HKEx LISTING DECISION

HKEx-LD39-2 (August 2004) (Withdrawn in September 2009)
[This Listing Decision is no longer applicable after the rule amendments in July 2008 to remove the requirement to have one focused line of business.]

	Summary 

	Name of Party 
	Company  A and its subsidiaries (the “Group”) - a GEM listing applicant

	Subject
	Whether Company A operated one focused line of business given that it had customers in four different business sectors during the active business pursuit period

	Listing Rule
	GEM Listing Rule 11.12(1) 

	Decision
	Company A was considered to have operated one focused line of business during the active business pursuit period


Summary of Facts 

Company A was principally engaged in the provision of system solutions and related products, on a project basis, to customers in the government and private sectors located in the PRC. 
At the beginning of the 24 months constituting the active business pursuit period, the Group had initially provided custom-made services and related products to customers engaged in four different business sectors.  All these sectors employed the same technology developed by the Group. Two of the business sectors accounted for substantially all of the Group’s turnover during the active business pursuit period. The two other sectors had minimal contribution to the Group’s turnover during the period and were sold to an independent third party during that period. The aggregate net book value of the disposed sectors constituted approximately 6% of the Group’s net assets as at the relevant financial year end date. The reason for disposing of these two sectors was that the Group intended to concentrate its resources on the remaining two sectors which generated higher profit margins. 
The following table shows the proportion of the Group’s turnover attributable to each of the business sectors during the Group’s active business pursuit period:

	
	1st sector 


	2nd sector


	3rd sector 

(note 1)
	4th sector 

 (note 2)

	1st 12-month of  the active business pursuit period 
	
	
	

	% of the Group’s turnover 
	      (collectively 98%)
	      2%
	       Nil

	2nd 12-month of the active business pursuit period 
	
	
	

	% of the Group’s turnover
	     (collectively 99%)
	      ---
	       Nil


note 1:
The Group sold the 3rd sector during the 1st  year of the active business pursuit period.

note 2: 
The Group discontinued the operation of the 4th sector at the beginning of the 1st year of the active business pursuit period and disposed of this sector afterwards.

Question Presented

Could Company A be regarded as satisfying the one focused line of business requirement under GEM Listing Rule 11.12 given that the Group’s services and products were provided to customers in four different business sectors during the active business pursuit period?

Applicable Listing Rules

GEM Listing Rule 11.12(1) states that:-

 “……a new applicant must demonstrate that…… it has, either by itself or through one or more of its subsidiaries, actively pursued one focused line of business……”  

Note 6 to GEM Listing Rule 11.12 states that:-

“For a new applicant to be considered suitable for listing, it should be actively engaging in one focused line of business rather than two or more disparate businesses.  The reason for this is that the Exchange expects an applicant’s management to be devoting its attention towards advancing one core business rather than a variety of concerns which compete or may compete for their attention.”

Analysis

In considering whether a new applicant conducts one focused line of business, the Exchange applies the principle set out in Note 6 to GEM Listing Rule 11.12. When interpreting the GEM Listing Rules in this respect, the Exchange will normally consider a new applicant that is engaged in multiple business activities to be engaged in one focused line of business if there is a rational basis for the activities of the company to be conducted in one enterprise, and all the material business activities of the company have been conducted in the 24 months constituting the active business pursuit period.

Based on the above interpretation and after considering the Sponsor’s submissions that all the activities of the Group employed the same technology developed by the Group, the Exchange considered there was a rational basis for the activities of Company A to be conducted in one enterprise. In addition, based on a review of the Group’s turnover, the Exchange considered that all the material business activities of the Group had been conducted during the 24-month active business pursuit period. 
Decision  

Based on the facts and circumstances of the case and the Exchange’s analysis of GEM Listing Rule 11.12, the Exchange considered that Company A had operated one focused line of business during the active business pursuit period.
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