at the end of each reporting period. Therefore, the Group is exposed fo equity security
price risk. The directors manage this exposure by maintaining a portfolio of investments with
difference risk profiles.

The sensitivity analysis below has been determined based on the exposure to debt securities
price risk at the end of the reporting period.

At 31 December 2009, if the unit price had been 10% higher/lower with all other variables
held constant, consolidated profit after tax for the year would be increased/decreased
by approximately HK$1,227,000, arising as a result of the fair value gain/loss of the
investments.

At 31 December 2008, if the unit price had been 10% higher/lower with all other variables
held constant, consolidated loss after tax for the year would be decreased/increased
by approximately HK$2,369,000, arising as a result of the fair value gain/loss of the
investments.
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5. Financial Risk Management (Continued)
(c) Credit risk
The Group's credit risk is primarily aftributable to its bank and cash balances, trade and
other receivables, financial assets at fair value through profit or loss.

In order to minimise credit risk, the directors have delegated a team to be responsible for the
determination of credit limits, credit approvals and other monitoring procedures. In addition,
the directors review the recoverable amount of each individual debt regularly to ensure
that adequate impairment losses are recognised for irrecoverable debts. In this regard, the
directors consider that the Group's credit risk is significantly reduced.

The credit risk on bank and cash balances and financial assets at fair value through profit
or loss is limited because the counter parties are banks with high creditratings assigned by
infernational creditrating agencies.

(d) Lliquidity risk
The Group's policy is to regularly monitor current and expected liquidity requirements to
ensure that it maintains sufficient reserves of cash to meet its liquidity requirements in the
short and longer term.

The maturity analysis of the Group’s financial liabilities is as follows:

less than Between Between
lyear  land2years  2and 5years  Over 5 years
HK$'000 HK$'000 HK$'000 HK$'000
At 31 December 2009
Trade payables 25,928 - - -
Other payables and accruals 25,225 - - -
At 31 December 2008
Trade and bills payables 17,869 - - -
Other payables and accruals 19,540 - - -

(e] Interest rate risk

The Group's significant bank deposits bear interests at fixed interest rates and therefore are
subject to fair value interest rate risks.

Except as stated above, the Group has no other significant interest-bearing assets and
liabilities, the Group’s income and operating cash flows are substantially independent of

changes in market interest rates.
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5. Financial Risk Management (Continued)
(f) Categories of financial instruments at 31 December 2009

2009 2008
HK$’000 HK$'000
Financial assets:
Financial assets at fair value through profit or loss: 12,296 23,772
Lloans and receivables (including cash and cash equivalents) 228,154 269,067
Financial liabilities:
Financial liabilities at amortised cost 51,153 37,409

(g) Fair values
The carrying amounts of the Group'’s financial assets and financial liabilities as reflected in
the consolidated statement of financial position approximate their respective fair values.

The following disclosures of fair value measurements use a fair value hierarchy which has 3
levels:

Llevel 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

level 2: inputs other than quoted prices included within Llevel 1 that are observable for the
asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

level 3: inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

Disclosures of level in fair value hierarchy at 31 December 2009:
Fair value measurement using: Total

Description Level 1 Level 2 Level 3 2009
HK$’000 HK$’000 HK$’000 HK$'000

Financial assets at fair value through

profit or loss
Debt securities 12,266 - - 12,266
Equity securities 30 - - 30
Total 12,296 - - 12,296
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5. Financial Risk Management (Continued)
(g) Fair values (Continued)

Fair value measurement using: Tofal
Description level ] level 2 level 3 2008
HK$'000 HK$'000 HK$'000 HK$'000

Financial assets at fair value through

profit or loss

Debt securities 23,685 - - 23,685
Equity securities 8/ - - 8/
Tofal 23,772 - - 23,772

6. Capital Risk Management
The Group manages ifs capital to ensure that entities in the Group will be able to continue as a
going concern while maximising the return to stakeholders through the optimisation of the debt
and equity balance. The Group’s overall strategy remains unchanged from prior year.

The Group sets the amount of capital in proportion to risk. The Group manages the capital
structure and makes adjustments to it in the light of changes in economic conditions and the
risk characteristics of the underlying assets. In order to maintain or adjust the capital structure,
the Group may adjust the payment of dividends, issue new shares, buy-back shares, raise new
debts, redeem existing debts or sell assets to reduce debts.

/. Turnover
The Group's turnover which represents sales of consumer products to customers, media
management service fees, insurance agency service income and rental income from properties
are as follows:

2009 2008

HK$’000 HK$'000

Retail and distribution of consumer products 433,713 207,382
Media management service fees 25,297 -
Insurance agency service income 9,198 -
Rental income 915 914
469,123 298,296
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8. Other Income

2009 2008
HK$’000 HK$'000
Interest income 2,541 4,352
Reversal of allowance for trade receivables 2,038 -
Tax subsidy 3,522 3,528
Write back of other payables and accruals 745 10
Sundry income 1,827 6,234
10,673 14,124
Q. Segment Information
The Group has two reportable segments as follows:
PRC retail and - refail and distribution of consumer products as well as the
disfribution provision of media management services in The People’s
Republic of China (the "PRC")
Property investment - property holding and investment in Hong Kong

The Group's reportable segments are strategic business units that offer different products and
services. They are managed separately because each business requires different marketing
strategies.

The Group's other operating segments include the insurance agency service business, which
earns insurance agency service income. None of these segments meets any of the quantitative
thresholds for determining reportable segments. The information of these other operating segments
is included in the ‘others’ column.

The accounting policies of the operating segments are the same as those described in the Note
3 to the financial statements. Segment profits or losses do not include inferest income, fair value
gains or losses on financial assets at fair value through profit or loss, income from excess of fair
value over cost of acquisition of a subsidiary, loss on deemed disposal of a subsidiary, corporate
income and corporate expenses. Segment assets do not include financial assets at fair value
through profit or loss and corporate assets. Segment liabilities do not include corporate liabilities.

There were no intersegment sales during the year (2008: HK$NIl).

50 2009 ANNUAL REPORT




CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

Q. Segment Information (Continued)
Information about reportable segment profit or loss, assets and liabilities :

PRC refail Property
and distribution investment Others Total

HK$'000 HK$'000 HK$'000 HK$'000

Year ended 31 December 2009

Revenue from external customers 459,010 915 9,198 469,123
Segment profit/(loss) (947) 1,067 357 477
Interest revenue 760 - 25 785

Interest expense - - - _

Income tax credit/[expense) 14,871 - (52) 14,819
Depreciation and amortisation 4,802 - 49 4,851
Reversal of bad debts/impairment charges 8,647 - - 8,647
Bad debts/impairment charges 3,123 - - 3,123
Write back of other payables and accruals 705 - - 705
Reversal of write down of properties

held for resale - 600 - 600
Loss on disposals of fixed assets 16 - - 16
Fixed assefs written off 18 - - 18
Capital expenditure 5,294 - 7 5,301
At 31 December 2009
Segment assets 266,596 9,433 21,847 297,876
Segment liabilities 55,571 309 1,608 57,488
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Q. Segment Information (Continued)
Information about reportable segment profit or loss, assets and liabilities: (Continved)

PRC refail Property
and disfribution investment Total
HK$'000 HK$'000 HK$'000
Year ended 31 December 2008
Revenue from external customers 207,382 914 298,296
Segment loss (149,458) (1,109 (150,567)
Interest revenue 897 - 897
Interest expense - - -
Income tax expense 5,510 - 5,510
Depreciation and amortisation 3,797 - 3,797
Fixed assefs written off 265 - 265
Impairment loss on goodwill 6,860 - 6,860
Inventories written off 159 - 159
Bad debts/impairment charges 28,247 - 28,247
Write down of properties held for resale - 1,600 1,600
Share of loss of a jointly controlled entity 4,019 - 4,019
Capital expenditure 5,565 - 5,565
At 31 December 2008
Segment assefs 191,227 8,833 200,060
Segment liabilities 42,638 309 42,947
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Q. Segment Information (Continued)
Reconciliations of reportable segment revenue, profit or loss, assets and liabilities:

2009 2008
HK$’000 HK$'000
Revenue 469,123 208,296
Profit or loss
Total profit or loss of reportable segments 477 (150,567)
Fair value loss on financial assets at fair value
through profit or loss (255) (838
Interest revenue 2,541 4,352
Income from excess of fair value over cost of
acquisition of a subsidiary 581 -
loss on deemed disposal of a subsidiary (1,023) -
Unallocated corporate income 42 10
Unallocated corporate expenses (12,153) (15,209)
loss before tax (9,790) [162,252)
Assets
Total assefs of reportable segments 297,876 200,060
Financial assefs at fair value through profit or loss 12,296 23,772
Corporate assets 70,297 147 517
Elimination of intersegment assets (350) -
Consolidated fotal assets 380,119 371,349
Liabilities
Total liabilities of reportable segments 57,488 42 947
Corporate liabilities 4,927 20,342
Elimination of intersegment liabilities (9,115) (8,765)
Consolidated total liabilities 53,300 54,524
Geographical information:
Revenue Non-current assets
2009 2008 2009 2008
HK$’000 HK$'000 HK$’000 HK$'000
Hong Kong 915 914 59 /3
The PRC except Hong Kong 468,208 207,382 21,054 20,290
Consolidated fotal 469,123 298,296 21,113 20,363

In presenting the geographical information, revenue is based on the locations of the customers.
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10.Income Tax (Credit)/Expense

2009 2008
HK$’000 HK$'000

PRC tax
— current 458 5,443
~ [over)/underprovision in prior years (15,277) 67
(14,819) 5,510

No provision for Hong Kong Profits Tax is required since the Group did not generate any
assessable profits arising in Hong Kong for the year (2008: HK$Nil).

Taxes on profits assessable in the PRC have been provided at the applicable rates of tax in the
PRC in which the subsidiaries operate, based on existing legislation, interpretations and practices
in respect thereof.

The reconciliation between the income tax (credit)/expense and the product of loss before tax
multiplied by the Hong Kong Profits Tax rate is as follows:

2009 2008
HK$’000 HK$'000
Loss before tax (9,790) [162,252)
Tax af Hong Kong Profits Tax rafe of 16.5% (2008: 16.5%) (1,615) (26,772)
Tax effect of income that is not taxable (4,471) -
Tax effect of expenses that are not deductible 11,515 31,462
Tax effect of unrecognised temporary differences (3,685) -
Tax effect of different tax rates of subsidiaries operating in
other jurisdictions (65) (9,478)
Tax effect of tax losses not recognised 1,874 9,568
Tax effect of utilisation of tax losses not previously recognised (3,095) -
Tax effect of share of result of a jointly controlled entity - 663
Net (over]/underprovision in prior years (15,277) o%4
Income tax (credit)/expense (14,819) 5510

At the end of the reporting period the Group and the Company has unused tax losses of
approximately HK$36,441,000 (2008: HK$66,301,000) and HK$3,739,000 (2008:
HK$3,739,000) respectively available for offset against future profits. During the year, no
deferred tax asset has been recognised due to the unpredictability of future profit streams.
The unrecognised tax losses of approximately HK$1,686,000, HK$14,310,000 and
HK$7,244,000 will expire on 31 December 2012, 2013 and 2014 respectively. Other tax
losses may be carried forward indefinitely. Included in unused tax losses of the Group are losses
of approximately HK$24,978,000 (2008: HK$54,839,000) that have not yet been agreed by

respective tax authorities.

No provision for deferred taxation has been made for both years ended 31 December 2008
and 2009 as the effect of all other temporary difference is not material.
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11.Profit/(Loss) for the Year
The Group's profit/(loss) for the year is stated after charging/(crediting) the following:

2009 2008
HK$’000 HK$'000
Advertising cosfs 100,949 138,701
Allowance for frade receivables
[included in other operating expenses) 2,503 13,770
[Reversal of allowance)/allowance for inventories
lincluded in cost of inventories sold) (6,609) 3,607
Allowance for other receivables
[included in other operating expenses) 288 1,074
Amortisation of intangible assets
[included in other operating expenses) 251 -
Auditor's remuneration 1,450 1,380
Cost of inventories sold 253,256 175,540
Depreciation 4,635 3,921
Direct operating expenses that generate rental income 422 422
Exchange differences, net 179 2,182
Fair value loss on financial assets at fair value through
profit or loss 255 838
Fixed assefs written off 18 265
Impairment loss on fixed assefs
[included in other operating expenses) 203 3,386
Impairment loss on available-for-sale financial assets
[included in other operating expenses) - 169
Impairment loss on goodwill for investment in
a jointly controlled enfity (included in other operafing expenses) - 884
Impairment loss on prepayments and deposits
(included in other operating expenses) 129 5,357
Inventories written off (included in cost of inventories sold) - 159
loss on deemed disposal of a subsidiary
(included in other operating expenses) 1,023 -
Loss on disposals of fixed assets 16 -
Operating lease on land and buildings 6,568 9,034
Staff costs (including directors’ emoluments) (Note 12) 38,351 46,116
12.Staff Costs (Including Directors” Emoluments)
2009 2008
HK$’000 HK$'000
Salaries and allowances 33,809 39,146
Equity-settled share-based payments 1,033 3,081
Retirement benefits scheme contributions 3,509 3,889
38,351 46,116
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13.Directors’ and Employees’ Emoluments
(a) Directors’ emoluments
The emoluments of each director were as follows:

Retirement Compensation
benefit  for loss of
Discretionary  Inducement Other scheme office as  Share-based
Name of director Fees Salary bonuses fees benefits ~ contributions director  payments Total
HK$'000  HK$'000  HK$'000  HKS$'000  HK$'000  HK$'000  HKS'000  HK$'000  HKS$'000

M. Ni Xinguang - 936 - - - 12 - - 948
Mr. Wang Zhiming - 763 - - - 12 - - 775
Mr. Chan Woi Sum 176 - - - - - - - 176
M. Ho Wei Ip 176 - - - - - - - 176
M. Ly Wei 176 - - - - - - - 176
Tolal for 2009 528 1,699 - - - L - - 2,251

Refirement Compensafion

benefi forloss of
Disciefionary ~ Inducement Other scheme officeos Shorebosed
Name of director Fees Solory bonuses fees benefils ~ confribufions direclor paymen's Totol

HK$ 000 HK$'000 HK$ 000 HK$'000 HK$ 000 HK$'000 Hk$ 000 HK$ 000 HK$'000

M. Ni Xinguang - 952 20 - - 12 - - 993
M. Wang Zhiming - 757 17 - - 12 - - 786
M:. Chan Wai Sum 154 - - - - - - : 154
Mr. Ho Wai Ip 154 - - - - - - - 154
M. L Wei 154 - - - - - - - 154
Tofal for 2008 462 1,709 ) - - i - - 2241

There was no arrangement under which a director waived or agreed to waive any

emoluments during the years ended 31 December 2008 and 2009.
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13.Directors” and Employees’ Emoluments (Continued)
(b) Five highest paid individuals
The five highest paid individuals in the Group during the year included 2 (2008: 2)
directors whose emoluments are reflected in the analysis presented above. The emoluments
of the remaining 3 (2008: 3) individuals are set out below:

2009 2008

HK$’000 HK$'000

Salaries and allowances 2,044 1,929
Equity-setiled share-based payments 1,033 3,081
Retirement benefit scheme contributions 33 30
3,110 5,040

The emoluments fell within the following bands:

Number of individuals

2009 2008
HK$Nil to HK$ 1,000,000 1 |
HK$1,000,001 to HK$ 1,500,000 2 -
HK$1,500,001 to HK$2,000,000 = -
HK$2,000,001 to HK$2,500,000 - |
HK$2,500,001 to HK$ 3,000,000 = |
Over HK$3,000,000 = -

During the year, no emoluments were paid by the Group fo any of the five highest paid
individuals as an inducement to join or upon joining the Group or as compensation for loss
of office.

14 Profit/(Loss) for the Year attributable to Owners of the Company
The profit/(loss) for the year aftributable to owners of the Company included a profit of
approximately HK$12,373,000 (2008: HK$25,924,000) which has been dealt with in the

financial statements of the Company.

15.Dividend

The Directors do not recommend the payment of any dividend for the year ended 31 December
2009 (2008: HK$Nil).

16.Earnings/(Loss) Per Share
Basic earnings/(loss) per share
The calculation of basic earnings/(loss) per share attributable to owners of the Company
is based on the profit for the year attributable to owners of the Company of approximately
HK$6,200,000 (2008: loss of approximately HK$165,508,000) and the weighted average
number of ordinary shares of 7,324,281,000 (2008: 7,324,281,000) in issue during the year.

Diluted earnings/(loss) per share

For the year ended 31 December 2009, the calculation of diluted earnings per share
attributable to owners of the Company is based on the profit for the year attributable to owners
of the Company of approximately HK$6,200,000 and the weighted average number of
ordinary shares of 7,324,630,000, being the weighted average number of ordinary shares of
7,324,281,000 in issue during the year used in the basic earnings per share calculation plus
the weighted average number of ordinary shares of 349,000 assumed to have been issued
at no consideration on the deemed exercise of the share options outstanding at the end of the
reporting period.

No diluted loss per share is presented as the Company did not have any dilutive potential
ordinary sharing during the year ended 31 December 2008.
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17 .Fixed Assets

The Group
Furniture,
fixtures
Leasehold and office Call centre Plant and Motor
improvements equipment system equipment  vehicles Total

HK$’000 HKS$’000 HK$’000 HK$’000 HKS$’000 HKS$’000

Cost
At T January 2008 6,747 7,480 3,362 51 2,079 19,719
Additions 224 3,335 554 - 1,457 5,570
Acquisition of subsidiaries 890 901 788 - 255 2,834
Write-off (211) [195) - - - [4006)
Exchange differences 392 475 213 3 140 1,223
At 31 December 2008

and 1 January 2009 8,042 11,996 4,917 54 3,931 28,940
Additions 387 1,031 189 - 3,715 5,322
Acquisition of a subsidiary - 18 - - 36 54
Disposals/write-off - (34) - - 169) [103)
Exchange differences 14 22 Q - 10 55
At 31 December 2009 8,443 13,033 5115 54 7,623 34,268

Accumulated depreciation
and impairment

At T January 2008 677 1,119 137 18 374 2,325
Charge for the year 794 1,833 649 11 634 3,921
Write-off (53) (88) - - - (141)
Impairment loss - 1,394 1,961 23 8 3,386
Exchange differences 30 88 32 2 29 181
At 31 December 2008

and 1 January 2009 1,448 4,346 2,779 54 1,045 9,672
Charge for the year 961 2,038 504 - 1,132 4,635
Disposals/wrife-off - (16) - - (38] (54)
Impairment loss - 174 - - 29 203
Exchange differences 3 9 5 ~ 3 20
At 31 December 2009 2,412 6,551 3,288 54 2,171 14,476

Carrying amount
At 31 December 2009 6,031 6,482 1,827 - 5,452 19,792

At 31 December 2008 6,594 7,650 2,138 - 2,886 19,268
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17 .Fixed Assets (Continued)
The Group carried out reviews of the recoverable amount of its fixed assets in 2009 regard to
its closure of an office in the PRC. The reviews led to the recognition of an impairment loss of
HK$203,000 (2008: HK$3,386,000], that has been recognised in profit or loss.

The Company

Leasehold Office
improvements equipment Total
HK$’000 HK$’000 HK$’000
Cost
1 January 2008 387 232 619
Additions - 5 5
At 31 December 2008 and
1 January 2009 387 237 624
Additions 21 - 21
At 31 December 2009 408 237 645
Accumulated depreciation
and impairment
1 January 2008 200 137 427
Charge for the year Q7 27 124
At 31 December 2008 and
1 January 2009 387 164 551
Charge for the year Q 26 35
At 31 December 2009 396 190 586
Carrying amount
At 31 December 2009 12 47 59
At 31 December 2008 -

73 73
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18.Goodwill
The Group
HK$’000

Cost
At T January 2008 247,663
Arising on acquisition of a subsidiary (Note) 6,860
At 31 December 2008 and 31 December 2009 254,523
Accumulated impairment losses
At 1 January 2008 247,663
Impairment loss recognised 6,860
At 31 December 2008 and 31 December 2009 254,523
Carrying amount
At 31 December 2009 -
At 31 December 2008 -

Note:
During the year 2008, the goodwill was arisen on acquisition of Shanghai Seven Star Internet Shopping

Co., ltd and is attributable to the cash-generating unit ("CGU") of retail and distribution of consumer
products through Internet in the PRC.

19.Intangible Assets

The Group

Insurance

Internet agency
platform licence Total

HK$’000 HK$’000 HK$’000

Cost
Acquired in a business combination and

at 31 December 2008 1,095 - 1,095
Acquired in a business combination - 475 475
Exchange difference 2 - 2
At 31 December 2009 1,097 475 1,572
Accumulated amortisation
At 31 December 2008 - - -
Amortisation for the year 219 32 251
At 31 December 2009 219 32 251
Carrying amount
At 31 December 2009 878 443 1,321
At 31 December 2008 1,095 - 1,095

The Group’s internet platform is used for its distribution of consumer products. The Group's
insurance agency licence is for ifs provision of insurance agency services. The average remaining
amortisation period of the abovementioned intangible assets is 4.34 years (2008: 5 years).
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20.Interests in Subsidiaries
The Company

2009 2008

HK$’000 HK$'000

Unlisted investments, at cost 277,066 287,897
Loans to subsidiaries 1,159,647 1,156,453
1,436,713 1,444,350

less: impairment losses (1,214,471) (1,324,908
222,242 119,442

The loans to subsidiaries are unsecured, interest free and will not be repayable within the next
twelve months.

Details of subsidiaries which, in the opinion of the directors of the Company, materially
contributed to the results of the Group or held a material portion of assets or liabilities of the
Group are set out below. To give full details of subsidiaries would, in the opinion of the directors
of the Company, result in particular of excessive length.

Place of Percentage of
incorporation/ ownership
registration and Issued interest/
operation and share capital/ voting power/
Name kind of legal entity registered capital  profit sharing Principal activities

Direct  Indirect

Cheong Wa Limited Hong Kong, 6,100 ordinary shares 100% - Investment holding
limited liability company of HK$1 each
Marson Development Limited Hong Kong, 2 ordinary shares 100% - Property Invesiment
limited liability company of HK$1 each
Top Pro Limited The Brifish Virgin Islands, 1 ordinary share 100% - Investment holding
limited liability company of US$1
Fuzhou Landun Science of Life The PRC, HK$40,000,000 - 100% Investment holding
Co, lid whollyforeign owned
enferprise with limited
liability
Fuzhou Shenxing The PRC, RMB500,000 - 100% Provision of call centre
Network Informafion limited liability company service fo group
Consultant Service companies
Co., lid " #
BAEERARES
AARBERLA

2009 ANNUAL REPORT 61




CHINA SEVEN STAR SHOPPING LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

20.Interests in Subsidiaries (Continued)

Place of Percentage of
incorporation/ ownership
registration and Issved interest/
operation and share capital/ voting power/
Name kind of legal entity registered capital profit sharing Principal activities
Direct  Indirect

Fuzhou Fuxing Media Co., lid.A The PRC, RMB3,000,000 - 46% Investment holding,
BNREERARLA limited liability company (Note o refail and wholesale
['Fuzhou Fuxing') of consumer products

Shanghai Jiuhou Trading Co., lid.A  The PRC, RMB500,000 - 60% Retail and wholesale
LEREBHERRLA limited liability company of consumer products

Shanghai Seven Star Infernet The PRC, RMBT,000,000 - 60% Retail and wholesale
Shopping Co., Lid.A, # limited liability company of consumer products
LB EBRBNERAT

Seven Star Shopping (Chinal The PRC, RMB360,000,000 - 100% Investment holding,
Co., lid.A whollyforeign owned refail and wholesale
t2BY (hE) FRAF enferprise with limited of consumer products

liability

Seven Star Shopping Limited Hong Kong, 1 ordinary share - 100% Investment holding

limited liability company of HK$1

Shanghai Seven Star The PRC, RMB30,000,000 - 96% Investment holding,
Electronic Commence limited liability company retail and wholesale
Co., lid N # of consumer products
Bt EEFEBRRAT

Shanghai Seven Star Infernational ~ The PRC, RMB6,000,000 - 100% Invesiment holding,
Shopping Co., Lid.A limited liability company [Noe b) refoil and wholesale
Bt EEREYARAT of consumer producs
["Seven Star (Shanghai]']

Shanghai Seven Star The PRC, RMBT,000,000 - 99.6% Retail and wholesale
Markefing Co., lid. " # limited liability company of consumer products
B EEHERAA

Shanghai Seven Star The PRC, RMB500,000 - 99.6% Refail and wholesale
Trading Co., lid.\ # limited liability company of consumer producs
FEtEBERRAA

Shanghai Seven Star The PRC, RMBT,000,000 - 99.6% Provision of
Yixi Advertising Co., lid.A # limited licbility company (Note 39(b]] adverfising service

Rt ERBEREARAA
["Shanghai Yixi Adverfising’)
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20.Interests in Subsidiaries (Continued)

Place of
incorporation/
registration and
operation and
kind of legal entity

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

Issued
share capital/
registered capital

Percentage of
ownership
interest/
voting power/
profit sharing

Principal activities

Shanghai Xishiduo Hanying
Kitchen Ware ltd. A ##
LSt S ERBRERAT

Shanghai Xiangsheng Insurance
Agency Co., lid.A
LR ERRREERAT

["Xiangsheng Insurance')

Shanghai Yihui
Trading Co., lid.A
LEREREERLA

The PRC,
Sinoforeign joint
venture with limited
liability company

The PRC,
limited licbility company

The PRC,
limited liability company

A For identification purposes only

# Directly held by Seven Star [Shanghai)

RMB20,000,000

RMB20,000,000

RMB500,000

##  41.8% is directly held by Seven Star (Shanghai)

Notes:

Direct  Indirect

92.8%

- 96%

- 96%

Retail and wholesale
of kitchen wares

Provision of insurance
agency service

Retail and wholesale
of consumer products

(a) Although the Group has less than 50% equity inferest in Fuzhou Fuxing, Fuzhou Fuxing is treated as a
subsidiary of the Group because the Group is able to control the financial and operating policies of

Fuzhou Fuxing.

(b) Although the Group does nof owned any equity inferest in Seven Star (Shanghai), Seven Star
[Shanghai) and its subsidiaries ("Seven Star (Shanghai) Group”] are treated as subsidiaries because
the Group is able to control the financial and operating policies of Seven Star (Shanghai) Group
as a result of the Structured Contracts (as defined in the announcement of the Company dated 7
September 2006) entered into by the Group.

None of the subsidiaries has issued any debt securities.
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2 1. Available-for-sale Financial Assets

The Group
2009 2008
HK$’000 HK$'000
At 1 January = 160
Exchange differences - 9
Impairment loss - (169)
At 31 December - -
The availablefor-sale financial assets were written off during the year.
22 .Properties Held for Resale
The Group
2009 2008
HK$’000 HK$'000
At 1 January 8,700 10,300
Reversal of write-down/(write-down) 600 (1,600)
At 31 December 9,300 8,700

An analysis of the carrying value of properties held for resale is as follows:

The Group
2009 2008
HK$’000 HK$'000
In Hong Kong, held on:
leases of between 10 to 50 years 9,300 8,700

At 31 December 2009, the carrying value of properties held for resale that was carried at net

realisable value amounted to HK$9,300,000 (2008: HK$8,700,000).

23.Inventories

The Group
2009 2008
HK$’000 HK$'000
Finished goods 40,475 13,350
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24 . Trade Receivables

The Group'’s turnover included the invoiced amounts of products sold or services rendered and
rental income. The payment terms of the sales fo retail customers in the PRC retail and distribution
segment are on cash-on-delivery basis to the logistic providers who received on the Group’s
behalf upon delivery of goods and reimburse the fund so collected within 15 to 60 days. The
payment terms of the sales to distributors in the PRC retail and distribution segment are normally
from 30 to 180 days. The payment terms of media management services and insurance agency
services provided are normally at 30 days. The rental income is paid in accordance with the
terms of the respective agreements, which is normally due on the first day of the month.

The aging analysis of trade receivables, based on the invoice date, and net of allowance, is as

follows:
The Group

2009 2008
HK$’000 HK$'000
0 - 90 days 41,179 28,969
91 - 180 days 2,830 11,043
181 - 365 days 912 -
Over 365 days 81 -
45,002 40,012

For the year ended 31 December 2009, an allowance was made for estimated irrecoverable
trade receivables of approximately HK$2,503,000 (2008: HK$13,770,000).

Reconciliation of the allowance for trade receivables:

The Group

2009 2008

HK$’000 HK$'000

At 1 January 37,363 22,115
Allowance recognised on receivables 2,503 13,770
Amounts reversed (2,038) -
Exchange differences 100 1,478
At 31 December 37,928 37,363
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24.

25.

Trade Receivables (Continued)
As at 31 December 2009, trade receivables of HK$3,823,000 (2008: HK$11,043,000) were

overdue but not impaired. These relate to a number of independent customers for whom there is
no recent history of default. The aging analysis of these trade receivables is as follows:

The Group
2009 2008
HK$’000 HK$'000
Up to 3 months 2,830 11,043
3 to 6 months 912 -
Over 6 months 81 -
3,823 11,043

Subsequent to 31 December 2009, the Group received cash settlement amount of about
HK$1.6 million and HK$0.6 million for balances overdue up to 3 months and 3 to & months
respectively. For the remaining balances overdue, these relate to a number of independent
customers that have good track record with the Group. Base on past experience, management
believes that no impairment allowance is necessary in respect of these balances as there has not
been significant change in credit quality and the balance are still considered fully recoverable.
The Group does not hold any collateral over these balances.

The carrying amounts of the Group’s trade receivables are wholly denominated in Renminbi

("RMB").

Other Receivables, Prepayments and Deposits
The Group The Company
2009 2008 2009 2008
HK$’000 HK$'000 HK$’000 HK$'000
Other receivables 19,471 2,643 - -
Prepayments and deposits (Note a) 68,781 36,097 331 326
88,252 38,740 331 326

Notes:

[a) At 31 December 2009, included in the Group's prepayments and deposits are deposits paid for setting
up of two subsidiaries, amounted to approximately HK$1,136,000. The set up of both subsidiaries
have been completed in 2010.

[b]  Saved as disclosed above, balances in the other receivables, prepayments and deposits are all related
to commercial transactions undertaken in the usual course of business. None of the transactions involved
constitutes discloseable, related party or connected transactions as defined under the Listing Rules.
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26. Financial Assets at Fair Value through Profit or Loss

The Group The Company
2009 2008 2009 2008
HK$’000 HK$'000 HK$’000 HK$'000
Debt securities, at fair value
listed outside Hong Kong 12,266 23,685 12,266 23,685
Equity securities, at fair value
listed outside Hong Kong 30 87 - -
Market value of listed securities 12,296 23,772 12,266 23,685
The carrying amounts of the above
financial assets are classified
as follows:
Held for trading 12,296 23,772 12,266 23,685

The investments included above represent investments in listed debt and equity securities that offer
the Group the opportunity for return through dividend income and fair value gains. They have no
fixed maturity or coupon rate.

The fair values of listed securities are based on current bid prices.

27 .Pledged Bank Deposits and Bank and Cash Balances
At 31 December 2009, the Group’s pledged bank deposits represented deposits pledged to
a bank as securities for two corporate cards granted to two executive directors of the Group
of approximately HK$284,000. The credit limit of both corporate cards is approximately
HK$227,000 in aggregate. The deposits are in RMB and at fixed inferest rates of 2.25% per
annum and therefore are subject to fair value interest rate risk.

At 31 December 2009, the bank and cash balances of the Group denominated in RMB and
kept in the PRC amounted to HK$92,927,000 (approximately RMB81,802,000) (2008:
HK$69,656,000 (approximately RMB61,425,000)). Conversion of RMB into foreign currencies
is subject to the PRC'’s Foreign Exchange Control Regulations and Administration of Settlement,
Sale and Payment of Foreign Exchange Regulations.
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28.Trade and Bills Payables

CHINA SEVEN STAR SHOPPING LIMITED

The Group
2009 2008
HK$’000 HK$'000
Trade payables (Note) 25,928 11,405
Bills payables - 6,464
25,928 17,869
Note:
The aging analysis of trade payables, based on date of receipt of goods, is as follows:
The Group
2009 2008
HK$’000 HK$'000
0 - 90 days 15,632 5,552
@1 - 180 days 959 265
181 - 365 days 3,039 773
Over 365 days 6,298 4,815
25,928 11,405
The carrying amounts of the Group's frade payables are denominated in the following currencies:
2009 2008
HK$’000 HK$'000
Hong Kong dollars 69 69
RMB 25,859 11,336
Total 25,928 11,405

29.Other Payables and Accruals

The Group The Company
2009 2008 2009 2008
HK$’000 HK$'000 HK$’000 HK$'000
Other payables and accruals 24,508 18,366 2,780 2,997
Deposits received 717 960 - -
Due fo directors - 214 - -
25,225 19,540 2,780 2,997
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30. Share Capital

No. of shares

‘000 HK$'000
Authorised:
Ordinary shares of HK$0.1 (2008: HK$0.1) each
At 31 December 2008 and 2009 16,000,000 1,600,000
Issued and fully paid:
Ordinary shares of HK$0.1 (2008: HK$0.1) each
At 31 December 2008 and 2009 7,324,281 732,428

.Share Options

Equity-settled share option scheme

On 28 May 2004, the shareholders of the Company approved the adoption of a new share
option scheme (the 2004 Share Option Scheme”). The 2004 Share Option Scheme will expire
on 27 May 2014.

2004 Share Option Scheme

Under the 2004 Share Option Scheme, the directors of the Company may, at their discretion,
grant options to executives and key employees in the service of any member of the Group
and other persons who may make a contribution to the Group subject to terms and conditions
stipulated therein. The exercise price for any particular option shall be such price as the board
of directors of the Company may in its absolute discretion defermine at the time of grant of the
relevant option subject to the compliance with the requirements for share option schemes under
the Listing Rules.

At 31 December 2009, the following options to subscribe for shares were outstanding under the
2004 Share Option Scheme:

Number of
Exercise price outstanding
Date of grant per share options Exercise period
HKS$
Employees 27 December 2006 0.157 12,660,000 27 June 2008 - 26 June 2018
27 December 2006 0.157 12,660,000 27 December 2008 - 26 December 2018
8 March 2007 0.722 5,000,000 8 March 2007 = 7 March 2015
8 March 2007 0.722 5,000,000 8 March 2008 - 7 March 2015
8 March 2007 0.722 5,000,000 8 March 2009 - 7 March 2015
8 March 2007 0.722 5,000,000 8 March 2010 - 7 March 2015
Consultant 30 April 2007 1.230 240,000 30 April 2008 - 29 April 2015
29 April 2008 0.143 3,490,000 29 April 2009 - 28 April 2016
30 April 2009 0.100 7,000,000 5 May 2010 - 4 May 2017
56,050,000
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31.Share Options (Continued)
2004 Share Option Scheme (Continued)

2009 2008

Weighted Weighted

average average
exercise Number of exercise Number of
price in HK$ share price in HK$ share
per share options per share options
At 1 January 0.392 49,050,000 0.354 60,560,000
Granted during the year 0.100 7,000,000 0.143 3,490,000
Exercised during the year - - - -
lopsed during the year - - 0.180 (15,000,000
At 31 December 0.355 56,050,000 0.392 49,050,000

There were no option cancelled in 2008 and 2009.

The options outstanding at the end of the year have a weighted average remaining contractual
life of 7.13 years (2008: 8.10 years) and the exercise prices range from HK$0.10 to HK$1.23
(2008: HK$0.143 to HK$1.23). In 2009, 7,000,000 share options were granted on 30 April
2009. The estimated fair value of the options on that date is approximately HK$556,000. In

2008, 3,490,000 share options were granted on 29 April 2008. The estimated fair value of
the options on that date was approximately HK$318,000.

These fair values were calculated using the Black-Scholes pricing model. The inputs into the
model were as follows:

Share options granted on

30 April 29 April

2009 2008

Weighted average share price HK$0.09 HK$0.14
Weighted average exercise price HK$0.100 HK$0.143
Expected volatility 116.74% 86.56%
Expected life 8 years 4.5 years
Risk free rate 2.01% 2.37%
Expected dividend yield 0% 0%

Expected volatility was determined by calculating the historical volatility of the Company’s share
price over the previous 398 weeks. The expected life used in the model has been adjusted,
based on management’s best estimate, for the effects of non transferability, exercise restrictions
and behavioural considerations.
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32.Other Reserves
The Group

Share- Foreign
based  Special currency Statutory
Share payments  capital translation  surplus
premium  reserve reserve  reserve  reserve Total
HK$’000 HK$’000 HK$’000 HKS$’000 HK$’000 HK$’000

At 1 January 2008 504,930 6,378 726,699 15,520 5,862 1,259,389
Recognition of share-based
payments - 3,334 - - - 3,334
Translation differences - - - 15,787 - 15,787
Transfer to accumulated losses - (638) - - - (638]
At 31 December 2008 504,930 9,074 726,699 31,307 5,862 1,277,872
At T January 2009 504,930 9,074 726,699 31,307 5,862 1,277,872
Recognition of share-based
payments - 1,498 - - - 1,498
Translation differences - - - 305 - 305
At 31 December 2009 504,930 10,572 726,699 31,612 5,862 1,279,675
The Company
Share-
based Special
Share payments capital
premium reserve reserve Total
HK$’000 HK$’000 HK$’000 HK$’000
At 1 January 2008 504,930 6,378 726,699 1,238,007
Recognition of share-based payments - 3,334 - 3,334
Transfer to accumulated losses - (638) - (638)
At 31 December 2008 504,930 9,074 726,699 1,240,703
At 1 January 2009 504930 9074 726699 1,240,703
Recognition of share-based payments - 1,498 - 1,498
At 31 December 2009 504,930 10,572 726,699 1,242 201

Nature and purpose of reserves
(a) Share premium

Under section 48B of the Hong Kong Companies Ordinance, the funds in the share premium
account of the Company can be applied in paying up unissued shares to be issued to
shareholders as fully paid bonus shares; or in writing off the preliminary expenses or the
expenses of, or the commission paid or discount allowed on, any issue of shares of the
Company.
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32.Other Reserves (Continued)

Nature and purpose of reserves (Continued)

(b)

Share-based payments reserve

The fair value of the actual or estimated number of unexercised share options granted to
employees of the Company recognised in accordance with the accounting policy adopted
for share-based payments in Note 3(s) to the financial statements.

Special capital reserve

The application of the special capital reserve is subject to the court order granted by the
High Court of Hong Kong SAR. Pursuant to the High Court Order dated 20 November
2002, as long as the Company shall remain a listed company, the balances shall be treated
as an undistributable reserve of the Company for the purposes of Section 79C of the Hong
Kong Companies Ordinance or any statutory re-enactment or modification thereof provided
that (1) the Company shall be at liberty to apply the said special capital reserve for the
same purposes as a share premium account may be applied; and (2] the amount standing
to the credit of the special capital reserve may be reduced by the amount of any increase,
after the effective date, in the paid up share capital or the amount standing to the credit of
the share premium account of the Company as a result of the payment up of shares by the
receipt of new consideration or the capitalisation of distributable profits.

Foreign currency translation reserve

The foreign currency translation reserve comprises all foreign exchange differences arising
from the franslation of the financial statements of foreign operations. The reserve is dealt
with in accordance with the accounting policies sef out in Note 3(c)(iii) to the financial
statements.

Statutory surplus reserve

In accordance with the PRC Company law and the respective company’s articles of
association, a subsidiary of the Group established in the PRC, being a wholly foreign-
owned enterprise, is required to appropriate 10% of the annual statutory profit after tax (after
offsefting any prior years’ losses), to the statutory surplus reserve. When the balance of the
reserve fund reaches 50% of each entity’s registered capital, any further appropriation is
optional. With the approval from the relevant authorities, the statutory surplus reserve can
be utilised to offset prior years' losses or to increase capital. The reserve fund cannot be
distributed in the form of cash.
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33.Notes to the Consolidated Statement of Cash Flows
Acquisition of a subsidiary
For the year ended 31 December 2009
On 7 September 2009, the Group effectively controlled 96% of the share capital of Xiangsheng
Insurance, which is engaged in insurance agency business in the PRC.

The fair value of the identifiable assets and liabilities (including intangible asset) of Xiangsheng
Insurance acquired as at its date of acquisition, is as follows:

HK$'000
Net assets acquired:

Fixed assefs 54
Intangible asset 475

Trade receivables, other receivables,
deposits and prepayments 221
Bank and cash balances 3,021
Trade payables, other payables and accruals (512)
3,259
Minority interests (130)
Excess of fair value over cost of acquisition of a subsidiary (581)
Purchase consideration 2,548

Net cash inflow arising on acquisition:
Cash and cash equivalents acquired 3,021

Purchase consideration of HK$2,548,000 has been seftled and included in prepayments as at
31 December 2008.

Xiangsheng Insurance contributed approximately HK$9,198,000 to the Group's turnover and
approximately HK$67,000 to the Group's loss before tax, for the period between the date of
acquisition and the end of the reporting date.

If the acquisition had been completed on 1 January 2009, total Group turnover for the year
would have been HK$483,303,000, and profit for the year would have been HK$5,303,000.
The proforma information is for illustrative purposes only and is not necessarily an indication of
the turnover and results of operations of the Group that actually would have been achieved had
the acquisition been completed on 1 January 2009, nor is intended to be a projection of future
results.
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34 .Pending Litigation
The Group is pursuing a legal proceeding against the vendor, a director of the vendor and two
ex-directors of the Company in connection with the acquisition of a PRC hotel at a consideration
of HK$ 120 million undertaken by the Group in September 2000. The Group is claiming for the
costs and expenses associated with the acquisition and as at the reporting date, the parties of
the case are still attending to interlocutory matters and no hearing date has yet been fixed.

The Company is currently seeking legal advice on the litigations mentioned above. The directors
believe that appropriate provisions have been made in the financial statements of the Group
and the Group has valid claim/defence regarding the above litigations and consider that these
outstanding litigations would not have material impact on the Group.

35.Capital Commitments
The Group's capital commitments at the end of the reporting period are as follows:

2009 2008
HK$’000 HK$'000

Confracted but not provided for:
Fixed assefs — 226

36.0Operating lease Commitments
At 31 December 2009, the total future minimum lease payments under non-cancellable operating
leases are payable as follows:

The Group The Company
2009 2008 2009 2008
HK$/000 HK$'000 HK$’000 HK$'000
Within one year 4,951 4,379 327 876
In the second to fifth years inclusive 13,034 13,377 - 324
After five years 42,509 45,640 - -
60,494 63,396 327 1,200

Operating lease payments represent rentals payable by the Group for certain of its office and
warehouses. leases are negotiated for terms ranging from one fo twenty years and rentals are
fixed over the lease terms and do not include contingent rentals.
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37.Operating Llease Arrangements
At 31 December 2009, the total future minimum lease payments under non-cancellable operating
leases are receivable as follows:

The Group The Company
2009 2008 2009 2008
HK$’000 HK$'000 HK$’000 HK$'000
Within one year 60 914 - -
In the second to fifth years inclusive - 60 - -
60 Q74 - _

38.Related Party Transactions
(@) In oddition to those related party transactions and balances disclosed elsewhere in the
financial statements, the Group had the following transactions with its related parties during

the year:
2009 2008
HK$’000 HK$'000
Purchases from:
- a jointly controlled entity - 1,764
- related companies [Nofe {(i)) 260 507

Notes :

(i) Mr. Ni Xinguang ("Mr. Ni") and Mr. Wang Zhiming ("Mr. Wang”), the executive directors of the
Company have respectively 60% and 40% equity inferest in the ultimate parent of these related
companies.

(i) The abovesaid related party transactions were made under normal commercial terms and
conditions that would also be available to unrelated third parties.
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38.Related Party Transactions (Continued)
(b) At the end of the reporting period, the following balances with related parties included in:

2009 2008

HK$’000 HK$'000

Trade payables to related companies (Notes (i) and [iii)) (540) (534)
Other payables to related companies (Notes |ii) and (iii)) (1,831) (1,828)

Notes:

(i)  The above amounts are trade in nature, unsecured, interest free and repayable in normal frading
terms.

[ii) The other payables mostly included expenses paid on behalf of the Group by related companies.
The amounts due are unsecured, interest free and have no fixed repayment terms.

(iii) Mr. Ni and Mr. Wang have respectively 60% and 40% equity inferest in the ultimate parent of
these related companies.

39 Events after the Reporting Period
(@) On 31 December 2009, Shanghai Yixi Advertising, a subsidiary of the Company, signed
an exclusive advertising agency right agreement with Guangdong TV Statfion ("“GDTV").
GDTV granted Shanghai Yixi Advertising the exclusive agency right to the advertising time
of a satellite channel of GDTV for a term of 3 years. Subsequent to the end of the reporting
date, the aforesaid transaction was completed. Details please refer to the Company's
announcement dated 4 January 2010.

(b) Subsequent to the end of the reporting date, the Group disposed of 40% effective equity
interest in Shanghai Yixi Advertising, a subsidiary of the Company at approximately
HK$562,000.

40.Approval of Financial Statements
The financial statements were approved and authorised for issue by the Board of Directors on 26

April 2010.
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2009 2008 2007 2006 2005
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000

Results
Turnover 469,123 208,296 680,228 92,430 23,090

Profit/{loss) attributable to:
- Owners of the Company 6,200 (165,508 (385,289 29,556 (16,572)
- Minority inferests (1,171) (2,254) (9,250) 2,647 (753)

Assets and liabilities

Total assefs 380,119 371,349 524,290 309,384 67,289
Total liabilities (53,300) (54,524) (59,442) (56,001) [65,528)
Total equity 326,819 316,825 464,848 253,383 1,761
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CHINA SEVEN STAR SHOPPING LIMITED

GROUP PROPERTIES

Properties held for resale

Location Lease Term Existing use

Unit A26 on Ground Floor and Unit A on 2/F, Medium term lease On lease
Smiling Plaza, Hung Yu Mansion, Nos. 155-181
Castle Peak Road, Nos. 162-188 Un Chau Street,
Nos. 143-147 Camp Streef and Nos. 162-164
Pratas Street, Sham Shui Po, Kowloon
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