
1 
 

HKEx LISTING DECISION 

HKEx-LD92-2015 (published in June 2015) 

 

Summary 

Parties Company A to Company P – Main Board and GEM listing applicants 

whose applications were rejected in 2013 and 2014 

Issue To provide guidance on why the Exchange rejected certain listing 

applications 

Listing Rules  Main Board Rules 2.06 and Chapter 8 

GEM Rules 2.09 and Chapter 11 

Decision The Exchange rejected the applications.  

 

PURPOSE  

 

1. This Listing Decision in the Appendix sets out the reasons why the Exchange rejected 

certain listing applications from 1 January 2013 to 31 December 2014.   

 

APPLICABLE LISTING RULES 

 

2. Chapter 8 of the Main Board Rules and Chapter 11 of the GEM Rules set out detailed 

eligibility requirements which a new applicant must fulfill and states that both the 

applicant and its business must, in the opinion of the Exchange, be suitable for listing.  

 

3. Main Board Rule 2.06 and GEM Rule 2.09 state that suitability for listing depends on 

many factors.  Applicants for listing should appreciate that compliance with Listing Rules 

may not itself ensure an applicant’s suitability for listing.   

 

****
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Appendix 

 

Rejection cases in 2013 

Company Rejection reasons 

Company A 

 

(a Main 

Board 

Applicant) 

 

 

Company A was a mining company.  Its principal asset was at an exploration stage of 

a mineral project (“Project”) and had not generated any profit. 

 

Company A’s first listing application was not approved due to, concerns on (i) its 

insufficient history and experience in bringing any mineral project to a production stage; 

and (ii) the early stage of the development of the Project. 

 

Company A completed a pre-feasibility study for the Project and re-submitted its listing 

application two years after its first application.  In the renewed application, Company 

A had delayed most of its original development plan by more than two years and 

substantially revised the economic estimates of its Project.  As a result, the total capital 

cost for the Project increased over 100%, with the estimated mine life reduced from 17 

years to nine years with a payback period of seven years and an internal rate of return of 

6.7%.  In addition, Company A only had limited cash balance and had no banking 

facility which it expected would only be obtained when the Project had completed a 

bankable feasibility study.  

 

Inability to meet the Main Board Rules 8.05(1) and 18.04  

 

The application was rejected because Company A was not qualified for a waiver under 

Main Board Rule 18.04 as it had not demonstrated that its principal assets had a clear 

path to commercial production based on the following observations: 

 

(i) there was high risk concerning the project payback period as the Project was 

highly sensitive to variations in commodity prices, operating costs, the estimated 

lengthy payback period and low internal rate of return; 

 

(ii) the proposed funding plan was overly ambitious.  The funds to be raised in the 

proposed offering was insufficient to bring the Project to a stage of commercial 

production and further fund raising exercises of a considerable scale would be 

required post-listing; and 

 

(iii) given the outstanding issue regarding the aboriginal rights which the provincial 

government would need to consult the indigenous groups on before approving or 

rejecting the Project, there was a high degree of uncertainty as to whether 

Company A was able to obtain the necessary mining permits and licenses to 

commence commercial production. 

 

Company B 

 

(a Main 

Board 

Applicant) 

 

 

 

Company B was engaged in money lending business. 

 

The application was rejected due to the following observations: 

 

Non-compliances  

 

(i) Company B had not rectified all its non-compliances with local money lending 

laws before it applied to renew its money lender licence which was still pending.  
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Rejection cases in 2013 

Company Rejection reasons 

It was therefore uncertain as to whether it would be able to renew its money 

lender licence; 

 

(ii) there was insufficient information on whether and how the newly implemented 

internal control measures were effective to prevent future breaches; 

 

Reliance on controlling shareholders  

 

(iii) during the track record period Company B had relied on its controlling 

shareholders for financial assistances, namely: (a) financing its operation; (b) 

referring customers with whom Company B had charged higher interest rates; 

and (c) undertaking to acquire the collaterals for defaulted loans at a 

consideration no less than the outstanding loans and interests;  

 

(iv) Company B’s track record results did not reflect its true operating results given 

the undertaking by its controlling shareholders.  Further, Company B could 

only secure financing at a high interest rate from a private lender, as opposed to 

a commercial bank; and 

 

Directors’ suitability  

 

(v) there were concerns on Company B’s directors’ suitability under Main Board 

Rules 3.08 and 3.09 - two out of six executive directors (“EDs”) had been 

involved in non-compliances with the Securities and Futures Ordinance (Cap. 

571).  Further, five out of six EDs were also directors or senior management of 

other listed companies and it was questionable whether they would be able to 

devote sufficient time to manage Company B’s business.  

 

Company C 

 

(a Main  

Board 

Applicant) 

 

 

Company C was engaged in wholesaling and retailing of goods. 

 

Director’s suitability  

 

The application was rejected due to concerns on director’s suitability under Main Board 

Rules 3.08 and 3.09 - a director who was also a controlling shareholder had made 

payments to an ex-government official who was then convicted of receiving bribes by a 

PRC court.  Although no charges had been laid against the director, he was considered 

unsuitable to be a director of a listed company given that the sponsor had not 

demonstrated to the Exchange’s satisfaction that the director was able to meet the 

character and integrity standard requirements under the Main Board Rules based on the 

submitted facts and circumstances.  Even if the director resigned from Company C, he 

would continue to exert significant influence on Company C’s operation and 

management since one of the four EDs was his brother, and two out of the three senior 

management members had worked with the director for more than 10 years. 
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Company D  

 

(a GEM 

Applicant) 

 

 

Company D was engaged in a regulated business. 

 

The application was rejected due to the following observations: 

 

Non-compliances  

 

(i) Company D breached the local regulations governing the operation of its 

business.  Company D could not meet the minimum cash flow requirement 

under GEM Rule 11.12A(1) if the cash flow generated from the non-compliance 

income was excluded; and 

 

Unsustainable business model 

 

(ii) there were grave concerns on sustainability of business in light of its existing 

financial outlook: (a) heavy indebtedness with minimal cash at bank and 

unutilised banking facilities; (b) uncertainty as to whether Company D could 

obtain independent financing after using up the unutilised banking facilities and 

ceasing its reliance on its controlling shareholders to guarantee its borrowings 

after listing; (c) significant trade receivables, and deteriorating and long 

receivable turnover days; (d) minimal cash and cash equivalents due to cash 

flow mismatch between settlement of expenses and the long period taken before 

Company D would be able to bill its major customers; and (e) high 

concentration of customers which raised doubts as to Company D’s bargaining 

powers with its customers.    

 

 The combination of these factors raised concerns as to whether Company D was 

able to continue its business on a going concern basis.  Further, there was 

insufficient disclosure on the competitive landscape to enable investors to 

understand the prospect of the industry. 

 

Company E 

 

(a GEM 

Applicant) 

 

 

 

 

 

 

 

 

 

 

Company E was a software solution provider. 

 

The application was rejected due to the following observations: 

 

Non-compliances  

 

(i) during the track record period, Company E’s major subsidiary had been involved 

in a number of non-compliances which included, among other things, tax 

evasion; and 

 

Directors’ suitability and inability to meet the management continuity requirement  

 

(ii) it was not demonstrated to the Exchange that Company E’s directors did not 

have substantial involvement in the non-compliances.  Given that the Exchange 

considers that tax evasion is a serious matter and the amount involved was 

material (over 35% of Company E’s net assets), the Exchange had serious 

concerns on the suitability of the directors under GEM Rules 5.01 and 5.02 in 

overseeing the operation of its subsidiary.  As one of the EDs who had been 

personally involved in the non-compliances was the most relevant person 

responsible for Company E’s operation and management, his resignation from 

directorship would render Company E unable to satisfy the management 
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continuity requirement under GEM Rule 11.12A(3). 

 

Company F 

 

 

(a GEM 

Applicant) 

 

 

Company F was engaged in the trading of commodities. 

 

The application was rejected due to the following observations: 

 

Reliance on a major customer  

 

(i) Company F had a short business relationship with the single largest customer, 

contributing to more than 20%, 60% and 75% of Company F’s total revenue 

during the track record period; and reliance on this customer was not 

demonstrated to be mutual and complementary as there were other suppliers like 

Company F located at the same area where the customer was based; 

 

(ii) the credit period granted to the single largest customer was substantially longer 

than other customers and therefore it was not demonstrated to be on normal 

commercial terms, and this had an adverse impact on Company F’s working 

capital sufficiency; and 

 

(iii) there was no proven record on Company F’s ability to find new customers to 

reduce reliance on the single largest customer.  
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Rejection cases in 2014 

Company Rejection reasons 

Company G 

 

(a Main 

Board 

Applicant) 

  

 

Company G was a mining company in the PRC.  Company G had only one mine. 

 

The application was rejected because Company G was not qualified for a waiver under 

Main Board Rule 18.04 (i.e. a mineral company may still apply to be listed even if it is 

unable to satisfy the eligibility requirement under Main Board Rule 8.05) as it had not 

demonstrated a path to profitability given that the mine was already in commercial 

production.  Accordingly, Company G failed to satisfy the eligibility requirement of 

Main Board Rule 8.05: 

 

Inability to meet the Main Board Rule 8.05  

 

(i) Company G’s commercial production was suspended by the competent authority 

at the time of listing application submission due to serious accidents in other 

mines in the region.  Its production had also been previously suspended during 

the track record period (i.e. 16 out of 36 months).  Hence, there was a high 

degree of uncertainty as to the resumption of its normal operations.  Even if 

Company G could resume its operation, it had failed to address the risks that the 

provincial government might suspend its operations again as it had in the past; 

 

(ii) as Company G had only one mine, any mandatory suspension because of 

accidents in its mine or other mines in the region would adversely affect its 

operations and financial position; and 

 

(iii) Company G had plans to improve its profitability by increasing the annual 

production capacity but the funds to be raised in the proposed offering were 

insufficient to finance its expansion plan.  Hence, there was a high degree of 

uncertainty that its expansion plan could be completed.  

 

Company H 

  

(a Main Board 

Applicant) 

 

 

Company H’s application involved a very substantial acquisition of two companies 

(“Target Groups”) which would make up Company H’s business upon listing.  The 

Target Groups had been held by different controlling shareholders and managed by 

different individuals during the track record period.  

 

The application was rejected due to following observations: 

 

Inability to meet the Main Board Rule 8.05(1)(c)   

 

(i) Company H failed to demonstrate compliance with the ownership continuity and 

control requirement during the most recent financial year under Main Board 

Rule 8.05(1)(c) as (a) there were and would be changes in the legal ownership 

and control in the Target Groups during the relevant period and upon completion 

of the very substantial acquisition; and (b) there was no conclusive evidence that 

Company H’s controlling shareholder had been exercising control over the 

Target Groups during the relevant period through cooperation with the 

controlling shareholders of the Target Groups; and 

 

(ii) Company H was not able to satisfy the profit requirement under Main Board 

Rule 8.05(1)(a).  The Target Groups were able to comply with Main Board 
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Rejection cases in 2014 

Company Rejection reasons 

Rule 8.05(1)(a) only by aggregating their net profits during the track record 

period.  However, given that (a) the Target Groups only had one common 

senior management member and did not share any support function during the 

track record period; and (b) the financial statements of the Target Groups during 

the track record period were presented in two separate accountants’ reports, there 

was no information to show that the Target Groups had operated and managed as 

a single group during the track record period to justify the aggregation.  

Company H’s reporting accountant stated that the Target Groups’ financial 

information could not be presented in one accountant’s report because there was 

no common control. 

 

The Exchange does not accept the aggregating of the results of separate groups 

of companies presented in separate accountants’ reports for the purpose of Main 

Board Rule 8.05(1)(a).  This is to prevent packaging of businesses where 

acquisitions are made by a listing applicant solely for the purpose of satisfying 

the listing requirements. 

 

Company I 

 

(a Main Board 

Applicant) 

 

Company I applied for a transfer of listing from GEM to Main Board.  

 

Inability to meet the Main Board Rule 9A.02(2)  

 

The application was rejected because Company I did not comply with Main Board Rule 

9A.02(2), under which an issuer may apply for a transfer of listing of its securities from 

GEM to the Main Board if, among other things, it complies with GEM Rule 18.03 in 

sending the issuer’s annual report to its shareholders in respect of its first full financial 

year’s results commencing after the date of its initial listing.  However, Company I’s 

first full financial year had not ended at the time of its application, and hence its first 

full financial year’s annual report had not been prepared.  

 

Company I was listed in January, [year T-1] and submitted its application to transfer to 

the Main Board in May, [year T].  As Company I’s financial year end date was 31 

December, its first full financial year would have ended on 31 December, [year T]. 

 

Company J  

  

(a Main 

Board 

Applicant) 

 

 

 

Company J was engaged in money lending business. 

 

The application was rejected due to the following observations: 

 

Non compliance  

 

(i) there was systemic failure to conduct Company J’s business in a compliant 

manner with regard to certain lending restrictions throughout the track record 

period and up to the latest practicable date; 

 

(ii) there was no compelling reason given why Company J appeared to be the only 

company given the preferential treatment that it would subject to a more relaxing 

lending restriction after listing by the local authority and whether this 

preferential treatment complied with PRC law;  
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Rejection cases in 2014 

Company Rejection reasons 

Directors’ suitability 

 

(iii) concerns on directors’ suitability under Main Board Rules 3.08 and 3.09 – in 

light of the systemic non-compliances practices in (i) above, the directors had 

not demonstrated they had the integrity and standard of competence and a level 

of skill, care and diligence that commensurate with their positions as directors of 

a listed company; and  

 

Inability to meet the Main Board Rule 8.05(1)  

 

(iv) Company J could not meet the profit requirement under Main Board Rule 

8.05(1)(a) if the profits generated from the non-compliant business during the 

track record period were excluded. 

 

A demonstration period of 18 months (from the date of Company J’s latest audited 

accounts) was imposed on Company J to demonstrate its ability to operate satisfactorily 

with the amended lending restrictions. 

 

Company K  

 

(a GEM 

Applicant) 

 

 

Company K was engaged in property leasing business. 

 

Non-compliances  

 

The application was rejected due to non-compliances with local building safety 

regulations with respect to the majority of Company K’s properties.  There was 

uncertainty as to when the building orders against these properties would be released 

before listing which may have an impact on its business.  

  

Company L  

 

(a GEM 

Applicant) 

 

 

Company L was engaged in gaming-related business which required a licence from the 

competent authority. 

 

The application was rejected due to the following observations: 

 

Unsustainable business model  

 

There were concerns over Company L’s business sustainability: 

 

(i) Reliance on one head operator and a few business partners 

 

(a) the heavy reliance on one head operator for income based on spending of 

customers introduced by Company L at the head operator’s venue.  

Further, the annual licence renewal was dependent on the continuation of 

the cooperation agreement with the head operator.  Hence, the reliance 

on the head operator was not mutual given the competition among 

Company L’s industry peers was keen; and  

 

(b) the heavy reliance on a few business partners to bring in customers 

whose credits were partly guaranteed by these business partners; 
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Rejection cases in 2014 

Company Rejection reasons 

(ii) Concerns on risk control - Company L earned interest income for providing 

loans to its customers, part of which were guaranteed by the business partners.  

There were concerns over Company L’s credit risk control measures for 

ascertaining the creditworthiness of its business partners and customers.  The 

measures were considered to be insufficient and therefore exposed Company L 

to high credit risk; and  

 

(iii) Deteriorating financial performance - there was a decrease in Company L’s net 

profit margin during the track record period. 

 

Company M 

 

(a GEM 

Applicant) 

 

 

Company M was engaged in a regulated business. 

 

Sponsor’s non-independence  

 

The application was rejected because Company M’s sponsor was not independent 

under GEM Rule 6A.07.  The sponsor group had subscribed for Company M’s 

pre-IPO convertible bonds.  This was not identified until the application was 

submitted. 

 

Company N 

 

 

(a GEM 

Applicant) 

 

 

Company N was a manufacturer and seller of consumer products. 

 

The application was rejected due to the following observations: 

 

Inability to meet the GEM Rule 11.12A  

 

(i) Company N’s plant in the PRC which was owned by the controlling shareholder 

was significant to its business but it had title defect and therefore it was not 

compliant with GEM Rule 11.19 which requires any new applicant not being a 

property company or an infrastructure company, where its PRC property is 

otherwise significant to its activities, to have a long-term title certificate to its 

property;  

 

(ii) Company N was not able to meet the minimum cash flow requirement under 

GEM Rule 11.12A(1) if, among other things, an one-off income, the waived 

directors’ emoluments and the waived rental of the plant were excluded; 

 

Unsustainable business model  

 

(iii) concerns over the sustainability of Company N’s business in light of (a) the 

unpredictable non-recurring nature of sales as there had been less than ten 

transactions during the track record period; (b) the deteriorating financial 

performance - decreasing net profit and net profit margin during the track record 

period which Company N failed to explain the reasons for such deterioration; 

and (c) insufficient disclosure of Company N’s future plans and prospects in 

light of the austerity measures by the local government which directly affect 

Company N’s targeted customers; and  
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Rejection cases in 2014 

Company Rejection reasons 

Directors’ suitability under GEM Rule 5.02 

 

(iv) four out of five EDs did not have relevant experience in the business before 

joining Company N and all of them had joined Company N for less than two 

years at the time of application. 

 

Company O  

 

(a GEM 

Applicant) 

 

 

 

Company O was engaged in property sub-leasing business. 

 

The application was rejected due to the following observations: 

 

Concerns on the business model  

 

(i) there were concerns on Company O’s business model due to the following: 

 

(a) as the owner of Company O’s leased properties had not obtained the 

relevant property ownership certificates, it was unclear whether 

Company O had entered into the lease agreement at a lower than market 

rent compared to leasing from a property owner with a similar size in the 

same area but with proper property ownership certificates.  It was 

therefore doubtful whether Company O’s track record results would be 

affected by the lack of property ownership certificates and therefore the 

results might not be representative of its future performance;  

 

(b) it was unusual that Company O was able to terminate the master lease 

agreement with a property owner without any penalty during the track 

record period and there was no compelling evidence that such practice 

was an industry norm; and  

 

(c) there were insufficient market comparables to assess the sustainability of 

Company O’s business model; and  

 

Excess competition with controlling shareholder  

 

(ii) the competition between Company O and its controlling shareholder was 

considered extreme.  Although competition between an applicant and its 

controlling shareholder is not a bar to listing, the Exchange expects effective 

corporate governance measures to regulate the process of tenant sourcing for the 

properties owned by the controlling shareholder and those of Company O, which 

was not evident in this case.  

 

Company P  

 

(a GEM 

Applicant) 

 

 

Company P was a hotel developer and owner. 

 

The application was rejected due to the following observations: 

 

Unsustainable business model  

 

(i) reliance on government discretionary interest subsidies to maintain sufficient 

cash to meet its debt payments; 
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Rejection cases in 2014 

Company Rejection reasons 

(ii) a loss-making history which would likely continue in the foreseeable future  

and would be further aggravated by its proposed business expansion plans;  

 

(iii) there was no clear path to profitability for its properties as Company P estimated 

a long break-even and payback period of over 15 years; and  

 

Deteriorating financial performance  

 

(iv) operating performance and financial results were deteriorating due to travel 

restriction in the area where Company P operated its business.  It was unclear 

how Company P’s marketing strategy and proposed expansion plan could help 

alleviate its deteriorating performance.  Further, Company P did not provide a 

good basis for its upward trend forecast.  

 

 



 

1 

HKEX LISTING DECISION 
HKEX-LD91-2015 (June 2015) (Updated in May 2016) 
 
(Updated due to withdrawal of guidance letters superseded by HKEX-GL86-16) 
 

Summary 

Parties Company A to Company L – Main Board and GEM listing applicants 
whose applications were submitted after the commencement of the new 
sponsor regulation and returned by the Exchange 

Issue To provide guidance on why the Exchange returned certain listing 
applications 

Listing 
Rules 

Main Board Rule 9.03(3) and GEM Rules 12.09 and 12.14 

Decision The Exchange returned the applications.  

 
Purpose  
 
1. This Listing Decision sets out the reasons why the Exchange returned listing 

applications from 1 October 2013 to 31 December 2014 after commencement of the 
new sponsor regulation.   

 
 

APPLICABLE RULES, REGULATIONS AND PRINCIPLES 
 
2. With effect from 1 October 2013 when the new sponsor regime was introduced, Main 

Board Rule 9.03(3) was amended to require an applicant to submit a listing application 
form, an Application Proof and all other relevant documents under Main Board Rule 
9.10A(1), and the information in these documents must be substantially complete 
except in relation to information that by its nature can only be finalised and 
incorporated at a later date.  If the Exchange decides this information is not 
substantially complete, the Exchange will not continue to review any documents 
relating to the application.  All documents, including the Form A1 (Form 5A for GEM 
cases) (except for the retention of a copy of these documents for the Exchange’s 
record) submitted to the Exchange will be returned to the sponsor (GEM Rule 12.09(1) 
and 12.09(2)). 
 

 
**** 
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Company A (a GEM Applicant) 
 

1. Company A was engaged in the sale of consumer products. 
 

2. There was insufficient disclosure on the business model and insufficient information 
for the Exchange to assess the impact of the disputes and complaints relating to 
Company A’s products, the suitability of directors, the sustainability of business and 
whether the management continuity requirement could be met.  

 
Insufficient disclosure on business model 
 

3. The disclosure in the Application Proof on the sales channels and customers was 
incomplete and did not follow the relevant provisions of Guidance Letter HKEX-
GL36-12, HKEX-GL50-13 and Listing Decision HKEX-LD107-1. 

 
4. The disclosure in the Application Proof on the raw material and purchases was 

incomplete and did not follow the relevant provisions of Guidance Letter HKEX-
GL50-13. 

 
5. The Application Proof lacked disclosure on the product life cycle and shelf life for 

each product/ product line.  The disclosure did not support Company A’s claim that 
all of its products were self-developed. 

 
Insufficient information to assess impact of disputes, complaints and negative 
comments 
 

6. The disclosure in the Application Proof did not follow the relevant provisions of 
Guidance Letters HKEX-GL30-12 and HKEX-GL50-13 on intellectual property rights 
and it lacked disclosure of the relevant risk factors to enable the Exchange to make 
assessment of how the trademark dispute impacted Company A’s business.  

 
7. The Application Proof lacked disclosure on the directors’ basis for concluding that 

the negative public comments on certain of Company A’s products were 
unsubstantiated. 

 
Insufficient information to assess suitability of directors under GEM Rules 5.01 and 
5.02 

 
8. A director was involved in personal bankruptcy and two directors were involved in 

winding up of companies of which they had been directors.  One of the directors 
was also under investigation by the relevant authority for suspected breach of 
ethical conduct.  However, the Application Proof did not have information of these 
incidents. 

 
Insufficient information to assess sustainability of business 

 
9. There was significant deterioration in the financial results.  The cash flow from 

operating activities decreased by about 50% in the stub period, as compared to the 
previous corresponding period.  There was no explanation on the substantial 
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deterioration of the financial results during the track record period and the expected 
substantial improvement in the forecast period.   

 
10. The Application Proof lacked clear disclosure of the above in the “Summary” section 

with reference to the relevant provisions of Guidance Letters HKEX-GL27-121 and 
HKEX-GL41-12, and a relevant risk factor.  (Updated in May 2016) 
 
Company B (a Main Board Applicant) 

 
11. Company B was a service provider in Hong Kong. 

 
12. The information submitted was not substantially complete because the financial 

information included in the Application Proof did not follow Guidance Letter HKEX-
GL6-09A. 
 

13. Company B’s trading record period comprised [year T-2], [year T-1] and [year T].  
As set out in our Guidance Letter HKEX-GL6-09A, the Exchange would accept a 
listing application with financial information for the first two financial years and a 
stub period of at least nine months for the third financial year if the applicant files, 
among other things, an application within two calendar months after the end of its 
trading record period.  The financial information in the Application Proof only 
covered the period [year T-3], [year T-2] and [year T-1] and stub period of six 
months of [year T].   

 
14. Further, Company B filed the application before the end of the trading record period.  

According to Guidance Letter HKEX-GL6-09A, the earliest time Company B could 
file its application is after the end of its three-year trading record period which it 
would be using for the purpose of its listing.  

 
Company C (a Main Board Applicant) 

 
15. Company C was a manufacturer in the PRC.   

 
16. The Application Proof and documents submitted together with Company C’s 

application form were not substantially complete as substantial details of its non-
compliant bill financing activities were not disclosed.  This prevented the Exchange 
from assessing whether Company C was suitable for listing, given that the non-
compliant transactions were material. 
 
Company D (a Main Board Applicant) 

 
17. Company D provided hygiene care products in the PRC.   

 
18. There was insufficient disclosure in Company D’s Application Proof on the business 

model and material non-compliances.  

                                                 
1
 Withdrawn in May 2016.  Superseded by Section A of Appendix 1 in HKEX-GL86-16. 
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Business model 

 
19. The information in the Application Proof was skewed towards a small segment of its 

business and therefore the Exchange considered that the description of Company 
D’s business to be inadequate, unclear and potentially misleading to investors. 

 
20. The Application Proof did not clearly and sufficiently highlight Company D’s market 

position in respect of its export and domestic sales, ODM/ OEM and own-branded 
sales, respectively. 

 
21. Company D had two distinct business segments, but the Application Proof did not 

disclose any segment analysis on gross profit and gross profit margin, major 
product category, and pricing policy. 

 
Non-compliance 

 
22. Company D received excessive tax rebates due to its incorrect filing of goods 

exported during the track record period.  It was under investigation by the relevant 
tax authority.  However, the Application Proof lacked details of this non-compliance 
in accordance with the relevant provisions of Guidance Letter HKEX-GL63-13.   

 
Distributors 

 
23. Company D sold its products through distributors who then resold them to sub-

distributors and/ or ultimate retailers.  However, the Application Proof did not 
disclose material information on the distributorship business model as required by 
the relevant provisions of Guidance Letter HKEX-GL36-12.  

 
Others 
 

24. There was insufficient information in the Application Proof on Company D’s hedging 
measures it used to monitor foreign exchange risks which was critical to its 
business.  The Application Proof did not provide sufficient information on Company 
D’s substantial reliance on its major customer, including (i) how it would reduce its 
reliance on the major customer or demonstrate it was not extreme as required 
under Listing Decision HKEX-LD107-1; (ii) material details of the long term 
agreement with such major customer as required under the relevant provisions of 
Guidance Letter HKEX-LD50-132; and (iii) the operational and financial impact of 
the major customer’s proposed business plan, in particular, during the 
aforementioned contract period with the major customer.  Further, there was no 
clear justification disclosed for the use of proceeds on a business segment which 
showed a declining trend in terms of revenue during the track record period.  
(Updated in May 2016) 

 

                                                 
2
 Withdrawn in May 2016.  Superseded by Section E of Appendix 1 in HKEX-GL86-16. 
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Company E (a Main Board Applicant) 
 

25. Company E offered financial services in the PRC.   
 

26. The Application Proof and the related documents submitted together with Company 
E’s application form failed to disclose material guaranteed transactions entered into 
by the connected persons, borrowers and Company E, and the circumstances 
leading to the entering into these transactions.  The details of these were only 
disclosed in the revised listing document.  This material information should have 
been included in the Application Proof.  The application was returned after the 
response to the Exchange’s first comment letter which disclosed the material 
connected transactions for the first time. 

 
Company F (a GEM Applicant) 

 
27. Company F was a property company in the PRC.  There was insufficient information 

for the Exchange to assess whether the competition with and reliance on the 
controlling shareholder had been properly addressed, the impact of an arrangement 
with the controlling shareholder and the implications of a leased property with 
defective title.   

 
Insufficient information to assess the competition with and reliance on its controlling 
shareholder 
 

28. Upon listing, the controlling shareholder would have interests in other properties 
and property-related businesses which would not be included in listing group.     

 
29. The Application Proof lacked (i) sufficient information for the Exchange and 

investors to assess the level of current and potential competition with the controlling 
shareholder (GEM Rule 11.04) and (ii) details of the properties operated by 
Company F and the controlling shareholder, how the non-competition undertaking 
given by the controlling shareholder would operate, and what were the measures to 
manage the current and potential competition between Company F and the 
controlling shareholder in area where the non-competition undertaking would not 
apply. 

 
Insufficient disclosure on the impact of an arrangement with the controlling 
shareholder after listing 

 
30. Some services were provided by Company F to the controlling shareholder without 

any charges during the track record period, whereas Company F would charge for 
these services after listing.  The change in Company F’s business model was not 
well articulated in the Application Proof and the Exchange had concerns on this 
arrangement.  The Application Proof did not provide investors with any information 
to indicate Company F’s financial position if it charged its controlling shareholder a 
fee in the normal and usual course of business for these services, and the basis of 
the annual fee after listing.  The Exchange considered that the information included 
in the Application Proof was not substantially complete to enable a reasonable 
investor to make a fully-informed investment decision. 
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Insufficient information to assess the implications of the leased property with a 
defective title 

 
31. Company F had a significant project with a property owner for sub-leasing the 

owner’s properties.  Some properties did not have property titles.  There was no 
information on why the property owner did not obtain proper titles to the relevant 
properties, whether the rent paid to the property owner would have been more than 
it was if the relevant properties had proper titles, and hence, whether Company F’s 
financial performance would have been significantly affected.  

 
Company G (a Main Board Applicant) 

 
32. Company G’s application involved a very substantial acquisition of two companies 

(“Target Groups”). 
 

33. The Exchange considered that the information disclosed in the Application Proof 
was not substantially complete, since the Application Proof failed to include such 
material information as (i) conviction of the controlling shareholder; (ii) sufficient 
information to demonstrate how ownership continuity requirement was satisfied; (iii) 
sufficient information to assess compliance with the minimum profit requirement; 
and (iv) updated liquidity disclosure.  

 
Mr. X’s conviction 
 

34. Mr. X was disclosed as Company G’s controlling shareholder but had no 
shareholding of the Target Groups.  The Application Proof disclosed that the 
controlling shareholders of the Target Groups (Mr. X’s relatives) followed the wishes 
of Mr. X in respect of the management and development of the Target Groups, and 
in exercising their rights as shareholders of the respective Target Groups.  Given 
Mr. X’s relationship with Company G and the Target Groups, Mr. X was considered 
to be a person with substantial influence.  

 
35. The Exchange noted from newspaper articles and the website of a local court that 

Mr. X was found guilty of violating certain laws and regulations before the track 
record period.  Mr. X received a jail sentence and was prohibited from operating 
certain business.  Although the decision was under appeal at the relevant time, 
there was no information regarding Mr. X’s conviction disclosed in the Application 
Proof or other related documents. 

 
Rule 8.05(1)(c) – ownership continuity  
 

36. There was insufficient information to demonstrate Company G satisfied the 
ownership continuity requirement during the last year of the track record period.  
There was no information on how (i) the controlling shareholders of the Target 
Groups followed the wishes of Mr. X in exercising their rights as shareholders of the 
Target Groups; and (ii) Mr. X exercised control over the Target Groups through 
cooperation with the controlling shareholders of the Target Groups. 
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Insufficient information to assess compliance with the minimum profit requirement 
under Rule 8.05(1)(a)  
 

37. The two Target Groups were two separate groups with different shareholdings and 
their historical financial information were included in two separate accountants’ 
reports in the Application Proof.  Although the sponsor had argued that the Target 
Groups aggregated net profits would be able to satisfy Rule 8.05(1)(a), there was 
no information in the Application Proof to show that the Target Groups operated and 
managed as a single group during the track record period. 

 
Liquidity disclosure 
 

38. According to the relevant provisions of the Guidance Letter HKEX-GL38-12, the 
liquidity disclosure in an Application Proof should be as of a date no more than two 
calendar months before the date of the Application Proof.  The liquidity disclosure of 
the Target Groups in the Application Proof was more than two calendar months 
before the date of the Application Proof. 

 
Company H (a Main Board Applicant) 
 

39. Company H was a securities firm based in the PRC.  The Application Proof did not 
include the required liquidity disclosure, and there was uncertainty as to Company 
H’s issuance of corporate bonds.  

 
Liquidity disclosure 

 
40. Company H’s liquidity disclosure was more than two calendar months old before the 

date of the Application Proof which was contrary to the relevant requirements of 
Guidance Letter HKEX-GL38-12. 

 
Insufficient disclosure on proposed issuance of corporate bonds 

 
41. Company H submitted in its pre-IPO enquiry that it planned to issue (over 35% of its 

net asset value) corporate bonds in the PRC to fund its working capital 
requirements, and that the controlling shareholder would provide a guarantee for 
the corporate bonds which would not be released before Company H’s listing.  
However, no information on issuance of corporate bonds was disclosed in the 
Application Proof such as the terms and conditions, the amount to be issued etc., 
the cash flow forecast memorandum took into account the cash inflow from the 
issuance of the corporate bonds to demonstrate, among other things, sufficiency of 
working capital. 
 

42. It would appear that if Company H had no intention to issue the corporate bonds, 
the disclosure on its sufficiency on working capital which was based on the 
issuance of the corporate bonds would not be accurate.  If Company H intended to 
issue the corporate bonds, material information was not included in the Application 
Proof on the issue.  In either case, the Application Proof or the cash flow forecast 
memorandum was not substantially complete. 
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Company I (a GEM Applicant) 
 

43. Company I was a service provider in the PRC.  The Application Proof did not 
include the information as required by the 3-day checklist (see paragraph 44 for 
details).  Further, the sponsor did not provide the confirmation requested by the 
Exchange in previous application to address cashflow concerns which was not 
reflected in the Application Proof.   

 
Liquidity and other disclosure 

 
44. The liquidity disclosure in the Application Proof was more than two calendar months 

before the date of the Application Proof, which was not in compliance with the 
requirement of the relevant provisions of Guidance Letter HKEX-GL38-12.  In 
addition, the cover of the Application Proof did not include the sponsor’s name and 
the company secretary’s address as required in the 3-day checklist (Note: this 3-day 
checklist is no longer in use as of 1 October 2014). 

 
Insufficient information to assess compliance with minimum cash flow requirement 
under GEM Rule 11.12(A) 

 
45. Company I went through a reorganisation under which certain business (the 

“Excluded Business”) was transferred to the controlling shareholder during the 
track record period.  As such, the accountant’s report included the financial 
information of the Excluded Business before the completion of the reorganisation.  
Given the cash flow of Company I’s business was aggregated with that of the 
Excluded Business, there was no information to show Company I’s cashflow 
independently and it was unclear whether Company I could meet the minimum cash 
flow requirement under GEM Rule 11.12A(1) if the contribution from the Excluded 
Business was excluded.   

 
Lacking sufficient disclosure on the business under GEM Rule 2.06(2) 
 

46. As Company I’s accountant’s report contained the financial information of the 
Excluded Business before the completion of the reorganisation, the Application 
Proof did not fully reflect the performance of Company I.  Given that Company I’s 
financial information before and after the exclusion of the Excluded Business were 
not comparable, additional disclosure should have been included to enable 
investors to assess the performance of Company I.  The sponsor also failed to 
provide a confirmation previously requested by the Exchange to address cashflow 
concerns (see Guidance Letter HKEX-GL56-13). 

 
Company J (a GEM Applicant) 

 
47. Company J was a service provider with operations in Hong Kong and the PRC.  The 

information submitted was not substantially complete because the financial 
information included in the Application Proof did not follow the relevant provisions of 
Guidance Letter HKEX-GL6-09A. 
 

48. The financial information in the Application Proof covered the two financial years T-
2 and T-1 and a stub period of seven months of year T.  Based on Company J’s 
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proposed listing timetable of which the listing date was three months after year T, 
Company J’s trading record period in the Application Proof should cover the two 
financial years T-1 and T.  As set out in the relevant provisions of Guidance Letter 
HKEX-GL6-09A, the Exchange would accept an application with financial 
information for the first financial year and for a stub period of at least nine months 
for the second financial year if an applicant files, among other things, an application 
within two calendar months after the end of its trading record period.   

 
Company K (a GEM Applicant) 

 
49. Company K was a manufacturer in the PRC.  The document required to be 

submitted together with the listing application was not substantially complete 
because under GEM Rule 12.22(14b), Company K should provide a profit forecast 
memorandum covering the period up to year ending [year T+1] at the time of filing 
the Form 5A.  However, its profit forecast memorandum only covered the year 
ending [year T].   

 
Company L (a Main Board Applicant) 

 
50. Company L was a mineral company under Chapter 18 of the Rules, engaging in 

exploration activities in the PRC.   
 

51. Company L did not comply with Rule 18.24(2) and the relevant provisions of 
Guidance Letter HKEX-GL56-13 which requires an applicant to provide a 
Competent Person’s Report which must have an effective date (being the date 
when the contents of the Competent Person’s Report are valid) less than six 
months before the date of publishing the listing document.  Question 10B of the 
Exchange’s Frequently Asked Questions Series 12 provided guidance that the 
validity date of the contents of a Competent Person’s Report should be the date of 
the appraisal (i.e. the date when resources and reserves are estimated or valued) 
and not the date when the Competent Person’s Report is signed. 
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HKEx LISTING DECISION 

HKEx-LD89-2015 (published in May 2015) (Updated in January 2023 (Rule 

amendments))  

 

Party  Company A – a Main Board issuer 

 

Issue Whether Company A’s proposed issue of warrants to certain 

members of senior management was subject to the requirements 

of Chapter 17  

 

Listing Rules Main Board Rules 15.01 and 17.01 

 

Decision 

 

The requirements of Chapter 17 should apply  

 

 

FACTS 

 

1. Company A signed agreements with certain subscribers for issuing warrants to them 

at a nominal consideration.  The subscribers were members of senior management of 

Company A.  They would have the right to subscribe for new shares of Company A 

at the exercise price in accordance with the terms of warrants.  

 

2. It was disclosed that the warrants were to be issued to the subscribers as an incentive 

and reward for their contribution to Company A’s business.  Also Company A would 

receive additional funds from the exercise of the warrants for its business operations. 

 

3. Company A submitted that the issue of warrants to the subscribers was an one-off 

transaction.  It would comply with the requirements applicable to warrants under 

Chapter 15 and where the subscribers were connected persons, the connected 

transaction requirements under Chapter 14A. 

 

4. There was an issue whether the requirements for share option schemes under Chapter 

17 should apply to the warrant issue.  

 

APPLICABLE LISTING RULES   

 

5. Rule 15.01 states that:  

 

“This section applies both to options, warrants and similar rights to subscribe or 

purchase equity securities of an issuer which are issued or granted on their own by 

that issuer or any of its subsidiaries … but does not apply to any options which are 

granted under an employee or executive share scheme which complies with Chapter 

17.  …”  
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6. Rule 17.01(1) states: 

 

“The following provisions apply, with appropriate modification, to all schemes 

involving the grant by a listed issuer or any of its subsidiaries of options over new 

shares or other new securities of the listed issuer or any of its subsidiaries to, or for 

the benefit of, specified participants of such schemes …. Any arrangement involving 

the grant of options to participants over new shares or other new securities of a listed 

issuer or any of its subsidiaries which, in the opinion of the Exchange, is analogous 

to a share option scheme as described in this rule 17.01 must comply with the 

requirements of this chapter.” 

 

(Rule 17.01(1) was amended on 1 January 2023. See Note 1 below.) 

   

ANALYSIS 

 

7. Rule 17.01 expressly provides that any arrangement involving the grant of options 

over new shares of an issuer (or any of its subsidiaries) which, in the opinion of the 

Exchange, is analogous to a share option scheme must comply with the 

requirements of Chapter 17. This means that, among other things, the arrangement 

must be approved by shareholders in general meeting, the share options cannot be 

transferred to other persons, and the exercise price of the options cannot be set at a 

discount to the market price.  

 

8. In this case, Company A proposed to issue the warrants, which were a form of share 

options, to certain members of senior management as incentive and reward for their 

contribution to Company A’s business.  The Exchange was of the view that this 

arrangement was analogous to a share option scheme envisaged under Rule 

17.01(1), which was in line with the policy intent of Chapter 17. 

 

9. Company A submitted that the purpose of Chapter 17 is to address issues relating 

to the on-going dilution effect on the interest of existing shareholders and the abuse 

of share option schemes by directors to remunerate themselves.  In its case, the 

warrant issue was an one-off transaction. It was also subject to the shareholder 

approval requirement under Chapter 14A as some subscribers were connected 

persons.  There was no need to apply Chapter 17.  

 

10. The Exchange disagreed with Company A.  It was apparent that the purpose of the 

warrant issue was to provide incentive and reward to the management, and whether 

it was an one-off transaction or operated under a formal scheme was irrelevant. 

Under Chapter 17, the warrant issue would be subject to the shareholder approval 

requirement as well as other restrictions e.g. the warrants could not be transferred 

to other persons, and the exercise price of the warrants could not set at a discount 

to the market price.  

 

 

CONCLUSION 
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11. The requirements of Chapter 17 should apply to the proposed issue of warrants to 

the subscribers who were members of senior management of Company A.   

 

Notes: 

 

1. Chapter 17 was amended on 1 January 2023. Rule 17.01 was extended to cover share 

award schemes as follows: 

 

“ (1) This Chapter deals with: 

 

(a) share schemes involving the grant by a listed issuer of (i) new shares of the 

listed issuer; or (ii) options over new shares of the listed issuer, to, or for 

the benefit of, specified participants of such schemes (which includes a grant 

of any such shares or options to a trust or similar arrangement for the 

benefit of a specified participant (see rules 17.02 to 17.11); 

 

(b) … 

 

(c) … 

 

  (2) Any arrangement involving the grant of shares or other securities of a listed 

issuer or a principal subsidiary of the issuer (including options over any such 

shares or securities) which, in the opinion of the Exchange, is analogous to a 

share scheme as described in this rule 17.01 must comply with the requirements 

of this Chapter. 

 

  (3) …” 

 

2. The Rule amendments would not change the analysis and conclusions in this case. 
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HKEX LISTING DECISION 

HKEX-LD88-2015 (published in May 2015) (Updated in August 2018, October 2019 

(Rule amendments)) 

 

Parties Company A – a Main Board issuer 

 

Issue Whether Company A would have sufficient operations or assets 

under Rule 13.24 after a very substantial disposal   

 

Listing Rules Main Board Rule 13.24  

 

Decision 

 

Company A would not meet Rule 13.24 upon completion of the 

disposal 

 

 

FACTS 

 

1. Company A and its subsidiaries (the Group) were principally engaged in the 

manufacturing and sale of certain machinery and equipment (the Original Business) 

since its listing on the Exchange.  The Group also carried out the production and 

sale of certain pharmaceutical products (the Remaining Business) through a 

subsidiary which Company A acquired a few months before the proposed 

transaction described in paragraph 2 below.    

 

2. Company A proposed to sell the Original Business to a third party purchaser for 

cash (the Disposal), leaving the Remaining Business as its principal business.  The 

Disposal constituted a very substantial disposal and was subject to shareholders’ 

approval.  

 

3. The Disposal would reduce Company A’s revenue and net profits by over 80% and 

95% respectively.  Company A would record a significant loss of about HK$100 

million from the Disposal, reducing its net assets by about 50%.   

 

4. The issue was whether Company A would have sufficient operations or assets under 

Rule 13.24 after the Disposal.   

 

5. Company A was of the view that it could meet Rule 13.24 after the Disposal based 

on the Remaining Business and the assets retained by the Group.  It submitted, 

among other things, that: 

 

  The Remaining Business had been operating for more than 10 years before it 

was acquired by Company A.  It had its own production facilities and 

employed over 100 staff.   
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 It owned a number of trademarks and licenses for its products, and had recently 

obtained the good manufacturing practice (GMP) accreditation. It was also 

developing new products and taking steps to expand its sale network. 

 

 For the latest financial year, the Remaining Business recorded revenue of over 

HK$50 million and net profits of about HK$0.4 million.  Its net assets 

amounted to about HK$50 million. 

 

 The Group would have pro forma tangible assets of about HK$400 million 

upon completion of the Disposal, of which about 40% were related to the 

Remaining Business.  The other assets were mainly cash balances, including 

the proceeds from the Disposal.  

 

6. Company A also argued that the remaining Group would be able to meet Rule 13.24, 

compared to a number of issuers with lesser revenue, profit and/or assets whose 

shares were allowed to continue to trade on the Exchange.   

 

APPLICABLE LISTING RULES   

 

7. Rule 13.24 states that: 

 

“An issuer shall carry out, directly or indirectly, a sufficient level of operations or 

have tangible assets of sufficient value and/or intangible assets for which a 

sufficient potential value can be demonstrated to the Exchange to warrant the 

continued listing of the issuer’s securities.” 

 

8. Rule 6.01 states that: 

 

“Listing is always granted subject to the condition that where the Exchange 

considers it necessary for the protection of the investor or the maintenance of an 

orderly market, it may at any time direct a trading halt or suspend dealings in any 

securities or cancel the listing of any securities in such circumstances and subject 

to such conditions as it thinks fit, whether requested by the issuer or not. The 

Exchange may also do so where:— 

 

… 

 

(3)  the Exchange considers that the issuer does not have a sufficient level of 

operations or sufficient assets to warrant the continued listing of the issuer's 

securities (see rule 13.24)…”  

  

(Rules 6.01(3) and 13.24 were amended on 1 October 2019.  See Note 1 below.)   

http://en-rules.hkex.com.hk/en/display/display.html?rbid=4476&element_id=2518
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9. Rule 6.04 states that: 

 

“… The continuation of a suspension for a prolonged period without the issuer 

taking adequate action to obtain restoration of listing may lead to the Exchange 

cancelling the listing” 

 

10. Listing Decision (LD35-2012) describes the purpose behind Rule 13.24 and 

provides guidance on the application of Rule 13.24: 

 

 Rule 13.24 is intended to maintain overall market quality.  Issuers that fail to 

meet this Rule are “blue sky companies” where public investors have no 

information about their business plans and prospects.  This leaves much room 

for the market to speculate on their possible acquisitions in the future.  To 

allow these issuers’ shares to continue to trade and list may have an adverse 

impact on investor confidence.  

 

 Where an issuer’s shares are trading on the Exchange, the Exchange generally 

allows those shares to continue to trade as long as the issuer has an operation 

and meets the continuing disclosure obligations.  This is to allow shareholders 

to have access to the market for share trading as far as possible.  The Exchange 

would exercise its suspension power only in an extreme case. 

 

 However, if an issuer takes a corporate action, the Exchange is more likely to 

suspend the issuer’s trading where the issuer fails to satisfy the Exchange that 

it would have a viable and sustainable business to justify its continued listing 

after completion of the corporate action.  In this case, shareholders would have 

the opportunity to decide whether to allow the corporate action to proceed, 

knowing that the Exchange would exercise the suspension power should the 

corporate action proceed. In that way shareholders’ interests are safeguarded 

through the shareholders’ approval process.   

 

ANALYSIS 

 

11. Rule 13.24 requires issuers to maintain a sufficient level of operations or assets of 

sufficient value to warrant the continued listing of their securities. Without 

quantitative criteria for sufficiency, this Rule is a qualitative test and is assessed 

case by case.  

 

12. Here, Company A proposed a corporate action that would substantially reduce its 

scale of operations, net profits and net assets.  
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13. The Exchange considered that Company A would not have sufficient operations or 

assets to meet Rule 13.24 upon completion of the Disposal because:  

 

(a) Scale of operation of the Remaining Business 

 

  The Remaining Business would be the principal business of the Group upon 

completion of the Disposal.   

 

  The Exchange noted Company A’s submission about the history and scale of 

operations of the Remaining Business, including its production facilities, the 

number of employees and the product licenses and trademarks.  Despite all 

these, the revenue and profits of the Remaining Business were minimal.  It 

only recorded revenue of HK$50 million with a net profit of less than a 

million in the latest financial year.  This result had not yet taken into account 

Company A’s corporate expenses.   

 

  Company A said it was developing new products and sales network for the 

Remaining Business.  However, it had not provided any credible financial 

forecasts or budgets to substantiate its future plan.  It had not demonstrated a 

proven ability to expand the Remaining Business.  

 

  Given the above, the Exchange considered that the scale of the Remaining 

Business was insufficient to justify a listing. 

 

(b) Assets of the Remaining Business 

 

  The Remaining Business had a net asset value of about HK$50 million only.  

While Company A also mentioned its ownership of a number of trademarks 

and licenses and the GMP accreditation relating to the Remaining Business, it 

had not provided sufficient information to demonstrate their value.  

 

 The Exchange also noted that the Remaining Business was acquired from a 

third party a few months before the proposed disposal at less than the fair 

value of its net assets.  The arm’s length market price transaction might 

indicate that the business did not command much or any intrinsic value. 

 

 In any event, the Exchange considered that the assets (tangible and intangible) 

of the Remaining Business were insufficient to meet Rule 13.24 because, as 

mentioned in (a) above, the operations of these assets could not generate 

sufficient revenue and profits to justify a listing.  

 

(c) Other assets retained by the Group 

 

 Other assets retained by the Group would mainly be cash, including the 

proceeds from the Disposal. 
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 Company A said that the proceeds would be used to reduce the Group’s 

liabilities, and it was seeking new business opportunities to diversify its 

business scope and might use the cash to acquire other businesses.  However, 

there were no concrete details to demonstrate that the cash retained by the 

Group would enable it to substantially improve its operations and financial 

performance after the Disposal.   

 

14. Company A also sought to prove its compliance with Rule 13.24 by comparing its 

revenue, profits and assets with those of other issuers. The Exchange disagreed 

with Company A because Rule 13.24 is a qualitative test and it is not meaningful to 

simply compare the revenue, profits and/or assets of different issuers.  Each case 

must be considered on its own merits and with reference to the particular 

circumstances of the issuer concerned. 

 

CONCLUSION 

 

15. The Exchange considered that Company A would not comply with Rule 13.24 

should it proceed with the Disposal. 

 

 

Notes: 

 

1. The amended Rule 6.01 states that: 

 

“Listing is always granted subject to the condition that where the Exchange 

considers it necessary for the protection of the investor or the maintenance of an 

orderly market, it may at any time direct a trading halt or suspend dealings in any 

securities or cancel the listing of any securities in such circumstances and subject 

to such conditions as it thinks fit, whether requested by the issuer or not. The 

Exchange may also do so where:— 

 

… 

 

(3)  the Exchange considers that the issuer does not carry on a business as 

required under rule 13.24; or 

 

…” 

 

The amended Rule 13.24 states that: 

 

“(1)  An issuer shall carry out, directly or indirectly, a business with a sufficient 

level of operations and assets of sufficient value to support its operations to 

warrant the continued listing of the issuer’s securities. 

 

Note:  Rule 13.24(1) is a qualitative test. The Exchange may consider an 

issuer to have failed to comply with the rule in situations where, for 
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example, the Exchange considers that the issuer does not have a 

business that has substance and/or that is viable and sustainable.   

 

The Exchange will make an assessment based on specific facts and 

circumstances of individual issuers.  For example, when assessing 

whether a money lending business of a particular issuer is a business 

of substance, the Exchange may consider, among other factors, the 

business model, operating scale and history, source of funding, size 

and diversity of customer base and loan portfolio and internal control 

systems of the money lending business of that particular issuer, taking 

into account the norms and standards of the relevant industry.  

 

Where the Exchange raises concerns with an issuer about its 

compliance with the rule, the onus is on the issuer to provide 

information to address the Exchange’s concerns and demonstrate to 

the satisfaction of the Exchange its compliance with the rule. 

 

(2) …”  

 

2. Rule 13.24(1) makes it clear that an issuer must carry out a business with a 

sufficient level of operations to warrant its continued listing.   The issuer must also 

have sufficient assets to support its operations.   

 

In this case, the Exchange’s analysis and conclusion would remain unchanged, but 

an assessment of “sufficiency of assets to justify a listing” would not be required.   
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HKEX LISTING DECISION 

HKEX-LD87-2015 (published in May 2015) (Updated in August 2018) 

 

Party Company A – a Main Board issuer 

 

The Group – Company A and its subsidiaries 

 

Issue 

 

 

Whether the Exchange would direct the resumption of trading in 

Company A’s shares under Rule 6.07 

 

Listing Rules 

 

Main Board Rules 6.05 to 6.07 and Paragraph 4 of Practice Note 

11 

 

Decision 

 

The Exchange directed the resumption of trading in Company A’s 

shares 

 

 

FACTS 

  

1. At its request, trading in Company A’s shares was suspended pending release of 

inside information about regulatory investigations in the PRC involving its 

director and controlling shareholder (Mr. A).   It subsequently disclosed that: 

 

 Mr. A was not contactable.  Based on the information available to Company A, 

Mr. A was assisting regulatory authorities in the PRC in their investigations. 

The subject matter of the investigations and Mr. A’s involvement in this 

matter were unknown to Company A.  The regulatory authorities asked 

Company A about certain projects of the Group, took away certain books and 

records of the Group, and froze certain bank accounts of the Group.   

 

 Company A failed to repay certain bank loans when due, which triggered 

cross-defaults of other bank loans.  

 

2. During the trading suspension, Company A continued to announce information 

available to it regarding the investigations, its assessment of the impact of the 

investigations on the Group, its negotiations on repayment schedules of 

outstanding bank loans and other actions taken to manage the Group’s cash flow.  

Company A also published its audited financial results required by the Rules, 

which did not reveal any accounting irregularities or possible fraudulent activities 

on the part of the Group.  The Group continued to operate its businesses and was 

able to secure new contracts with customers. 
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3. Based on Company A’s disclosures, the Exchange considered that the reasons for 

the initial trading suspension no longer applied and Company A had satisfied the 

conditions for trading resumption imposed on it (see also guidance on long 

suspension and delisting set out in the Exchange’s Guidance Letter HKEX-GL95-

18).(Updated in August 2018) 

 

4. In response, Company A sought to continue the trading suspension for these 

reasons:   

 

 Exceptional circumstances of the case: Company A referred to Note 1 to Rule 

6.05 which states that “The Exchange is under an obligation to maintain an 

orderly and fair market for the trading of all Exchange listed securities and 

listed securities should be continuously traded save in exceptional 

circumstances.”  It viewed “exceptional circumstances” as those not 

ordinarily encountered or anticipated and were beyond the control of the 

listed issuer concerned.  It believed that its situation was exceptional and 

merited the Exchange allowing the continuing suspension. 

 

 Trading resumption not in the best interests of shareholders: Company A 

submitted that with the benefit of the trading suspension, it had made 

significant progress in negotiating with banks for new repayment schedules of 

its outstanding loans.  It was concerned that there would likely be panic 

selling of its shares by some shareholders after trading resumption, which 

would undermine the prospects of its negotiations with banks of the Group’s 

credit facilities.   

 

 Undisclosed information: Company A did not have the details of the 

investigations and was unable to make an informed view on the impact of the 

investigations on the Group’s operations.  It would be appropriate for the 

trading suspension to continue pending better understanding of these matters.  

 

APPLICABLE LISTING RULES 

 

5. Main Board Rules 6.05 to 6.07  and Paragraph 4 of Practice Note 11 states that: 

 

“6.05  The duration of any trading halt or suspension should be for the shortest 

possible period. It is the issuer’s responsibility to ensure that trading in its 

securities resumes as soon as practicable following the publication of an 

appropriate announcement or when the specific reasons given by the 

issuer supporting its request for a trading halt or suspension of trading in 

its securities, under rule 6.02, no longer apply 

 

Note : (1) The Exchange is under an obligation to maintain an orderly 

and fair market for the trading of all Exchange listed securities 

and listed securities should be continuously traded save in 

exceptional circumstances. 



 3 

 

(2) The Exchange considers that the continuation of any trading 

halt or suspension beyond such period as is absolutely 

necessary denies reasonable access to the market and prevents 

its proper functioning. 

 

6.06  Where trading has been halted or suspended the issuer shall notify the 

Exchange of: 

 

(1) any change in circumstances affecting the reasons provided to the 

Exchange supporting the trading halt or suspension under rule 

6.02; and 

 

(2) any additional reasons which the issuer wishes the Exchange to 

take into account in the Exchange's determination whether or not 

the trading halt or suspension should be continued. 

 

Note :  (1)  It is the issuer’s responsibility to provide the Exchange with all 

relevant information, which is within the issuer’s knowledge, 

to enable the Exchange to make an informed decision whether 

or not the trading halt or suspension of trading in the issuer's 

securities continues to be appropriate. 

 

6.07 The Exchange shall have the power to direct the resumption of trading of 

halted or suspended securities. In particular the Exchange may: 

 

(1) require an issuer to publish an announcement, in such terms and 

within such period as the Exchange shall in its discretion direct, 

notifying the resumption of trading in the issuer's halted or 

suspended securities, following the publication of which the 

Exchange may direct resumption of trading; and/or 

 

(2) direct a resumption of trading following the Exchange’s 

publication of an announcement notifying the resumption of 

trading in the halted or suspended securities.” 

 

Paragraph 4 of Practice Note 11 

 

  “In the interest of a fair and continuous market, the Exchange requires a 

trading halt or suspension period to be kept as short as is reasonably 

possible. This means that an issuer must publish an appropriate 

announcement as soon as possible after the trading halt or suspension 

arises. Under normal circumstances, the Exchange will restore dealings as 

soon as possible following publication of an appropriate announcement, 

or after specific requirements have been met. Failure by an issuer to make 

an announcement when required, may, if the Exchange feels it to be 
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appropriate, result in the Exchange issuing its own announcement and a 

restoration of dealings without an announcement by the issuer…” 

 

 

ANALYSIS 

 

6. The Exchange has a statutory duty to maintain a fair, orderly and informed market 

for the trading of securities and act in the interest of the investing public.  The 

structure of the Listing Rules and the continuing obligations regime place the 

onus on listed issuers to avoid or minimise the duration of any suspension of 

trading. In the interest of promoting a continuous market for trading of listed 

securities, the duration of any suspension should be for the shortest possible 

period. 

 

7. The Exchange disagreed with the reasons provided by Company A for the 

continued suspension of trading:  

 

  The Exchange did not consider Company A’s circumstances to be 

“exceptional” to justify the trading suspension. Suspension is a tool to 

facilitate the Exchange’s role to maintain a fair, orderly and efficient market 

for the trading of securities or for the protection of investors.  “Exceptional 

circumstances” to justify continuing suspension must serve these purposes. 

Where Company A might consider its circumstances to be “exceptional” and 

continued trading suspension to be in its best interests, the Exchange must 

also consider the interest of the investing public. 

 

This case did not fall into any “exceptional circumstances” in the Rules that 

require trading suspension.  Company A submitted that it did not have any 

unpublished information constituting inside information under the Securities 

and Futures Ordinance (SFO).   

 

 A trading suspension should not be used as a means to facilitate negotiations 

of the Group’s credit facilities.  Issuers are not allowed to suspend trading in 

listed shares to artificially “maintain” a price which may not be reflective of 

the market price.  Provided that investors are provided with all material 

information about the listed securities, the securities will be traded on an 

informed basis.  

 

 While Company A did not have the details of the investigations and was 

unable to ascertain any future impact of the investigations on the Group, it 

had disclosed all available information regarding the investigations to the 

extent possible.  The impact of the investigations on the Group had been 

revealed through its announcements and financial reports published after the 

trading suspension. Company A had admitted that it had no inside 

information disclosure obligation under the SFO.  It was not appropriate to 

continue with the trading suspension pending future development in the 

investigation.   
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 Whether trading in Company A’s shares was suspended or not, it was 

obliged to disclose inside information as soon as reasonably practicable to 

comply with the SFO.   

 

8. The Exchange considered that Company A had failed to provide sufficient reasons 

to justify the continued trading suspension.  Having considered the circumstances  

of this case and the fact that Company A did not have any inside information yet 

to be disclosed, the Exchange decided to direct the resumption of trading in 

Company A’s shares under Rule 6.07.  

 

CONCLUSION 
 

9. The Exchange directed the resumption of trading in Company A’s shares under 

Rule 6.07.   
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HKEX LISTING DECISION 
HKEX-LD85-2015 (published in January 2015) (Updated in November 2016) 
(Updated due to issuance of Guidance Letter GL89-16) 
 

 
SUMMARY OF FACTS  
 
1. Company B was one of Company A’s controlling shareholders interested 

in more than 30% of Company A’s shares on the issue date of Company 
A’s listing document.  Company B was established for estate planning 
purpose by Company A’s founder who was also an Executive Director and 
actively involved in the management of Company A, although Company B 
was owned by his son.  
 

2. An over-allotment option was granted to the global coordinator of 
Company A’s IPO.  Upon full exercise of the over-allotment option after 
Company A’s listing, Company B’s interest in Company A was diluted to 
less than 30% and it ceased to be a controlling shareholder of Company A 
as defined under the Listing Rules. 

 
THE ISSUE RAISED FOR CONSIDERATION 
 
3. Whether Company B, which will cease to be a controlling shareholder of 

Company A shortly after listing, should be subject to a 12-month lock-up of 
its shares after Company A’s listing under Listing Rule 10.07(1). 

 

Summary  

Name of Party Company A - Main Board listing applicant 
 
Company B - One of Company A’s controlling shareholders at 
the time of the issuance of Company A’s listing document 

Issue Whether Company B, which will cease to be a controlling 
shareholder of Company A shortly after listing, should be 
subject to a 12-month lock-up of its shares after Company A’s 
listing under Listing Rule 10.07(1). 

Listing Rule  Listing Rule 10.07(1) 

Decision The Exchange determined that Company B, despite ceasing to 
be Company A’s controlling shareholder shortly after listing, 
was required to be subject to a 12-month lock-up of its shares 
after Company A’s listing under Listing Rule 10.07(1).  
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APPLICABLE LISTING RULES 
 
4. Chapter 1 to the Listing Rules defines “controlling shareholder” as any 

person who is or group of persons who are together entitled to exercise or 
control the exercise of 30% (or such other amount as may from time to 
time be specified in the Takeovers Code as being the level for triggering a 
mandatory general offer) or more of the voting power at general meetings 
of the issuer or who is or are in a position to control the composition of a 
majority of the board of directors of the issuer. 

 
5. Listing Rule 10.07(1) states that a person or group of persons shown by 

the listing document issued at the time of the issuer’s application for listing 
to be controlling shareholders of the issuer shall not and shall procure that 
the relevant registered holder(s) shall not:- 
 
(a) in the period commencing on the date by reference to which 

disclosure of the shareholding of the controlling shareholders is 
made in the listing document and ending on the date which is 6 
months from the date on which dealings in the securities of a new 
applicant commence on the Exchange, dispose of, nor enter into 
any agreement to dispose of or otherwise create any options, rights, 
interests or encumbrances in respect of, any of those securities of 
the issuer in respect of which he is or they are shown by that listing 
document to be the beneficial owner(s); or 

 
(b) in the period of 6 months commencing on the date on which the 

period referred to in Listing Rule 10.07(1)(a) expires, dispose of, 
nor enter into any agreement to dispose of or otherwise create any 
options, rights, interests or encumbrances in respect of, any of the 
securities referred to in Listing Rule 10.07(1)(a) if, immediately 
following such disposal or upon the exercise or enforcement of 
such options, rights, interests or encumbrances, that person or 
group of persons would cease to be a controlling shareholder.  

 
THE ANALYSIS 

 
6. Listing Rule 10.07(1) is to require any person or group of persons, being a 

controlling shareholder or group of controlling shareholders shown by the 
listing document issued at the time of the issuer’s application for listing, to 
demonstrate (unless it is already clearly disclosed in the issuer’s listing 
document that such person or group of persons intends to sell shares as 
part of the offering) its commitment to a new applicant and to protect 
investors by preventing a material change in the shareholding structure to 
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the extent that a controlling shareholder no longer controls the applicant 
during the first year of the applicant’s listing. (Updated in November 2016) 

 
7. Having considered the facts and circumstances of Company B and the 

intention of Listing Rule 10.07(1), Company B was required to be subject 
to a 12-month lock-up of its shares after Company A’s listing under Listing 
Rule 10.07(1) (i.e.  maintaining at least the same number of shares as 
stated in Company A’s listing document for 12 months after Company A’s 
listing).  
 

THE DECISION 
 
8. The Exchange determined that Company B, despite ceasing to be 

Company A’s controlling shareholder shortly after listing, was required to 
be subject to a 12-month lock-up of its shares after Company A’s listing 
under Listing Rule 10.07(1). 
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