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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended December 31, 2008
OR
[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number-27494

SILVERSTAR HOLDINGS, LTD.
(Exact name of Registrant as Specified in Its Glmart

Bermuda Not Applicable
(State or Other Jurisdiction (IRS Employer Identification No
Incorporation or Organization)

Clarendon House, Church Street, Hamilton HM CX,mBeda
(Address of Principal Executive Offices with Zip @)

Registrant’s Telephone Number, Including Area C&082951422

N/A
Former Name, Former Address and Former Fiscal Ye@hanged Since Last Report

Indicate by check mark whether the registrant éb filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange Act of4L88ring the preceding 12 mon
(or for such shorter period that the registrant veamiired to file such reports), and (2) has be#ajest to such filing requirements for the pastags. YedX] No [

Indicate by check mark whether the registrantleage accelerated filer, an accelerated filer, B-accelerated filer or a smaller reporting comp&se definitions of “large
accelerated filer,” “accelerated filer” and “smalteporting company” in Rule 12b-2 of the ExchaAge.

Large accelerated filer O Accelerated filer O
Nor-accelerated filer O (Do not check if a smaller reporting company) Saraleporting company

Indicate by check mark whether the registrantsaell company (as defined in Rule 12b-2 of the Exge Act). Yedl No

As of February 9, 2009, there were 20,197,911 shairthe Registrant’s common stock outstanding.
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Current assets:
Cash and cash equivalents
Cash restricted for foreign tax estimated liability
Accounts receivable, net
Inventories, net
Current portion of long term notes receivable
Prepaid expenses and other current assets
Assets available for sale
Total current assets
Property, plant and equipment, net
Software development costs, net
Investments in non-marketable securities
Intangible assets, net
Deferred charges and other assets
Total assets
Liabilities and stockholders’ (deficiency) equity
Current liabilities:
Lines of credit
Loan payable
Notes payable — acquisition
Earn out notes payable — acquisition
Accounts payable
Accrued royalty expense
Accrued payroll tax expense
Accrued expenses
Estimated liability for foreign tax
Total current liabilities
Convertible secured debenture, net
Other long term liabilities
Total liabilities
Stockholders’ (deficiency) equity

SILVERSTAR HOLDINGS, LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

Preferred stock, $.01 par value; 5,000,000 sharé®ezed;

no shares issued and outstanc

Common stock, class A, $.01 par value, 50,000,0@@es authorized;
20,129,611 and 19,956,177 shares issued and odits
Common stock, class B, $.01 par value, 2,000,08€eshauthorized; no shares issued and outstanding

Common stock, FSAH class B, $.001 par value, 10@@@shares no shares issued and outstanding

Additional paid-in capital
Accumulated deficit
Other comprehensive income (loss)
Total stockholders’ (deficiency) equity

Total liabilities and stockholders’ (deficiency)ety

December 31 June 30
2008 2008
Unauditec

$ 422,01. $ 2,215,10!
569,97( 677,34
1,642,17: 2,232,34.
707,85t 445,92

67,10¢ 216,63:

650,05¢ 364,57t

— 80,20¢

$ 4,059,170 $ 6,232,13
284,51 403,72
5,105,61 8,045,69i
1,131,06! 1,131,06
3,398,51. 5,732,83!
595,48t 864,68¢

$ 1457437 $ 22,410,14
$ 988,727 $ 1,618,16.
1,700,88. —

1,93¢ 2,66¢

92,36: 405,43

2,909,44! 5,041,60:
1,403,93I 1,472,42.
550,76t 817,26¢
1,482,311 2,276,57.
235,20« 279,51

$ 9,365,560 $ 11,913,65
7,568,22 7,354,63
387,11¢ 421,36!

$ 17,32090 $ 19,689,65
199,94! 198,21(
83,694,03 83,304,46
(85,405,14) (81,282,89)
(1,235,35) 500,72:

$ (2,746,52) $ 2,720,49
$ 1457437  $ 22,410,14

See notes to condensed consolidated financiahststis
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SILVERSTAR HOLDINGS, LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenue
Operating expenses:
Cost of sales
Development costs and royalties
Selling, general and administrative
Amortization of software development costs

Amortization of acquired intangibles
Depreciation

Operating los:

Other income

Foreign currency gain (loss)

Gain on sale of fixed assets

Amortization of convertible debt discounts and &wte costs
Interest expense

Interest income

Loss before income taxes

Benefit (provision) for income taxes
Net loss

Loss per share:
Basic and diluted

Weighted average common stock outstanding:
Basic and diluted

See notes to condensed consolidated financiahstatis

(UNAUDITED)

2

Three Months Ended December

2008 2007
8,717,59. 10,796,89
5,419,841 4,217,78

419,66¢ 816,41
4,308,04: 3,778,99.
1,114,53! 958,52t

548,52 2,322,59

51,81 47 17:
11,358,43 12,141,48
(3,144,83) (1,344,59)
309,75: 10C
3,007 (80,770

— 90,34¢
(424,48) (123,74)
(213,750 (133,009
8,84¢ 76,35¢
(3,461,47) (1,515,30)
(1,399 1,00€
(3,462,87: (1,514,30)
(17 (.08)
20,129,61 19,771,82
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SILVERSTAR HOLDINGS, LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Six Months Ended December &

2008 2007
Net revenue $ 17,539,62 $ 14,675,57
Operating expenses:
Cost of sales 9,368,46; 5,816,58:
Development costs and royalties 1,031,67. 1,429,92:
Selling, general and administrative 7,399,32: 6,737,37.
Amortization of software development costs 2,223,99: 1,548,63
Amortization of acquired intangibles 1,035,77. 4,434,26:
Depreciation 106,14¢ 90,82;
21,165,37 20,057,59
Operating los: (3,625,74) (5,382,02)
Other income (loss) 612,05’ (12,39Y)
Foreign currency gains (losses) (158,08°) 53,02¢
Gain on sale of fixed assets 177,63 90,34¢
Amortization of convertible debt discounts and &ste costs (700,88 (554,91)
Interest expense (456,720 (301,462)
Interest income 30,89( 145,60
Loss before income taxes (4,120,85) (5,961,81)
Benefit (provision) for income taxes (1,399 1,00¢
Net loss $ (4,122,25) $ (5,960,81)
Loss per share:
Basic and diluted $ (.27) $ (.35)
Weighted average common stock outstanding:
Basic and diluted 20,098,36 16,931,65

See notes to condensed consolidated financiahstmtes
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SILVERSTAR HOLDINGS, LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW

(UNAUDITED)
Six Months Ended December @
2008 2007

Cash flows from operating activities:

Net loss $ (4,122,25) $ (5,960,81)
Depreciation and amortization 4,066,79: 6,631,63
Loss on disposal of marketable securities — 12,50(
Gain on disposal of fixed assets (177,36)) (90,349
Stock-based compensation 223,03¢ 234,63:
Stock issued for services 98,35¢ 24,39
Unrealized foreign currency loss (gain) 3,271,18 (191,49
Accrued interest income on notes receivable (3,269 (12,95¢)
Changes in operating assets and liabilities, net (3,976,45) (4,870,57)
Decrease in estimated liability for foreign tax _ (291,829
Increase (decrease) in other assets (70,000 77,79¢

Net cash used in operating activities $ (690,23 $ (4,437,06)

Cash flows from investing activities:

Proceeds from sale of fixed assets 152,32¢ 660,89¢
Purchase of fixed assets (74,71 (95,309
Purchase of intangible assets — (435,46
Proceeds from repayment of long-term note receévabl 127,91¢ 96,537
Increase in cash restricted for foreign tax estaditbility — 274,17:

Net cash provided by investing activities $ 205,53¢ $ 500,83(

Cash flows from financing activities:

Short term borrowings (repayments,) net of loanadsse fees of $281,018 and $0, respectively 427,68 (5,917,90)
Proceeds from exercise of warrants — 1,397,93
Proceeds from private placement sales of commarkstet of offering costs of $1,084,731 — 7,915,26.
Proceeds from the exercise of stock options - 170,85(

Net cash provided by financing activities $ 427,68. $ 3,566,15!

Effect of exchange rates on cash (1,736,071 (83,406

Net decrease in cash and cash equiva (1,793,09) (453,489

Cash and cash equivalents, beginning of period 2,215,10' 3,693,14

Cash and cash equivalents, end of period $ 422,01. $ 3,239,66!

Supplemental cash flow information:

Cash paid for interest $ 591,47 $ 467,75¢
Cash paid for income taxes $ — $ 80C

See notes to condensed consolidated financiahseeatis.
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SILVERSTAR HOLDINGS, LTD. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

NOTE 1. FINANCIAL INFORMATION

Silverstar Holdings, Ltd. (the “Company”) is thergat company of Empire Interactive, PLC (“Empired)|eading worldwide publisher of interactive erdg@mnent software for ¢
game platforms, as well as Strategy First, Inctréit®gy First”),a leading worldwide publisher of entertainmentsafe for the Personal Computer (PC). The Compargjsis

minority shareholder in Magnolia Broadband WireJesdevelopment stage company which is developiobilmwireless broadband products.

NOTE 2. GOING CONCERN

As shown in the accompanying condensed consolidatadcial statements, the Company has incurredrrieg losses from operations, negative cash flivas® operations, and,
of December 31, 2008, its current liabilities exdex its current assets by $5.306 million. Theséofacraise substantial doubt about the Compaapility to continue as a goi
concern. Since June 2008, the Company has beemgéekaise additional capital in the form of ballbt and equity; to this point with no success Tsults of the quarter enc
December 31, 2008 have further impacted the Compdimuidity position and without a very shaerm solution to this lack of liquidity, there isitsstantial doubt about t

Company'’s ongoing viability.
Assuming that it overcomes its current liquiditysfall, the Company plans to meet its ongoing aasjuirements set forth below:

d Generate operating earnings and cash flowapifynthrough its Empire subsidiary. Empire’s titlelease schedule for the next 12 months includesral multi-
platform games, including sequels to Animal Pae@$ game and DS titles licensed from Play Firshss Diner Dash, Wedding Dash and Chocalatier.

®* Raise additional capital through the possible sdleertain intellectual property. The Company im®rio retain an investment banker to determine hvioicits
intellectual property assets can be sold to realgeificant value.

® The Company has approximately $570,000 of resttic@sh set aside to match its current South Afrieanassessment. The Company believes that it tharsc
arguments to set aside this assessment. If thessrsent is set aside, this cash will be availalfl@perations. A court hearing in this matter wakltin early Decemb

2008 and a judgment is expected shortly.

®  Seek strategic collaborations which may ineligint ventures or partnerships for publishing gditles, merger, sale of assets, or other sirhitarsactions.

®  Debt restructuring at one or both of our sdiasies either through a voluntary or involuntaout process.

Management anticipates that these actions andsotbele taken by the Company will provide the opputy for it to improve liquidity and possibly aeve profitability. Thi
accompanying financial statements do not includg @dfjustments that might be necessary if the Compgmnable to continue as a going concern. Howethere can be 1

assurance that any of these events will occur.

NOTE 3. BASIS OF PREPARATION

The unaudited consolidated financial statementsidtecthe accounts of the Company and all of itsilifries in which it has a majority voting interesivestments in affiliates ¢
accounted for under the equity or cost method obawting. All significant inter-company accountslaransactions have been eliminated in the coreelitifinancial statements.
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Pursuant to the rules and regulations of the Sgesiand Exchange Commission for FormQQthe financial statements, footnote disclosuresather information normally includ
in financial statements prepared in accordance gétierally accepted accounting principles have lbeedensed. The financial statements containelisréport are unaudited
in the opinion of the Company, reflect all adjustitse consisting of only normal recurring adjustnsenecessary to fairly present the financial positid the Company as
December 31, 2008 and the results of its operatimasits cash flows for the three and six montheedrDecember 31, 2008 and the fiscal year endesl Ion2008 (“fiscal 200§”
presented herein. The results of operations foirttezim periods are not necessarily indicativeesfults for the full year. These financial statetagfootnote disclosures and ot
information should be read in conjunction with tl@nsolidated financial statements and the note®tinéncluded in the Company’s annual report omi@0K for the year ende
June 30, 2008.

Net Income or Loss Per Share

Basic net income or loss per share is computedbglidg net income or loss by the weighted averagmber of shares of common stock outstanding. &dlutet income or loss |
share is computed by dividing net income or losshigyweighted average number of shares of comnuak stutstanding and dilutive potential shares eficmn stock reflecting tt
dilutive effect of stock options, warrants, conilge debentures and shares to be issued in connegith prior acquisitions. Dilutive potential coramshares, stock options, warr:
and convertible debentures for all periods preseate computed utilizing the treasury stock metércept for convertible debentures which are contputeng the “if converted”
method. The total number of shares that could pialgndilute earnings per share, but which werginoluded in the calculations of diluted earnipgs share because to do so wi
have been antiilutive, was 442,559 and 1,096,227 for the thremtins ended December 31, 2008 and 2007, respegstivedl 506,645 and 918,068 for the six months €
December 31, 2008 and 2007, respectively.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andgallyHiquid investments with original maturitie$ three months or less. The majority of the Comparmash balances are heli
liquid accounts at two highly rated financial itistions. While these deposits are not insuredgtiedity of such financial institutions is such tltlaé risks of loss on these funds
minimal.

Reclassifications

Royalty expenses totaling $414,816 for the quasteted December 31, 2007 have been reclassified afling, general, and administrative expensetdarm to the fiscal 20(
presentation.

Software Development Cost

Under Statement of Financial Accounting StandaBF@&S”) No. 86 software development cost should be capéidlonce technical feasibility is achieved. In ¢hse of Empire th
would be when the product is commercially viableofhmercial feasibility”)The Company has determined to its satisfactionttieat is a clearly defined decision point quiteyeia
development where a product passes from conceprtomercial feasibility. This decision point is athreached with the consent of outside parties siscBony or Microsoft
through an internal process where management detidaove forward with a produstdevelopment once a game concept has been appidweCompany also found that there
been no material instance where concept approvabbkan given and a game has not become a commerodhict. The Company has, therefore, decided pitatee softwar
development costs after concept approval.

Stock-Based Compensation

In December 2004, the Financial Accounting Stansi@dard (“FASB”) issued SFAS No. 123R, “Share-BaBagment.” This standard replaced SFAS No. 128cbunting fo
Stock-Based Compensation” and supersedes Accoumtingiples Board (“APB”) Opinion No. 25, “Accoung for Stock Issued to Employee3He standard requires companie
recognize all sharbased payments to employees, including grants pfaree stock options, in the financial statememisell on their fair values on the grant date aefféstive fol
annual periods beginning after June 15, 2005. tor@ance with the revised statement, the Comparogrezes the expenses attributable to stock opgoasted or vested subseqt
to July 1, 2005. During the six month periods ended
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December 31, 2008 and 2007 and the Company reaxjeizpenses of $166,428 and $154,631, respectieelgmployee stock options that vested. The Compdso recognize
expenses of $56,608 and $80,000, respectivelythiovesting of restricted shares. Based on existmgsted option agreements the Company anticigateslditional expense
approximately $146,267 in fiscal year 2009 whiclildancrease if additional options are granted miyithe fiscal year. As of December 31, 2008, $445 6f total unrecognize
compensation costs related to non-vested optiosshisduled to be recognized over a weighted avegraiged of 2.06 years.

The weighted average grant date fair value of ogtigranted during the six months ended Decembe2(®I8 and the significant assumptions used in oetémg the underlying fa
value of each option grant on the date of the guéiliring the Black Scholes option pricing mode¢ aoted in the following table. Expected volagilis based on historical volatil
data of the Compang’stock. As a result of the acquisition of Empifgick significantly changed the size and complegitghe Company, the volatility of most options gehafte
March 31, 2007 were computed using the averagdiMylaf competitor companies in the entertainmsnftware industry. Historical stock prices woulok e indicative of the
future prices, since the Company itself is so déffe from what it was historically. SFAS 123(R) u@gs the use of expected volatility in the caltiolaof the compensation expe
of a stock option. While it allows the use of higtal volatility in calculating expected volatilityt does not require the use of historical voigtibnly and encourages the use of o
factors. The Company continues to use the averalgdility of competitor companies until such tinfete is sufficient historical volatility data (pdstpire acquisition) that equals
exceeds the expected term of the options grantied.ekpected term of stock options granted is baseHistorical data and represents the period oé tilat stock options ¢
expected to be outstanding. The risk-free ratd@fstock options is based on the US Treasury magéféct at the time of grant. The rifilee rate of the stock options is based o1
US Treasury rate in effect at the time of granttalde of the option activity for the six months eadDecember 31, 2008 were as follows:

2008
Weighted average grant-date fair value of opticasigd $.08
Assumptions:
Risk free interest rat .9%- 3.12%
Expected life 1- 4 Years
Expected volatility 43%-117%
Expected dividend yiel 0

As of December 31, 2008, the Company had 2,9495160k options outstanding, of which 1,771,944 agy fvested with zero intrinsic value. A summarytbg activity in th
Company’s stock option plans is as follows for $hemonths ended December 31, 2008:

Share Options Weighted Average
Outstanding Exercise
Outstanding June 30, 2008 2,589,16 $1.58
Granted 1,270,001 $.48
Expired (230,00() $1.84
Terminated (680,000 $2.04
Outstanding, December 31, 2008 2,949,16' $98

NOTE 4. SOFTWARE DEVELOPMENT COSTS

As of December 31, 2008 and June 30, 2008, ca@thboftware development costs totaled $10,241a6d%12,544,806, respectively. Total costs capédlduring the three and
months ended December 31, 2008 were $527,380 ahd9¥,736, respectively. Accumulated amortizatiorDacember 31, 2008 and at June 30, 2008 totaletB$362 an
$4,499,108, respectively. Capitalized software tigpraent costs are amortized over a five-year pdvased on weighted average expected sales frodathehe title is launched.
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NOTE 5. INTANGIBLE ASSETS

The components of amortizable intangible asseté Becember 31, 2008 and June 30, 2008 are asvi&llo

Gross
Estimated Carrying Accumulated
Useful Life Amount Amortization Total
Game titles- Strategy Firs 10 years $ 1,416,86: $ (501,929 ¢ 914,93«
Game titles — Empire Interactive 5 years 16,833,34 (14,349,762 2,483,58|
Balance on December 31, 2008 $ 18,250,20 $ (14,851,692 $ 3,398,51
Gross
Estimated Carrying Accumulated
UsefulLife Amount Amortization Total
Game titles Strategy Firs 10 years $ 1,713,521 $ (521,333 % 1,192,18
Game titles — Empire Interactive 5 years 23,198,60 (18,657,952 4,540,64
Balance on June 30, 2008 $ 24,912,12 $ (19,179,285 $ 5,732,83!

Intangible assets that are subject to amortizatierreviewed for potential impairment whenever é&ven circumstances indicate that carrying amomgg not be recoverable. Ass
not subject to amortization are tested for impairtrag least annually. Through December 31, 2008swmer demand for the Compasigoftware entertainment products rema
intact. However, in the event that the global eenicoslowdown continues to worsen and a drop in dehfar the Company products becomes evident, the Company may tes
carrying values for impairment before the end efigcal year.

Amortization expense for intangible assets for ttree and six month periods ended December 31, 2@08 $548,529 and $1,035,774, respectively. Amatitn expense f
intangible assets for the three and six month deremded December 31, 2007 were $2,322,596 an845262, respectively. Estimated amortization expdosthe rest of fiscal ye
2009 and for the succeeding five fiscal years ifbews:

2009 $ 90,9¢
2010 815,55;
2011 763,71
2012 497,11¢
2013 270,26:
2014 225,32¢
Thereafter 135,54(

$ 3,398,51
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NOTE 6. CASH FLOWS

Six Months Ended December &

2008 2007
Changes in operating assets and liabilities conéigte following:
Decrease in accounts receivable $ 167,92¢ $ 2,378,417
Increase in inventories (189,889 (36,699
(Increase) decrease in prepaid expenses and cassgts (68,189 263,75t
Software development costs capitalized (1,497,73) (3,079,92)
Decrease in accounts payable (1,527,46) (2,809,95)
Decrease in refundable deposits — (630,407
Decrease in accrued expenses 861,11) (955,839
($3,976,45) ($4,870,57)
Issuance of shares of common stock for debt repaiyyme $ — $ 3,600,001
Issuance of shares of common stock for payment@tiad expenses $ 120,00( $ —

NOTE 7. DEBT
Lines of Credit

In June 2002, the Company obtained a secured fingedit facility for borrowings up to $1.0 millignvhich was fully secured by cash balances hettienCompanys account. Th
liability is due on demand and has a floating ies¢rate that is based on the prime rate minug/4. The balance outstanding under this line of ¢r@dDecember 31, 2008 and J
30, 2008 was $0 and $985,995, respectively.

Empire has a line of credit secured by its recdamtinventory, real property and intangible assissof December 31, 2008 and June 30, 2008 theuatrautstanding under tl
facility was $988,727 (£682.870) and $632,1691@813), respectively. The line of credit accrimsrest at an annual rate of 7%. This line expordune 30, 2008; however, it
been extended on a monthly basis and now expirésavch 8, 2009.

Loan Payable

On November 7, 2008, the Company's subsidiary Eenpiteractive Europe, Limited completed a sherta loan of up to $2.1 million with Full Circle Raers, LP. As of Decemkt
31, 2008, $1,700,884 was outstanding under thisitjacThis loan is secured by certain receivabiéEmpire Interactive Europe, Limited and Empiréehactive, Inc. as well as t
shares of these companies and of Empire Interakkbldings, Limited and matures on April 7, 2009 €Tlban has a fixed interest rate of 15%. The Comjiacurred issuance co
of $376,018 in connection with this loan which aeng amortized over the life of the loan. Durihg three months ended December 31, 2008, amaotizefithese costs total
$148,093. The remaining unamortized loan cost2a7®25 will be fully amortized by the April 7, 200the maturity date of the loan.

Notes Payable

At December 31, 2008 and June 30, 2008 the Compaeyl $1,934 and $2,666 in notes payable to formarehiolders of Empire pursuant to an offer madeHeracquisition «
Empire. This amount accrues interest at 4% perrmarsmd was payable on October 31, 2007. All notddrslwho have tended their notes have been péidl.in

The Company owed $92,362 as of December 31, 20@&msout consideration based on EmpifeBITDA for the fiscal year ended June 30, 20Gt thas payable on April &
2008. The balance on these notes at June 30, 280%405,437. Interest accrued at 4% per annumiegitNovember 1, 2007.
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NOTE 8. CONVERTIBLE SECURED DEBENTURES

On October 19, 2006, the Company issued debertim@KR SoundShore Oasis Holding Fund Ltd. (the Paser”)in the principal amount of $1,400,000 due Octol#er2®08 (th
“2006 Debenture”which was extended to April 30, 2010. The 2006 Dédoe is convertible at the option of the Purchaseo shares of common stock at a conversion pof
$1.738 per share.

The Company pays monthly interest on the outstanpiimcipal amount of the 2006 Debenture at apateannum equal to the prime rate for the applecatierest period plus 1.5%.

The Purchaser and the Company amended the terthe 8006 Debenture in June 2007. Under the terniseoAmendment there will be no amortization ofgipal under the 20(
Debenture; and the 2006 Debenture will be mandgtodnvertible if the closing sale price of the Quamy's common stock equals or exceeds $3.48 per shhie.nfandator
conversion is subject to volume requirements.

The Companyg obligations under the 2006 Debenture are sedawedllien on certain assets of the Company in fafdhe Purchaser, and guaranteed by certain salisil of thi
Company. In addition, the obligations of the Compander the 2006 Debenture are personally guardritgévr. George Karfunkel. Mr. Karfunkel is compated in the amount
5% of the current principal outstanding amounthef 2006 Debenture per annum.

On March 19, 2008, the Company issued to accreditegstors 9% Secured Convertible Debentures irmgggegate principal amount of $7,500,000 due Ma&;H012 (the 200¢
Debentures”) and warrants to purchase an aggref&d24,999 shares of the Compagbmmon stock, par value $.01 per share at amisggrrice of $1.50 per share. The ter
the warrants is five years.

The 2008 Debentures are convertible at any tim#heapption of the purchasers, into shares of comstock at a conversion price of $1.2026 per shidosever, if after the date tt
a registration statement covering the resale oftiages issuable upon conversion of the 2008 Dete=nis effective, the average daily volume weidteeerage price of the commr
stock for 30 consecutive trading days exceeds $#&0Company may require the purchasers to coallast part of their outstanding 2008 Debentures.

The value of the warrants and the conversion feaifithe 2008 Debentures using the using the B&xioeles option pricing model using the followingigiged average assumptio
risk-free interest rate of 2.36%, dividend yield<0®& and a volatility factor of the expected margete of the Compang’common stock of 43.21% which resulted in the arte
being valued at $996,480 and the conversion fedieireg valued at $621,480. The warrants and theession feature are both being amortized usingstlaght line method over t
term of the 2008 Debenture.

The Companys obligations under the 2008 Debentures are sedyredlien on certain assets of the Company inrfa¥dehe purchasers (except Empire Interactive Rh@ Strateg
First Inc.), and guaranteed by the shares andsas$etertain subsidiaries of the Company. In additithe obligations of the Company under the 20@®dhture are personz
guaranteed by Mr. George Karfunkel. Mr. Karfunleetompensated in the amount of 6% of the curréntipal outstanding amount of the 2008 Debentureapaum.

The balance of the debentures as of December 88, &@d June 30, 2008, net of unamortized discouassas follows:

December 31, June 30,
2008 2008
Principal amount of debentures $ 8,900,001 $ 8,900,001
Discounts for beneficial conversion features (508,43)) (589,309
Discounts for fair value of warrants and options (823,34) (956,06()
Balance, net of unamortized discounts $ 7,568,221 $ 7,354,63
Less current portion _ _
Long-term portion $ 7,568,22! $ 7,354,63
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Scheduled maturities of the convertible debentasesf December 31, 2008 are as follows:

1 Year or les: $ _

April 30, 2010 1,400,000

March 19, 2012 7,500,000
Total $ 8,900,00(

Interest expense related to the debentures amotmt®890,982 and $78,184 for the six months endeceBber 31, 2008 and 2007 and $193,856and $14/#8@®ycthe quarte
ended December 31, 2008 and 2007, respectively.

Amortization of discounts for the beneficial corsien features and warrants resulted in chargesrtorfization of Convertible Debt Discounts and IssmeCosts totaling $213,5
and $156,308 during the six months ended DecembeP@8 and 2007 and $106,796 and $29,114 duriagjtlarters ended December 31, 2008 and 2007, teshecThe
Company also incurred loan costs of $2,262,31Ictljreelated to securing these debentures, whiclhudes $1,090,000 paid for personal guaranteeb@nutstanding balances.
annual guarantees are equal to 5% of the outstguholam balance on the 2006 Debentures and 6% dfGB8 Debentures. The loan costs were originallpréized over the term
the debentures. As a result of the amendment t@@0€ Debentures the remaining loan issuance eostbeing amortized on a straight line method thinoApril 30, 2010. Loa
costs incurred in connection with the 2008 Debesstlare being amortized on a straight line methoouith March 19, 2012. The annual guarantee feearaggtized over twelh
months. Amortization expenses for the guaranteedaid issuance costs totaled $339,205 and $39880G8e six months ended December 31, 2008 and 28@7$169,602 ai
$94,633 during the quarters ended December 31, 2002007 respectively.

Estimated amortization expense related to the wesraéeneficial conversion feature and costs reltesecuring these debentures through debt matuistas follows:

2009 $ 425,772
2010 598,445
2011 522,788
2012 375,227
Total $ 1,922,801
NOTE 9. COMMITMENTS, CONTINGENCIES AND LEGAL MATTERS

Other than as set forth below, the Company is noeatly a party to any material legal proceedifige Company may from time to time become involivelégal proceedings in t
ordinary course of business. It may not be sucokgsfdefending these or other claims. Regardléshe outcome, litigation can result in substanéapense and could divert
efforts of management.

In April 2006, the First South African subsidialgceived a letter from the South African RevenueviBer(*SARS”) challenging certain tax treatment of dividends apdrating los
carry forwards for the years 2002 through 2004.s8ghently SARS issued two tax assessments for d@ppately $2.9 million. The Company had contendeat tts South African te
filings were in full compliance with all applicablaws and had vigorously defended its positiorhis tegard. The Company had retained an amourdgif equal to the assessm
in South Africa to satisfy any potential liabilithat may arise.

In May 2007, the Company through an arbitrationcpdure with SARS reached an agreement whereby S#R&ed in principle to drop the larger of its twssessments. T
Company conceded the principle of SARS second sissag. On August 31, 2007, the Company paid appravdly $300,000 to SARS in regard to this assessnibe Company
vigorously disputing a further amount of R5,394,78Bproximately $569,700 based on the Decembe2(®18 foreign exchange of $.1057 US dollars to amettSAfrican Rand) ar
believes it has strong arguments in this regarédas among other factors, computational errorsentgdSARS in its assessment. Based on its payrt@®4aRS, the Company t
reduced its estimated liability to R 2,216,286 (appmately $235,204) as of December 31, 2008. Thmgany believes its remaining liability to SARSlasver than this amour
however, in the event its arguments are unsucdegisfioay be forced to increase this liability. Aurt hearing was held in early December 2008. Aagubn this matter is anticipat
shortly.
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On March 29, 2006, Strategy First entered intogneement to acquire certain intellectual propegkts for $200,000 in cash and the issuance obogtto acquire 100,000 share
the Companys common stock at an exercise price of $1.50. Tiiers vest when net sales, as defined in the pgrhgreement, exceed $750,000 and expire on Dec&hb200¢
The agreement also provides for commissions of tyvéve percent of net revenues in the event they exc&500,000 through December 31, 2008. In Augu8828trategy Fir:
entered into an early termination of this agreenfiena net payment of $50,000. The Company doeswmniitipate any further payments or exercise obogtunder this agreement.

In August 2007, Empire was served with a lawsuttuight by a former distributor in Portugal. The lawslaims that Empire had no right to utilize athiistributors in Portugal ai
seeks 630,000 euros in damages. Empire believeslim has no merit as its distribution agreemengstailored for individual products only and dat give blanket distributic
rights to outside distributors. Empire has movedismiss the claim. A preliminary hearing was heltNovember 2008 and there has been nothing fusinee that time.

On December 31, 2008, Empire owed approximatelyl §B82l (£361,934) for UK payroll taxes of which $4289 (£286,117) was past due. As of December 31, 2008ntaeest rat
in effect for late tax payments was 5.50%. Inteiesiutomatically charged for the period followiAgril 19, 2008 on the amount that was still du¢hat date. In addition, the UK t
authorities have the power to charge this ratatefést on overdue payroll taxes in respect ofsaxising after March 31, 2008; however in practibes is rare.

On June 30, 2008, the Company and Strategy First.eintered into a settlement and termination ageeé with 3A Entertainment, Inc. and Akella wherety will receive a sum
$1.1 million paid over ten months beginning AuglisR008, in lieu of claims that we might have hagaiast Akella and 3A Entertainment. Additionallyiosild these settleme
payments be made in a timely fashion, Akella andE3®ertainment have the option to acquire certatellectual property rights for the Jagged Alliarsecel Disciples franchises
an additional $100,000. The parties have also dgreesnter into further distribution agreements thoese properties going forward. Due to the ungesteof payment of the:
amounts, the Company will record the settlementrgayts as they are received. The Company througkrbiser 31, 2008 has received all scheduled paym&dtstionally, Akelle
and 3A Entertainment have exercised their opticactuire certain intellectual property rights foe Disciples franchise.

In August 2008, the Company’s subsidiary, Silvargtaquisitions, Ltd., received a demand notice frtan Higgins and Simon Jeffrey for payment of apprmtely £180,00(
($340,000) in additional punitive interest in regmito the payment of their loan notes which wetly filischarged in November 2007. The claim relatepenalty interest for
alleged failure to make timely payment on the ant®wwed to them. The Company disputes the factthlese payments were late. No legal papers haverkeeived in this matte
However, should the Company need to respond tga tdaim, it will vigorously defend itself in thiegard.

NOTE 10. NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 157 Médue Measures. SFAS No. 157 defines fair vaastablishes a framework for measuring fair value enhances disclosu
about fair value measures required under otheruemttm pronouncements, but does not change exigtirdance as to whether or not an instrument isechat fair value. SFAS N
157 is effective for fiscal years beginning aftenddmber 15, 2007.

Fair value is defined under SFAS No. 157 as théaxge price that would be received for an assptirf to transfer a liability (an exit price) in tpencipal or most advantagec
market for the asset or liability in an orderlyrtsaction between market participants on the meammedate. Valuation techniques used to measuredhie under SFAS No. 1
must maximize the use of observable inputs andmize the use of unobservable inputs. The standesdribes how to measure fair value based on a-teveéhierarchy of input
of which the first two are considered observabie #ue last unobservable.

. Level 1 — Quoted prices in active markets for id=itassets or liabilities.

. Level 2 — Inputs other than levell that are obdaeyeeither directly or indirectly, such as quotgites for similar
assets or liabilities; quoted prices in marketst @ not active; or other inputs that are obsdevals can be
corroborated by observable market data for subathnthe full term of the assets or liabilitie
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. Level 3 — Unobservable inputs that are supportelitiyy or no market activity and that are signéfitt to the fair value
of the assets or liabilitie

SFAS is effective for the Compamsyfiscal year ended June 30, 2009. The Companytedidipe provisions of SFAS No. 157 effective Jul208. The adoption of SFAS No. 157
not have a material impact on our fair value meamants.

In February 2008 the FASB issued FASB Staff Pasitim. 157-2 which provides for a one year defesfahe effective date of SFAS 157 for non- finaheissets and norfinancia
liabilities, except for those that are recognizedisclosed in the financial statements at faiueat least annually.

On February 15, 2007, the FASB issued SFAS No. TH®% Fair Value Option for Financial Assets anddficial Liabilities —including an Amendment of FASB Statement
115" (“FASB 159). This standard permits an entity to measure findmesiruments and certain other items at the eséthéair value. Most of the provisions of SFAS N&9 ar
elective; however, the amendment to FASB No. 15ctunting for Certain Investments in Debt and BgGiecurities,” applies to all entities that owrdiray and available-fosale
securities. The fair value option created by SFAS fiermits an entity to measure eligible itemsaat\alue as of specified election dates. Thefalue option (a) may generally
applied instrument by instrument, (b) is irrevoeabhless a new election date occurs, and (c) neuapplied to the entire instrument and not to @nportion of the instrument. SF.
159 is effective as of the beginning of the fiistél year that begins after November 15, 2007lyEatoption is permitted as of the beginning of phevious fiscal year provided tl
the entity (i) makes that choice in the first 12ysl of that year, (ii) has not yet issued finanstatements for any interim period of such yead, @) elects to apply the provisions
FASB 157. SFAS No. 159 is effective for the Comparfiscal year ending June 30, 2009. The Companptaddhe provision of SFAS No. 159 effective July2@08. The adoptic
of SFAS No. 159 did not have a material impact onawndensed consolidated financial statements.

In December 2007, the FASB issued SFAS No. 141Rjr@ss Combinations, or SFAS 141R. SFAS 141R lkstab principles and requirements for how the aequf a busines
recognizes and measures in its financial statentkatgentifiable assets acquired, the liabiliéssumed, and any n@ontrolling interest in the acquiree. SFAS 141 alsovide:
guidance for recognizing and measuring the goodaeidjuired in the business combination and detesnitet information to disclose to enable userseffinancial statements
evaluate the nature and financial effects of theirmss combination. The provisions of SFAS 141Redfective for financial statements issued for disgears beginning aft
December 15, 2008. The Company is currently assgéise financial impact of SFAS 141R on its corgatied financial statements.

In December 2007, the FASB issued SFAS 160, Nortralling Interests in Consolidated Financial Stagets —An Amendment of ARB No. 51. SFAS 160 amends Accing
Research Bulletin No. 51, “Consolidated Financiét&nents,” to establish accounting and reportitamdards for the nocentrolling interest in a subsidiary and for
deconsolidation of a subsidiary. This statemerd afsends certain of ARB 5 tonsolidation procedures for consistency withrétgiirements of SFAS 141R. In addition, SFAS
also includes expanded disclosure requirementgdiegathe interests of the parent and its wontrolling interest. The provisions of SFAS 16@ affective for fiscal years af
December 15, 2008. Earlier adoption is prohibilete Company is currently assessing the financiphich of SFAS 160 on the consolidated financiakestents.

In March 2008, the FASB issued SFAS 161, Disclosateout Derivative Instruments and Hedging Acigti-an amendment of FASB Statement No. 133. SFAS 1&hdsnSFA
133 and changes the disclosure requirements fovadi@e instruments and hedging activities. Ensitege required to provide enhanced disclosurestdbpinow and why an ent
uses derivative instruments, (b) how derivativerimeents and related hedged items are accountednfier Statement 133 and its related interpretstiand (c) how derivatir
instruments and related hedged items affect aty&nfinancial position, financial performance, andlclows. The Statement is effective for finanatdtements issued for fis
years and interim periods beginning after Novenit&gr 2008, with early application encouraged. Then@any is currently assessing the financial impdc8BAS 161 on tF
consolidated statements.
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In May 2008, the FASB issued SAFS No. 162, The &fighy of Generally Accepted accounting PrinciplEse current GAAP hierarchy as set forth in the Aigar Institutes ¢
Certified Public Accountants (AICPA) Statement onditing Standards No.60, The Meaning of Presemy~ai Conformity With Generally Accepted AccourgirPrinciples, he
been criticized because (1) it is directed to théitar rather than the entity (2) it is complex &8yl it ranks FASB Statements of Financial AcconptConcepts. The FASB belie
that the GAAP hierarchy should be directed to m#ibecause it is the entity (not the auditor) thaesponsible for selecting accounting princigtesfinancial statements that .
presented in conformity with GAAP. Accordingly, tRASB concluded that the GAAP hierarchy shoulddesh the accounting literature established byRASB and is issuir
SFAS to achieve that result. SFAS 161 is effecti@edays following the SEG’approval of the Public Company Accounting Ovérsigoard amendments to AU Section 411,
Meaning of Present Fairly in Conformity With Gerlra\ccepted Accounting Principles. The Compangusrently reviewing the provisions of SFAS162 tdetmine the impact,
any, on our consolidated financial statements.

NOTE 11. SUBSEQUENT EVENT

On February 18, 2009, Empire Interactive Europd, las informed that its credit insurance claimatia to the bankruptcy of Entertainment UK in #reount of approximate
£370,000 had been rejected by Euler Hermes. AorntéimEmpires representing broker has submitted an appealiotititision. There can be no assurance that tipisahpvill be
accepted and should the decision stand, the Compitirlye forced to realize this amount as an addéi loss as a result of the Entertainment UK bayicry .
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion should be read in conjiorcwith the Company’s condensed consolidated firrstatements and the related notes includeeithend the Company’
Annual Report on Form 10-K for the year ended B(e2008.

Background and History

We were incorporated in September 1995. Our busipém is to actively manage and grow our presémdbe interactive software entertainment indudtogh organically ar
through acquisitions.

We sold our last remaining South African operatiomslovember 2000 although we still have significassets that are denominated in South African Rahe assets include c:
and notes receivables. Currently we do not haweaaéial hedging program to protect against thee@ation of the South African Rand against thedd8ar and, therefore, as lo
as we hold assets denominated in South African Rendill continue to record income statement ganosses to the extent that the South African Rawdlue fluctuates relative
the US dollar.

On April 21, 2005, we acquired Strategy First,adiag worldwide publisher of entertainment softwimethe PC. We acquired Strategy First throughapperoval and jurisdiction
the Montreal bankruptcy court.

On December 4, 2006, we announced that we hadwechiaore than 90% acceptance of our offer to aedhi shares of Empire. Based on these acceptameesinounced a forn
closing of the offer to Empire shareholders effeeecember 1, 2006.

The current global economic crisis has impactedCtbepany’s operations in a number of ways:

In November 2008, one of our largest customersgfEaihment UK, was placed under bankruptcy adnmatisin in the United Kingdom. This was caused kg fdilure of its parel
company, Woolworths, PLC, a large retailer whictiethas a direct consequence of the current ecanonsis. As a result, we have taken a charge pfagmately $480,000
reflect the uncollectable debt associated with ¢histomer.

US retailers in particular are being very cautiouplacing orders for inventory purposes and thenfany is finding that smaller orders are being gdalbut on a more frequent ba
The Company is also experiencing margin strairetlers both in the US and internationally arehinug to lower the sales point of game productdlisegments.

While consumer demand seems to have held up oeeClnistmas period, the Company is finding thatliggributors and other customers are delaying paysnfor goods and,
many cases, seeking trade and marketing credit$anmore rapid and aggressive manner than prslyiou

There have been significant fluctuations in globairency rates. In particular, the British poungréeiated rapidly against both the US dollar arelgéhro during the quarter en:
December 31, 2008. This depreciation has alscol@dargin contraction at Empire.

There is no consensus as to when the current gitmveh turn will ease or end. As a result, therelwamo guarantee that the factors mentioned abdivaat continue or intensify i
the remainder of 2009 nor is there any certaingy there will not be further negative business eqoences as a result of the ongoing economic crisis

15




SILVERSTARHOLDINGSLTD - 10-Q

Three Months Ended December 31, 2008 As Compared tioe Three Months
Ended December 31, 2007

Revenues

Revenues for the three months ended December 88, t3aled $8.718 million compared to $10.797 wiilifor the three months ended December 31, 20déceease of $2.0
million, or -19.26%. This decrease was primarilg tlsult of a decrease in Empgeévenues from $10.219 million for the three merghded December 31, 2007 to $8.318 mi
for the three months ended December 31, 2008 whashmainly caused by the depreciation of the Britisund against the US dollar. During the three tin®ended December :
2008, the average exchange rate of the British ¢haues $1.58 as compared to $2.00 during the corleapeeriod in 2007. Strategy Firsttevenue decreased by approxims
$178,000 from approximately $578,000 during the¢hmonths ended December 31, 2007 to approxim$#€,000 for the three months ended December 318,20hich wa
primarily due to lower retail sales. Empire’s reueris derived primarily from sales of console games PC games while Strategy First solely sellgB@es.

Cost of Sales

The cost of sales was $5.420 million during the¢hmonths ended December 31, 2008 or 62.2% ofrtehues. For the comparable quarter of the puswear, cost of sales v
$4.218 million or 39.1% of revenues. Emp#reost of sales increased approximately $1.316aomilhile cost of sales at Strategy First decreagguoximately $114,000. The hig
percentage of cost of sales is primarily due toitleeeased sales of Nintendo DS games which camerd gross margins than Empsedther console or PC products and hi
markdowns on products sold through the retail ceankdditionally, the British pound depreciated dyyproximately 18% against the euro during the timeaths ended Deceml
31, 2008 as compared to depreciation against tree afuapproximately 5% in the comparable quartethimm previous year. Since EmpseEuropean cost of goods is priced in e
and it makes substantial sales in the UK, thisenay depreciation directly impacted its gross mergiThe cost of goods sold consists primarily ef éictual tangible costs of -
product along with any labor and overhead costs.

Development and Royalties

Development and royalty costs decreased $.396omifbr the three months ended December 31, 2083420 million as compared to $.816 million in tr@rparable quarter of t
previous year. Empire’development and royalty costs decreased by $r2li8n as compared to the same quarter in theipusvyear primarily due to a change in mix of pretg
sold and the strengthening of the US dollar agatmstBritish pound. Development and royalties castsirred by Strategy First also decreased by $ribi®on primarily due t
decreased sales and changes in the mix of prodalitsas compared to the same period in the psoafiyear. The development and royalty expenseistensrimarily of royalt
expenses due to third party holders of intellecpraperty rights. Additionally, it includes certailevelopment costs which are not capitalized. Tloests are primarily related to
oversight and quality control of development prige@hese costs are primarily reflected in the Camyfs payroll expenses.

Selling, General and Administrative Expenses

Selling, general and administrative expenses fettlthee months ended December 31, 2008 were $Bli@n, or 49.5% of sales, as compared to $3.7718am, or 35.0% of sale
for the comparable quarter of the previous yearth®f variance, Empire showed an increase of $i8illibon which was primarily due to an increase imanketing costs for sales
well as a bad debt charge of approximately $.47@amifrom the bankruptcy of a major UK customemgfire’s selling, general and administrative expensesisonsinly o
administrative, marketing and sales staff, prinyarilthe UK. Strategy First’'sales general and administrative expenses dedregss.206 million primarily as the result of degse
staff and lower sales. Corporate overhead expeaisesdecreased by approximately $.079 million fithen same period in the prior fiscal year primadiye to reductions in payr
and outside services.
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Amortization and Depreciation

Amortization of intangible assets for the three therended December 31, 2008 decreased by $1.7lidmtd $.549 million as compared to $2.323 millionthe comparable quar
of the previous year. This decrease was caused limpairment charge to the intangible assets of iEarp the amount of $8.605 million during the #ammonths ended June
2008. The current carrying value of the Comparnigtangible assets at December 31, 2008 is $3188i9n as compared to $16.673 million at the same last year. Depreciati
expense was $.052 million for the three months eérfzecember 31, 2008 and $.047 million in the comiplerquarter of the previous year.

Foreign Currency Gains (Losses)

Foreign currency gains or losses are primarilyteeldo the financial assets remaining in Southoafrand the operating results of our subsidiarieetwhell products in differe
international currencies. During the three monthdeel December 31, 2008 foreign currency gains #8r@07. The foreign currency losses during the aratge quarter of tt
previous fiscal year were $.081 million and coreisof $.022 million related to the remaining asdaten the sale of discontinued South African operaiand $.014 millio
recognized by our operating subsidiaries. The fanet currency of Empire Interactive and StrategygtFare the British pound and the Canadian dotkespectively. Their produc
are sold throughout North America and Europe. Gémsses) from discontinued South African operatiane the result of fluctuations of the South AfricRand against the |
dollar. The British pound depreciated 20.34% addims US dollar for the three months ended DecerBlte2008, while it depreciated 2.46% in the cquoesling period last yei
During the three months ended December 31, 200&thueth African Rand depreciated 15.46% againstU8edollar while it appreciated approximately 1%tle correspondir
period last year. These foreign currency gainsossds are nocash items until converted into US dollars or tlendstic currencies of our operating subsidiaridserwan’
accumulated gains or losses will be converted $h.ca

Amortization of Convertible Debt Discounts and Issance Costs

Amortization of convertible debt discounts and &ste costs were $.424 million during the three mornded December 31, 2008 as compared with $.1ldnmduring the
comparable quarter in the previous year. This emeevas primarily due to the amortization of castsrred with the issuance of the $7.50 million eletures on March 19, 2008 ¢
the amortization of approximately $.148 millionis$uance costs incurred in connection with the Eirltle Partners’ loan.

Interest Income

Interest income of $.009 million was recorded foe three months ended December 31, 2008 as compminterest income of $.076 million for the comgale quarter of tt
previous year. The decrease is primarily the resfithe Company’s average lower cash balances.

Interest Expense

Interest expense of $.214 million was recordedtferthree months ended December 31, 2008 as cothfzafe133 million in the comparable quarter of fitevious year. Intere
expense increased primarily as the result of arease in the Compars/tonvertible debt. At December 31, 2008, the fadee of convertible debt was $8.9 million compat@1..
million at the same time last year.

Provision for Income Taxes

The Company is registered in Bermuda, where nonrectax laws are applicable. Two subsidiaries abgestito US income taxes, four subsidiaries argestito UK income taxe
one subsidiary is subject to Canadian income tarésone of the subsidiaries is subject to SouticAfrincome taxes. The Company and its subsididaee not had taxable inco
because each has incurred losses for tax purpbisesieferred tax asset generated by the tax lesgktemporary differences has been fully resemeliding those of Empire in t
UK.

In April 2006, the First South African subsidiasceived a letter from the South African RevenueviBer(“SARS”) challenging certain tax treatment of dividends apdrating los
carry forwards for the years 2002 through 2004 .s8ghently SARS issued two tax assessments ford@pmtely $2.9 million. The Company had contendeat its South African te
filings were in compliance with all applicable laasd vigorously defended its position in this regdthe Company had retained an amount of cash égtlaé assessments in Sc
Africa to satisfy any potential liability that mayise.
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In May 2007, the Company through an arbitrationcpdure with SARS reached an agreement whereby S#gR&ed in principle to drop the larger of its twasessments. T
Company conceded the principle of SARS second sissgg. On August 31, 2007, the Company paid appraaly $300,000 to SARS in regard to this assessmber Company
vigorously disputing a further amount of approxietpt$770,000 and believes it has strong argumaerttsis regard based on among other factors, coripuig errors made by SAF
in its assessment. Based on its payments to SARSCompany has reduced its estimated liabilityppraximately $235,000 as of December 31, 2008. Chmpany believes i
remaining liability to SARS is lower than this aitmbuhowever, in the event its arguments are unsstak it may be forced to increase this liabilifhe case was heard in cour

December 2008 and the Company is waiting on an emsw

Net Loss

We have recognized a net loss of $3.463 milliorirduthe three months ended December 31, 2008 caupara net loss of $1.514 million during the saomparable quarter in t
previous year. The decrease was primarily drivebyperating loss at Empire of $2.670 million empared to an operating loss of $.477 million ie domparable quarter of 1
previous year. Empirg’operating loss was primarily caused by the rédméh gross margin as well as a bad debt charggpfoximately $.479 million due to the bankruptdye
major UK customer. This was partially offset by ecokase of approximately $1.77 million in the aimation of intangible assets at Empire. Adjusteérafing EBITDA incom
(loss) (earnings before interest, taxes, depreciadind amortization and naash compensation expenses) was ($1.281) milliocoaspared to a gain of $2.141 million in

comparable period in the prior year.

See NOTE 4 to the financial statements for the arnofisoftware development costs capitalized dutiregperiod.

Operating EBITDA reconciliation:
Operating los:
Depreciation
Amortization of intangibles
Amortization of software development costs
Stock-based compensation
Shares issued for services
Operating EBITDA
Operating EBITDA per share
Weighted average number of shares outstanding
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Quarters Ended December .

2008

$ (3,144,83)
51.81:

548,52¢

1,114,53!

106,02(

43,24:
$ (1,280,701
$ .06)
20,129,61

$

2007

(1,344,59)
47,17:
2,322,591
958,52(
132,79
24,39:

2,140,88'

A1

19,771,82
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Six Months Ended December 31, 2008 As Compared tix3onths Ended December 31, 2007
Revenues

Revenues increased $2.864 million to $17.540 mildaring the six months ended December 31, 20@®m@pared to $14.676 million in the comparable gkabthe previous ye:
This increase was primarily the result of increasmenues of Empire of $16.802 million versus $&8.hillion in the same period in the prior yeareTihcrease was driven by
increase in both European and US sales primaritinguhe first three months of the period. Strat&ggt's revenue decreased from the same period in tbe year from $1.0¢€
million to $.737 million primarily due to lower r@t sales. Empires revenue is derived primarily from sales of coesghmes and PC games while Strategy First solély B€
games.

Cost of Sales

The cost of sales was $9.368 million in the six therended December 31, 2008, or 53.4% of totalmez® For the comparable period of the previous, yest of sales was $5.¢
million or 39.6% of revenues. Cost of sales at Empicreased $3.703 million while cost of saleStaategy First decreased $.152 million as comptrélde same period in the pr
year. The higher percentage of cost of sales isgnily the result of the Company granting highertkanticipated price markdowns to and due to tbeeased proportion of Ninten
DS sales which carry lower gross margins than atbasole or PC products. Additionally, the Britisbund depreciated by approximately 15% againsétiie during the six mont
ended December 31, 2008 as compared to the contpamatiod of the previous year. Since EmprEuropean cost of goods is priced in euros anthkes substantial sales in
UK, this currency depreciation directly impactes gross margins. The cost of goods sold consistsapty of the actual tangible costs of the prodating with any labor ai
overhead costs.

Development and Royalties

Development and royalty costs decreased $.398omiftrr the six months ended December 31, 2008 1@3®1million as compared to $1.430 million in themparable period of tl
previous year. Empirg’development and royalty costs in British poundsewirtually unchanged. However, as a result efl$ dollar having strengthened against the Brjisind
costs decreased by $.215 million as compared tgahee period in the previous year. The developraedtroyalty expense consists primarily of royakpenses due to third pa
holders of intellectual property rights. Additiolyalit includes certain development costs whichraecapitalized. These costs are primarily relaetthe oversight and quality cont
of development projects. These costs are primegflgcted in the Company’s payroll expenses.

Selling, General and Administrative Expenses

Selling, general and administrative expenses ferstk months ended December 31, 2008 were $7.400rmbr 42.3% of sales, as compared to $6.73Tianilor 45.9% of sales f
the comparable period of the previous year. Of thisance, Empire showed an increase of $1.028amifirimarily due to a bad debt charge of approxétya$.479 million from th
bankruptcy of a major UK customer and a significantrease in marketing expenses. Empgirgelling, general and administrative expensesisiopsmarily of administrative
marketing and sales staff in the UK. Strategy Fsrselling, general and administrative expensesedsed by $.292 million primarily due to decreageif and lower sales. Corpor.
overhead expenses also decreased by approximai@y fillion from the same period in the prior ypamarily due to reductions in payroll and outsgggvices.

Amortization and Depreciation
Amortization of intangible assets for the six manémded December 31, 2008 decreased $3.398 ntifli6t.036 million as compared to $4.434 milliorttie comparable period
the previous year. This decrease was primarily @iy an impairment charge to the intangible assfesnpire in the amount of $8.605 million durirgetthree months ended J

30, 2008. The current carrying value of the Comparngtangible assets at December 31, 2008 is $3n3i8®n as compared to $16.673 million at the satinee last yea
Depreciation expense was $.107 million for thensonths ended December 31, 2008 and $.091 millithdrcomparable period in the previous year.

19




SILVERSTARHOLDINGSLTD - 10-Q

Foreign Currency Gains (Losses)

Foreign currency gains or losses are primarilyteeldo the financial assets remaining in Southoafrand the operating results of our subsidiarieswhell products in differe
international currencies. Foreign currency losseing the six months ended December 31, 2008 wdieB3dmillion of which losses of approximately $.23llion is related to th
remaining assets million we have in South Africd gains of approximately $.073 million relate ta operating subsidiaries. The foreign currency gauaring the six months enc
December 31, 2008 were $.053 million and consistexpproximately $.067 million related to the reniag assets from the sale of discontinued Soutfcéfroperation and losses
approximately $.014 million recognized by our opieig subsidiaries. The functional currency of Emaginteractive and Strategy First are the Britisbmmband the Canadian dol
respectively. Their products are sold throughouttiNémerica and Europe. Gains (losses) from disnaptl South African operations are the result oétfiations of the Sou
African Rand against the US dollar. The British pdulepreciated 27.43% against the US dollar fosthenonths ended December 31, 2008, while it degied less than 1.00%
the corresponding period last year. During the rmianths ended December 31, 2008 the South Africamd Riepreciated 18.84% against the US dollar whilappreciate
approximately 3% in the corresponding period lasiry These foreign currency gains or losses arecash items until converted into US dollars or tlendstic currencies of ¢
operating subsidiaries, when any accumulated gailasses will be converted to cash.

Amortization of Convertible Debt Discounts and Issance Costs

Amortization of convertible debt discounts and &mte costs were $.01 million during the six momthded December 31, 2008 as compared with $.556gltite comparable peri
of the previous year. This increase was primarnilg tb the amortization of costs incurred with th&uance of the $7.50 million debenture on March2098 and the amortization
approximately $.148 of issuance costs incurrecbimection with the Full Circle Partners’ loan.

Interest Income

Interest income of $.031 million was recorded for 5ix months ended December 31, 2008 as compaiatttest income of $.146 million for the compaeaberiod of the previot
year. The decrease is primarily the result of tben@@any's average lower cash balances.

Interest Expense

Interest expense of $.457 million was recordedtlier six months ended December 31, 2008 as comparB01 million in the comparable period of theous year. Intere
expense increased primarily as the result of arease in the Comparg/convertible debt. At December 31, 2008, the fadae of convertible debt was $8.9 million of cortige
debt as compared to $1.4 million at the same taseylear.

Net Loss

We have recognized a net loss of $4.122 millionirduthe six months ended December 31, 2008 comparednet loss of $5.961 million during the compgaquarters in tt
previous year. The decrease was primarily drivearyperating loss of $2.482 million at Empire aspared to an operating loss of $3.878 millionhia tomparable period of 1
previous year. Empire’s operating improvement wamarily caused by a decrease of approximately $3.8illion in the amortization of Empirg’intangible assets. This v
partially offset by a decrease of approximately 1lif%ross margin at Empire which reduced operatiaugnings by approximately $1.5 million. Adjustedcecgting EBITDA (earning
before interest, taxes, depreciation and amortimadnd norcash compensation expenses) was $.062 million mpa@d to approximately $.951 million in the congiee period i
the prior year.
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Six Months Ended December &

2008 2007
Operating EBITDA reconciliation:
Operating loss $ (3,625,74) $  (5,382,02)
Depreciation 106,14¢ 90,827
Amortization of intangibles 1,035,77 4,434,26.
Amortization of software development costs 2,223,99: 1,548,63
Stock-based compensation 223,03t 234,63:
Shares issued for services 98,35¢ 24,39°
Operating EBITDA $ 61,557 $ 950,71
Operating EBITDA per share $ .00z $ .0€
Weighted average number of shares outstanding 20,098,36 16,931,65

See NOTE 4 to the financial statements for the arhofisoftware development costs capitalized dutiirggperiod.

Financial Condition, Liquidity and Capital Resources

As noted previously, the current global economisisthas caused customers to delay payments fatsgmad, in many cases, seek trade and marketidgscie a far more rapid a
aggressive manner than previously. This has hadjative impact on the Compasyoperational liquidity. Furthermore, the Compaag found that the capital markets, both for I
and equity offerings, have been significantly intedamaking refinancing options more difficult taccass and close.

Cash decreased by $1.900 million from $2.892 nmilkd June 30, 2008 to $.992 million at DecembeRBDS.

Cash balances are being held for working capitgbgaes. Included in this amount is $.570 millioniathis classified as restricted cash. This amoalg#tes to money retained
South Africa to satisfy any potential liability thaay result from our tax dispute with the Southi¢e Revenue Service.

Working capital deficit decreased by approximati$76 million from a deficit $5.682 million at JuBe, 2008 to a deficit of $5.306 million at DecemB&, 2008. This decrease
primarily due to significant reductions in net @nt liabilities due to a decrease in the exchaageaf the British pound to the US dollar.

At December 31, 2008, we had net borrowings of @2 million which consisted of Empire’s outstandiitge of credit at Barclays Bank and the Full CirBlartnersloan obligatior
Additionally, we have $8.900 million principal amtuoutstanding of our convertible debentures. Taying value of these debentures at December @18 2et of unamortize
warrants and stock conversion features is appraeim&7.568 million. We currently pay monthly ingst on our debentures. $1.4 million of this amaarties an annual rate
prime plus 1.5%, with the remainder at an annual 049%.

As shown in the accompanying condensed consolidatadcial statements, the Company has incurredrrieg) losses from operations, negative cash flivas® operations, and,
of December 31, 2008, its current liabilities exdem its current assets by $5.306 million. Theséofacraise substantial doubt about the Compaapility to continue as a goi
concern. Since June 2008, the Company has beemgéekaise additional capital in the form of ballbt and equity; to this point with no success Tsults of the quarter enc
December 31, 2008 have further impacted the Comgpdimuidity position and without a very shaerm solution to this lack of liquidity, there isitsstantial doubt about t

Company'’s ongoing viability.
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Assuming that it overcomes its current liquiditysfall, the Company plans to meet its ongoing aasjuirements set forth below:

. Generate operating earnings and cash flowgrifynthrough its Empire subsidiary. Empire’s titlelease schedule for the next 12 months includesral multi-
platform games, including sequels to Animal PamdllS game and DS titles licensed from Play Firshss Diner Dash, Wedding Dash and Chocalatier.

®* Raise additional capital through the possible sdleertain intellectual property. The Company im®erio retain an investment banker to determine hvioicits
intellectual property assets can be sold to realgeificant value.

® The Company has approximately $570,000 of restticesh set aside to match its current South Afrieanassessment. The Company believes that it tharsc
arguments to set aside this assessment. If thisseent is set aside, this cash will be availableperations. A court hearing in this matter waklfin early Decemb
2008 and a judgment is expected shortly.

®  Seek strategic collaborations which may ineligint ventures or partnerships for publishing gditles, merger, sale of assets, or other sirhitarsactions.

*  Debt restructuring at one or both of our sdiasies either through a voluntary or involuntaoud process.

Management anticipates that these actions andsothdre taken by the Company will provide the oppaty for it to improve liquidity and possibly aielve profitability. Howeve
there can be no assurance that any of these ewvéintecur. The accompanying financial statemerdsdt include any adjustments that might be necgstthe Company is unak
to continue as a going concern.

Critical Accounting Policies
The following is a discussion of the accountingiget that we believe are critical to our operagion
Revenue Recognition

The company distributes the majority of its produttrough third-party software distributors to messrchant and major retailers and directly to cerBC software retailers, all
which have traditionally sold consumer entertaintreaftware products. Additionally, the Company ntiagnse its products to distributors in exchanger@iyalty payments. Tt
distribution of products is governed by purchasteos, distribution agreements or direct sale agea¢sn most of which allow for product returns anidgp markdowns. On a prodi
by product basis, based on historical data the @oypecords a provision from 4% to 30% for prodwttirns and price markdowns as a reduction of gsakss at the time t
product passes to these distributors or retailers.

The provision for anticipated product returns andeomarkdowns is primarily based upon the Compsuyialysis of historical product return and pricarkdown results. Shot
product selithrough results at retail store locations fall ffigantly below anticipated levels the adequacytlug allowance may be insufficient. The Companyl walview the
adequacy of its allowance for product returns aricepmarkdowns and if necessary will make adjustsém this allowance on a quarterly basis. In thgecof royalty income, tl
Company will record this income when earned basedades reports from its distributors. In many sasiee company receives guaranteed royalty incamdetlzese revenues .
recorded upon signing of the royalty agreementss&ramounts are carried as accounts receivableaiuti

Development Costs

Under SFAS No. 86 software development cost shbaldapitalized once technical feasibility is ackivin the case of Empire this would be when thlepet is commercial
viable (“commercial feasibility), The Company has determiteeds satisfaction that there is a clearly dedinecision point quite early in development whemg@luct passes frc
concept to commercial feasibility. This decisionrpas either reached with the consent of outsidei@s such as Sony or Microsoft or through anrireteprocess where managen
decides to move forward with a prodgctievelopment once a game concept has been appvedCompany also found that there has been nerialainstance where conc
approval has been given and a game has not becooreraercial product. The Company has, thereforeiddd to capitalize software development costs aftacept approval.
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Goodwill Valuation

Goodwill represents the excess of the purchase prier the fair market value of net assets acquirid process of determining goodwill requires meégt. Evaluating goodwill fc
impairment involves the determination of the faalue of our reporting units. Inherent in such fa@lue determinations are certain judgments andnas#is, including tt
interpretation of current economic indicators aratrket valuations, and our strategic plans with réga our operations. To the extent additional infation arises or our stratec
change, it is possible that our conclusion regardioodwill impairment could change, which could éamaterial effect on our financial position aedults of operations. For thc
reasons, we believe that the accounting estimitedeto goodwill impairment is a critical accoungtiestimate.

The Company reviews goodwill annually (or more treqtly under certain conditions) for impairmentaiccordance with SFAS No. 142, goodwill and othéangible assets. T
Company performed its annual impairment test ofdgalh as of June 30, 2008 and determined that gdibewas impaired which resulted in the Company imgtdown to zero tt
Goodwill that was recognized as a component ofSthategy First acquisition.

Intangible Assets

Intangible assets include software game titlesingible assets, excluding goodwill and Empire gétles are stated on the basis of cost and areta@adron a straighline basis ove
estimated lives of three to ten years. Empire gtites are amortized over a fiweear period based on weighted average expectesifsafe the date the title is launched. For tittes
have not yet been launched as of December 31, 200#ch date was estimated to project future apadidn.

Intangible assets with indefinite lives are not amed but are evaluated for impairment annualliess circumstances dictate otherwise. Managemeitdieally (at least annuall
reviews intangible assets for impairment basedmasaessment of undiscounted future cash flowshndrie compared to the carrying value of the intdagssets. Should these ¢
flows not equal or exceed the carrying value ofitliangible, a discounted cash flow model is usedetermine the extent of any impairment chargeired. Through December !
2008, consumer demand for the Comparsdftware entertainment products remained inkémivever, in the event that the global economic dimwn continues to worsen and a ¢
in demand for the Company’s products becomes etittesm Company may test these carrying valuesfigairment before the end of its fiscal year.

Forward-Looking Information

Certain statements in ManagemsnbDiscussion and Analysis, other than purely histbrinformation, including estimates, projectiossatements relating to our business p
objectives, and expected operating results, anéiseemptions upon which those statements are baetforward-looking statementsiithin the meaning of the Private Securi
Litigation Reform Act of 1995, Section 27A of thedrities Act of 1933, and Section 21E of the SiéesrExchange Act of 1934. These forwadndking statements generally
identified by the words “believe,” “project,” “expg” “anticipate,” “estimate,” “intend,” “strategy;'plan,” “may,” “should,” “will,” “would,” “will b e,” “will continue,” “will likely
result,” and similar expressions. Forwdogking statements are based on current expectatiad assumptions that are subject to risks andriaiaties, which may cause ac
results to differ materially from the forwatdeking statements. A detailed discussion of riskd uncertainties that could cause actual resnttsaents to differ materially from st
forward-looking statements is included in the setfiitted “Risk Factors” (refer to Part Il, Item LANe undertake no obligation to update or revisbliply any forwardlooking
statements, whether as a result of new informafidore events, or otherwise, expect as requirely

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The Company does not ordinarily hold market risks#féve instruments for trading purposes. The Camgpdoes, however, recognize market risk from irserate and foreic
currency exchange exposure.
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Interest Rate Risk

On December 31, 2008, the cash resources earregdshat variable rates. Accordingly, the Compamgturn on these funds is affected by fluctuatiaristerest rates. The Comps
also has a portion of its debt that is tied toregérates and, therefore, any increase in inteaés$ will have a negative effect on the Compsuyterest payments. At December
2008, the Company had two convertible notes outistgnwith a combined balance of approximately $8ifion. Interest on $1.4 million of these convblé notes is based ol
floating rate equal to prime plus 1.5%. A hypotbetil00 basis point change in interest rates wirgdlt in an approximate $14,000 change in anmi@ieést expense.

In addition to the convertible debentures the Camggead a line of credit facility secured by certeggeivables of which $1.7 million was outstanditdecember 31, 2008. This |
of credit accrues interest at a fixed annual r&tEse6. Therefore, this facility is not subject tiarest rate fluctuations.

Empire has a line of credit secured by its recdasgbinventory, real property and intangible assAts of December 31, 2008, the amount outstandimdeu this facility wa
approximately $988,727. The line of credit accrirterest at an annual rate of 7%. A hypotheticdl bfsis point change in interest rates would resudin approximately $9,0
change in annual interest expense.

Foreign Currency Risk

Empire is incorporated in the UK and sells produistsughout Europe, the US and Canada. Its funatioarrency is the British pound. This has expabedCompany to market ri
with respect to fluctuations in the relative vabfehe euro, the Canadian dollar, and the US dollar

Strategy First is incorporated in Canada and getiducts throughout the US and Europe. Its funeficarrency is the Canadian dollar. This has expdise company to market ri
with respect to fluctuations in the relative vabfehe euro, British pound, the Canadian dollad tre US dollar.

Certain of the Compang’cash balances and the remaining proceeds fromalkeof its South African subsidiaries are denaeid in South African Rand. This has expose!
Company to market risk with respect to fluctuationthe relative value of the South African Randiagt the US dollar.

The Company currently does not hedge its SouttcAfriRand exposure. At December 31, 2008, we hatisadsnominated in South African Rand of R7.88ioml($.832 million).
ITEM 4T. CONTROLS AND PROCEDURES

Disclosure of Controls and Procedures

The Company maintains disclosure controls and phaes designed to ensure that it is able to colfecinformation it is required to disclose in tleorts it files with the SEC, a
to process, summarize and disclose this informatiitiin the time periods specified in the rulestoé SEC. Based on an evaluation of its disclosargrols and procedures as of
end of the period covered by this report condubtedhanagement, with the participation of the Cltigécutive Officer and Chief Financial Officer, tBief Executive Officer ar
Chief Financial Officer believe that these contiaisl procedures are effective.

Changes in Internal Controls

There have been no changes in the Comaingernal controls over financial reporting foe thuarter ended December 31, 2008 that have nibtexifected, or are reasonably lik
to materially affect, the Company’s internal cohtreer financial reporting.

At the end of November 2008, the Companfgrmer Chief Financial Officer left to pursue etfopportunities. The role of the full time finaalcofficer has not been filled but is be
assumed by the Company’s Chief Executive Officémpmsent, the Company believes it has sufficigwtricial staff to ensure the effectiveness of dstmls over financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Except as set forth below, there were no new nadtiegal proceedings or material developments ¢éopgnding legal proceedings that have been prdyioggorted in Part I, ltem
of our Annual Report on Form 10-K for the fiscabyended June 30, 2008. A full discussion of oundjreg legal proceedings is also contained in Raréin 1, ‘Notes to Condens
Consolidated Financial Statements (Unaudited),’eNidl, of this Report.

In August 2008 the Company’s subsidiary, Silvergtaguisitions, Ltd., received a demand notice frlan Higgins and Simon Jeffrey for payment of apprately £180,00(
($340,000) in additional punitive interest in regmito the payment of their loan notes which wetly filischarged in November 2007. The claim relatepenalty interest for
alleged failure to make timely payment on the ant®emved to them. The Company disputes the factthieste payments were late and that this punititexest is enforceable uni
English law. No legal papers have been receivedisgnmatter. However, should the Company needspaed to a legal claim, it will vigorously defertdélf in this regard.

ITEM 1A. RISK FACTORS
There have been no material changes in the risiksgdhe Company as described in the Company’s Fdr for the year ended June 30, 2008 except|sfs
We may not be able to continue as a going concernfoind our existing capital needs.

In our Annual Report on Form 10-our independent registered public accounting firas included an explanatory paragraph in thpiorteon our 2008 financial statements relate
the uncertainty of our ability to continue as armgptoncern. There is substantial doubt as to whetieewill be able to continue as a going concemugh the end of fiscal 20
without access to additional working capital. Thea@ be no assurance that we will be able to olat@ditional funds during 2009 on satisfactory terorsat all. If we cannot obte
sufficient additional financing, we believe we miagve to cease operations. See also “Note 2 GoimgéZn” of the Notes to Condensed Consolidated FinancatkB8tents of th
report.

Uncertainty and adverse changes in the economy colhave a material adverse impact on our business droperating results.

Uncertainty or adverse changes in the economy deald to a significant decline in discretionary semer spending, which, in turn, could result ineglhe in the demand for ¢
products. As a result of the recent national amthal economic downturn, overall consumer spendasdeclined. Retailers globally, and particulanyNiorth America, appear to
taking a more conservative stance in ordering gemwentory. Any decrease in demand for our produgasticularly during the critical holiday sellingason or other key prodi
launch windows, could have a material adverse ipaour operating results and financial conditioncertainty and adverse changes in the economiyg edgp increase the risk
material losses on our investments, increase theatal decrease the availability of potential sesiaf financing, and increase our exposure to na&tesses from bad debts, any
which could have a material adverse impact on imantial condition and operating results.

In addition, periods of economic uncertainty andrades may result in increased volatility in oucktprice.
We are exposed to exchange rate fluctuations.

Our reporting currency is the US dollar. Historigathe Companys foreign operations, including assets and liabsliand revenues and expenses, have been denaimmagziou:
currencies other than the US dollar, and we exihedtour foreign operations will continue to bedemominated. As a result, the US dollar value ef@ompanys foreign operatior
has varied, and will continue to vary, with exchamgte fluctuations. The Company has been, andeseptly, primarily exposed to fluctuations in #wechange rate of the eu
British pound, pound sterling, South African Ramdl &£anadian dollar. A decrease in the value ofarese currencies relative to the US could redheeCompanys profits fron
foreign operations and the value of the net assieits foreign operations when reported in US dslla its financial statements. This could have atemal adverse effect on |
Companys business, financial condition or results of opens as reported in US dollars. In addition flattans in currencies relative to currencies in \whibe earnings a
generated may make it more difficult to performipesto-period comparisons of the Company’s reporesililts of operations.
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ITEM 2.

None.

ITEM 3.

None.

ITEM 4.

@)
(b)
©

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

DEFAULTS UPON SENIOR SECURITIES

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The 2008 Annual Meeting of Stockholders of the Camp(the “Annual Meeting”) was held on Decembe2®)8.

See item 4 (c)(i) belov

The following matters were voted on at the Annuaeting:

(i)

(iii)

Proposal 1 — To elect five directors to serve uh#l next annual meeting of stockholders and thetien and qualification of their respective susces:

Name of Directo Votes For Electior Authority to Vote Withhelc
Michael Levy 13,021,08% 1,548,33¢
Clive Kabatznik 13,347,91: 1,221,512
Cornelius Rood 13,129,737 1,439,68¢
Edward Roffmar 13,113,687 1,455,73¢
Edward Bernstei 13,113,687 1,455,73¢

Proposal 2 — To ratify the appointment of RacHlioP as the Company’s independent registered palshounting firm for the fiscal year ending June ZW9:

Votes For Votes Agains Abstentions Broker Nor-Votes
13,648,71¢ 688,158 232,548 0

Proposal - For purposes of complying with Nasdaq MarketplacgeRi350(i)(1)(D), to authorize the Company to athemd restate each of the Comp’'s
Amended and Restated 9% Secured Convertible Detesnituthe aggregate principal amount of $7,500@9 March 19, 2012 and related Warrants to pue
the Companys common stock, in order that the conversion pofcthe Debentures and the exercise price of ther&Mes can be changed to prices that are
commensurate with the Comp¢'s current market prict

Votes For Votes Agains Abstentions Broker Nor-Votes
4,855,47¢ 863,025 42,452 8,807,47¢
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(iv)

v

Proposal 4 — To approve an amendment to the CongpMBmorandum of Association to effect a reverselstsplit (consolidation) of the Compasytommol
stock at a split ratio of not less than one-for-tarad not more than one-for-five and concurrentlgrease the number of authorized shares of the Quytpa
common stock from 50 million to not less than 1@ion and not more than 25 million, to be effectiveat all, at such time as the CompanyBoard of Directol
shall determined in its sole discreti:

Votes For Votes Agains Abstentions Broker Nor-Votes
12,461,56¢ 1,831,78¢ 276,073 05

Proposal 5 — To approve an amendment to the Corntgppfgmorandum of Association to effect an incremsthe number of authorized shares of the Company’
common stock, to be declared by the Company’s Bo&Rirectors at any time prior to December 3, 20%n amount not to exceed 100 million pegerse stoc
split shares, the precise timing and increase welbermined by the Compe’s Board of Directors in its sole discretic

Votes For Votes Agains Abstentions Broker Nor-Votes
12,126,351 2,203,351 245,718 05
ITEM 5. OTHER INFORMATION
None.
ITEM 6. EXHIBITS
Exhibit Number Description
311 Rule 13i-14(a) Certification of Chief Executive Officer/Chiginancial Officer
32.1 Section 1350 Certification of Chief Executive Offi¢Chief Financial Office
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SIGNATURES
Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the undeesil duly authorized.

Date February 19, 2009

SILVERSTAR HOLDINGS, LTD.

/sl Clive Kabatznik
Name: Clive Kabatznik
Title: Chief Executive Officer/Chief Financial Officer
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Exhibit 31.1

CERTIFICATION

I, Clive Kabatznik, certify that:

1.

2.

| have reviewed this Quarterly Report of Silverdtaldings, Ltd.;

Based on my knowledge, this report does not cormjnuntrue statement of a material fact or ométéde a material fact necessary to make the stasrmade, in light «
the circumstances under which such statementsmwade, not misleading with respect to the perioccoed by this report;

Based on my knowledge, the financial statemenid,cdiner financial information included in this repdairly present in all material respects theafigial condition, resul
of operations and cash flows of the registrantfaara for, the periods presented in this report;

| am responsible for establishing and maintainifggldsure controls and procedures (as defined rhamge Act Rules 13a-15(e) and 1Eg{e)) and internal control o\
financial reporting (as defined in Exchange Acté&ul3a-15(f) and 15d-15(f)) for the registrant hade:

a. Designed such disclosure controls and proceduresaused such disclosure controls and procedurbe ttesigned under our supervision, to ensurentlaéeria
information relating to the registrant, includirntg consolidated subsidiaries, is made known toyustbers within those entities, particularly durithg period il
which this report is being prepared;

b. Designed such internal control over financial réipgr or caused such internal control over finahoigorting to be designed under our supervisionprovide
reasonable assurance regarding the reliabilityinaintial reporting and the preparation of finana&tement for external purposes in accordance gétterall
accepted accounting principles;

c. Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntais report our conclusions about the effectegnof the disclosu
controls and procedures, as of the end of the gedwered by this report based on such evaluagiod;

d. Disclosed in this report any change in the regitsainternal control over financial reporting thatcurred during the registrastimost recent fiscal quarter (
registrant’s fourth fiscal quarter in the case nfamnual report) that has materially affected,soreiasonably likely to materially affect, the regist's interna
control over financial reporting; and

| have disclosed, based on our most recent evaftuafiinternal control over financial reporting,ttee registrant’s auditors and the audit committethe registrant boar
of directors (or persons performing the equivafanttions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which are reasonably likayadversel
affect the registrant’s ability to record, processnmarize and report financial information; and

b.  Any fraud, whether or not material, that involvearmagement or other employees who have a significdetin the registrars’ internal control over financ
reporting.

Date: February 19, 2009

/sl Clive Kabatznit

Clive Kabatznik

Chief Executive Officer/Chief Financial Offic
(Principal Executive and Financial Office
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Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Silvarstioldings, Ltd. (the “Company”) on Form IDfor the quarter ended December 31, 2008 asvifé¢dthe Securities and Exchar
Commission on the date hereof (the “Repott"Llive Kabatznik, Chief Executive Officer (Pripeil Executive Officer) and Chief Financial Offig@rincipal Financial Officer) of tt
Company, certify, pursuant to 18 U.S.C. § 1350 péef pursuant to Section 906 of the Sarbanes—Oxiepf 2002 that to my knowledge:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeof1934; and
(2) The information contained in the Report fairly pmets, in all material respects, the financial cbadiand result of operations of the Compe

Date: February 19, 2009

/sl Clive Kabatznit

Clive Kabatznik

Chief Executive Officer/Chief Financial Officer
(Principal Executive and Financial Office

[A signed original of this written statement requirby Section 906 has been provided to Silverstddirigs, Ltd. and will be retained by Silverstarléings, Ltd. and furnished to t
Securities and Exchange Commission or its stafhupquest.]



