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HKEX LISTING DECISION  
HKEX-LD103-2016 (published in December 2016) (Updated in July 2018) 
 

Party  Company A – a Main Board issuer  
 

Issue  Whether the Exchange would approve a share subdivision 
proposed by Company A  
  

Listing 
Rules  

Main Board Rules 2.03, 2A.03, 13.64, 13.64A and 13.52B(1) 
 

Decision  The Exchange did not approve the proposal. 
 

 
FACTS  
 
Background 
 
1. About 6 months ago, Company A announced a rights issue of shares at a 

discount to the market price.  As the theoretical ex-right price would drop 
to about HK$0.1 based on the then share price, Company A also 
announced a 10 into 1 share consolidation to bring the theoretical price up 
proportionally with a view to ensuring compliance with Rule 13.64.   
 

2. About 5 months later after the announcement, the rights issue and share 
consolidation were completed. Between the announcement date and the 
completion date, Company A’s shares were trading in the price range of 
HK$0.09 to HK$0.19 (or HK$0.9 to HK$1.9 after the price adjustments for 
the rights issue and share consolidation). 
 

Proposal 
 

3. One month after the completion of the share consolidation, Company A 
proposed a 1 into 5 share subdivision, and a change in trading board lot 
size from 2,000 shares to 8,000 shares.  Its shares were then trading at 
prices of about HK$1.7 to HK$2.    

 
4. Company A was of the view that the liquidity in its shares was low due to 

the high trading price in its shares and board lot value when compared 
with those of other similar listed companies.  Based on the then share 
price, after the proposed share subdivision, the adjusted share price would 
be reduced to HK$0.32 and the adjusted board lot value would exceed 
HK$3,200. 

 
5. Under Rule 13.52B(1), Company A consulted the Exchange on its 

proposed share subdivision and the related trading arrangements.   
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LISTING RULES AND RELATED GUIDANCE MATERIAL 
 
6. Rule 2.03 states that: 

 
“The Listing Rules reflect currently acceptable standards in the market 
place and are designed to ensure that investors have and can maintain 
confidence in the market and in particular that:— 

 
(1) …; 

 
(2) the issue and marketing of securities is conducted in a fair and 

orderly manner … ; 
 

… 
 

(4) all holders of listed securities are treated fairly and equally; 
 

(5) directors of a listed issuer act in the interests of its shareholders as 
a whole — particularly where the public represents only a minority 
of the shareholders; and 

 
(6) …. 

 
In these last four respects, the rules seek to secure for holders of 
securities, other than controlling interests, certain assurances and equality 
of treatment which their legal position might not otherwise provide.” 

 
7. Rule 13.64 states that:  
 

“Where the market price of the securities of the issuer approaches the 
extremities of HK$0.01 or HK$9,995.00, the Exchange reserves the right 
to require the issuer either to change the trading method or to proceed 
with a consolidation or splitting of its securities.” 

 
8. As set out in the Exchange’s Guide on Trading Arrangements for Selected 

Types of Corporate Actions, for the purpose of Rule 13.64, the Exchange 
considers any trading price less than HK$0.1 to be approaching the 
extremity.  

 
9. Rule 13.52B(1) states that:  
 

“Where the subject matter of the document may involve a change in or 
relate to or affect arrangements regarding trading in the issuer’s listed 
securities …, the issuer must consult the Exchange before the document 
is issued.  The document must not include any reference to a specific date 
or specific timetable in respect of such matter which has not been agreed 
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in advance with the Exchange.” 
 
ANALYSIS 

 
10. Issuers may effect share consolidation or subdivision to change the 

numbers of their shares in issue, resulting in a corresponding increase or 
decrease in the market price per share.  These changes may serve to 
facilitate trading activities and improve market efficiency.  As these 
corporate actions affect the arrangements for trading shares on the 
Exchange, issuers must seek the Exchange’s prior approval. 
 

11. While share consolidation or subdivision itself do not change shareholders’ 
proportionate interests in an issuer, such corporate actions involve costs 
and they would result in existing shareholders holding odd lots or fractional 
shares, which are usually traded at prices lower than those in complete 
board lots.  While some issuers would arrange for intermediaries to offer 
matching services, this could not eliminate the negative effect of such 
corporate actions for the shareholders, particularly for smaller 
shareholders holding one or a few board lots. 

 
12. In light of this, prior to proceeding with share consolidation or subdivision, 

directors should consider all the relevant factors and take reasonable 
steps to demonstrate that the proposal can serve its intended purpose and 
is in the best interest of the issuer and its shareholders.  Factors that 
directors should take into account, which are not exhaustive: 

 

 whether the proposed action is justifiable in light of the potential 
costs and negative impact arising from creation of odd lots to 
shareholders; 
 

 that the frequency of any share consolidation or subdivision be kept 
to a reasonable level to minimize the costs arising from odd lots as 
a result of unnecessary repeated actions;  

 

 whether a proposed share consolidation or subdivision may have 
an effect of offsetting the intention of any prior, or other 
simultaneous corporate action (e.g. share consolidation followed by 
share subdivision within a relatively short time span, or share 
subdivision made in conjunction with an increase in board lot size); 

 

 whether there is a sufficient demonstration period to support that 
the share trading price is not temporary and a proposed share 
consolidation or subdivision is justified (e.g. a reasonable period of 
high trading price to justify a proposed share subdivision); and  
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 whether there is any other available alternative methods (e.g. 
change in board lot size instead of share subdivision). 

 
13. When considering the case of Company A, the Exchange noted that: 

 
 Company A submitted that the purpose of the proposed 1 into 5 share 

subdivision was to increase trading liquidity. However, its proposal 
also involved an increase in board lot size by 4 times, and the 
adjusted board lot value would only be slightly below the current 
value.  The combined effects of these corporate actions might not 
entirely support the purported reason for proposing the actions.  
Company A failed to justify the proposal and why it would be in the 
best interest of the shareholders as a whole, particularly taking into 
account the potential odd lots creation. 
 

 While there was recent increase in Company A’s share price to above 
HK$2, its shares were trading at most time during the last 6 months at 
the price of around HK$0.9 to HK$1 only (after the adjustment for 
share consolidation).  Company A was unable to demonstrate that its 
shares were trading at fairly high prices over a reasonable period to 
justify its proposed share subdivision. 

 
 The proposed share subdivision was put forward shortly after 

completion of the share consolidation.  It is not clear how the two 
actions could be justified within a short period.  

 
 Company A failed to consider other alternatives (e.g. reducing the 

board lot size to bring down the value each board lot for its intended 
purpose of increasing trading liquidity). 

 
14. In light of the above, the Exchange considered that Company A had not 

provided sufficient reasons to support its proposal at this time. 
 

CONCLUSION 
 
15. The Exchange did not approve the proposed share subdivision and 

increase in board lot size. 

 
SUBSEQUENT DEVELOPMENT (Updated in July 2018) 
 
16. Under Rule 13.64A (which became effective on 3 July 2018), an issuer 

must not undertake a subdivision (or bonus issue) of shares if its share 
price adjusted for the subdivision (or bonus issue) is less than HK$1 
based on the lowest daily closing price of the shares during the six-month 
period before the announcement of the share subdivision (or bonus issue). 
Without prejudice to the requirements of Rule 13.64A, listed issuers 
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proposing share subdivision or consolidation should continue to follow the 
Exchange’s guidance set out in this Listing Decision.   

 
 



1 

HKEX LISTING DECISION 
HKEX-LD101-2016 (published in April 2016) 
 

Summary 

Parties Company A to Company C – Main Board and GEM listing 
applicants whose applications were returned by the Exchange 
in 2015 

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

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

Related 
Publications 

HKEx-LD84-2014 and HKEx-LD91-2015 

Decision The Exchange returned the applications.  

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

returned certain listing applications from 1 January to 31 December 2015.  For the 
reasons listing applications were returned before this period, please refer to the 
listing decisions stated in “Related Publications” above. 

 
APPLICABLE RULES, REGULATIONS AND PRINCIPLES 
 
2. Main Board Rule 9.03(3) (GEM Rule 12.09(1)) requires an applicant to submit a 

listing application form, an Application Proof and all other relevant documents under 
Main Board Rule 9.10A(1)(GEM Rules 12.22 and 12.23), 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. 
 

3. 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(2)). 
 

 
**** 
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Returned cases in 2015 

Company Reasons for return 

Company A 
 
(a Main 
Board 
Applicant) 
 
 
 

Company A provided financial services.   
 
The application was returned due to omission of material information of 
loans guaranteed by connected persons:  

 
Company A disclosed in its Application Proof that neither it nor its related 
parties had guaranteed any loan granted to its independent customers 
during the track record period.   
 
After receiving comments from the Exchange, Company A revised its draft 
listing document to disclose that connected persons had provided 
guarantees for loans to independent customers which accounted for 3.5% 
to 11.1% of the total amount of loans granted during the track record 
period.  
 
The Exchange considered that transactions involving connected persons 
should be subject to a higher level of scrutiny as they are normally in a 
position to significantly influence the management or the decision of the 
applicant.  Material information does not necessarily require the amount 
involved to be large. 
 
There were also associated concerns on the effectiveness of Company A’s 
corporate governance measures as there was no guarantee agreement 
between Company A and the connected persons, while Company A 
entered into guarantee agreements with non-connected persons.  No 
information had been provided as to the applicable terms and conditions of 
the guarantees from the connected persons, including how they could be 
enforced in the absence of agreements.  Further, there was no information 
on whether the guaranteed loans would continue and whether they would 
constitute connected transactions upon listing. 
 

Company B 
 
(a GEM 
Applicant) 
 
 
 

Company B provided conferencing services. 
 
The application was returned due to omission of the following material 
information in the Application Proof relating to a Company B’s director, 
who was also its chairman and controlling shareholder (“Director A”): 
 
(i) a compulsory winding up order granted by the court against a 

company in which Director A was an executive director and a 
minority shareholder; and 
 

(ii) certain non-compliances of the Listing Rules by two Hong Kong 
listed companies during the period when Director A was a director of 
these companies. 

 
The Exchange considered the omitted information to be material as it 
would enable the Exchange and potential investors to assess the integrity, 
character and competency of Director A. 
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Returned cases in 2015 

Company Reasons for return 

Company C 
 
(a GEM 
Applicant) 
 
 

Company C was in the catering business. 
 
The application was returned because Company C failed to provide, at the 
time of filing its Form 5A, a profit forecast memorandum covering the 
period up to the year ending [year T+1] as required under GEM Rule 
12.22(14b) based on its proposed listing timetable as stated in its Form 
5A. 
 
GEM Rule 12.22(14b) requires where an Application Proof does not 
contain a profit forecast, an applicant to provide a final or an advanced 
draft of profit forecast memorandum covering the period up to the 
forthcoming financial year end date after the date of listing and cash flow 
forecast memorandum covering at least 12 months from the expected date 
of publication of the listing document. Company C’s profit forecast 
memorandum only covered the year ending [year T].   
 
This is the same reason for a return in 2014.  See details of Company K in 
HKEx-LD91-2015. 
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HKEX LISTING DECISION 

HKEX-LD100-2016 (published in April 2016) 

 

Summary 

Parties Company A to Company G – Main Board and GEM listing 

applicants whose applications were rejected by the Exchange 

in 2015 

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 

Related 

Publications  

HKEX-GL68-13, HKEX-LD92-2015 

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 to 31 December 2015.   

 

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 state 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.  You may 

refer to HKEX-GL68-13 which provides guidance on the factors that the Exchange 

would take into consideration when assessing whether an applicant and its 

business are suitable for listing under Main Board Rule 8.04 (GEM Rule 11.06). 

 

****
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Appendix 

 

Rejection cases in 2015 

Company Reasons for rejection 

Company A 
 
(a Main Board 
Applicant) 
 
 

Company A was a mining company whose principal operations and assets 
were in a high risk jurisdiction.  The extreme uncertainties rendered 
Company A not suitable for listing and the application was rejected.  The 
following factors, among other things, were taken into account: 
 
(i) Company A’s principal assets and operations were located in a 

jurisdiction with legal and political uncertainties and a high Corruption 
Perceptions Index 1  in accordance with Transparency International 
(“Subject Jurisdiction”).  These uncertainties and concerns gave rise 
to questions as to whether Company A could carry out its business in a 
viable manner or retain ownership of its assets; and 

 
(ii) there were repeated delays in the trial production schedule for a major 

project during and after the track record period, and its other mining 
projects had ceased operation after the track record period pending 
renewal of Company A’s exploration licence which had been 
outstanding since Company A’s listing application was submitted.  
 

Company B  
 
(a Main Board 
Applicant) 
 
 

Company B was in a gambling-related business.  Company B received 
income from casino operators for introducing VIP players to designated VIP 
rooms at the casino operators’ venues.  The VIP players were sourced and 
introduced by junket agents; and Company B paid these agents a 
commission accordingly. 
 
The application was rejected on suitability ground due to the following 
factors:  
 
Deteriorating financial performance 
 
(i) Company B’s deteriorating financial performance during the track 

record period was unlikely to be short-term in light of the industry 
outlook and keen competition among peers; 

 
Payments to a connected person were questionable 
 
(ii) concerns over the completeness, accuracy and genuineness of the 

lump sum service fees paid to a connected person which represented a 
material portion of Company B’s selling, general and administrative 
expenses during the track record period; and 

 

                                                 
1
   Corruption Perceptions Index is prepared by Transparency International which is the global civil society 

 organisation leading the fight against corruption.  It ranks countries according to their perceived levels of 
 public-sector corruption relating to the bribery of public officials, kickbacks in public procurement, 
 embezzlement of public funds, and questions that probe the strength and effectiveness of public-sector anti-
 corruption efforts. 
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Rejection cases in 2015 

Company Reasons for rejection 

 
Track record results not representative of future performance 
 
(iii) Company B’s track record results were not representative of its future 

performance due to material changes in its revenue model since the 
third quarter of the second year of the track record period with respect 
to the basis of calculating (a) the income received from the casino 
operators; (b) the commission payable to the junket agents; and the 
charges payable to a connected person for the provision of human 
resources and administrative services after the track record period. 
 

Company C 

(a Main Board 
Applicant) 
 
 

Company C provided services in the construction industry.   
 
The application was rejected due to the following factors:  
 
Material Impact Non-compliances  

 
(i) during the track record period, Company C undertook projects that 

exceeded the permitted scope of its qualification ( “Permitted 
Scope”) and its main operating subsidiaries also did not comply with 
the work safety licence requirement until shortly before the date of 
listing application (collectively, “Material Impact Non-compliant 
Business”); 

 
Inability to meet Main Board Rule 8.05(1)  
 
(ii) Company C had not demonstrated that after exclusion of the profit 

contributed by the Material Impact Non-compliant Business during the 
track record period, it could meet the minimum profit requirement 
under Main Board Rule 8.05(1)(a); and 

 
Directors’ suitability under Main Board Rules 3.08 and 3.09  

  
(iii) Although Company C’s directors had been aware of the breaches of 

the Permitted Scope before the track record period, Company C 
continued to enter into new contracts with contract values exceeding 
the Permitted Scope during the track record period.  The directors 
were also aware that Company C was in breach of the work safety 
licence requirement but Company C continued to carry on its 
business without the work safety licences during most of its track 
record period.  Company C and its sponsor did not satisfy the 
Exchange that Company C’s directors had the integrity, competence 
and required level of skill, care and diligence as required under the 
Listing Rules.   

 

Company D 

(a Main Board 
Applicant) 
 

Company D was a mining company.  Its mine commenced commercial 
production in 2014 and recorded immaterial revenue in 2014 and in the first 
half of 2015.  Company D applied for a waiver from strict compliance with 
the requirements of Main Board Rule 8.05 under Main Board Rule 18.04. 
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Rejection cases in 2015 

Company Reasons for rejection 

  
The application was rejected because of Company D’s inability to meet the 
Main Board Rule 8.05(1).  It was not qualified for the waiver under Main 
Board Rule 18.04 as it had not demonstrated that the mine had a clear path 
to commercial production and a demonstrable path to profitability based on 
the following factors: 
 
(i) there was insufficient justification for Company D’s breakeven 

analysis to substantiate the mine’s profitability;  
 

(ii) Company D had not demonstrated that it was able to generate 
sufficient funding for a planned increase of its annual designed 
mining capacity where approximately half of the required funding had 
to be derived from Company D’s operating activities and/or future 
fund raisings.  There were extreme uncertainties as to whether 
Company D had demonstrated its ability to sell its products as: 

 

(a) it only had four customers during the track record period and all 
the sales agreements would expire in 2016;  
 

(b) it had not fulfilled any of its existing sales commitments since it 
commenced commercial production in 2014;  
 

(c) it was not able to demonstrate there would be sufficient 
demand for its products;  
 

(d) it estimated an ambitious increase in sales volume of its low 
value by-product in 2017 by 17 times as compared with that in 
2016 with no supporting data; and 
 

(iii) there were uncertainties as to whether Company D would be able to 
renew its mining permit as it might not have sufficient funds to  
design and/or construct the relevant facilities and measures and  
pay relevant fees and taxes due to the reasons in (ii) above. 

 

Company E 

(a Main Board 
Applicant) 
 
 

Company E was a property investment company. 
   
The application was rejected after taking into account the totality of the 
following factors: 
 
No track record of current business structure  

 
(i) during the track record period, Company E invested in retail 

properties and had a number of investment properties.  The 
business was operated by the controlling shareholder who was 
assisted by one staff member.  In preparation for its listing, 
Company E employed 11 staff.  There was no track record of 
Company E having operated as a business with its own personnel 
and established systems and processes.  Company E did not have 
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Rejection cases in 2015 

Company Reasons for rejection 

a track record of the current structure to provide comfort on the 
effectiveness of its internal controls, management and operational 
systems which investors could rely on to assess Company E.  In 
addition, there were questions on Company E’s ability to comply with 
the management continuity requirement during the track record 
period; 

 
Extreme reliance on fair value gains from investment properties to meet 
minimum profit requirement  

 
(ii) Company E’s reliance on the fair value gains from investment 

properties to meet minimum profit requirement was extreme as they 
accounted for more than 80% of its net profit during the track record 
period.  Although reliance on fair value gains does no per se render 
an applicant engaged in a property business not suitable for listing 
(see paragraph 3.2(7) of HKEX-GL68-13), the Exchange was of the 
view that Company E’s reliance on the fair value gains was extreme; 
and 

 
Deteriorating financial performance  
 
(iii) there was significant deterioration of Company E’s financial 

performance after the track record period due to the poor market 
outlook; and increased finance costs and operating expenses.  
According to its forecast memorandum submitted to the Exchange, 
the downward trend would continue after listing and that Company E 
would continue to heavily rely on fair value gains rather than actual 
business operations.  Company E had not satisfactorily 
demonstrated that its business was sustainable.  
 

 

Company F 

 
(a GEM 
Applicant) 
 
 

Company F was an exhibition organiser. 
   
The application was rejected on the basis that one of Company F’s directors 
(“Director A”) was not considered suitable under GEM Rules 5.01 and 5.02 
for the following reasons:  
 
Advances to third parties  
 
(i) Director A had failed to fulfill his fiduciary duties and acted in good 

faith in the interests of Company F in respect of two advances to 
third parties made by Company F’s subsidiaries at his instruction.  
These advances were significant to Company F but all were 
unsecured, interest-free and with no fixed repayment terms.  These 
advances exposed Company F to significant credit risks and were in 
violation of the relevant laws and regulations.  Further, Director A 
had failed to notify the relevant Company F’s subsidiaries of the 
partial repayments received by him and deposited them into his 
personal account.  The failure of Director A to inform Company F of 
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Rejection cases in 2015 

Company Reasons for rejection 

the partial repayments received by him had resulted in material 
misstatements in the Company F’s group audited accounts; and 
 

Systemic Non-compliances  
 
(ii) Company F failed to comply with the relevant laws and regulations in 

six instances related to its core business during its track record 
period.  The systemic non-compliances were of a serious nature 
and raised questions as to whether Company F’s directors (including 
Director A) were suitable under GEM Rules 5.01 and 5.02; and 
 

(iii) Company F did not enhance its internal controls to prevent 
reoccurrence of the systemic non-compliances until the Exchange 
commented on them.  The enhanced internal controls therefore 
had not been tested for effectiveness. 

 

Company G 

 
(a GEM 
Applicant) 
 
 

Company G provided printing services. 
 
The application was rejected on suitability ground due to concerns on the 
sustainability of Company G’s business.  The following factors were taken 
into account: 
 
(i) deteriorating financial performance - there was a significant decline in 

Company G’s net profit during the track record period.  After the 
track record period, Company G’s largest customer, which had 
contributed significantly to Company G’s revenue during the track 
record period, shifted its orders of a specific product to Company G’s 
competitor, leading to a significant decrease in Company G’s forecast 
sales; 
 

(ii) Company G’s profit forecast could not be substantiated – although its 
profit forecast took into account the loss of its largest customer, it was 
uncertain whether orders from new customers could compensate for 
the lost orders, as only a small part of the forecast revenue was made 
up of confirmed orders from new customers.  Further, there were 
questions on Company G’s forecast of a significant growth in its 
revenue as compared with its industry peers, given the mature nature 
of the industry and Company G’s market share;  
 

(iii) intense competition – Company G was believed to have lost its 
largest customer due to price competition with its competitor.  
Company G might face further pricing pressures in order to attract 
new customers and to retain its existing customers which would lead 
to further deterioration of its future profitability; and 

 

(iv) purchase of new machines – Company G planned to use more than 
90% of its net IPO proceeds to acquire new machines for its business 
despite the fact that the utilisation rates of its existing major machines 
were only between 46% and 55% during the track record period.  
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Rejection cases in 2015 

Company Reasons for rejection 

The resulting additional depreciation charges arising from any new 
machines and the related additional fixed costs (such as cost of 
additional staff required to operate them, maintenance cost, etc.) 
would negatively impact on the Company G’s future profitability.  
Further, there was no clear explanation on its strategy and the need 
for the additional machines.  
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HKEX LISTING DECISION  
HKEX-LD99-2016 (published in March 2016) (updated in October 2019 (Rule 
amendments)) 
 

Party  Company A – a Main Board issuer  
 
Subsidiary B – a wholly owned subsidiary of Company A 
 
Mr. C – Company A’s controlling shareholder 
 
Mr. D – a third party who agreed on condition to acquire all of Mr. 
C’s shareholding in Company A  
 

Issue  Whether Company A would have sufficient operations or assets 
under Rule 13.24 after the 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 (Group) were engaged in the 

manufacturing and distribution of multimedia and communication products. 
 

2. Subsidiary B was engaged in the manufacturing and distribution of 
communication products of a major brand of the Group (Disposal 
Business). It accounted for about 90% and 75% of Company A’s revenue 
and assets. It was loss making in the latest financial year and recorded a 
profit of over HK$30 million in each of the past few years. 

 
3. Company A and Mr. C proposed to enter into the following transactions: 

 
a. Company A would sell Subsidiary B to Mr. C for cash (Disposal). The 

Disposal constituted a very substantial disposal and connected 
transaction and was subject to independent shareholders’ approval. 
 

b. Mr. C would sell his entire shareholding in Company A to Mr. D who 
would then make an offer to acquire all the remaining shares in 
Company A from other shareholders. This transaction was conditional 
on the completion of the Disposal.  
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4. Upon completion of the Disposal, Company A would continue its existing 

business in the manufacturing and distribution of multimedia and 
communication products, excluding the product line owned by Subsidiary B 
(Remaining Business). 

 
5. Company A submitted that the product line of Subsidiary B was loss making 

and the Disposal would allow the Group to focus on other product lines with 
better prospect and more profitable.  

 
6. Company A would use the proceeds from the Disposal as general working 

capital and for future business opportunities. Company A would record a 
loss of about HK$4 million from the Disposal.   

 
7. There was an issue whether Company A would have sufficient operations 

or assets under Rule 13.24 after the Disposal.  
 

8. Company A was of the view that it would be able to meet Rule 13.24 upon 
completion of the Disposal because: 

 
a. For the latest financial year, the Remaining Business recorded revenue 

and profit of over HK$200 million and HK$4 million.  
 

b. Upon the Disposal, the Group would have total assets of about HK$450 
million, including trade and other receivables, cash, inventories, fixed 
assets and trademark.  
 

c. Based on Company A’s profit forecast, the Remaining Business would 
continue to record profit and grow steadily.  

 
d. The Group had been engaged in the Remaining Business and the 

Disposal Business since its listing on the Exchange. The Remaining 
Business comprised distinct product lines and operated independently 
from the Disposal Business with its own manufacturing and distribution 
teams.  

 
e. The Disposal would improve the Group’s financial performance by 

disposing of the loss making business. 
 
 

APPLICABLE LISTING RULES 
 
9. 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 
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demonstrated to the Exchange to warrant the continued listing 
of the issuer's securities.” 

 
(Rule 13.24 was amended on 1 October 2019.  See Note 1 below.) 

 
10. Listing Decisions (LD35-2012 and LD88-2015) describe the purpose behind 

Rule 13.24 and provide guidance on the application of the Rule: 
 

“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. 
 
…  
 
… 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. 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) Company A proposed to dispose of the Disposal Business, which 

accounted for 90% and 75% of Company A’s revenue and assets. The 
Disposal would substantially reduce Company A’s scale of operations 
and assets.  
 

(b) The Remaining Business recorded only minimal profit for the latest 
financial year and was loss making in the past few years. It could not 
demonstrate a proven track record of sustainability and viability. Its 
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profit forecast also failed to show substantial improvement in its 
operations and financial performance after the Disposal.  

 
(c) The assets of the Remaining Business would be insufficient to meet 

Rule 13.24 because, as mentioned in (b) above, the operations of these 
assets could not generate sufficient revenue and profits to justify a 
listing. The other asset of the Group would be the cash proceeds from 
the Disposal, but Company A could not demonstrate how the cash 
retained by the Group would enable it to substantially improve its 
operations.   

 
(d) The Disposal formed part of the arrangements between Mr. C and Mr. 

D and was made to facilitate the sale of a controlling interest in 
Company A.  Company A had been engaged in the Disposal Business 
and Remaining Business since its listing on the Exchange. The 
Disposal Business accounted for the bulk of Company A’s existing 
businesses and had been profitable in the past except in the latest 
financial year.  While Company A submitted that the Disposal would 
improve its financial performance, it failed to support its case or 
demonstrate that the Remaining Business was viable and sustainable.   

 
CONCLUSION 

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

13.24 should it proceed with the Disposal. 
 
 

NOTES: 
 
(A) Amendments to Rule 13.24 
 
1. 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 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 
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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.   

 
(B)  Amendments to Rule 14.06E (disposal restrictions) 
 
3. With effect from 1 October 2019, an issuer must also comply with Rule 14.06E 

(which incorporates former Rules 14.92 and 14.93 with certain modifications) 
if it proposes a disposal of all or a material part of its existing business at the 
time of, or within 36 months from, a change in control.    
 
Rule 14.06E states that:  
 
“(1)  A listed issuer may not carry out any disposal or distribution in specie 

(or a series of disposals and/or distributions in specie) of all or a material 
part of its existing business:  
(a) where there is a proposed change in control (as defined in the 

Takeovers Code) of the listed issuer (other than at the level of its 
subsidiaries); or 

(b) for a period of 36 months from a change in control (as defined in the 
Takeovers Code),  

unless the remaining group, or the assets acquired from the person or 
group of persons gaining such control or his/their associates and any 
other assets acquired by the listed issuer after such change in control, 
can meet the requirements of Rule 8.05 (or Rule 8.05A or 8.05B). 
 

…” 
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4. Rule 14.06E would apply in the circumstances described in this case.  
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HKEX LISTING DECISION  
HKEX-LD98-2016 (published in March 2016) (updated in October 2019 (Rule 
amendments)) 
 

Party  Company A – a Main Board issuer  
 
Subsidiary B – a major subsidiary of Company A 
 
Company C – a third party proposing to acquire Subsidiary B from 
Company A 
 

Issue  Whether Company A would have sufficient operations or assets 
under Rule 13.24 after the 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, through Subsidiary B, was principally engaged in event 

operation and entertainment business.   
 

2. Company A proposed to (i) sell a 25% interest in Subsidiary B to Company 
C (Disposal); and (ii) grant a call option (Call Option) to Company C over 
the remaining 75% interest in Subsidiary B upon completion of the Disposal. 
The Call Option would be exercisable 24 months after the Disposal. 

 
3. Company A intended to diversify into other businesses in the meantime.   

 
4. The Disposal would be a discloseable transaction for Company A. It 

together with the grant of the Call Option would be a very substantial 
disposal with the revenue and asset ratios of nearly 100%.   

 
5. There was an issue whether Company A would have sufficient operations 

or assets under Rule 13.24 upon completion of the proposal (i.e. the 
Disposal and the grant of the Call Option).  

 
6. Company A was of the view that it would be able to meet Rule 13.24 upon 

completion of the proposal because: 
 

a. Until and unless Company C exercised the Call Option, Company A 
would continue to control Subsidiary B and therefore its business 
operations and assets.   
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b. The Call Option was not exercisable until 24 months after the Disposal. 

By the time it was exercised, Company A would have been expanded 
into other businesses.  

  
APPLICABLE LISTING RULES 
 
7. Rule 6.01 states that-  
 

“Listing is always granted subject to the conditions 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:- 
 
(1) …;  

 
(2) …; 

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

level or operations or sufficient assets to warrant the continued 
listing of the issuer’s securities (see rule 13.24);or 

 
(4) the Exchange considers that the issuer or its business is no longer 

suitable for listing.” 
 
8. 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.” 

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

ANALYSIS 
 

9. Company A’s business operations and assets were primarily carried out and 
held through Subsidiary B.    

 
10. It was Company A’s view that it would continue to have sufficient operations 

and assets to justify its listing before the exercise of the Call Option.  The 
Exchange disagreed because:  
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 The exercise of the Call Option was entirely at Company C’s discretion.  
By granting the Call Option, Company A was prepared to lose its 
ownership and control over Subsidiary B.  As Company A had no other 
material business operations or assets, it would no longer be suitable 
for listing upon completion of the proposal.  Whether and when 
Company C would exercise the Call Option was irrelevant.   

 

 Company A stated its intention to carry out other businesses, but it 
could not demonstrate that it would have a new business suitable for 
listing upon completion of the proposal.  

 
CONCLUSION 

 
11. The Exchange considered that upon completion of the proposal, Company 

A would fail to comply with Rule 13.24 and would become unsuitable for 
listing. 
 
 

Notes: 
 
1. The amended Rule 6.01 states that: 

 
“Listing is always granted subject to the conditions 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 example, the Exchange considers that the issuer 
does not have a business that has substance and/or that is 
viable and sustainable. 
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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.  
 
The Rule amendments would not change the analysis and conclusion in this 
case.   



 

1 
 

HKEX LISTING DECISION  
HKEX-LD97-2016 (published in March 2016) (updated in October 2019 (Rule 
amendments)) 
 

Party  Company A – a Main Board issuer  
 
Mr. B – a former controlling shareholder of Company A 
 

Issue  Whether Company A would have sufficient operations or assets 
under Rule 13.24 after a major 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 (Group) were engaged in the property 

construction and related business (Construction Business) since its listing 
on the Exchange. Since last year, the Group has diversified into property 
management business (Property Business) and trading of financial 
products (Trading Business). 
 

2. Company A proposed to sell the Construction Business to Mr. B for cash 
(Disposal).  Mr. B was a director of certain subsidiaries of Company A that 
carried on the Construction Business.  He ceased to be Company A’s 
controlling shareholder about three years ago when he sold his entire 
interest in Company A to the existing controlling shareholder.   

 
3. Company A submitted that the Construction Business had been loss making 

in the last two years, and the Disposal would allow the Group to diversify 
into other businesses with growth potential.  The sale proceed would be 
used by the Group as general working capital.  

 
4. The Disposal would reduce the Group’s revenue and assets by about 70%. 

It constituted a major transaction and was subject to shareholders’ approval.  
 

5. There was an issue whether Company A would have sufficient operations 
or assets under Rule 13.24 after the Disposal.  

 
6. Company A was of the view that it would be able to meet Rule 13.24 upon 

completion of the Disposal because:  
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a. The Group would continue to carry out the Property Business and the 
Trading Business (together, Remaining Businesses).  
 

b. The Property Business involved the provision of management services 
to a number of small-scale property developers in the PRC and would 
provide a stable source of income to the Group in the coming years. The 
Group recorded minimal revenue and a segment loss from the Property 
Business in the last financial year because it only acquired this business 
for a few months.  Company A expected the Property Business to 
generate revenue of about HK$20 million and a segment profit of over 
HK$10 million in the current financial year. 

 
c. The Group commenced the Trading Business last year and recorded 

revenue and a segment profit of over HK$500 million and HK$1 million.  
This business was expected to double its revenue and segment profit in 
the current financial year.  

 
d. Company A also held a residential property overseas (Property) with a 

book value of about HK$20 million.  It planned to re-develop the Property 
for re-sale.  

  
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.” 

 
(Rule 13.24 was amended on 1 October 2019.  See Note 1 below.)   

 
8. Listing Decisions (LD35-2012 and LD88-2015) describe the purpose behind 

Rule 13.24 and provide guidance on the application of the Rule: 
 

“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. 
 
…  
 
… 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 
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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 
 

9. 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.  

 
10. 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. Company A proposed to dispose of the Construction Business, which 

was its main business since its listing on the Exchange and accounted 
for 70% of Company A’s revenue and assets. The Disposal would 
substantially reduce Company A’s scale of operations and assets.  

 
b. After the Disposal, the Group would be left with the Remaining 

Businesses that were acquired or established for less than one year.  
These businesses recorded a loss or minimal profit in the last financial 
year.  Based on Company A’s projections in the current year, the 
Property Business would record revenue of HK$20 million and a 
segment profit of HK$10 million only.  This result had not yet taken into 
account Company A’s corporate expenses.  The segment profits from 
the Trading Business would also be minimal as the Group was only 
trading products on an indent basis with a very low profit margin. The 
Exchange considered that the scale of the Remaining Businesses was 
insufficient to justify a listing.   

 
c. The Exchange also considered that the Group would not have sufficient 

assets to justify a listing after the Disposal:- 
 

 The assets of the Remaining Businesses were mainly cash and 
trade receivables.  These assets were insufficient to meet Rule 
13.24 because, as mentioned in (b) above, the operations of these 
assets could not generate sufficient revenue and profits to justify a 
listing.   

 

http://en-rules.hkex.com.hk/en/display/display.html?rbid=4476&element_id=2518
http://en-rules.hkex.com.hk/en/display/display.html?rbid=4476&element_id=2518
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 The Property was the only other asset of the Group and it had a 
value of only HK$20 million.  While Company A submitted its 
intention to re-develop the property, there was no detail about the 
re-development plan. Company A did not demonstrate how it could 
substantially improve the Group’s operations and financial 
performance after the Disposal. 

 
CONCLUSION 

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

13.24 should it proceed with the Disposal. 
 
 
Notes: 
 
1. 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 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) …” 
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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-LD96-2016 (published in March 2016) (updated in October 2019 
(amendments to the reverse takeover Rules)) 
 

Party  Company A – a Main Board issuer  
 
Target – a company that Company A proposed to acquire from 
Company B 
 
Company B – the vendor of the Target  
 

Issue  Whether Company A’s proposed acquisition of the Target would 
be a reverse takeover 
 

Listing 
Rules  

Main Board Rule 14.06B 
 

Decision  The acquisition was a reverse takeover 
 

 
FACTS  
 
1. Company A was principally engaged in trading of food and beverage 

products.  
 

2. Company A proposed to acquire the Target from Company B. It would settle 
the consideration by issuing convertible bonds to Company B (with a 
conversion restriction that prevented Company B from holding a 30% 
interest or higher). Assuming full conversion of the convertible bonds, 
Company B would be holding over 50% of issued shares of Company A as 
enlarged by the conversion shares. 
 

3. The Target was engaged in production and sale of certain types of organic 
fertilizers.  It sold its products to end users through its own sale team and a 
number of distributors. It recorded profits of about HK$15 million to HK$20 
million in the last three years. 

 
4. Company B was the Target’s sole supplier of a major raw material (Material) 

necessary for producing the Target’s products. Company B produced the 
Material using a unique technology developed and owned by it 
(Technology).   

 
5. The Target intended to produce the Material itself in the coming years.  

Company B would authorize the Target to use the Technology for producing 
the Material.  It was expected that the Target could master the Technology 
and achieve full scale production of the Material within three years.   
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6. The revenue, consideration and equity ratios of the proposed transaction 

were between 110% and 150%.   The asset ratio was about 90%. 
 

7. Company A submitted that the Target was able to meet the minimum profit 
requirement under Rule 8.05 and the size of the acquisition was not extreme.  
It sought the Exchange’s confirmation that the proposed acquisition would 
not constitute a reverse takeover.  
 

APPLICABLE LISTING RULES 
 
8.  Rule 8.04 requires that both the issuer and its business “must, in the opinion 

of the Exchange, be suitable for listing”. 
 

9. Rule 14.06(6) defines a “reverse takeover” as “an acquisition or a series of 
acquisitions of assets by an issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction or arrangement or series of 
transactions or arrangements which constitute, an attempt to achieve a 
listing of the assets to be acquired and a means to circumvent the 
requirements for new applicants set out in Chapter 8 of the Exchange Listing 
Rules…”.  This is a principle based test.  

  
10. The Exchange Guidance Letter (HKEX-GL78-14) on reverse takeovers 

(RTOs) explains that Rule 14.06(6) is an anti-avoidance provision designed 
to prevent circumvention of the new listing requirements.  Paragraph 7 of 
the guidance letter states that:- 

 
“If a transaction falls outside the bright line tests, the Exchange will 
apply the principle based test to assess whether the acquisition 
constitutes an attempt to achieve a listing of the assets to be acquired 
and a means to circumvent the requirements for new listing. The 
transaction would be treated as a RTO under the principle based test if 
the Exchange considers it is an ‘extreme’ case taking into account the 
following criteria:  
 
•   the size of transaction relative to the size of the issuer;  

 
•   the quality of the business to be acquired—whether it can meet the 

trading record requirements for listings, or whether it is unsuitable for 
listing (e.g. an early stage exploration company);  

 
•  the nature and scale of the issuer's business before the acquisition 

(e.g. whether it is a listed shell);  
 
•   any fundamental change in the issuer's principal business (e.g. the 

existing business would be discontinued or very immaterial to the 
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enlarged group's operations after the acquisition);  
 
•   other events and transactions (historical, proposed or intended) 

which, together with the acquisition, form a series of arrangements 
to circumvent the RTO Rules (e.g. a disposal of the issuer's original 
business simultaneously with a very substantial acquisition); and  

 
•   any issue of Restricted Convertible Securities1 to the vendor which 

would provide it with de facto control of the issuer.” 
 

(Rule 14.06(6) (now Rule 14.06B) was amended on 1 October 2019. See 
Note 1 below.)   
 

 
ANALYSIS 

 
11. While the proposed acquisition fell outside the bright line tests, the 

Exchange applied the principle based test with reference to the criteria set 
out in Guidance Letter GL78-14 to assess whether, taking the criteria 
together, the acquisition would constitute an attempt to achieve a listing of 
the assets to be acquired and a means to circumvent the new listing 
requirements.  
 

12. The Exchange considered that the proposed acquisition would be a reverse 
takeover under Rule 14.06(6) because:- 
 
a. The proposed acquisition was a means to circumvent the new listing 

requirements.   
 

 The Target was unsuitable for listing. It relied on Company B’s 
supply of the Material which was critical to its business 
operations.  There were no other suppliers or substitutes for 
the Material, and the Target did not have the Technology and 
expertise to produce the Material itself.  Company A could not 
demonstrate that the Target was, or would upon completion of 
the proposed acquisition be, capable of carrying on its 
business independently from Company B.  
 

 The proposal involved Company A in acquiring part, and not 
the whole, of an integrated business from Company B.  While 
the Target had planned to manufacture the Material itself, it 
was uncertain as to whether and when the Target would be 

                                                      
1 Restricted Convertible Securities are highly dilutive convertible securities with a conversion 

restriction mechanism (e.g. restriction from conversion that would cause the securities holder to 
hold 30% interest or higher) avoid triggering a change of control under the Code on Takeovers 
and Mergers. 
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able to do so, and the impact of any such change in business 
model on its financial results.  The Target’s track record could 
not reflect its performance under the new business model.  

 
b. As set out in the RTO guidance letter, the Exchange does not 

prescribe an absolute threshold in determining whether the size of a 
transaction is extreme. When assessing the impact of an acquisition 
on an issuer, the Exchange would take into account the nature and 
scale of the issuer’s existing business after the acquisition, and 
whether the acquisition would result in a fundamental change in the 
issuer’s business.  
 

 In this case, Company A was loss making in recent years.  It 
only operated a trading business that had a low level of 
activities and generated minimal gross profit.  The Target’s 
business would be significant to Company A after the 
acquisition.  

 

 The Target’s business in manufacturing and sale of fertilizers 
was completely different from Company A’s existing 
businesses. The acquisition would result in a fundamental 
change in Company A’s principal business.  

 
c. The acquisition would be a means for Company B (who would 

acquire a de facto control of Company A using restricted convertible 
securities) to list the Target by injecting it into Company A.  

 
CONCLUSION 

 
13. The acquisition constituted a reverse takeover for Company A under Rule 

14.06(6). 
 
 

Notes 
 

1. The reverse takeover Rules were amended on 1 October 2019.  Under the 
new Rule 14.06B (which incorporates former Rule 14.06(6) with certain 
modifications):  

 
 A “reverse takeover” is defined as an acquisition or series of 

acquisitions by a listed issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction and/or arrangement or series of 
transactions and/or arrangements which constitutes, an attempt to 
achieve a listing of the acquisition targets and a means to circumvent 
the requirements for new applicants as set out in Chapter 8 of the 
Listing Rules. 
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 Note 1 to Rule 14.06B sets out the factors that the Exchange will 

normally consider in assessing whether the acquisition or series of 
acquisitions is a reverse takeover, including:  
i)  the size of the acquisition or series of acquisitions relative to the 

size of the issuer;  
ii)  a fundamental change in the issuer’s principal business;  
iii)  the nature and scale of the issuer’s business before the acquisition 

or series of acquisitions;  
iv)  the quality of the acquisition targets;  
v)  a change in control (as defined in the Takeovers Code) or de facto 

control of the listed issuer (other than at the level of the 
subsidiaries); and/or  

vi) other transactions or arrangements which, together with the 
acquisition or series of acquisitions, form a series of transactions 
or arrangements to list the acquisition targets. 

 
 Note 2 to Rule 14.06B contains two specific forms of reverse takeovers 

involving a change in control (as defined in the Takeovers Code) of the 
listed issuer (other than at the level of the subsidiaries) and an 
acquisition or a series of acquisitions of assets from the new controlling 
shareholder and/or its associates at the time of, or within 36 months 
from, the change in control.  

 
2. The Rule amendments would not change the analysis and conclusion in 

this case. 
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HKEX LISTING DECISION  
HKEX-LD95-2016 (published in March 2016) (updated in October 2019 
(amendments to the reverse takeover Rules)) 
 

Party  Company A – a Main Board issuer  
 
Target – a company holding inventories and production facilities 
 
Mr. B – the owner of the Target  
 
PRC Company – a company engaging in manufacturing and sale 
of beverage products in the PRC 
 

Issue  Whether Company A’s proposed acquisition of an interest in the 
Target from Mr. B would be a reverse takeover 
 

Listing 
Rules  

Main Board Rule 14.06B 
 

Decision  The acquisition was a reverse takeover 
 

 
FACTS  
 
1. Company A was principally engaged in manufacturing and sale of 

household products. It proposed to acquire the Target to diversify its 
business into the beverage industry.   

 
2. The Target was newly set up by Mr. B to hold certain inventories, machinery 

and equipment for the production of beverage products (together, Target 
Assets).  

 
3. As the Target had not yet obtained a licence for manufacturing beverage 

products, it would enter into supply and sales contracts with the PRC 
Company for a term of three years upon completion of the proposed 
acquisition: 
 

 under the supply contract, the PRC Company (which had a 
manufacturing licence) would manufacture beverage products for the 
Target using the Target Assets; and 
 

 under the sales contract, the Target would sell the beverage products 
supplied under the supply contract to the PRC Company. 

 
4. These supply and sales contracts would allow the Target to commence 

operations before it obtained a licence for manufacturing beverage products, 
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and to make use of the PRC Company’s distribution channel to sell the 
products to customers. 
 

5. The consideration for the proposed acquisition was determined with 
reference to a preliminary valuation of the Target Assets. The asset ratio 
and the consideration ratio for the transaction was about 300% and 200% 
respectively. 

 
6. Company A would satisfy the consideration by issuing new shares 

(Consideration Shares) and convertible bonds (with a conversion 
restriction that prevented Mr. B from holding a 30% interest or higher) to Mr. 
B.  As a result, Mr. B would become the single largest shareholder (28%) of 
Company A upon completion of the acquisition.  Assuming full conversion 
of the convertible bonds, Mr. B would be holding about 78% of issued 
shares as enlarged by the issue of new shares and conversion shares. 
 

7. There was a question whether the proposed acquisition would constitute a 
reverse takeover for Company A.  
 

APPLICABLE LISTING RULES 
 
8.  Rule 8.04 requires that both the issuer and its business “must, in the opinion 

of the Exchange, be suitable for listing”. 
 

9. Rule 14.06(6) defines a “reverse takeover” as “an acquisition or a series of 
acquisitions of assets by an issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction or arrangement or series of 
transactions or arrangements which constitute, an attempt to achieve a 
listing of the assets to be acquired and a means to circumvent the 
requirements for new applicants set out in Chapter 8 of the Exchange Listing 
Rules…”.  This is a principle based test.  

  
10. The Exchange Guidance Letter (HKEX-GL78-14) on reverse takeovers 

(RTOs) explains that Rule 14.06(6) is an anti-avoidance provision designed 
to prevent circumvention of the new listing requirements.  Paragraph 7 of 
the guidance letter states that:- 

 
“If a transaction falls outside the bright line tests, the Exchange will 
apply the principle based test to assess whether the acquisition 
constitutes an attempt to achieve a listing of the assets to be acquired 
and a means to circumvent the requirements for new listing. The 
transaction would be treated as a RTO under the principle based test if 
the Exchange considers it is an ‘extreme’ case taking into account the 
following criteria:  
 
•    the size of transaction relative to the size of the issuer;  
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•   the quality of the business to be acquired—whether it can meet the 

trading record requirements for listings, or whether it is unsuitable for 
listing (e.g. an early stage exploration company);  

 
•   the nature and scale of the issuer's business before the acquisition 

(e.g. whether it is a listed shell);  
 
•   any fundamental change in the issuer's principal business (e.g. the 

existing business would be discontinued or very immaterial to the 
enlarged group's operations after the acquisition);  

 
•   other events and transactions (historical, proposed or intended) 

which, together with the acquisition, form a series of arrangements 
to circumvent the RTO Rules (e.g. a disposal of the issuer's original 
business simultaneously with a very substantial acquisition); and  

 
•   any issue of Restricted Convertible Securities1 to the vendor which 

would provide it with de facto control of the issuer.” 
 

(Rule 14.06(6) (now Rule 14.06B) was amended on 1 October 2019.  See 
Note 1 below.)   

 
 

ANALYSIS 
 

11. While the proposed acquisition fell outside the bright line tests, the 
Exchange applied the principle based test with reference to the criteria set 
out in Guidance Letter GL78-14 to assess whether, taking the criteria 
together, the acquisition would constitute an attempt to achieve a listing of 
the assets to be acquired and a means to circumvent the new listing 
requirements.  
 

12. The Exchange considered that the proposed acquisition would be a reverse 
takeover under Rule 14.06(6) because:- 
 
a. The proposed acquisition was a means to circumvent the new listing 

requirements:- 
 

 The Target did not meet the new listing requirements. It had 
no trading record to meet the profit requirement under Rule 
8.05(1).  

                                                      
1 Restricted Convertible Securities are highly dilutive convertible securities with a conversion 

restriction mechanism (e.g. restriction from conversion that would cause the securities holder to 
hold 30% interest or higher) avoid triggering a change of control under the Code on Takeovers 
and Mergers. 
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 The Target would be unsuitable for listing under Rule 8.04. It 
would heavily rely on the PRC Company for both the 
production and sale of its products and would be unable to 
carry on its business independent from the PRC Company.  

 
b. The value of the Target Assets was significant to Company A, 

representing about 3 times of Company A’s assets value.  The 
Target’s business in manufacturing and sale of beverage products 
was completely different from Company A’s existing businesses. 
There would be a fundamental change in Company A’s principal 
business following the completion.  

 
c. The proposed acquisition would be a means for Mr. B (who would 

become the single largest shareholder of Company A) to list the 
Target by injecting it into Company A.  

 
Revised proposal 

 
13. After the Exchange decided to treat the proposed acquisition as a reverse 

takeover, Company A submitted a revised proposal to acquire only a 30% 
interest in the Target.  The consideration would be reduced accordingly and 
satisfied by the issue of the Consideration Shares and promissory notes to 
Mr. B.  The asset ratio and the consideration ratio for the revised proposal 
would be about 80% and 90% respectively.  Company A sought the 
Exchange’s confirmation that the revised proposal would not constitute a 
reverse takeover. 

 
14. The Exchange noted that the revised proposal was made for the purpose of 

downsizing the acquisition to slightly below 100% (i.e. the threshold for very 
substantial acquisitions).  Notwithstanding the change, the Exchange 
considered that the revised proposal would be a reverse takeover under 
Rule 14.06(6) because:- 
 
a. As set out in the RTO guidance letter, the Exchange does not 

prescribe an absolute threshold in determining whether the size of a 
transaction is extreme. When assessing the impact of an acquisition 
on an issuer, the Exchange would take into account the nature and 
scale of the issuer’s existing business after the acquisition, and 
whether the acquisition would result in a fundamental change in the 
issuer’s business.  

 
b. The revised proposal would still be a significant acquisition for 

Company A based on the asset and consideration ratios, and a 
means to circumvent the new listing requirements as the Target’s 
business was completely different from Company A’s existing 
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business and was not suitable for listing.  The revised proposal was 
still an extreme case based on a combination of these criteria.   

 
 
CONCLUSION 

 
15. The proposed acquisition constituted a reverse takeover for Company A 

under Rule 14.06(6). 
 
 
Notes 

 
1. The reverse takeover Rules were amended on 1 October 2019.  Under the 

new Rule 14.06B (which incorporates former Rule 14.06(6) with certain 
modifications): 

 
 A “reverse takeover” is defined as an acquisition or series of 

acquisitions by a listed issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction and/or arrangement or series of 
transactions and/or arrangements which constitutes, an attempt to 
achieve a listing of the acquisition targets and a means to circumvent 
the requirements for new applicants as set out in Chapter 8 of the 
Listing Rules. 
 

 Note 1 to Rule 14.06B sets out the factors that the Exchange will 
normally consider in assessing whether the acquisition or series of 
acquisitions is a reverse takeover, including:  
i)  the size of the acquisition or series of acquisitions relative to the 

size of the issuer;  
ii)  a fundamental change in the issuer’s principal business;  
iii)  the nature and scale of the issuer’s business before the acquisition 

or series of acquisitions;  
iv)  the quality of the acquisition targets;  
v)  a change in control (as defined in the Takeovers Code) or de facto 

control of the listed issuer (other than at the level of the 
subsidiaries); and/or  

vi) other transactions or arrangements which, together with the 
acquisition or series of acquisitions, form a series of transactions 
or arrangements to list the acquisition targets. 

 
 Note 2 to Rule 14.06B contains two specific forms of reverse takeovers 

involving a change in control (as defined in the Takeovers Code) of the 
listed issuer (other than at the level of the subsidiaries) and an 
acquisition or a series of acquisitions of assets from the new controlling 
shareholder and/or its associates at the time of, or within 36 months 
from, the change in control.  
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2. The Rule amendments would not change the analysis and conclusion in this 

case. 
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HKEX LISTING DECISION  
HKEX-LD94-2016 (published in March 2016) (updated in October 2019 
(amendments to the reverse takeover Rules)) 
 

Party  Company A – a Main Board issuer  
 
The Fund – an investment fund  
 

Issue  Whether Company A’s proposed subscription for an interest in the 
Fund would be a reverse takeover 
 

Listing 
Rules  

Main Board Rule 14.06B 
 

Decision  The proposed subscription was a reverse takeover 
 

 
FACTS  
 
1. Company A was principally engaged in the businesses of property 

investment, fund management, and fund and securities investment. Its 
available-for-sale investments included a number of fund investments with 
a total value of about HK$1.5 billion.  
 

2. Company A proposed to subscribe for an interest as a limited partner in the 
Fund with commitments of about HK$4.5 billion (which was about 80% of 
the size of the Fund).  Company A would have no control over or right to 
participate in the management of the Fund and the investments to be made 
by the Fund.  Its investment in the Fund would be accounted for as an 
available-for-sale investment in its financial statements. 

 
3. The proposed subscription represented about 80% of the asset value and 

over 900% of the market capitalization of Company A. Company A intended 
to finance the subscription using a loan facility granted to it by its controlling 
shareholder and its internal resources.  

 
4. The Fund was a newly established partnership. It did not have any 

investments, assets or liabilities, and had not recorded any income or 
expenses.  Company A submitted that the Fund had a clear investment 
objective to invest in debt instruments of companies established to develop 
real estates in the PRC.  Company A had considered the experience and 
track record of the directors of the Fund’s general partners and was 
confident in the prospects of the Fund.  The proposed subscription would 
allow Company A to leverage on the Fund’s expertise, experience, 
relationship and resources to source and manage potential investments in 
the reviving PRC real estate market.  
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5. There was a question whether the proposed subscription would constitute 

a reverse takeover for Company A.  
 

APPLICABLE LISTING RULES 
 
6.  Rule 8.04 requires that both the issuer and its business “must, in the opinion 

of the Exchange, be suitable for listing”. 
 

7. Rule 14.06(6) defines a “reverse takeover” as “an acquisition or a series of 
acquisitions of assets by an issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction or arrangement or series of 
transactions or arrangements which constitute, an attempt to achieve a 
listing of the assets to be acquired and a means to circumvent the 
requirements for new applicants set out in Chapter 8 of the Exchange Listing 
Rules…”.  This is a principle based test.  

  
8. The Exchange Guidance Letter (GL78-14) on reverse takeovers (RTOs) 

explains that Rule 14.06(6) is an anti-avoidance provision designed to 
prevent circumvention of the new listing requirements.  Paragraph 7 of the 
guidance letter states that:- 

 
“If a transaction falls outside the bright line tests, the Exchange will 
apply the principle based test to assess whether the acquisition 
constitutes an attempt to achieve a listing of the assets to be acquired 
and a means to circumvent the requirements for new listing. The 
transaction would be treated as a RTO under the principle based test if 
the Exchange considers it is an ‘extreme’ case taking into account the 
following criteria:  
 
•     the size of transaction relative to the size of the issuer;  

 
•   the quality of the business to be acquired—whether it can meet the 

trading record requirements for listings, or whether it is unsuitable for 
listing (e.g. an early stage exploration company);  

 
•   the nature and scale of the issuer's business before the acquisition 

(e.g. whether it is a listed shell);  
 
•   any fundamental change in the issuer's principal business (e.g. the 

existing business would be discontinued or very immaterial to the 
enlarged group's operations after the acquisition);  

 
•   other events and transactions (historical, proposed or intended) 

which, together with the acquisition, form a series of arrangements 
to circumvent the RTO Rules (e.g. a disposal of the issuer's original 
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business simultaneously with a very substantial acquisition); and  
 
•   any issue of Restricted Convertible Securities1 to the vendor which 

would provide it with de facto control of the issuer.” 
 
(Rule 14.06(6) (now Rule 14.06B) was amended on 1 October 2019.  See 
Note 1 below.)   
 
 

ANALYSIS 
 

9. While the proposed subscription fell outside the bright line tests, the 
Exchange applied the principle based test with reference to the criteria set 
out in Guidance Letter GL78-14 to assess whether, taking the criteria 
together, the acquisition would constitute an attempt to achieve a listing of 
the assets to be acquired and a means to circumvent the new listing 
requirements.  
 

10. The Exchange considered that the proposed subscription in the Fund would 
be a reverse takeover under Rule 14.06(6) because:- 
 
a. The subscription was of a significant size to Company A based on 

the asset ratio of 80% and the consideration ratio of 900%.  Should 
Company A proceed with the subscription, the investment in the 
Fund would represent a significant part of Company A’s assets.  
 

b. The subscription was a means to circumvent the new listing 
requirements.  The Fund was newly set up and did not have any 
investments or assets.  It had no track record to meet the profit 
requirement under Rule 8.05.   

 
c. Although Company A would invest a significant amount of money in 

the Fund, it would have no control over or right to participant in the 
management of the Fund or the investments to be made by the Fund.  
This raised a concern about suitability of listing.  
  

 
CONCLUSION 

 
11.    The subscription for an interest in the Fund constituted a reverse takeover 

for Company A under Rule 14.06(6). 
 

                                                      
1 Restricted Convertible Securities are highly dilutive convertible securities with a conversion 

restriction mechanism (e.g. restriction from conversion that would cause the securities holder to 
hold 30% interest or higher) avoid triggering a change of control under the Code on Takeovers 
and Mergers. 
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Notes 

 
1 The reverse takeover Rules were amended on 1 October 2019.  Under the 

new Rule 14.06B (which incorporates former Rule 14.06(6) with certain 
modifications): 

 
 A “reverse takeover” is defined as an acquisition or series of 

acquisitions by a listed issuer which, in the opinion of the Exchange, 
constitutes, or is part of a transaction and/or arrangement or series of 
transactions and/or arrangements which constitutes, an attempt to 
achieve a listing of the acquisition targets and a means to circumvent 
the requirements for new applicants as set out in Chapter 8 of the 
Listing Rules. 
 

 Note 1 to Rule 14.06B sets out the factors that the Exchange will 
normally consider in assessing whether the acquisition or series of 
acquisitions is a reverse takeover, including:  
i)  the size of the acquisition or series of acquisitions relative to the size 

of the issuer;  
ii)  a fundamental change in the issuer’s principal business;  
iii)  the nature and scale of the issuer’s business before the acquisition 

or series of acquisitions;  
iv)  the quality of the acquisition targets;  
v)  a change in control (as defined in the Takeovers Code) or de facto 

control of the listed issuer (other than at the level of the subsidiaries); 
and/or  

vi) other transactions or arrangements which, together with the 
acquisition or series of acquisitions, form a series of transactions or 
arrangements to list the acquisition targets. 

 
 Note 2 to Rule 14.06B contains two specific forms of reverse takeovers 

involving a change in control (as defined in the Takeovers Code) of the 
listed issuer (other than at the level of the subsidiaries) and an 
acquisition or a series of acquisitions of assets from the new controlling 
shareholder and/or its associates at the time of, or within 36 months 
from, the change in control.  

 
2 The Rule amendments would not change the analysis and conclusion in this 

case. 
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HKEX LISTING DECISION 
HKEX-LD93-2016 (published in March 2016) (Updated in January 2022 
(amendments to the minimum profit requirement Rules)) 

 

Party Company A – a Main Board issuer 
 
Newco – Company A’s subsidiary proposed to seek a 
separate listing on the Exchange 

Issue Whether the Company A (excluding its interest in Newco) 
could rely on the unrealised fair value gains on investment 
properties to meet the profit requirement under Rule 
8.05(1)(a) 

Listing 
Rules 

Main Board Rules 8.04, 8.05(1)(a) and Paragraph 3(c) of 
Practice Note 15 

Related 
Publication 

HKEX-GL68-13 

Decision The Exchange rejected the spin-off proposal as Company A 
could not demonstrate that its property business was a 
substantive and sustainable business 

 
FACTS 

 
1. Company A, through its subsidiaries, was engaged in a number of principal 

businesses, including the manufacture and sale of certain household 
products (Manufacturing Business) and property investment (Property 
Business). 

 
2. Company A proposed to inject the Manufacturing Business into Newco and 

seek a separate listing of Newco on the Exchange. Company A (excluding 
Newco) (Remaining Group) would continue to carry out the property 
investment and other principal businesses. Newco would continue to be 
Company A’s subsidiary after the proposed spin-off. 

 
3. Company A submitted that the Remaining Group could satisfy 

independently the requirements under Chapter 8 of the Rules. In particular, 
it was of the view that the Remaining Group could meet the profit 
requirement under Rule 8.05(1)(a). 

 
4. The Exchange noted that the Remaining Group’s profits during the track 

record period were mainly attributable to the unrealized fair value gains on 
investment properties retained by the Remaining Group. The other 
businesses retained by the Remaining Group were loss making or 
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generated minimal profits. 

5. The Remaining Group held a number of properties in commercial, industrial 
and residential buildings in Hong Kong and the PRC for leasing and capital 
appreciation purposes. The Property Business generated rental income in 
the range of about HK$15 million to HK$30 million for each of the latest 
three financial years. The Remaining Group did not carry out property 
development or construction business during the track record period. 

 
6. Company A submitted its plan to expand the investment property portfolio 

in the next few years, including some potential property acquisitions under 
negotiation. 

 
7. There was an issue whether the Remaining Group could rely on the fair 

value gains on investment properties to meet the profit requirement under 
Rule 8.05(1)(a). 

 
APPLICABLE LISTING RULES 

 
8. Paragraph 3(c) of Practice Note 15 states that:- 

 
“The Listing Committee must be satisfied that, after the listing of 
Newco, the Parent would retain a sufficient level of operations and 
sufficient assets to support its separate listing status. In particular, it 
would not be acceptable to the Listing Committee that one business 
(Newco’s) supported two listing statuses (the Parent’s and Newco’s). 
In other words, the Parent itself would be required to retain, in addition 
to its interest in Newco, sufficient assets and operations of its own, 
excluding its interest in Newco, to satisfy independently the 
requirements of Chapter 8 of the Exchange Listing Rules.” 

 
9. Rule 8.05(1)(a) provides that a new applicant must have:  

 
“a trading record of not less than three financial years (see rule 4.04) 
during which the profit attributable to shareholders must, in respect of 
the most recent year, be not less than HK$20 million and, in respect of 
the two preceding years, be in aggregate not less than HK$30 million. 
The profit mentioned above should exclude any income or loss of the 
issuer, or its group, generated by activities outside the ordinary and 
usual course of its business.”  
 

(The financial requirement under Rule 8.05(1)(a) was amended on 1 January 2022. 
See Note 1 below.) 
 

10. Guidance Letter GL68-13 sets out guidance in situation where an applicant 
relied on unrealized fair value gains on investment properties to satisfy the 
profit test. The letter states that:- 

 
“The Exchange is of the view that even if an applicant is able to satisfy 
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the profit test under Main Board Rule 8.05(1)(a) by relying on the 
unrealized fair value gains of its investment properties, if the applicant 
is loss making after such gains are excluded and it did not have a 
substantive business during its track record period, the applicant 
would have to demonstrate that it has a sustainable business before 
the Exchange considers it suitable for listing. 

 

The demonstration of a sustainable business can include the 
existence of property projects under development as at the date of the 
listing document, or significant recurring income (e.g. rental income) 
generated in the applicant’s ordinary and usual course of business 
during the track record period which is expected to continue after 
listing.” 

 

ANALYSIS 
 

11. In this case, property investment was one of the principal businesses of the 
Remaining Group. However, the Exchange was not satisfied that the 
Remaining Group was suitable for listing by relying on the fair value gains 
on investment properties to meet Rule 8.05(1)(a) because: 

 
(a) As explained in the Guidance Letter GL68-13, where an applicant 

(which is a property developer/investor) meets Rule 8.05(1)(a) by 
relying on unrealized fair value gains arising from its investment 
properties, it must demonstrate that it has a substantive property 
business during the track record period and the business is sustainable 
going forward before the Exchange considers it suitable for listing 
under Rule 8.04. 

 
(b) The Remaining Group held a number of properties for leasing and 

capital appreciation purposes, which only generated annual rental 
income of about HK$15 million to HK$30 million in the latest three years. 
The Exchange did not consider this business substantive during the 
track record period. 

 
(c) The Remaining Group did not have any property projects under 

development or significant recurring income to demonstrate the 
sustainability of the Property Business as described in GL68-13. While 
Company A submitted that it planned to expand the property portfolio, 
this was preliminary and did not demonstrate that the Property 
Business would generate a significant level of recurring income in the 
future. Company A could not demonstrate that the Remaining Group 
had a substantive and sustainable property business.  

 

CONCLUSION 
 

12. The Exchange rejected the proposed spin-off because the Remaining 
Group could not satisfy Paragraph 3(c) of Practice Note 15. 
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Notes 
 
1. The financial requirement under Rule 8.05(1)(a) has been amended with 

effect from 1 January 2022. Under the revised Rule 8.05(1)(a), a new 
applicant must have an adequate trading record of not less than three 
financial years during which the profit attributable to shareholders must, in 
respect of the most recent year, be not less than HK$35 million and, in 
respect of the two preceding years, be in aggregate not less than HK$45 
million. The profit mentioned above should exclude any income or loss of 
the issuer, or its group, generated by activities outside the ordinary and 
usual course of its business. 

 
2. The Rule amendments would not change the analysis in this case. 
 
 




