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Dear Sirs 

Re: Application for new listing of a GEM listing applicant 

             (the “Company” together with its subsidiary, the “Group”)
We refer to the listing application of the Company dated [*day*month*year], the draft prospectus dated [*day*month*year], (the “Prospectus”) and the submissions dated [*day*month*year] (the “Submissions”) in relation to the listing application.  Capitalised terms used in this letter shall have the same meanings as defined in the Prospectus.

Background

Based upon the Prospectus and the Submissions, we understand that the Company’s business comprises the research and development (“R&D”), production and sale in the PRC of two separate groups of products:

1) Common medicine products ("CMP") - The major CMP product sold during the track record period is Product [X], a product used to eliminate [common symptoms].  It is not a patented product and has been launched to the market for over [two decades].

2) An advanced medical product ("AMP") – Product [Y] is a [unique product] used for diagnosis of [certain diseases].  It is a medical equipment product newly developed and approved by the [relevant PRC regulatory authorities] in [* month of ] 2003.  
The two businesses have separate sales and marketing teams and different production lines situated in different locations.

Based on the Prospectus and the Submissions, we note further that:

1) Since [a date well beyond the active business pursuit period], the Company has been engaging in the CMP business through its wholly owned subsidiary, Subsidiary A.  Commencing from [the last quarter of] financial year 2003, the Company entered into a subcontracting arrangement to operate the AMP business.   This business constituted a material part of the Company’s business in terms of turnover in financial year 2003, and contributed nil, [over 20%] and [over 50%] to the Company’s turnover for financial years 2002, 2003 and the 9 months after financial year 2003 (the “Track Record Period”) respectively.  

2) The AMP business was not derived from self-development or acquired by the Company, but arose from a Subcontracting Arrangement with Company B, a company controlled, [in majority], by the common shareholders of the Company and which was also the developer of the AMP product.  Under the Subcontracting Agreement, the Company would manage the AMP related business and operation, and would enjoy the economic benefit of Company B’s AMP related business for [*] years starting from the [last quarter of] financial year 2003 for a fixed annual subcontracting fee of RMB [*] payable to Company B.  Pursuant to the Subcontracting Agreement, the Company and Company B can terminate the agreement at any time by mutual agreement.

3) Since the commencement of the Subcontracting Agreement, all external activities in relation to the operation and management of the AMP business of Company B continue to be carried on under the name of Company B, including but not limited to the following: i) the relevant licence and certificates from the PRC authorities are still held under the name of Company B; ii) the operational activities of the AMP business are still being carried out by the existing staff of Company B in the original premises, which is different from the place where the Company operates its CMP business; iii) sale of AMP product is made through Company B’s existing distribution channel and invoices are issued under Company B’s name; and iv) the non-current assets and liabilities (such as fixed assets, intangible assets) related to the AMP business are excluded from the financial statements of the Company.
Applicable GEM Listing Rules
We have raised concerns on whether the Company complies with Rule 11.12 of the GEM Listing Rules which requires that it has, either by itself or through one or more of its subsidiaries, actively pursued one focused line of business throughout at least the 24 months immediately preceding the date of submission of the listing application.   Note 3 to Rule 11.12 states that a new applicant must be able to demonstrate that it has a business of both substance and potential.  A business will be regarded as having the requisite substance if the applicant can show that it has spent at least the 24 month period making substantial progress in building up that business. 
The Company satisfies the requirements of GEM Listing Rule 11.12 if (i) there is a rational basis for including two or more business activities within a single enterprise; and (ii) all material business activities are carried out for the full 24 month track record period. 
Analysis
We are of the view that there is a rational basis for inclusion of the CMP business and the AMP business within the Company, as both lines of products are medical related products for sale in the PRC.  However, we note that:-

(i) the AMP business constitutes a material part of the Company’s focused line of business in terms of turnover, contributing [over 50%] to the Company’s turnover for the 9 months after financial year  2003;

(ii) the AMP business was not derived from self-development or acquired but a subcontracting arrangement with a related party, Company B, commencing from [the last quarter of ] financial year 2003.  The sole AMP product, Product [Y], was developed by Company B.  In addition, according to the Subcontracting Agreement, the Company and Company B can terminate the Agreement by mutual agreement;

(iii) the CMP business and AMP business are two separate and distinct lines of activities from the perspectives of being different types of products (one is an intake medicine and the other is a diagnostic product), employ different platforms of R&D and were developed by two separate research teams, engage separate sales and marketing teams, and are produced by different production lines situated at different locations.  Based on the above, it would appear that the functional activities of the CMP business and AMP business do not overlap; and

(iv) the annualized growth rate of the AMP business is [over 50%] based on the turnover for financial year 2003 compared to that for the 9 months after financial year 2003.  Based on the disclosures in the "Summary", "Business" and "Use of Proceeds" sections of the Prospectus, we note that the Company has placed strong emphasis on the potential of Product [Y], and has included substantial coverage on the advanced technologies employed by Product [Y] and its anticipated strong market demand.  It would appear that the Company relies on the new AMP business with significant growth rate, despite the fact that the Company apparently does not have any ownership nor 2-year track record in connection with that AMP business.

In considering the Company in its entirety as reflected by its current structure, the Division is of the view that the AMP business is a distinctive, yet material part of the Company's business.  As such AMP business was not operated by the Company for the full 24-month track record period, the Company has not satisfied the requirement of having actively pursued one focused line of business throughout at least the 24 months under GEM Listing Rule 11.12.  The track record of the Company does not fully reflect its business as a whole, as it does not accurately reflect how the Company had actually performed in building up the AMP business.  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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