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representation as to its accuracy or completeness and expressly disclaim any liability
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(Incorporated in Bermuda with limited liability)
(Stock Code: 326)
(Warrant Code: 1056)

INTERIM RESULTS ANNOUNCEMENT
FOR THE SIX MONTHS ENDED 30TH JUNE 2012

The board of directors of China Star Entertainment Limited (the “Company”) presents
the unaudited condensed consolidated results of the Company and its subsidiaries (the
“Group”) for the six months ended 30th June 2012 together with comparative figures as
follows:

CONDENSED CONSOLIDATED INCOME STATEMENT
For the six months ended 30th June 2012

Six months ended 30th June

2012 2011
Notes HK$°000 HK$’000
(Unaudited) (Unaudited)

Turnover 4 593,521 470,930
Cost of sales (286,404) (165,862)
Gross profit 307,117 305,068
Other revenue 5 12,700 8,810
Other income 6 173 183
Administrative expenses (217,035) (217,527)
Marketing, selling and distribution expenses (22,823) (6,541)
Loss arising on change in fair value of financial

assets classified as held for trading (8,188) (17,757)
Impairment loss recognised in respect

of intangible assets (7,300) (73,830)
Profit/(loss) from operations 64,644 (1,594)
Finance costs 7 (22,817) (8,542)
Share of results of associates - 431
Share of results of jointly controlled entities (2) 28
Profit/(loss) before tax 8 41,825 (9,677)
Taxation credit 9 256 7,239
Profit/(loss) for the period 42,081 (2,438)




CONDENSED CONSOLIDATED INCOME STATEMENT (CONTINUED)

For the six months ended 30th June 2012

Attributable to:
Owners of the Company
Non-controlling interests

Earnings/(loss) per share
Basic

Diluted

Notes

10

10

Six months ended 30th June

2012 2011
HK$’000 HKS$’000
(Unaudited) (Unaudited)
2,691 (27,992)
39,390 25,554
42,081 (2,438)

HK cents 0.14

HK cents (6.34)

HK cents 0.12

HK cents (6.34)




CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE
INCOME
For the six months ended 30th June 2012

Six months ended 30th June
2012 2011
HK$’000 HKS$’000
(Unaudited) (Unaudited)

Profit/(loss) for the period 42,081 (2,438)

Other comprehensive income

Exchange differences on translation of
foreign operations

Exchange differences arising during the period (29) 168
Reclassification adjustments upon disposal - 24
Other comprehensive (loss)/income for the period 29) 192
Total comprehensive income/(loss) for the period 42,052 (2,246)

Total comprehensive income/(loss) attributable to:

Owners of the Company 2,664 (27,800)
Non-controlling interests 39,388 25,554
42,052 (2,246)




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 30th June 2012

At 30th At 31st
June December
2012 2011
Notes HK$’000 HK$’000
(Unaudited) (Audited)
Non-current assets
Property, plant and equipment 587,822 637,702
Interests in leasehold land 495,926 507,359
Goodwill 3,030 3,030
Intangible assets 92,816 100,729
Interests in jointly controlled entities 28,654 28,656
Interests in associates 2,377 7,977
1,210,625 1,285,453
Current assets
Inventories 34,663 38,639
Stock of properties 557,760 550,312
Film rights 19,761 19,761
Films in progress 3,150 3,150
Trade receivables 12 94,555 143,008
Deposits, prepayments and other receivables 675,686 396,386
Held for trading investments 42,609 50,797
Amounts due from associates 19,072 16,854
Prepaid tax 168 86
Cash and bank balances 672,464 903,094
2,119,888 2,122,087
Total assets 3,330,513 3,407,540
Capital and reserves
Share capital 20,325 19,647
Reserves 1,958,384 1,948,945
Equity attributable to owners of the Company 1,978,709 1,968,592
Non-controlling interests 339,139 306,317
Total equity 2,317,848 2,274,909




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
(CONTINUED)
At 30th June 2012

At 30th At 31st
June December
2012 2011
Notes HK$’000 HKS$’000
(Unaudited) (Audited)

Non-current liabilities
Bank borrowings 375,000 400,000
Obligation under finance lease 97 153
Convertible bonds 340,183 339,187
Deferred tax liabilities 83,988 84,253
799,268 823,593

Current liabilities

Bank borrowings 69,573 66,674
Obligation under finance lease 111 128
Trade payables 13 67,266 139,080
Deposits received, accruals and other payables 57,942 68,244
Tax payables 4 4
Amount due to an associate 18,303 34,906
Amounts due to non-controlling interests 198 2
213,397 309,038
Total liabilities 1,012,665 1,132,631
Total equity and liabilities 3,330,513 3,407,540
Net current assets 1,906,491 1,813,049
Total assets less current liabilities 3,117,116 3,098,502




NOTES:

1. BASIS OF PREPARATION

The unaudited condensed consolidated interim financial statements of the Group (the “Interim
Financial Statements”) have been prepared in accordance with Hong Kong Accounting Standard 34
“Interim Financial Reporting” issued by the Hong Kong Institute of Certified Public Accountants
(the “HKICPA”) and the applicable disclosure requirements set out in Appendix 16 to the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

The Interim Financial Statements should be read in conjunction with the annual financial statements
of the Group for the year ended 31st December 2011.

The Interim Financial Statements have been prepared on the historical cost basis, except for
certain financial instruments that are measured at fair values, which are measured at fair values, as
appropriate.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies used in the preparation of the Interim Financial Statements are consistent
with those used in the annual financial statements of the Group for the year ended 31st December
2011, except for the impact of the adoption of the new and revised Hong Kong Accounting
Standards, Hong Kong Financial Reporting Standards and interpretations described below.

In the current interim period, the Group has applied, for the first time, the following new and
revised standards and interpretations (collectively referred to as the “new and revised HKFRSs”)
issued by the HKICPA, which are effective for the Group’s accounting period beginning on 1st
January 2012.

HKAS 12 (Amendments) Deferred Tax — Recovery of Underlying Assets

HKFRS 1 (Amendments) Severe Hyperinflation and Removal of Fixed Dates for
First-time Adopters

HKFRS 7 (Amendments) Disclosures — Transfer of Financial Assets

The application of the new and revised HKFRSs in the current periods has no material effect on the
Group’s financial performance and positions for the current or prior accounting period.



SEGMENT INFORMATION

The Group has identified the following operating segments:

Film distribution operations

Hotel and gaming service operations

Gaming promotion operations

Property development operations

Chinese health products sales operations

Production and distribution of motion pictures and

television drama series and provision of other film

related services

Provision of hotel services and gaming operation

services in Hotel Lan Kwai Fong Macau

Investing in operations which receive profit streams

from the gaming promotion business and provision

of related gaming promotion business

Investing and development of properties located in

Macau

Sales of Chinese and other medicines

pharmaceutical products, health products, ginseng

and dried seafood products to wholesalers and

retailer as well as Chinese clinical services

Segment information about these businesses is presented bellowed:

(a)  An analysis of the Group’s revenue and results by operating segments

Hotel and gaming service operations

Gaming promotion operations
Film distribution operations

Property development operations

Chinese health products sales
operations

Reconciliation from segment

results to profit/(loss) before tax

Unallocated corporate income
Loss arising on change in
fair value of financial assets
classified as held for trading

Unallocated corporate expenses

Profit/(loss) before tax

Segment revenue
Six months ended

Segment results
Six months ended

30th June 30th June

2012 2011 2012 2011
HK$’000 HKS$’000 HK$’000 HK$’000
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
521,662 420,590 80,156 50,671
8,648 48,909 1,719 (25,572)

33 1,431 (203) 244

- - (33) -

63,178 - (524) -
593,521 470,930 81,115 25,343
2,162 2,539
(8,188) (17,757)
(33,264) (19,802)
41,825 (9,677)




Revenue reported above represents revenue generated from external customers. There were
no inter-segment sales in the both periods.

Segment results represent the profit/(loss) earned/(suffered) by each segment without
allocation of central administration costs under the heading of unallocated corporate
expenses, change in fair value of financial assets classified as held for trading, income
tax expenses and partial other revenue and other income under the heading of unallocated
corporate income. This is the measure reported to the chief operating decision maker for the
purposes of resource allocation and performance assessment.

(b)  Geographical information
The Group’s revenue from external customers is mainly derived from its operations in
Macau.
TURNOVER
Six months ended 30th June
2012 2011
HK$°000 HK$’000
(Unaudited) (Unaudited)
Film distribution fee income 33 1,431
Hotel room income 42,936 29,737
Food and beverage sales 12,176 7,943
Services income from mass table gaming operations 359,950 220,701
Services income from VIP table gaming operations 98,386 156,093
Services income from slot machine operations 8,214 6,116
Receive profit streams from gaming promotion business 8,048 48,909
Sales of Chinese health products 63,178 -
593,521 470,930

OTHER REVENUE

Six months ended 30th June

2012 2011
HK$’000 HK$’000
(Unaudited) (Unaudited)
Bank interest income 4,450 2,660
Management fee income 1,165 192
Other ancillary hotel revenue 7,085 5,951
Others - 7
12,700 8,810




OTHER INCOME

Net foreign exchange gain
Others

FINANCE COSTS

Interest on:
Bank borrowings-wholly repayable within five years
Finance lease

Imputed interests on convertible bonds

Other finance cost

PROFIT/(LOSS) BEFORE TAX

Profit/(loss) before tax has been arrived at after charging:

Amortisation of film rights (included in cost of sales)

Amortisation of interests in leasehold land

Amortisation of intangible assets

Cost of inventories (included in cost of sales)

Depreciation of property, plant and equipment

Employee benefit expenses

Impairment loss recognised in respect of intangible assets

Loss on disposal of property, plant and equipment

Loss on disposal of financial assets classified as held for trading

Loss arising on change in fair value of financial assets classified
as held for trading

Operating lease rental in respect of rental premises

Six months ended 30th June

2012 2011
HK$’000 HK$’000
(Unaudited) (Unaudited)
153 183

20 -

173 183

Six months ended 30th June

2012 2011
HK$°000 HK$’000
(Unaudited) (Unaudited)
7,914 8,527

16 15

14,881 -

6 _

22,817 8,542

Six months ended 30th June

2012
HK$’000
(Unaudited)

11,433
613
44,788
52,245
65,407
7,300
189

8,188
7,103

2011
HK$’000
(Unaudited)

1,161
7,003

3,626
46,193
47,654
73,830

90

2,490

15,267
715




10.

TAXATION CREDIT
Six months ended 30th June

2012 2011
HK$’000 HK$’000
(Unaudited) (Unaudited)
The taxation credit is as follow:
Current tax:
PRC Enterprise Income Tax 9) -
9) -
Over provision in prior periods:
Other jurisdictions - 64
- 64
Deferred tax:
Current period 265 7,175
256 7,239

Hong Kong Profits Tax is calculated at 16.5% of the estimated assessable profit for both periods.
PRC subsidiaries are subject to PRC Enterprise Income Tax at 25% for both periods. Macau
subsidiaries are subject to Macau Complementary Tax at 12% for both periods. Taxation arising in
other jurisdictions is calculated at the rates prevailing in the relevant jurisdictions.

No provision for Hong Kong Profits Tax has been made for both periods as the Company and
its subsidiaries have no assessable profits arising in Hong Kong or taxable profits were wholly
absorbed by estimated tax losses brought forward.

No Macau Complementary Tax has been provided as assessable profit for the period was set off
against the tax losses brought forward from previous years or was exempt for tax liability.

EARNINGS/(LOSS) PER SHARE

The calculation of the basic and diluted earnings/(loss) per share attributable to owners of the
Company is based on the following data:

Six months ended 30th June

2012 2011
HK$’000 HKS$’000
(Unaudited) (Unaudited)
Profit/(loss) attributable to owners of the Company for
the purpose of basic and diluted earnings/(loss) per share 2,691 (27,992)

10



11.

12.

Six months ended 30th June

2012 2011
’000 "000
Number of shares
Weighted average number of ordinary shares for
the purposes of basic earnings/(loss) per share 1,971,074 441,498
Effect of dilutive potential ordinary shares: Warrants 288,240 -
Weighted average number of ordinary shares for
the purpose of diluted earnings/(loss) per share 2,259,314 441,498

The weighted average number of ordinary shares for the six months ended 30th June 2012 for
the purpose of diluted earnings per share has been adjusted for the outstanding warrants of the
Company during the period.

As the Company’s outstanding convertible bonds, warrants (if applicable) and share options where
applicable had an anti-dilutive effect to the basic earnings/(loss) per share calculation for the
current and prior periods, the conversion of the above potential dilutive shares is not assumed in the
calculation of diluted earnings/(loss) per share.

DIVIDEND

The directors of the Company do not recommend the payment of any interim dividend for the six
months ended 30th June 2012 and 2011.

TRADE RECEIVABLES

The following is an aging analysis of trade receivables, presented based on the invoice date and net
of allowance for doubtful debts:

At 30th At 31st

June December

2012 2011

HK$’000 HK$’000

(Unaudited) (Audited)

0 to 30 days 90,995 138,166
31 to 60 days 920 912
61 to 90 days 727 1,580
91 to 180 days 109 175
Over 180 days 1,804 2,175
94,555 143,008

The average credit period granted to customers ranges from 30 to 90 days.
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13. TRADE PAYABLES

The aging analysis of the trade payables is as follow:

At 30th At 31st

June December

2012 2011

HK$’000 HK$’000

(Unaudited) (Audited)

0 to 30 days 56,157 128,025
31 to 60 days 5,419 3,855
61 to 90 days 1,010 1,765
91 to 180 days 685 1,188
Over 180 days 3,995 4,247
67,266 139,080

MANAGEMENT DISCUSSION AND ANALYSIS
Financial review

For the six months ended 30th June 2012, the Group’s turnover increased by 26% to
approximately HK$593,521,000 as compared to HK$470,930,000 for the same period in
the previous year.

Profit from operations and profit for the period amounted to approximately
HK$64,644,000 and HK$42,081,000 respectively as compared to loss from operations
and loss for the period of HK$1,594,000 and HK$2,438,000 respectively for the
last corresponding period. The turnaround of the current period’s profit was mainly
attributable to the decrease in impairment loss of HK$7,300,000 as compared to the
last corresponding period of HK$73,830,000 recognised in respect of the intangible
assets with regard to the sharing of profit streams from investments in gaming and
entertainment business in Macau from Best Mind International Inc. (“Best Mind”).
Best Mind is the profit receiving company from Ocho Sociedade Unipessoal Limitada
(“Ocho”), one of the leading gaming junkets at one of the VIP gaming rooms at the
Grand Lisboa Casino in Macau.

Profit attributable to owners of the Company for the six months ended 30th June 2012
was HK$2,691,000, representing an increase of 110% from loss of HK$27,992,000 for
the last corresponding period.

Dividend

The directors do not recommend the payment of an interim dividend for the six months
ended 30th June 2012.
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Business Review

The Group has five reportable segments — (1) hotel and gaming service operations; (2)
gaming promotion operations; (3) film distribution operations; (4) property development
operations; and (5) Chinese health products sales operations.

Of the total turnover amount, HK$521,662,000 or 88% was generated from hotel and
gaming service operations, HK$8,648,000 or 1% was generated from gaming promotion
operations, HK$33,000 or 0% was generated from film distribution operations, HK$nil
or 0% was generated from property development operations and HK$63,178,000 or 11%
was generated from Chinese health products sales operations.

Hotel and Gaming Service Operations

Hotel and gaming service operations included the hotel operation in Hotel Lan Kwai
Fong Macau (“Lan Kwai Fong”) which was recorded in an indirect subsidiary of the
Group, Hotel Lan Kwai Fong (Macau) Limited (“Hotel LKF”) and services provided
to the casino situated in Lan Kwai Fong (the “Casino LKF”) which was recorded in an
indirect subsidiary of the Group, Classic Management & Services Company Limited
(“Classic”). Lan Kwai Fong presents a total of appropriately 200 guest rooms, casino
situated in the ground, first and 18th floor, restaurants, flower shop, retail shop, spa and
medical clinic.

Casino LKF is run by licence holder Sociedade de Jogos de Macau, S.A. (“SIM”).
Classic has entered into gaming operation service agreements with SJM. Under the
agreements, Classic will shared certain percentage of service income from SJM based
on the gross wins of the table gaming and slot machines in Casino LKF. As at 30th June
2012, Casino LKF operated a total of 84 tables, targeting both for the VIP market and
the mass market. It also operated a total of 126 slot machines.

The Group had shared revenue and segment profit of approximately HK$521,662,000
(2011: HK$420,590,000) and HK$80,156,000 (2011: HK$50,671,000) from the hotel
and gaming service operations, an increase of 24% and 58% respectively. Revenue in
the hotel and gaming service operations mainly comprised of hotel room income of
HK$42,936,000 (2011: HK$29,737,000), food and beverage sales of HK$12,176,000
(2011: HK$7,943,000) and service income received from mass table gaming, VIP
table gaming and slot machines of HK$359,950,000 (2011: HK$220,701,000),
HK$98,386,000 (2011: HK$156,093,000) and HK$8,214,000 (2011: HK$6,116,000)
respectively. Hotel and gaming service operations recorded an aggregate segment profit
of approximately HK$80,156,000 (2011: HK$50,671,000). This period, the performance
of Lan Kwai Fong was encouraging. The average monthly revenue from the hotel and
gaming service operations increased to approximately HK$86,944,000 per month from
HK$70,098,000 per month in the first half of 2011, mainly reflecting 63% increase in
monthly service income from mass table gaming to HK$59,992,000 per month from
HK$36,784,000 per month in first half of 2011, which was partly offset by 37% decrease
in monthly service income from VIP table gaming to HK$16,398,000 per month from
HK$26,016,000 per month in the first half of 2011.
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Gaming Promotion Operations

The Group had shared revenue of approximately HK$8,648,000 (2011: HK$48,909,000)
and segment profit of HK$1,719,000 as compared to segment loss of HK$25,572,000
from the gaming promotion operations, a decrease of 82% and an increase of 107%
respectively.

Since the end of the last year, the growth in revenue from casino VIP room slowed
down and even declined in July 2012. Besides, the competition in gaming industry
continues to be intense. One of the characteristic of the VIP gaming is that the majority
of the business volume is highly volatile. The publishing on 10th August 2009 by the
Macau government in its official gazette an amendment to an executive regulation that
would enable the Financial Secretary to set a cap for promoter commission in Macau
and its implementation from December 2009 had resulted in Ocho lost its competitive
advantage as it cannot offer a better than market commission to its quality sub-junkets
or customers. The decrease in revenue sharing also impact and decreased the expected
cash inflow from this operation and thus impairment loss in respect of the intangible
assets of HK$7,300,000 (2011: HK$73,830,000) was recognised. After the substantial
impairment recognised in the year ended 31st December 2011, the decrease in gaming
revenue during this period is comparately stable and thus the impairment loss recognised
in respect of intangible assets was substantially decreased.

Film Distribution Operations

Film distribution operations included production and distribution of motion pictures
and television drama series and provision of other film related services. During the
six months ended 30th June 2012, the Group did not distributed any new film and new
productions are in planning stage.

In the first half of the year 2012, turnover for film distribution operations amounted to
HK$33,000 (2011: HK$1,431,000) and its segment loss amounted to HK$203,000 as
compared to segment profit of HK$244,000 for the last corresponding period.

Property Development Operations

Property development operations included sales of properties located in Macau after
the completion of the acquisition of the property leasehold right over Lot 6B, Lot 6C,
Lot 6D and Lot 6E, located in Macau at Zona de Aterros do Porto Exterior (ZAPE) (the
“Sites”). The Sites will developed into commercial units and residential apartments for
sale.

Until the first half of the year 2012, the Group had recorded no revenue and shared
segment loss of approximately HK$33,000 from the property development operations
since the development plan of the Sites is in the process of seeking approval from the
appropriate authority.
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Chinese Health Products Sales Operations

Chinese health products sales operations included sales of Chinese and other medicines
pharmaceutical products, health products, ginseng and dried seafood products to
wholesalers and retailers as well as Chinese clinical services after the completion of the
acquisition of the group headed by NPH Holdings Limited (“NPH”) on 28th October
2011. One of the subsidiary of NPH, Nan Pei Hong Sum Yung Drugs Company Limited
has engaged in the business of trading and retail of “Sum Yung” and dried seafood
products since 1977 and the brand name of “Nam Pei Hong” is highly recognised in
Hong Kong and Southern Mainland China.

The Group had shared revenue and segment loss of approximately HK$63,178,000 and
HK$524,000 from the Chinese health products sales operations respectively.

Geographical segments

For the geographical segments, turnover of the Group during this period were mainly
come from Macau as revenue from hotel and gaming service operations, gaming
promotion operations and property development operations are all sourced in Macau.

Administration Expenses

For the six months ended 30th June 2012, administrative expenses (net of amortisation
of leasehold land and depreciation on property, plant and equipment) amounted to
HK$153,357,000, a 7% decrease from HK$164,331,000 as compared to the last
corresponding period. The decrease was mainly attributable to the decrease in casino
management fees paid by Lan Kwai Fong, which were partly offset by the increase in
the staffs costs and overhead expenses in the hotel and gaming service operations during
the period. Such management fees decreased because it was based on a fixed percentage
of service income from VIP table gaming that had decreased in the first half of the
year from the last corresponding period. Employee benefit expenses increased 37% to
HK$65,407,000 from HK$47,654,000 in the first half of 2011.

Liquidity and Financial Resources

As at 30th June 2012, the Group had total assets of approximately HK$3,330,513,000
and a net current assets of HK$1,906,491,000, representing a current ratio of 9.9
(31st December 2011: 6.9). The Group had cash and cash balances of approximately
HK$672,464,000 (31st December 2011: HK$903,094,000). As at 30th June 2012,
the Group had total borrowings of HK$784,964,000 which comprised a secured bank
term loan with remaining balance of HK$425,000,000 (the “Term Loan”), unsecured
bank loans in aggregate amount of HK$19,573,000, an outstanding convertible bonds
with liabilities component of HK$340,183,000 and obligation under finance lease
of HK$208,000. The Term Loan was interest bearing at 1.75% per annum below
the Hong Kong Prime rate quoted by the bank, repayable by 13 equal consecutive
quarterly installments of HK$12,500,000 each and a final repayment for the remaining
balance. The unsecured bank loans comprised import trade loans (the “Import Loans™)
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of HK$12,402,000, unsecured bank loan (the “Unsecured Loan”) of HK$4,571,000
and unsecured bank loan of HK$2,600,000 granted under the Special Loan Guarantee
Scheme of the Government of HKSAR (the “Government Loan”). The Import Loans
were interest bearing at 2% per annum over one month HIBOR, repayable on demand
and guaranteed by an ex-shareholder of a subsidiary of the Company. The Unsecured
Loan was interest bearing at 2.5% per annum over one month HIBOR, repayable by 43
equal consecutive monthly installments of approximately HK$104,000 per month and
a final repayment for the remaining balance and guaranteed by an ex-shareholder of
a subsidiary of the Company. The Government Loan was interest bearing at 2.5% per
annum over one month HIBOR, repayable by 26 equal consecutive monthly installments
of HK$100,000 each and 80% guaranteed by the Government of HKSAR and 100%
guaranteed by an ex-shareholder of a subsidiary of the Company. The outstanding
convertible bonds were unsecured, interest bearing at coupon rate of 8% per annum
and will mature on 6th July 2016. The convertible bonds carry the right to convert into
shares of the Company at an adjusted conversion price of HK$0.36 per share as of
30th June 2012. As at 30th June 2012, the Group had banking facilities amounting to
HK$558,000,000 which were utilised to the extent of HK$524,402,000. The Group’s
gearing was low during the year with total debts of HK$784,964,000 against owners’
equity of HK$1,978,709,000. This represents a gearing ratio, calculated in the basis of
the Group’s total borrowings over owners’ equity of 40% (31st December 2011: 41%).

As the majority of the Group’s transactions, assets and liabilities are denominated in
Hong Kong Dollars, Macau Pataca, Renminbi and United States Dollars, the exposure to
fluctuation in exchange rates was considered to be minimal and no hedge activity were
considered necessary. As at 30th June 2012, the Group had no contingent liability.

On 21st January 2011, the Company and Eternity Investment Limited (“Eternity”)
entered into a subscription agreement, pursuant to which the Company has conditionally
agreed to issue and Eternity has conditionally agreed to subscribe or procure
subscription for convertible bonds in the maximum principal amount of HK$650 million
in two tranches at their face value. The convertible bonds are unsecured, interest
bearing at 8% per annum and carried the right to convert into shares of the Company
at an initial conversion price of HK$0.80 (subject to adjustment) and will mature on
the fifth anniversary from the date of issue. The estimated maximum net proceeds from
the issue of the convertible bonds of approximately HK$649.5 million will be used for
financing the acquisition of the property leasehold right of the Sites, the development
of the Sites and/or the general working capital of the Group. On 7th July 2011, first
tranche convertible bonds in the principal amount of HK$350 million were issued to a
company procured by Eternity. As at 30th June 2012, the adjusted conversion price of
the convertible bonds is HK$0.36 per share. As at 29th June 2012, the Company and
Eternity entered into a supplemental agreement pursuant to which both parties agreed to
extend the completion date of the second tranche subscription in the principal amount of
HK$300 million from 30th June 2012 to 31st December 2013.
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On 4th June 2012, the Company announced that a conditional cash offer (the “Offer”)
will be made by Get Nice Securities Limited on behalf of the Company to repurchase up
to 982,830,877 shares for cancellation at a price of HK$0.35 per share. The Offer will
be available for acceptance in respect of shares held by shareholders of the Company.
As at the date of announcement of the Company, except for those undertaking parties
(the “Undertaking Parties”) that agreed not to accept the Offer and not to exercise or
converted their share options, warrants and convertible bonds before the closing of
the Offer, the consideration for the Offer would be approximately HK$276.52 million
(assuming none of the share options, warrants and convertible bonds of the Company
are exercised or converted on or before closing of the Offer) and HK$343.99 million
(assuming all of the share options, warrants and convertible bonds of the Company are
exercised or converted on or before closing of the Offer, except for those Undertaking
Parties). As at the date of this announcement, a copy of the circular, amongst other
things, details of the Offer and notice of a special general meeting of the Company is
expected to be despatched to the shareholders and holders of warrants of the Company
on or before 6 September 2012. Details of the Offer are set out in the announcement of
the Company dated 4th June 2012.

During the period, 67,770,327 new shares were issued on the conversion of the warrants
of the Company, of which 82,266 shares and 67,688,061 shares were converted at
the adjusted subscription prices of HK$0.835 per share and HK$0.207 per share
respectively. The net proceeds from the conversion of the warrants of the Company
amounted to approximately HK$14,080,000 were intented to be used as general working
capital of the Group.

Material Acquisitions

On 11th January 2012, Exceptional Gain Profits Limited (Exceptional Gain”), a wholly
owned subsidiary of the Company and SJM - Investment Limited (“SIM-I") entered
into agreements pursuant to which SIM-I has agreed to sell or procure the sale of, and
Exceptional Gain has conditionally agreed to purchase, 1% issued quotas in Hotel LKF
and 1% equity interest in the issued share capital of Charm Faith Holdings Limited
(“Charm Faith”), a company beneficially owned 1% issued quotas of Classic, at a total
consideration of HK$13,000,007.80. The agreements were completed on 31st January
2012 and the Company become interested in 51% equity interest in Hotel LKF, Charm
Faith and Classic.

On 15th February 2012, China Star Entertainment (BVI) Limited (“CSBVI”), a wholly
owned subsidiary of the Company and Mr. Heung Wah Keung (“Mr. Heung”) entered
into a conditional sale and purchase agreement pursuant to which Mr. Heung has
conditionally agreed to sell and CSBVI has conditionally agreed to purchase the 100%
of the entire issued share capital of Most Famous Enterprises Limited (“Most Famous”)
and a sale loan amounted to approximately HK$277,420,000 at total consideration
of HK$618,000,000 (the “LKF Acquisition”). The major assets of Most Famous are
its 49% equity interests in Hotel LKF and 49% interest in Charm Faith. The LKF
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Acquisition constituted a very substantial acquisition and a connected transaction of the
Company under the Listing Rules and was approved by the independent shareholders of
the Company in a special general meeting held on 16th July 2012. The LKF Acquisition
was subsequently completed on 17th July 2012. As the Company has already owned
51% equity interest in each of Hotel LKF, Charm Faith and Classic as at the date of this
agreement, Most Famous, Hotel LKF, Charm Faith and Classic become wholly owned
subsidiaries of the Company upon completion of the LKF Acquisition.

Termination of the Proposed Acquisition of the Entire Share Capital of Modern
Vision (Asia) Limited and Reform Base Holdings Limited and the Sale Loan

On 29th April 2009, Bestjump Holdings Limited (“Bestjump”), a wholly owned
subsidiary of the Company and Ms. Chen Ming Yin, Tiffany (“Ms. Chen”), an executive
director of the Company entered into a sale and purchase agreement (the “2009 Sale
and Purchase Agreement”) pursuant to which Bestjump has agreed to purchase and Ms.
Chen has agreed to sell the entire issued share capital of Modern Vision (Asia) Limited
and Reform Base Holdings Limited (the “Targeted Companies”) and outstanding loans
in an aggregate amount of HK$750,810,007 due by the Targeted Companies to Ms.
Chen at an aggregate consideration HK$900,000,000 (subject to adjustment). The major
assets of the Targeted Companies are their aggregate 75% equity interests in Over Profit
International Limited. Over Profit International Limited, through a Macau company,
Legstrong Construction and Investment Company Limited (the “Macau Co”), indirectly
owned 100% beneficial interest in a lot of land named Lote C7 do Plano de Urbanizacao
da Baia de Praia Grande, located in the Nam van Lakes Zone, at Avenida Doutor Stanley
Ho, registered with the Macau Land and Real Estate Registry under no. 23070 (the
“Macau Land”). The transaction has been approved in a special general meeting of the
Company held on 3rd September 2009. The longstop date of the agreement had further
extended to 31st December 2012.

One of the conditions to completion is the publication by the Macau Government of a
master zoning guideline for the “C” area of Nam Van Lakes Zone and the results of a
new amendment to the land grant under which the Macau Co holds the Macau Land from
the Macau Government executed on 14th August 2001 to be submitted by Macau Co
having been, in light of the master zoning guideline, gazetted by the Macau Government.
In the third quarter of 2010, the Macau Government invited Macau citizens as part of
this process to submit their conceptual planning proposals for the Nam Van area with
a view to optimising the benefits to the city’s infrastructures as a whole. Afterwards,
the Macau Government has not yet issued any update on the master zoning guideline.
On 15th February 2012, Bestjump and Ms. Chen entered into a deed of termination to
terminate the 2009 Sale and Purchase Agreement. Given that (a) it did not appear that
the master zoning guideline for the Macau Land would be issued anytime soon by the
Macau Government; and (b) the ultimate target of the LKF Acquisition was the 49%
equity interest in Hotel LKF which had been operating with positive earnings before
interest, tax and depreciation, the parties had decided to terminate the 2009 Sale and
Purchase Agreement in order to release the Group’s internal resource for the LKF
Acquisition.
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Employees

As at 30th June 2012, the Group employed 742 staffs (31st December 2011: 726
staffs) with employees benefit expenses of HK$65,407,000 (31st December 2011:
HK$109,123,000). The directors believe that the quality of its employees is the
single most important factor in sustaining the Group’s reputation and improving its
profitability. The staffs are remunerated based on their work performance, professional
experience and prevailing industry practices. Apart from basic salaries, pension fund,
housing allowances, meal allowances, medical schemes and discretionary bonuses,
share options are awarded to certain staffs according to the assessment of individual
performance.

Prospect

Hotel and gaming service operations in Lan Kwai Fong is considered to be the core
profit and cash contributor of the Group in the near future. In these few years, it has
successfully positioned to be an boutique hotel with excellent services and guest
satisfaction. Given the moderate size of Lan Kwai Fong, we can enjoy the benefit of
fast response to the changing market conditions in the Macau casino market. Mass table
gaming operations are more profitable than VIP table gaming operations and thus Casino
LKF has spend resources to expand its market share in the mass table gaming operations
and targeted the high end customers in the mass table gaming and was continued to be
successful during this period. The growth in revenue from VIP table gaming operations
in Macau was slow down since the end of last year and even set back in July 2012, the
strategy in Casino LKF was proved to be effective. After the completion of the LKF
Acquisition on 17th July 2012, the Group owned 100% interests in Lan Kwai Fong and
can solidify its profitability and capture the full potential growth in the hotel and gaming
service operations.

The development of the Sites will be the Group’s medium to long term core investments.
It will not only directly contribute revenue to the Group but also provide synergy with
Lan Kwai Fong. Following the completion of acquisition of the Sites in June 2011, the
Group starts to prepare its development plan in develop it into commercial units and
residential apartment for sale and the development plan is currently under the approval
of the Macau government. Given the superb location of the Sites which is adjacent to
Lan Kwai Fong, Macao Polytechnic Institute, Forum de Macao and Golden Lotus Square
and is a couple blocks away from Macau Fisherman’s Whalf and Sands Casino and the
recognised and solid experience in renovation of Lan Kwai Fong, the Group is confident
that the development project will be another success project of the Group.

In the recent years, the Group has improved its profitability by expanding into hotel
and gaming service operations. Based on the audited consolidated financial statements
for the year ended 31st December 2011, the net assets per share was HK$1.00 (“NAV
per Share”). However, the directors have noticed that the trading prices of shares of the
Company are well below the NAV per Share and consider the trading prices of shares
do not reflect the profitability of the Group. Therefore, the Company proposed the
Offer to the shareholders of the Company and provides them a chance to realise their
investments at a higher return. Besides, the directors consider that the Offer will lead to
an enhancement of NAV per Share and better investor relationship with its shareholders.
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CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has applied the principles and complied with all the applicable code
provisions laid down in the Code on Corporate Governance Practices and the revised
and renamed Corporate Governance Code as set out in Appendix 14 to the Listing Rules
(both hereinafter referred to as the “Code”) during the period from 1st January 2012 to
31st March 2012 and from 1st April 2012 to 30th June 2012 respectively, except for the
following deviation:

Under the code provision A.4.1 of the Code, non-executive directors should be
appointed for a specific term and subject to re-election. However, all the independent
non-executive directors are not appointed for specific terms but are subject to retirement
by rotation and re-election at the annual general meeting of the Company in accordance
with the provision of the Company’s bye-laws. The Company considers that sufficient
measures have been taken to ensure that the Company’s corporate governance practices
are no less exacting than those in the Code.

ADOPTION OF THE MODEL CODE

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuer (the “Model Code”) as set out in Appendix 10 to the Listing Rules for
securities transactions by directors of the Company. All directors of the Company have
confirmed, following specific enquiry by the Company, that they have complied with
the required standard set out in the Model Code during the six months ended 30th June
2012. The Model Code also applies to other specified senior management of the Group.

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

Neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the
Company’s listed securities during the six months ended 30th June 2012.

AUDIT COMMITTEE AND REVIEW OF ACCOUNTS

The audit committee of the Company as at 30th June 2012 was comprising Messrs. Hung
Cho Sing, Ho Wai Chi, Paul and Tang Chak Lam, Gilbert, all being independent non-
executive directors. Mr. Ho Wai Chi, Paul is the chairman of the audit committee.

The main function of the Audit Committee is to assist the Board to oversee the financial
reporting system, risk management and internal control procedures and the internal and
external audit functions. The Audit Committee annually assesses the appointment of the
external auditor, taking into account the quality and rigor of the audit, the quality of the
audit service provided, the audit firm’s quality control procedures, relationships between
the external auditors and the Company, and the independence of the external auditors.

The unaudited condensed consolidated interim financial statements for the six months

ended 30th June 2012 have been reviewed by the audit committee of the Company and
the Company’s independent auditors.
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PUBLICATION OF INTERIM REPORT

The Company’s 2012 interim report will be despatched to the shareholders of the
Company and published on the website of Hong Kong Exchanges and Clearing
Limited (www.hkex.com.hk) and the Company’s website (www.chinastar.com.hk or
www.irasia.com/listco/hk/chinastar) in due course.

By Order of the Board
China Star Entertainment Limited
Heung Wah Keung
Chairman

Hong Kong, 23rd August 2012
As at the date of this announcement, the executive directors of the company are Mr.
Heung Wah Keung, Ms. Chen Ming Yin, Tiffany and Ms. Li Yuk Sheung; the independent

non-executive directors of the company are Mr. Hung Cho Sing, Mr. Ho Wai Chi, Paul,
and Mr. Tang Chak Lam, Gilbert.
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