HKEx REJECTION LETTER

Cite as HKEx-RL1-04 (December 2004) (Withdrawn in September 2009)

[GEM Listing Rule 11.12 was repealed after the amendments of GEM Listing Rules regarding GEM Review in July 2008.]
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[Name and Address of Sponsor]

Dear Sirs 

Re: Application for new listing of a GEM listing applicant
              (the “Company” together with its subsidiaries, the “Group”)

We refer to the listing application of the Company dated [*day*month*year], draft proofs of the prospectus and the related documents submitted. 

Based upon the submissions provided to date, we understand that the Group’s business comprises three segments: 1) nurturing and breeding of [XX] livestock for food products; 2) purchasing and processing of [XX] livestock products principally for exports; and 3) provision of management service to a local [XX] livestock market in [WW] District in the PRC.   The [XX] livestock business accounted for 100%, 1% and 6% of the Group’s turnover for the track record period for the two financial years ended [*day* month] 2002 and the five months after financial year 2002 (the “Track Record Period”), the processing business accounted for nil, [over 75%] and [over 90%] of the Group’s turnover for the Track Record Period, and the market management business accounted for nil, 3% and 3% of the Group’s turnover for the Track Record Period.

We have raised a concern on whether the Group complies with Rule 11.12 of the GEM Listing Rules which requires that it has actively pursued one focused line of business throughout at least the 24 months immediately preceding the date of submission of the listing application.

Based on the draft proofs of the prospectus and the submissions provided, we note that:

1. The three segments of the Group’s business are distinct operations.  In particular, [XX] livestock products used for the processing business were primarily sourced from local suppliers/farmers, while the [XX] livestock products cultivated by the Group were primarily sold to third parties.  The management of the local [XX] livestock market is a stand alone activity.

2. In view of the distinct nature of the three businesses, we expressed our concern that the Group had not operated one focused line of business during its active business pursuit period.  In response to our concern, you submitted that the Group’s three businesses “represent three inter-related stages in the Group’s fully integrated business model. The Group’s business model is structured such that the operation developed at each stage therein is interactive with and interdependent on the operation developed at another, i.e. there exists a two-way flow of material/information between any two stages’ operation, e.g. the products generated from the operation developed at one stage are passed on to the operation developed at another stage for further handling such as being sold as final products or being used as raw materials for further production”.  On this basis, you have argued that the Group operated one focused line of business.

3. In considering the Company’s position that it operates under one fully integrated business model with three inter-related stages, we have evaluated whether this “fully integrated business” fulfills the initial listing criteria.  In such respect, we note that the management of the local [XX] livestock market commenced in [the early part of] financial year 2002, and the processing business commenced in [the middle of] financial year 2002, both after the commencement of the Group’s 24 months active business pursuit period.  In addition, the processing business constitutes a major component of the Group’s “fully-integrated business” in terms of turnover, contributing [over 75%] and [over 90%] to the Group’s turnover for financial year 2002 and the five months after financial year 2002.   As two of the Group’s three business segments (including the major segment, i.e. the processing business) were not in operation throughout the Group’s active business pursuit period, it is our view that the Company’s business, in its fully integrated form with the three “inter-related stages”, does not possess 24 months of active business pursuit immediately prior to the date of the listing application.  Accordingly, the Group does not fulfill the requirement under Rule 11.12. 

4. We have also considered your submission in your letter that the Group’s processing business has been pursued since [*] financial year 2000, as the Group has engaged in activities including seeking suitable facilities (since [*] financial 2000), visiting customers in [YY] Country (since [the first half of ] financial year 2001), and obtaining various licenses and registrations (since [the first half of] financial year 2001).  Having considered the activities described in your submission, we are of the view that the Group has not demonstrated that its activities associated with the processing business during the period prior to [the middle of] financial year 2002 are sufficiently material to constitute the active pursuit of a business of substance as required by Rule 11.12.

Based on the above and having considered the documents and information submitted, the Division is of the view that the Group has not adequately demonstrated that it has actively pursued one focused line of business throughout its 24 months of active business pursuit period as required by Rule 11.12.   On this basis, the Division has decided to reject the listing application of the Company.  

[Portion of Letter Purposely Omitted]

Yours faithfully,

For and on behalf of

The Stock Exchange of Hong Kong Limited

[signed]
Head of Listing
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