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Executive Summary

The demand for shell companies in Hong Kong has seemingly soared over the years. While 
acquiring a shell company allows the acquirer to gain access to a listed asset without having 
to go through the lengthy initial public offering (IPO) procedure, these transactions often leave 
investors in the dark over the nature of their holdings.

This report assesses four reverse takeover (RTO) transactions in Hong Kong of different 
dimensions and finds that reverse takeovers create little value for different stakeholders while 
serving the purpose of controlling shareholders.

The study also indicates that while listing on the Hong Kong Stock Exchange has allowed 
Chinese companies to attract more foreign funds, it could affect the value and prestige of the 
Hong Kong Stock Exchange as some of these companies have an opaque history and lack 
credibility. We find that there are a few structural weaknesses and loopholes in Hong Kong 
regulations, which allow violation of corporate governance rules and listing of lower quality 
stocks.

Despite corporate governance issues with the private controlling shareholders of listed 
companies in Hong Kong, such companies are expected to witness huge foreign investments 
compared to state-owned enterprises. These companies have received more participation from 
institutional investors and represent a huge opportunity in terms of returns, have less state 
interference and more certainty.

Given the current volatility in the Chinese stock markets, the demand for shell companies is 
expected to increase. However, these shell firms can also be used for structuring the proceeds 
of financial crime, corruption, tax evasion and smuggling. Hence, shell companies need to 
be closely monitored. There have been a few reverse takeover transactions, which involve 
acquisition of a solid business, motivated by potential synergies from the new combination.
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Introduction
Chapter 1

Going public is no easy chore. With a bunch of regulatory filings, 
the process becomes time consuming. In cases, companies use 
the proceeds from an IPO to pay off creditors or stakeholders 
such as venture capitalists, banks or buyout firms. Additionally, 
excessive documentation is involved around the creation 
and maintenance of the instruments of public settlements. 
Traditionally, companies entering the public landscape had no 
choice but to fulfill the regulatory requirements. However, in 
recent times we have been witnessing a number of companies 
skipping this process through strategic reverse takeover plans.

The emerging Chinese economic environment is certainly 
separating the wheat from the chaff in the stock market. 
Especially, leading companies in Hong Kong that traditionally 
used to be the hotbed of revenue streams, have been funding 
up for riskier investments. Investors’ lofty, and generally expensive 
ambitions, has forced such companies to sell off assets to 
shell companies at knockdown prices. As a result, listed shells 
that are often flush with cash are left behind snapped up by 
entrepreneurs seeking a quick reverse takeover. Such is the 
commercial environment in Hong Kong.

The existing literature on reverse takeovers is based in the US 
context and primarily focuses on comparison of RTOs with IPOs, 
motives, strategic implications, shareholder returns, and corporate 
governance issues. In recent times, Chinese reverse mergers in 
the US have been at the center of research due to the adverse 
publicity from violation of regulations. However, this study aims 
to analyze the performance of RTOs in a less explored market 
like Hong Kong based on the concept of stakeholder returns.

Hong Kong has been an active market for RTOs and has 
witnessed a large number of such transactions over the last 
few years. Hong Kong has adopted a case-by-case system for 
approving such transactions. It has been a preferred destination 
for capital market activities of Chinese companies outside 
the Shanghai and Shenzhen bourses. This study assesses the 
performance of RTO transactions in a developed market outside 
the US.

4 www.sganalytics.com
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The study adopts a case-based approach to determine whether such transactions lead to value creation for its various 
stakeholders post the transaction. The problem statement has been analyzed based on six parameters mentioned 
below. The different performance measurement principles aim to reflect the value of the RTOs from a stakeholder 
perspective rather than just the shareholders returns. Eventually, a company’s performance goes beyond just 
shareholder returns and has broader implications.

•    Analyzing the share trading volume of the target company: This study analyzes the long-term performance of 
the shares and determines whether the RTO has actually helped in increasing shareholder returns.

•    Change in the business of the target: The change in business of the target after an acquisition has significant 
implications and may significantly alter its relations with all stakeholders.

•    Changes in shareholding structure: The objective here is to understand whether the acquirer divested its stake in 
the target company to a new shareholder. It also helps to understand the motive behind the RTO at the first place i.e. 
whether the acquirer wanted to make quick returns and exit the target company or has any other intention.

•    Change in auditors and board of directors: There are apprehensions that certain auditors have been using fee 
disputes to disguise the real reasons for the change. As a result, the potentially significant and fundamental matters 
about the company may not be disclosed to investors and creditors; thus the market is therefore not kept fully 
informed.

•    Financial health of the company: The profitability of a company post-takeover helps to judge the success of the 
transaction and determine the overall health of the business.

•    Survival of the company post the RTO: The takeover may or may not be able to provide the impetus to the target 
and it may subsequently wind up. On the contrary, the company may emerge as a market leader and enhance the 
returns for its stakeholders. 

The transactions selected for this study include:

1)    China Merchants Land’s acquisition of property assets from China Merchants Property Development (2013): 
China Merchants Property Development injected 11 property development projects into China Merchants Land 
worth USD765.8 mn (HKD5.9 bn) and acquired shares in return.

2)    China National Nuclear Corp’s acquisition of CNNC International (2008): China National Nuclear Corp acquired 
CNNC International for USD78 mn (HKD610 mn).

3)    Huabao International’s acquisition of Chemactive Investments (2006): Huabao acquired 100% interest in 
Chemactive Investments, a manufacturer of flavors and fragrance in China, from Ms. Chu Lam Yiu for USD515 mn 
(HKD3.9 bn).

4)    China Eagle Group’s acquisition of Gome Appliance (2004): China Eagle acquired a 65.0% stake in Gome 
Appliance Co Ltd for USD1.1 bn (HKD8.3 bn) from Gome Holdings Ltd.

The study was carried out in the following manner:

A.    A study of the existing literature on reverse takeovers to understand the existing theories and formulate the research 
problem.

B.    The selection of cases based on the disclosures on the Hong Kong Stock Exchange and databases such as 
MergerMarket and FactSet.

C.    A detailed study of the four cases against the parameters in the problem definition to arrive at the conclusion.

While this study has been limited to four cases, this can be extended to a larger sample to reinforce the findings from 
the four cases. The cases have been selected from different time periods, and represent various sectors to avoid biases 
of time and industry.

Major data sources include journals, research papers, annual reports, Hong Kong stock exchange, data sources such as 
MergerMarket, FactSet and equity research reports.
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Literature Review
Chapter 2
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Reverse Takeovers

In a reverse takeover, a privately held firm acquires a publicly 
traded firm to obtain its exchange listing. Primarily, a reverse 
takeover is considered to be an alternative to the traditional 
IPO route for going public. Despite the potential benefits in 
terms of speed and cost, RTOs have attracted considerable 
adverse publicity and regulatory attention. Globally, there is a 
difference between the regulatory requirements for approval 
and execution of such transactions.

Reverse merger transactions frequently involve simultaneous 
raising of capital. These transactions, often referred to as 
Alternative Public Offerings (APOs), are becoming increasingly 
common and gaining significant market share from the 
traditional IPO market. In the U.S. and Canada, reverse 
takeovers had been encouraged in the past, especially for small 
and micro-cap companies who were unlikely to afford the 
underwriter necessary for an IPO.

However, problems can arise when RTOs are under-regulated. 
Singapore has witnessed several high-profile reverse takeovers 
fall through due to concerns over profit guarantees, leading 
to the Singapore Stock Exchange publishing additional 
prescriptions for prospective RTOs, including a minimum issue 
price for reverse takeovers and new requirements for the listed 
company and its financial adviser in assessing acquisitions 
involving profit guarantees.

A RTO is broadly defined as an acquisition (or series of 
acquisitions) of assets by a privately-owned company for 
becoming a public company without going through the old-
fashioned route of filing a prospectus and undertaking an IPO. 
The private company remains the operating entity and the 
management of the private company assumes management of 
the merged entity.

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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At times, a RTO may involve the acquisition of a public entity with an underperformance history and possibly some 
bankruptcy proceedings; they are often referred to as natural or ‘Mature Shells’. There are also ‘Virgin Shells’, which have 
had no previous operations and are constructed with the sole purpose of being acquired by a private firm. There is also 
the third group which involves entities in a similar type of business seeking genuine synergy benefits from their merger.

Other definitions of RTO include:

—   The listing rules of the UK Listing Authority defines a reverse takeover as “a transaction consisting of an acquisition 
by a listed company of a business, an unlisted company or assets where any percentage ratio is 100% or more or, 
which would result in a fundamental change in the business or in a change in board or voting control of the listed 
company.” 

—   According to the Securities Exchange Commission in the US, a reverse takeover, also known as a reverse merger, is “a 
transaction where an existing public ‘shell company’ which is a public reporting company with few or no operations, 
acquires a private operating company – usually one that is seeking access to funding in the US capital markets. 
These public firms usually are companies that were left from previous transactions where certain operations were 
sold, that entered bankruptcy, or that were simply created with the sole purpose of eventual acquisition.”

IPOs Vs RTOs

The transformation of a private firm to a public company is usually through the initial public offering (IPO). Generally, a 
business goes public when it is seeking capital for expansion or working capital needs. In an IPO, the promoters partly 
sell their ownership of the business in the form of shares. However, this is an expensive and a time consuming process. 
Generally, the costs for lawyers, brokers, fees, and accountants to float an IPO are estimated to be about 6-8% of the 
total value raised. The average processing time is 24-28 weeks. Since the IPO requires close scrutiny by outside parties 
such as the country’s regulatory body, it needs to have a strong and sustainable history of operations and financial 
performance. Additionally, it is required to have a healthy outlook to convince investors.

Reverse takeovers (RTOs), sometimes referred to as “reverse mergers,” are acquisitions in which a private firm acquires a 
public firm with the intent of using the target’s access to capital markets (its stock listing) to secure investment capital. 
RTOs offer time and cost advantages. They can be completed in a shorter time period compared to IPOs. The total RTO 
costs depend on the agreed percentage of stocks retained by the original shareholders in the post-merger company.

Several American and Chinese start-up internet companies compared to acquiring companies with steady revenue 
flow and reasonable asset base, have actively sought shell companies to gain quicker access to capital markets. 

Since the targeted firms are often small, financially stressed, public companies, the acquiring firm is not pursing any 
synergy. The acquisition is typically asymmetrical where the targeted entity is a “shell” intended to be a vehicle for 
capital access, more than the usual acquisition objectives. For example - Gleneagles Petroleum became Clickhouse.
com; Sikaman Gold resources transformed into NorstarMall; and, Latingold, Inc. was acquired by Travelbyus.com

To summarize:

IPO RTO

Description •    Initial sale of stock by a formerly private company
•    Money paid by investors for the newly-issued 

shares goes directly to the company

•    A private company merges with or gains control 
of a public shell company

•    Might also include company selling shares in a 
PIPE transaction

Launch to Close •    Approximately 6-7 months •    Shorter timeline; 2-3 months

Costs •    5-7% gross spread to underwriters •    Generally a low-cost option with professional fees

Probability of
Completion •    Lower •    Higher

Other Consider-
ations

•    Highest cost of going public options
•    Disclosure requirements
•    Market risk/investor appetite
•    Public dissemination of information
•    Extensive marketing process

•    Finding the right shell company and diligence 
potential liabilities

•    Still requires an effective registration statement 
and appropriate disclosure

•    Majority of Board from private company
•    Limited public ownership (5-20% of float)

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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Motives for Reverse Takeovers

A merger is a process of combining two businesses into a single entity. Acquisition is the purchase of a business by 
another business entity. Both mergers and acquisitions (M&As) are means for corporate growth and diversification 
strategies. The commonly accepted view is that M&As should be driven by strategic fit, complementary or additive to 
the acquiring firm’s core capabilities.

Unlike the typical M&A, the primary driver of a reverse takeover is the conversion of private assets into public 
ownership. The acquiring firm is any company pursuing investment opportunities. The investment capital is derived 
from the selling of stock over-the-counter or on a major stock exchange. To access these investment markets, a private 
firm pursues a reverse takeover of a targeted public firm, which is listed on the exchange or sells its stocks over-the-
counter.

The key drivers of a reverse takeover transaction include:

Evaluating Reverse Takeovers –Stakeholders’ Perspective

M&A activities are generally assumed to be focused on numbers. Consistent with this perspective, synergy is the most 
common justification for an acquisition activity. Synergy involves coming together of two or more firms to produce 
a combined performance more than what they achieved independently. However, this synergy itself is based on 
coordinated efforts of different groups with different interests related to these firms.

Reverse mergers are often considered to be motivated by challenging market conditions i.e. when 
the IPO activity is low. RTOs are considered to be more cost-effective than IPOs and have higher 
probability of completion, as there is less dependence on macroeconomic factors.

While the majority of RTOs in the US involves shell companies used by private firms as a route for 
obtaining a public listing, the majority of UK RTOs involves firms with potential synergy gains. Further, 
most UK RTOs also raise money at the time of going public and are actively involved in follow-on 
corporate activities like acquisitions and seasoned equity offerings as listed companies. The underlying 
motivation of such transactions, in terms of follow-on activities, is broadly similar to ordinary IPOs. 

Mergers with mature shells and Special Purpose Acquisition Companies (SPACs) offer both listing and 
cash resources for potential future development. 

The RTO provides an opportunity to the acquiring firm to change its name and reinvent itself. For 
example – in 1995-96, ValuJet, a regional air carrier in the US, suffered two air-crashes which led to 
its grounding. ValuJet’s attempts to reestablish its operations were thwarted by litigation, financial 
trouble, and tattered public image. In 1997, ValuJet acquired Airways Corporation in a reverse takeover 
transaction. After this reverse takeover the firm’s name was changed to AirTran Holdings. ValuJet 
reinvented itself as the successful low-cost carrier AirTran.

The RTO can be used as a cross-border entry strategy. A business in one country acquires the identity 
of a public company in another country. Chinese firms entering the US have been active in RTOs to gain 
access to American markets.

 RTOs might be risky for acquiring firms, but offer an exit strategy for the shareholders of the target firm. 
Hence, RTOs are often considered as an exit strategy option. The shell firms targeted in RTOs are failed 
business ventures in which investors hold low value or worthless shares. 

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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There are various stakeholders of a firm, which are either directly or indirectly affected by its M&A activity. Key 
stakeholders include Employees, Customers, Advisors/Auditors, Lenders, Vendors/Suppliers, Government, etc. Going 
“beyond the numbers” to consider the perspective of these stakeholders can help understand the various acquisition 
challenges. The success of any M&A, including reverse takeovers can be determined by the impact it has on its various 
stakeholders, that is, whether there is value creation for them or not. Primarily, this can be analyzed based on the 
parameters mentioned below. The different performance measurement principles aim to reflect the value of the RTOs 
from a stakeholder’s perspective rather than just the shareholders returns.

Analyzing the share trading volume of the target company: Generally, the acquisition 
announcement is seen as a significant development and the trading activity increases immediately 
following the announcement. This study analyzes the long-term performance of the shares and 
determines whether the RTO has actually helped in increasing shareholder returns.

Financial health of the company post the RTO: One of the most important performance indicators 
of a company are its financials. The profitability of the companies post-takeover helps judge the 
success of the transaction and determine the overall health of the business. For example – whether 
the company can meet its liabilities toward creditors.

Survival of the company post RTO: The takeover may or may not be able to provide the impetus to 
the target and it may subsequently wind up. On the contrary, the company may emerge as a market 
leader and enhance the returns for its stakeholders.

Change in the business of the target: M&As may involve companies in the same business coming 
together as in the case of ValuJet. However, at times, the acquisition of a company might lead to a 
change in its business after the acquisition. This has significant implications for employees, its creditors, 
lenders and all other stakeholder groups. A change in the company’s business model may significantly 
alter its relations with all stakeholders.

Change in auditors and board of directors: An important measure of governance in a company is 
the change in its auditors and board. In 2010, the Hong Kong Institute of Certified Public Accountants 
raised concerns over announcements made by companies listed on the Hong Kong Stock Exchange 
regarding the changes in auditors. In many cases, the fee disputes are stated to be the reason for the 
change. There are apprehensions that certain auditors have been using fee disputes to disguise the 
real reasons for the change. As a result, the potentially significant and fundamental matters about the 
company may not be disclosed to investors and creditors; thus, the market is not kept fully informed.

Changes in shareholding structure post the transaction: The objective here is to understand if the 
acquirer further divested its stake in the target company and whether the motive behind the RTO in 
the first place was to make quick returns and exit the target company.

Chinese Firms – Leaders in Reverse Takeovers

Hong Kong, one of the world’s top five stock exchanges in terms of IPO funds, raised since 2002, has also been an active 
market for RTOs and has witnessed a large number of such transactions over the last few years. Hong Kong has adopted 
a case-by-case system for approving such transactions. It has been a preferred destination for capital market activities of 
Chinese companies outside the Shanghai and Shenzhen bourses.

China and Hong Kong-based companies have accounted for around 25% of all reverse takeover transactions worldwide 
since 2010. 

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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As an emerging economy, China has less stringent corporate governance norms and weaker minority shareholder 
protection laws than most developed countries. The access to alternative capital sources (e.g., private equity and 
venture capital funds) until recently, has been limited. The IPO markets in China are highly competitive and Chinese 
listing standards require bright-line profitability tests that are much more stringent than most. As a result, many IPO-
eligible firms in China remain unlisted. These factors have broadly been responsible for popularity of reverse takeovers 
among Chinese companies. 

In December 2013, China Everbright Water Ltd, formerly known as Hankore Environment Tech Group, was listed on 
the main Board of Singapore Exchange following a reverse takeover. In the reverse takeover, China Everbright Water 
International transferred its water treatment assets to Hankore, which was listed on the SGX, in return for shares in the 
enlarged entity. The transaction saw Hankore acquiring the entire share capital of China Everbright Water Investments 
for SGD1.2 bn (USD909 mn) in the form of the issue and allotment of 1.9 billion new ordinary shares by HanKore. 
China Everbright Water Investments is wholly-owned by China Everbright International, which is a subsidiary of China 
Everbright Group. The enlarged entity will have an estimated market capitalization of around SGD2.4 bn.

Over the years, hundreds of Chinese companies have gone public in the US, Hong Kong and China taking the RTO 
route. In 2012-13, at least seven Chinese real estate companies, including the state-owned conglomerate Greenland 
Holding Group resorted to reverse takeovers by acquiring majority stakes in Hong Kong-listed companies in order to 
gain access to global capital markets. This was in response to restrictions on raising funds and a tough market for initial 
public offerings in Mainland China.

However, the reverse takeovers involving companies from Greater China (China, Taiwan, Macau and Hong Kong) have 
been often criticized for violation of corporate governance issues. The US government recently has tried to tighten 
the regulation of RTOs, following a number of accounting scandals and other corporate governance issues involving 
Chinese companies that got listed by this route. In June 2011, the Security Exchange Commission issued a general 
warning advising against investing in firms listing via a reverse merger. During 2011, more than 20 U.S. listed Chinese 
reverse mergers were delisted or halted from trading.

Reverse Takeovers in Hong Kong - Overview

Hong Kong’s proximity to the Chinese market, sound legal system and regulatory framework, free flow of capital and 
advanced clearing & settlement infrastructure have made it an attractive listing place for companies, which have strong 
China connections or are planning to tap into the China market.

Under the Listing Rules governing the listing of securities on the Stock Exchange of Hong Kong, a reverse takeover is 
defined as –

a)     “An acquisition or a series of acquisitions of assets constituting a very substantial acquisition where there is or which 
will result in a change in control of the listed issuer.

b)     Acquisition(s) of assets from a person or a group of persons or any of his/their associates pursuant to an agreement, 
arrangement or understanding entered into by the listed issuer within 24 months of such person or group of 
persons gaining control of the listed issuer (other than at the level of its subsidiaries), where such gaining of 
control had not been regarded as a reverse takeover, which individually or together constitute(s) a very substantial 
acquisition.”

We have conducted a number of reviews of the reverse takeover rules in 
recent years to improve the regulation of reverse takeovers and certain 
significant acquisitions. The guidance letter consolidates and reflects 
our current approach in applying the reverse takeover rules, which was 
endorsed by the Listing Committee and discussed in the 2009, 2010 and 
2013 Listing Committee annual reports. It also provides guidance on the 
related administrative requirements, with a view towards facilitating the 
vetting of issuers’ proposed transactions.

David Graham
HKEx’s Chief Regulatory Officer 

and Head of ListingSource: HKEx News Release, 30 May 2014
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Historically, Hong Kong-listed companies had been relying on the above mentioned bright line tests in structuring 
their acquisition transactions (for example, by reducing the size of the transaction or by putting in place a mechanism, 
which prevents a change of control of a listed company after the acquisition) to avoid the acquisition being considered 
a reverse takeover.

Once the Hong Kong Stock Exchange considers that an acquisition constitutes a reverse takeover, the listed target 
company would be deemed as a new listing applicant and has to undergo the cumbersome process similar to an IPO, 
including the preparation and publication of a listing document and that the entire acquisition would be subject to the 
approval of the listing committee of the exchange, which may lead to some degree of uncertainty and a longer closing 
timetable, which otherwise will be much shorter, if it is not deemed as a reverse takeover.

In July 2010, the Hong Kong Stock Exchange issued a series of listing decisions considering circumstances where it will 
treat a substantial acquisition as a reverse takeover other than those stated above.

The new listing decisions focused on reviewing potential reverse takeover transactions, in a purposive approach and 
considers whether such transactions are structured for circumventing the new listing requirements, where the above 
mentioned bright line tests are only two specific forms of reverse takeovers and are not exhaustive. 

Apart from the change of control of the target company, other considerations for an acquisition to constitute as a 
reverse takeover include:

One of the popular ways used by the listed company to avoid its acquisition of new assets to be regarded as a new 
listing application is the issue of convertible bonds to the acquirer with restrictions on conversion (timing and 
amount of shares falling to be issued) to below the threshold, which triggers a change of control.

However, subsequent to the publication of the above mentioned listing decisions which make it clear that the Hong 
Kong Stock Exchange is no longer putting all its emphasis on “change of control” in reviewing reverse takeover 
transactions, it is uncertain whether such an arrangement would be deemed a new listing application by the exchange. 

Similarly, overseas companies, which are planning to use Hong Kong as a listing platform, also face a challenging task 
in structuring their deals. To avoid an acquisition from being classified as a reverse takeover, the businesses of the listed 
company and the target should be substantially the same or have a strong correlation. But most importantly, the target 
should be able to satisfy the minimum new listing requirements as prescribed under the Listing Rules. The fact that the 
acquiree will not be in control of the listed company may be one of the arguments against a reverse takeover case but 
is not a determining factor.

Therefore, the Listing Decision Series 95 has increased uncertainty as to the application of Listing Rules to Very 
Substantial Acquisitions. The listing decisions suggest a tightening of approach by the Stock Exchange. 

Companies listed in Hong Kong, which plan a substantial acquisition or overseas companies which are considering a 
listing in Hong Kong via reverse takeover, need to consult with the Hong Kong Stock Exchange at an early stage before 
finalizing the structure of the transaction so as to avoid incurring unnecessary costs.

Whether the acquisition would result in a change 
of principal business of the listed company.

Whether the target would be able to satisfy the 
minimum new listing requirements

The size of the acquisition relative to the listed 
company

Whether the target would be suitable for listing

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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China Merchants Land’s acquisition of property 
assets from China Merchants Property 
Development

China National Nuclear Corp’s acquisition of 
CNNC International

Huabao International’s acquisition of 
Chemactive Investments

China Eagle Group’s acquisition of Gome 
Appliance
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1

Transaction Overview

•    On 25th April 2013, China Merchants Property Development Co Ltd (“CMPD”) announced plans to inject 11 
property development projects located across Foshan, Guangzhou, Chongqing and Nanjing regions of China into 
its subsidiary China Merchants Land Ltd (“CML”) for a consideration of USD765.8 mn (HKD5.9 bn); the transaction 
constituted a reverse takeover of CML by CMPD.

•    The consideration comprised placement of 2,897 million new shares of CML to CMPD at a price of HKD2.05 per share. 

•    On 1st November 2013, the reverse takeover was completed and CMPD raised its stake from 70.2% to 74.4% in CML.

•    Prior to the reverse takeover, China Merchants Land Ltd was known as Tonic Industries Holdings Ltd. It was listed on 
the Hong Kong Stock Exchange (978.HK) and was engaged in the trading of electronic and electrical products.

•    China Merchants Property Development Ltd is the real estate flagship of China Merchants Group, a China 
government-owned conglomerate. At the time of the transaction, CMPD had 64 property development projects 
across 19 cities, comprising residential units, serviced apartments, hotels, commercial and office buildings with an 
aggregate GFA of approximately 12 million sq.m. 

•    The resolution for acquisition of property assets and issue of new shares was approved by 98.1% votes at the EGM.

•    Goldman Sachs acted as the Financial Adviser to CMPD, while Altus Capital was the Independent Financial Adviser to 
CML.

•    The acquisition constituted a substantial acquisition for CML under the rules of the Hong Kong Stock Exchange. 
In addition, since CMPD was the controlling shareholder of CML, the acquisition was considered a connected 
transaction. The substantial acquisition for CML involved acquisition of assets from CMPD within 24 months of CMPD 
gaining control of the company; thus, it became a reverse takeover transaction. As a result, CML was treated as a new 
listing applicant and issued a prospectus for relisting on the stock exchange.

Background

The foundation of the reverse takeover was laid a year ago, when CMPD announced plans to acquire a controlling stake 
in CPL; this can be considered as Phase I of the takeover.

•    In April 2012, CMPD announced plans to acquire a 70.2% stake (c.749.8 million shares) in CML for USD25.6 mn 
(HKD198.9 mn) via a share purchase agreement. Upon the successful completion of the share purchase agreement, 
an unconditional mandatory offer was triggered.

•    In June 2012, the unconditional mandatory offer closed; CMPD owned a 70.2% stake in CML.

China Merchants Land’s acquisition of property assets 
from China Merchants Property Development

We don’t want to waste time. Liquidity conditions were 
quite loose in Hong Kong earlier this year, but they are 
beginning to tighten now, we’d like to do some capital 
raising next year or the year after.

Investor-Relations Department
China Merchants Property Development
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•    The deal involved voluntary liquidation of Total Ally Holdings, an indirect wholly-owned subsidiary of the CML which 
operated a set-top box manufacturing factory in China.

•    Further, in October 2012, CMPD expanded the scope of CML’s trading business to include building related materials 
and equipment, including a procurement agreement to source products for CMPD.

Even prior to these acquisitions, in 2010, CML had been the subject of another acquisition and had undergone 
significant business restructuring.

−    Over the last few years, China Merchants Land had been an underperformer and had experienced a drastic 
decline in turnover, customers’ purchase orders and customer confidence, with pressure from financial institutions 
demanding repayment of borrowings.

−    In December 2010, CML completed its restructuring exercise, resulting in spin off of various loss-making subsidiaries 
and significant debt elimination.

−    In January 2010, Dr. So Shu Fai, a private investor acquired an 85.2% stake (c.909.8 million shares) in CML for USD9.6 mn 
(HKD74.4 mn).

    o    Post-completion, 10.2% stake was placed down by Dr. So to maintain the public float of CML.

Transaction Rationale

•    The acquisition of CML helped CMPD gain backdoor access to the Hong Kong capital market.

 −    CMPD aims to enhance CPL’s share price by injecting high-quality assets, which would help increase its share price 
and make capital raising easy.

•    CML on the back of loss-making operations, subdued financial position and unclear business prospects was a suitable target 
for acquisition and hence the offer prices represented a significant discount.

•    For the seller, Dr. So, the transaction represented an opportunity to exit and make profits. After acquiring CML in 
January 2010, he had failed to turn around the business despite the restructuring in December 2010.

Issue Price to CML’s Stock Price Premium / (Discount)

Last Trading Day Offer Price (HKD) 1 Day 5 Days 30 Days 90 Days

22-Apr-13 2.05 (29.3%) (26.9%) (20.0%) (17.9%)

Key Observations

The reverse takeover of China Merchants Land was motivated by challenging market conditions. In the 
recent years, China has restricted the ability of real estate companies to borrow from domestic banks as well as 
imposed strict conditions for IPO listing on Shanghai and Shenzhen bourses.

•    At least seven Chinese real estate companies, including state-owned conglomerate Greenland Holding Group 
Co., have taken this route since early 2012, buying majority stakes in Hong Kong-listed companies in order to 
gain access to global capital markets.

Share price performance: Trading volume of the shares was extremely thin in the period preceding the offer, 
with the average daily trading volume being below 0.05%, making it difficult to dispose of a large volume of 
shares in the open market. Prior to the acquisition, CML did not distribute any dividends over the past few years, 
indicating no returns for the shareholders.

Despite an initial increase, CML’s share price has declined by 27.2% since the reverse takeover announcement in 
April 2013, lowering the overall firm value (as of 30th June 2015). However, there has been a significant increase 
in trading volume since the acquisition. The Hang Seng Index, which is the benchmark, has increased by 17.2% 
over the same period.

There has been a considerable increase in the trading volume of CML over the past few months, driven by news 
related to a major asset restructuring at CMPD, the controlling shareholder of CML. The trading of CMPD shares 
has been suspended on the Shenzhen Stock Exchange till further announcements.
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Change in shareholding structure: CML operates as a 74.4% owned subsidiary of CMPD. The remaining 25.6% 
of the public shareholding is concentrated among institutional shareholders. The company has been preferred 
by institutional investors than the retail investors. 

Further, since the takeover by CMPD, there has been little movement in the shareholding of institutional 
shareholders. Even CMPD has maintained its shareholding at the same level of 74.4%. The following table shows 
the quarter-on-quarter movement in the shareholding of major shareholders of CML since the completion of 
the reverse takeover in November 2013.

Change in auditors and board of directors: CML has changed its auditors three times since 2010. Ernst 
& Young had been previously the auditor of CML for more than 10 years. While the reasons have not been 
disclosed for such a frequent change in auditors, there is a possibility that significant and fundamental matters 
about CML may not be disclosed to investors and creditors; thus, the market is not kept fully informed.

Holder Name Jun/15 Mar/15 Dec/14 Sep/14 Jun/14 Mar/14 Dec/13

CMPD 74.35 74.35 74.35 74.35 74.35 74.35 74.35

Baring Asset Mgmt 1.98 1.98 1.98 1.98 2.02 1.89 1.72

Dimensional Fund 0.40 0.40 0.39 0.27 0.04 0.03 0.03

The Vanguard Group 0.33 0.11 0.26 0.24 0.16 0.16 0.00

Norges Bank 0.24 0.24 0.24 0.00 0.00 0.00 0.00

Ashmore Equities 0.24 0.24 0.41 0.11 0.00 0.00 0.00

Fullerton Fund Mgmt 0.22 0.22 0.22 0.22 0.22 0.22 0.00

Pheim Asset Mgmt 0.17 0.17 0.17 0.17 0.17 0.00 0.00

Value Partners 0.11 0.11 0.11 0.11 0.11 0.55 0.55

AXA Investment 0.10 0.10 0.10 0.07 0.00 0.00 0.00

BlackRock 0.07 0.02 0.02 0.02 0.01 0.04 0.04

Change in the business: The acquisition led to a complete change in CML’s business as well as its name. 
Previously known as Tonic Industries, it was principally engaged in the manufacture, processing and sale 
of electronic consumer products and related components. Post-acquisition, the company became the first 
overseas listed business platform of CMPD engaged in real estate.

CML’s portfolio of property development projects consisted of 23 projects in China across Foshan, Guangzhou, 
Chongqing, Nanjing, Jurong and Xi’an, with a high focus on the development of residential properties, as well 
as residential and commercial complex properties, products types including apartments, villas, offices and retail 
shops, etc.

As of December 2014, CML employed 491 people across China and Hong Kong compared to 6 in December 
2012.

Date New Auditor Reasons

04 Jun 2010 Anda CPA Limited
Company could not reach consensus with Ernst & Young on the 
level of audit fees charged.

29 Jun 2012 Deloitte Touche Tohmatsu
Anda CPA Limited did not seek re-appointment as auditor of the 
Company at the AGM.

13 Feb 2015 Shinewing HK CPA Limited
The Company’s requirement is to align its appointment of audi-
tors with that of its controlling shareholder.

The company has witnessed changes to the Board after all major transactions. There have been a few untimely 
resignations and changes appear to be routine.
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Financial health: In the years leading up to the reverse takeovers, CML had been reporting a disappointing set 
of numbers and had not announced any dividends since 2008. The company had been witnessing a continuous 
fall in revenue and posting net losses. 

In the reverse takeover, CML acquired property assets located across China, which increased its asset base 
manifold as well the revenue and net profit. For the year ended 31st December 2012, Target Group generated 
a net profit after taxation of ~USD165 mn and positive cash flow from operating activities of approximately 
USD400 mn.

Over the last two years, there has been little change in the top and bottom lines of CML. It remains to be seen 
how the company performs in the coming years as it holds a vast portfolio of property. The challenging real 
estate conditions and the overall declining growth of China will act as major deterrents for CML.

At present, the company is focusing on its assets located across China and has lined up plans for an overseas 
expansion. However, it may be useful to explore other countries to diversify its revenue base considering the 
challenging domestic conditions.

CML has primarily focused on capital raising activities. The major capital raising activities include raising bank 
loans and convertible bonds. The company has partnered with several leading financial institutions for these 
facilities. The following table shows the capital raising activities of the company since the reverse takeover.

Additionally, CMPD has transferred several of its properties to CML post the reverse takeover, which has 
substantially increased the assets of CML.

Survival of the company: China Merchant Land continues to operate as a real estate subsidiary of China 
Merchants Group. There are no indications of a further sale of the company.

China Merchants Land strives to maintain its position in first and second tier cities of China such as Guangzhou, 
Foshan, Nanjing, Chongqing and Xi’an and pursue opportunities to engage in the development of Qianhai 
Shekou Free Trade Zone and Hong Kong market. 

Date Amount (USD mn) Description

Jun 2015 290
Issued convertible bonds worth USD290 mn at a conversion price of HKD2.98 
per share and convertible into 752.8 million shares, representing 15.4% of the 
issued share capital to an investor group.

Mar 2015 100 Entered into a loan agreement with a bank for a loan facility of USD100 mn 
having a term of 3 years.

Dec 2014 100 Entered into a loan agreement with a bank for a loan facility of USD100 mn 
having a term of 3 years.

Sep 2014 60 Entered into a committed banking facility agreement with a bank for USD60 mn 
having a term of 3 years.

Aug 2014 50 Entered into a committed banking facility agreement with a bank for USD50 mn 
having a term of 3 years.

Jul 2014 100 Entered into a loan agreement with a bank for a loan facility of USD100 mn 
having a term of 3 years.

Dec 2013 500
Issued five-year term credit enhanced bonds worth USD500 mn bearing a 
coupon rate of 4.021% per annum due in 2018; the bond was listed on the Hong 
Kong Stock Exchange.

Nov 2013 1,015
Completed placement of 3,836.8 million shares at a price of HKD2.05 per share. 
This included placement of 2,897.0 million shares to CMPD for the property 
assets acquired in the reverse takeover. 
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Transaction Overview

•    On 24th June 2008, China National Nuclear Corp (“CNNC”) announced plans to acquire stake in CNNC International 
Ltd (“CNNC International”) for USD78.2 mn (HKD609.6 mn).

•    The transaction was structured in the following manner:

     −    China National Nuclear Corp through a Share Purchase Agreement (SPA) acquired a 33.02% stake (c.125.2 
million shares) at HK1.77 per share in CNNC for USD28.4 mn (HKD221.6 mn) from Thomas Lau, Tsang Chiu Wai and 
Kong Cheuk Luen, the ultimate shareholders of CNNC International.

     −    CNNC also through a share subscription agreement, acquired a 41.98% stake (c.159.2 million shares) at HK1.77 
per share in CNNC International for USD36.1 mn (HKD281.7 mn).

     −    Further, CNNC agreed to subscribe to convertible bonds worth HKD106.2 mn (USD13.6 mn) in CNNC 
International.

•    The acquirer launched an unconditional mandatory offer to acquire the remaining 25.0% stake in CNNC International 
at HKD1.82 per share; the offer closed with 0.0026% shareholder acceptance. 

•    On 3rd December 2008, the reverse takeover was completed and CNNC owned a 75.0% stake in CNNC International.

•    Prior to the reverse takeover, CNNC International was known as United Metal Holdings Ltd. It was listed on the Hong 
Kong Stock Exchange (2302.HK) and was engaged in the production and trading of metal die-casting products with 
its principal production facility located in Dongguan, China.

     −    Its major customers included manufacturers in the automobile, telecommunication equipment, climate control, 
electronic and automation industries in China, North America and Europe.

•    China National Nuclear Corporation (“CNNC”) is a nuclear power engineering, procurement and construction 
contracting company and a China government-owned conglomerate. 

     −    CNNC has over 100 subsidiaries and institutes, and its principal businesses cover comprehensive nuclear activities 
in the PRC from research and development of nuclear-related products, nuclear electricity production, nuclear 
fuel and nuclear technology development and construction of nuclear power plants.

•    CCB International acted as the Financial Adviser to CNNC, while Partners’ Capital International was the Independent 
Financial Adviser to CNNC International.

China National Nuclear Corp’s acquisition of CNNC 
International

“China will have a lot more nuclear power plants over the next 5-10 years, 
so we have a guaranteed future demand for uranium. Also, our group 
is one of two organizations authorized to import uranium into China. 
Therefore, one of the major roles and goals of CNNC Intl now is to secure 
uranium, especially through winning extraction rights overseas. Philip Li

Financial Controller, 
CNNC International
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Background

•    At the time of the transaction in 2008, CNNC was one of the two organizations allowed to import uranium into China.

     −    China General Nuclear Power Group (CGN) and China Power Investment Corp. (CPI) are also currently licensed to 
own and operate nuclear power plants in China.

•    At the time of the transaction, China was putting significant emphasis on developing its nuclear resources to meet its 
energy shortage.

     −    It aims to scale up its nuclear electricity generating capacity from 9GW to 90GWby 2020.

•    China is not uranium rich and its domestic reserves are only just meeting demand. China was focused on acquiring 
uranium mines or signing long-term contracts to meet its growing uranium demand. Further, uranium prices were 
expected to increase in the coming years to ~USD60-70 per pound.

     −    China would need ~16,000 tons of uranium per year by around 2020, up significantly from current levels.

•    There are also environmental issues. China is now the top global emitter of greenhouse gases, but nuclear energy 
is clean energy and allows China to lower its greenhouse gas emission and meet the global lower gas emission  
requirements.

Transaction Rationale

•    The acquisition of CNNC International enabled CNNC to set up an overseas platform for uranium reserve acquisition 
overseas and provide access to the Hong Kong capital market.

     −    Although the transaction happened at the time of the global financial meltdown, it allowed CNNC International 
to acquire uranium assets cheaply. 

•    On the back of CNNC’s leadership and solid experience in the uranium leveraging business, CNNC International is 
actively expanding its overseas uranium business and identifying related opportunities.

•    CNNC International through a listed platform in Hong Kong tried to overcome the challenge of a foreign-listed unit of 
a large Chinese state-owned enterprise walking away with domestic uranium resources. CNNC represented China on 
a global stage.

     −    For example - Canada and Australia are two countries with rich uranium resources, but these nations only allow 
foreign firms a maximum 20% stake in any domestic mines. 

•    CNNC International had reported a revenue CAGR of 12.2% with a strong balance sheet over the last three years 
preceding its takeover. The offer price reflected this and represented a premium over the share price prevailing in the 
market.

Issue Price to CNNC International’s Stock Price Premium / (Discount)

Last Trading Day Offer Price (HKD) 1 Day 5 Days 30 Days 90 Days

08-May-08 1.77 37.2% 37.1% 39.6% 38.4%

Key Observations

The reverse takeover of CNNC International by CNNC was motivated by China’s need for uranium sources. 

CNNC has made a series of acquisitions through CNNC International including Western Prospector, which holds 
interests in 18 mineral licenses in Mongolia (including the Saddle Hill Uranium Project).

Also acquired Ideal Mining, an investment holding company having mining license for the Azelik Uranium Mine 
in Niger for USD53.0 mn (HKD414.0 mn).
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Change in the business: Prior to the acquisition, CNNC International was known as United Metals Holdings and 
was engaged in the production and trading of metal die-casting products.

In terms of the revenue breakdown, aluminum alloy die casting components remained the core revenue 
contributor to CNNC International, accounting for over 90% of the total revenue while zinc and magnesium alloy 
die casting components constituted the remaining.

However, in May 2011, CNNC divested United Non-Ferrous (Overseas) for HKD159.0 mn (USD20.4 mn); United 
Non-Ferrous (Overseas) principally engages in the production and trading of metal die-casting products.

CNNC International currently organizes its operations into two operating divisions – (i) trading of uranium (ii) 
exploration and trading of uranium; has two uranium mines in Niger and Mongolia.

As of December 2014, CNNC International employed only 16 people compared to 1,906 in 2007. The company 
has significantly reduced the number of employees since the reverse takeover.

Change in shareholding structure: CNNC International operates as a 66.7% owned subsidiary of CNNC. 
The remaining 33.3% of the public shareholding is concentrated among retail shareholders. Further, since the 
takeover by CNNC, there has been little movement in the shareholding of institutional shareholders. 

Change in auditors and board of directors: Deloitte Touche Tohmatsu has been the auditor of CNNC 
International over the past ten years. There have been a few untimely resignations and changes appear to be 
routine.

Share price performance: CNNC generally had thin trading volume of shares with 173 days of no trading 
between May 2007 and November 2008, making it difficult to dispose of a large volume of shares in the open 
market.

Despite an initial increase, CNNC International’s share price has declined by 17.3% since the reverse takeover 
announcement in June 2008, lowering the overall firm value (as of 30th June 2015). Further, the trading volume 
has remained thin throughout the period under consideration.

There have been almost no returns for the shareholders. CNNC International has not distributed any dividends 
over the past ten years.

Holder Name Jun/15 Jun/14 Jun/13 Jun/12 Jun/11 Jun/10 Jun/09

CNNC 66.7 66.7 66.7 66.7 62.1 62.1 70.3

Dimensional Fund Advisors 0.14 0.08 0.09 0.10 0.13 0.26 0.00

Edmond De Rothschild 0.00 0.00 0.00 0.00 5.17 0.00 0.00

BlackRock Fund Advisors 0.00 0.00 0.00 0.00 0.01 0.00 0.00

CCB International Asset Management 0.00 0.00 0.00 0.00 0.00 3.60 4.07

DFA Australia 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Harvest Fund Management 0.00 0.00 0.00 3.46 3.94 0.00 0.00

FIVV Finanzinformation & Vermogensver-
waltung AG

0.00 0.00 0.00 0.04 0.00 0.00 0.00

SSgA Funds Management 0.00 0.00 0.00 0.00 0.03 0.00 0.00

Ashburton (Jersey) 0.00 0.00 0.00 0.00 0.39 0.00 0.00

TIAA-CREF Investment Management 0.00 0.00 0.00 0.00 0.05 0.00 0.00

The Vanguard Group 0.00 0.00 0.00 0.00 0.08 0.00 0.00

Bessemer Investment Management 0.00 0.00 0.00 0.00 0.00 0.01 0.00
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Financial health: CNNC International has been posting net losses and has made no significant improvements 
in its operating performance. The performance of the company’s two assets has been surrounded by 
uncertainty. 

The uranium mining project in Niger continued to suffer heavy losses and the designed optimum production 
has not been achieved. Due to its tight cash flow position, the project in Niger has temporarily suspended its 
production in February 2015 and is seeking financing to solve its financial problems. 

CNNC International has made only two key acquisitions since the reverse takeover:

Further, CNNC International has not undertaken any major capital raising activity. It can be concluded that the 
company’s financial performance has not been good since the reverse takeover.

Survival of the company: CNNC International continues to operate as a subsidiary of CNNC and is scouting for 
overseas acquisitions to shore up its position in the uranium business. There are no indications of a further sale 
of the company.

However, 2014 was a difficult year for CNNC. The uranium trading business was affected by the declining pricing 
market and the trading activities reduced substantially compared to last year. 

Leveraging on its strengths in the field of nuclear energy, CNNC International will continue to identify suitable 
uranium resources and nuclear energy-related projects to further develop its business and operations.

Date Amount (USD mn) Description

Jan 2010 53.0
Acquired a 37.2% stake in Ideal Mining, an investment holding company having 
mining license for the Azelik Uranium Mine in Niger.

Mar 2009 24.7
Acquired 100% stake in Western Prospector Group Limited, whose assets include 
exploration licenses relating to ~8,000 tons of uranium reserves in Dornod, 
Mongolia.
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Transaction Overview

•    On 26th May 2006, Huabao International Holdings Limited (“Huabao”) announced plans to acquire 100% interest in 
Chemactive Investments Limited (“Chemactive”) from Ms. Chu Lam Yiu (“Ms. Chu”) for USD515.1 mn (HKD3.9 bn).

•    The transaction was financed by the issue of 2.22 billion new convertible preference shares at HKD1.80 per share.

•    On 1st August 2006, Ms. Chu converted all convertible preferred shares and warrants, thereby increasing her stake to 
97.6%; concurrently, Ms. Chu placed 690 million shares at HKD2.2 per share, reducing her stake to 74.9% to meet the 
25.0% free float requirements.

•    In August 2006, Huabao sold its computer trading business to an independent investor for a cash consideration of 
HKD1; after the sale, flavors & fragrance became the principal business of Huabao.

•    Prior to the reverse takeover, Huabao, listed on the Hong Kong Stock Exchange (336.HK), was engaged in the fine 
chemicals business and trading of components for computer-related products and home video products.

     −    Ms. Chu is also a director and the controlling shareholder of Huabao, holding 70.04% issued shares of the 
company and hence a related person of the company.

•    Chemactive is a China-based manufacturer and seller of flavors, fragrances and food additives incorporated in the 
British Virgin Islands and was wholly and beneficially owned by Ms. Chu.

     −    Chemactive owns 7 properties in Yunnan, Shanghai, Guangzhou, and Shenzhen and rents 3 properties in 
Shandong and Jiangsu.

•    The acquisition constituted a substantial acquisition and connected transaction for the company under the Listing 
Rules and was subject to the approval of the independent shareholders at the SGM.

•    Deutsche Bank and DBS acted as the Financial Adviser to Huabao, while Tai Fook Capital was the Independent 
Financial Adviser to Chemactive.

Background

•    In April 2004, Ms. Chu, the Huabao Chairwoman, acquired a 70.0% stake in Leaptek Ltd for HKD70.0 mn, in 
combination of common shares, preferred shares and warrants.

     −    The company’s name was subsequently changed to Huabao International Holdings.

•    Ms. Chu has been Executive Chairwoman of Huabao since Mar 2004. She has experience in formulating strategies 
and making executive decisions related to business operations, investments and market development. 

•    She has also been serving as Vice Chairman of China Association of Fragrances Flavor and Cosmetic Industry since 
March 2002. Ms. Chu serves as the Deputy Director of the China Association of Fragrance Flavor and Cosmetic 

Huabao International’s acquisition of Chemactive 
Investments

By injecting Chemactive into the Hong Kong-listed company, Ms Chu 
would not need to bear the risk of under-subscription if she listed the 
shares through an initial public offering and save administrative cost for a 
separate listing

Kenny Tang Sing-hing
Tung Tai Securities
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Industry and China Food Additive Production Application Industry Association. She also serves as a member of the 
Fourth Chinese People’s Political Consultative Conference Committee (Shenzhen, Guangdong province).

Transaction Rationale

•    The acquisition is in line with Huabao’s strategy of entering the flavor and fragrance industry and is expected to 
enhance its earnings.

•    Chemactive is a leader in the flavors and fragrances industry catering to tobacco, food and consumer goods 
industries in China and has possesses advanced R&D capabilities and a strong research team.

     −    Additionally, it has an extensive distribution network across China, Hong Kong, Macau and Taiwan and an 
established base of renowned customers.

•    The conversion price of the convertible bonds represented marginal discount to the trading price of Huabao’s share 
price.

Issue Price to Huabao’s Stock Price Premium / (Discount)

Last Trading Day Offer Price (HKD) 1 Day 5 Days 30 Days 90 Days

25-May-06 1.80 (8.2%) (0.4%) (1.1%) (1.6%)

Key Observations

Huabao’s transaction was not strictly a backdoor listing as it did not involve a change in controlling shareholder, 
that is, the two companies were owned by Ms. Chu. It was transferring of assets of one company to the other by 
the parent.

•    Post transaction, Ms. Chu’s stake increased from 70.0% to 74.9% in Huabao.

Since the reverse takeover, Huabao has undertaken a series of acquisitions from Ms. Chu at exaggerated prices. 
In short, Ms. Chu has been acquiring assets at low prices and selling them to Huabao at higher prices.

•    Huabao acquired the entire share capital of Win New Group Ltd, a manufacturer and distributor of tobacco 
and food flavors in July 2007, from Ms. Chu for USD83.5 mn (HKD652.3 mn). The acquisition was based 
on 21.0x the target’s net income USD4 mn (HKD84 mn). This transaction lacked transparency as there is 
absolutely no legitimate reason for the Chairwoman to privately buy a company only to resell it to Huabao. 
The acquisition by asset injection through a related party rather than M&A through independent parties is 
inappropriate and should immediately raise red flags with investors. 

•    In July 2008, Huabao acquired the entire share capital of Wealthy King Group, a producer of tobacco flavors 
and fragrances from Ms. Chu for USD111.6 mn (HKD870.5 mn). The acquisition was based on 12.0x the 
target’s net income of USD9 mn (HKD70 mn). Previously, in March 2008, Ms Chu had acquired Wealthy King 
Investments and its subsidiaries from a third party by transferring USD58 mn (HKD451 mn) worth of her 
shareholding in Huabao to the third party.

•    In November 2008, Huabao acquired F&G Botswana, an African-based raw material supplier to Huabao, which 
was 100% owned by Ms. Chu for USD29 mn (HKD3.8 mn), implying a 7.3x multiple on the target’s net income 
of ~USD0.5 mn (HKD4 mn).

Share price performance: Huabao has had a history of being thinly traded. However, despite an initial increase, 
Huabao’s share price has declined by 19.4% since the reverse takeover announcement in May 2006 (as of 
30th June 2015). Huabao has also been a thinly traded stock in general, offering little opportunities for retail 
shareholders to enter and exit the stock.

After the RTO, Huabao’s share price reached new heights until April 2012, when reports surfaced regarding 
corporate governance violation. Further, the share prices have responded negatively after the announcement of 
the financial results since 2011.
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Change in the business: Prior to the acquisition, Huabao was engaged in the trading of components 
for computer-related products and home video products. In 2004, when Ms. Chu became the controlling 
shareholder of Huabao, the company has diversified its business into the fine chemicals business, which 
includes the provision and sales of flavors and fragrances. In terms of revenue breakdown, Huabao generated 
80% of its revenue from the fine chemicals business and the remaining 20% from consumer electronic products.

In August 2006, Huabao sold its computer trading business to an independent investor for a cash consideration 
of HKD1.

Huabao currently organizes its operations into four segments – (i) Flavors (ii) Reconstituted Tobacco Leaves (iii) 
New Materials (iv) Fragrance. In FY15, the Flavors business contributed 74% to the total revenue of Huabao, 
Reconstituted Tobacco Leaves accounted for 22% and New Materials and Fragrances 2% each.

As of March 2015, Huabao employed only 2,300 people compared to 14 in March 2006, primarily due to the 
consolidation of Chemactive’s business and other businesses that were acquired.

Change in shareholding structure: Huabao is majorly owned by its Chairwoman Ms. Chu, while the remaining 
shares are held by institutional and retail shareholders. The company has seen significant movement in the 
shareholding of the major shareholders, including that of the chairwoman. 

Ms. Chu initially held 97.6% of Huabao’s outstanding shares following the RTO. After years of share placements, 
share transfers and even an acquisition completed personally by Ms. Chu and paid for by Huabao stock, her 
interest has dwindled to 36.1% (as of June 2015).

•    It is unclear why Ms. Chu decided to drastically reduce her stake in Huabao. Over the past five years, revenue, 
profit, and book value have steadily trended higher with high gross margins. The management commentary 
shows no decline in optimism, projecting confidence in Huabao’s business. One possible reason for the drastic 
decline in her holdings could be to cash out of Huabao before the share price reflected the organization’s true 
value.

Lazard Asset Management has increased its stake from 1.1% in 2009 to 11.9% as of June 2015, to become the 
second largest shareholder of Huabao.

Holder Name Jun/15 Jun/14 Jun/13 Jun/12 Jun/11 Jun/10 Jun/09 Jun/08 Jun/07 Jun/06

Chu Lam Yiu 36.0 36.1 36.1 35.4 37.6 44.2 56.4 63.0 65.4 70.0

Lazard Asset Man-
agement LLC

11.9 14.0 14.2 14.9 6.0 0.0 1.0 0.0 0.0 0.0

Eastspring Invest-
ments (Singapore) 
Ltd.

2.3 3.9 3.5 6.5 0.6 0.4 0.5 1.1 0.0 0.0

The Vanguard 
Group, Inc.

0.9 0.7 0.5 1.5 1.3 0.8 0.3 0.0 0.0 0.0

Dimensional Fund 
Advisors LP

0.8 0.7 0.6 0.4 0.1 0.1 0.0 0.0 0.0 0.0

Jackson National 
Asset Management 
LLC

0.7 0.9 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Raiffeisen Kapitalan-
lage-Gesellschaft 
mbH

0.7 0.6 0.0 0.0 0.0 0.0 0.1 0.2 0.0 0.0

Eastspring Invest-
ments (Hong Kong) 
Ltd.

0.7 2.0 2.1 1.3 0.5 0.3 0.3 0.4 0.0 0.0

SEB Investment 
Management AB

0.6 0.3 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0

Invesco Hong Kong 
Ltd.

0.5 0.7 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Westwood Interna-
tional Advisors, Inc.

0.5 0.4 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
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Change in auditors and board of directors: Huabao went public through Leaptek Limited, which had a highly 
questionable history consisting of auditor resignations, director resignations, management firings, and cooked 
books. Despite all these, it took Huabao over two years to slowly wind down Leaptek’s phantom business before 
eventually discarding it for HKD1.

In March 2006, Deloitte Touche Tohmatsu resigned as the auditor of Huabao citing fee dispute as the reason.

From its inception until August 2011, Huabao’s Audit Committee was led by Chairman Mr. Mak Kin Kwong. Mr. 
Mak was forced to resign following a slew of fraud charges and investigations from regulators in Mainland China, 
Hong Kong, and the US. In each case, Mr. Mak was involved as a Director or CFO of a publicly listed company, 
which was delisted or halted due to fraud. The companies include: A-Power (formerly NASDAQ: APWR) – delisted 
due to fraud; Chengdu Unionfriend (formerly SHZ: 000693) – delisted due to fraud; Real Gold Mining (HKG: 0246) 
– halted due to fraud.

A backdoor listing and questionable auditor resignation are not the only red flags in Huabao’s opaque 
history, which also involves absurd related party transactions, massive insider selling, and awkward executive 
resignations.

Financial health: Huabao has been reporting steady numbers over the years with an increase in sales and 
net income. However, over the last two financial years, Huabao’s performance remained almost flat. It has also 
maintained a net cash position and continues to have sufficient cash to meet its working capital requirements. 
Huabao has not raised any capital whether equity or debt for any corporate purpose. The dividend payout is 
also expected to fall as it expands into capital intensive businesses similar to the Reconstituted Tobacco Leaves 
business and looks to invest in R&D and technology enhancements.

Huabao has had a history of paying out large dividends, which is ideally seen good for the public shareholders. 
However, it seems these were also meant to benefit Ms. Chu. For example – between 2007 and 2012, Ms Chu 
owned 66% to 38% in Huabao. Due to this interest, a significant amount of the dividends that have been paid 
out have never actually been paid out – they have just circled back to the Chairwoman. (Appendix, page 48)

Survival of the company: Huabao continues to be a major player in the flavors and fragrances business 
in China. Huabao’s future strategy entails expanding flavors & fragrance business, developing differentiated 
tobacco auxiliary services based on the cigarette’s taste and building the innovative incubator segment that 
makes use of different incubator systems as platform and explores diversified new businesses and new models.

There are no indications of any ownership or business change of Huabao. However, there are several corporate 
governance issues that have been observed that have negatively impacted the company.
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4

Transaction Overview

•    On 4th June 2004, in a reverse takeover transaction, Wong Kwong Yu (“Mr. Wong”) announced plans to transfer a 
65.0% stake of Gome Appliance Co Ltd to China Eagle Group Co Ltd (“China Eagle”) for USD1.1 bn (HKD8.3 bn).

•    The consideration comprised new shares worth USD31.2 mn (HKD243.5 mn) and two series of convertible notes 
worth USD902.5 mn (HKD7.0 bn) and USD131.8 mn (HKD1.0 bn) of China Eagle, respectively.

•    On 29th July 2004, the transaction was successfully completed and name of China Eagle was changed to Gome 
Electrical Appliances Holding Limited w.e.f 11 Aug 2004.

•    Prior to the reverse takeover, China Eagle, listed on the Hong Kong Stock Exchange (493.HK) was engaged in property 
development and investment, securities broking and general trading. It was a shell entity with no meaningful 
business.

     −    Mr. Wong was also the controlling shareholder of China Eagle, holding 66.9% issued shares of the company and 
hence a related person of the company.

•    Gome Electrical Appliances is one of the largest retailers of electrical appliances in China and was ultimately 
owned by Mr Wong. The company operated under the brand “Gome Electrical Appliances” across Beijing, Chengdu, 
Chongqing and Xian in China.

     −    Mr. Wong was the ultimate owner of both China Eagle and Gome Appliance.

•    The acquisition constituted a substantial acquisition and connected transaction for the company under the listing 
rules and was subject to the approval of the independent shareholders at the SGM.

     −    The resolution for acquisition and capital reorganization was approved by 99.8% votes at the special general 
meeting.

•    ABN Amro and Rothschild acted as the Financial Adviser to China Eagle, while Somerley Limited was the Independent 
Financial Adviser to Gome Appliance.

Background

•    In June 2004, China Eagle’s share capital structure was reorganized which involved consolidation of every 40 shares of 
HKD0.1 into one share of HKD4.0 each.

•    In March 2002, Mr. Wong acquired an 85.6% stake in China Eagle.

     −    Before property business, China Eagle was engaged in manufacturing and sale of computer aided design systems, 
which it ceased in 2000 due to years of losses. 

China Eagle Group’s acquisition of 
Gome Appliance

Gome is a good brand, a good business. But paying 50 times is too much 
while other retail stocks are trading in the low teens

Ben Kwong
KGI Asia
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•    Subsequent to the change of control in 2002, the company completed a number of corporate transactions involving 
the issue of new shares and convertible notes.

Transaction Rationale

•    The rules allowed a listed company to change its business direction by buying a substantial quantity of assets if it 
has not changed its controlling shareholder over the last 24 months. Mr. Wong has been China Eagle’s controlling 
shareholder since March 2002.

•    The issue price of consideration shares and conversion price of the convertible bonds represented marginal discount 
to the trading price of China Eagle’s share price.

•    The transaction allowed Mr. Wong to use an existing platform to enhance his well-established business of electronic 
retailing, rather than taking the expensive route of an IPO.

Issue Price to China Eagle’s Stock Price Premium / (Discount)

Last Trading Day Offer Price (HKD) 1 Day 5 Days 30 Days 90 Days

21-May-04 5.52 (6.8%) (6.0%) (53.2%) (35.0%)

Key Observations

China Eagle’s transaction was not strictly a backdoor listing as it did not involve a change in controlling 
shareholder that is, the two companies were owned by Mr. Wong.

•    Post-transaction, Mr. Wong’s stake increased from 66.9% to 74.9% in China Eagle.

Share price performance: Gome Electrical Appliances has had a history of volatile share prices. Gome Electrical 
Appliances’ share price has just increased by 16% since the reverse takeover announcement in June 2004 (as of 
30th June 2015). The company also announced a stock consolidation in the ratio 40:1 as well as a stock split of 
1:4. during this period.

Over the years, Gome’s share price has largely been affected by its inconsistent financial performance as well as 
a series of corporate governance issues between 2008 and 2011.

Except for FY14 and FY13, the company has either paid an interim dividend or a final dividend while in some 
cases neither was paid. Historically, the dividend policy has not been encouraging for the shareholders. One 
reason for this can be the regular net losses that the company has been reporting over the years.

Change in the business: Prior to the acquisition, China Eagle was engaged in general trading, property 
investment and securities broking activities and was posting losses. China Eagle was a shell company used for 
acquisition to list the mail business of Mr. Wong, which is, retailing of electronic business. Hence, the business 
and name of China Eagle was bound to change post-acquisition.

As of December 2014, Gome Electrical Appliances employed 42,839 people compared to 9,245 in December 
2014. This indicates that the company has significantly expanded over the years.

Corporate Governance issues: The HKSE temporarily suspended the trading of the company shares in 
November 2008 after news surfaced that Mr. Wong was under investigation for stock manipulation and had 
been arrested.

In January 2009, Mr. Wong resigned from the company chairmanship and the Board appointed Chen Xiao as the 
acting chairman.

•    During this time, the acting chairman announced that the company faced great risks, even the possibility of 
bankruptcy as it was unable to meet its financial obligations. Almost all banks had suspended lending to the 
company. Suppliers demanded shorter payment periods, while other started asking for immediate payments.
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Change in shareholding structure: Gome Electrical Appliances has witnessed a significant movement in the 
shareholding over the years. The most significant was the acquisition of Bain Capital in 2009.

In June 2009, Bain Capital, a US private equity firm, announced plans to acquire a 23.5% stake in Gome Electrical 
Appliances via an open offer and convertible bonds worth over USD400 mn.

•    The open offer price of HKD0.672 per open offer share represented a 40% discount to the share’s trading price 
of HKD1.12. This was seen unfair for Gome Electrical Appliances’ minority shareholders.

•    Bain Capital also agreed to subscribe to convertible bonds worth USD233 mn. As part of the convertible 
bonds deal, Bain was entitled to appoint three non-executive directors and nominate an independent non-
executive director.

In September 2010, Bain converted the bonds into equity shares giving it a 9.8% stake in Gome Electrical 
Appliances.

•    Bain Capital, which had originally planned to acquire a 23.5% stake, had been blocked by Mr. Wong who 
participated in the open offer and exercised his rights, leaving the underwriter Bain Capital with just 0.2% 
stake.

In January 2015, Bain completely exited from Gome Electrical Appliances when it sold its 5.4% stake for USD137 
mn (HKD1.1 bn), which included 921.9 million at a price of HKD1.13 per share, a discount of ~2.5%-5% to the 
pre-deal spot price.

•    Bain had lowered its stake to 5.4% from 9.8% previously in July 2014, by selling 769.1 million shares for an 
average price of HKD1.31 per share.

In May 2010, Mr. Wong was convicted of corporate bribery, insider trading and illegal business dealings. He was 
sentenced to 14 years in prison and fined USD90mn.

•    In March 2014, Mr. Wong agreed to pay HKD420.6mn (USD54.2mn) to Gome as compensation for the 
misconduct in a share repurchase deal that occurred in 2008.

   −    Mr. Wong was accused of making two shares repurchases worth HKD2.2bn (USD283.4mn) of Gome, in 
January 2008 and February 2008, to raise money to repay an HKD2.4bn (USD309.2mn) personal loan from a 
financial institution.

Holder Name Jun/15 Jun/14 Jun/13 Jun/12 Jun/11 Jun/10 Jun/09 Jun/08 Jun/07 Jun/06

Kwong Yu Wong 30.97 30.98 30.66 30.66 30.71 32.37 30.54 31.99 43.25 40.65

The Vanguard Group 2.01 1.91 1.96 1.55 1.34 1.19 0.46 0.42 0.19 0.14

BlackRock 4.20 2.73 2.23 1.72 1.46 1.62 1.15 0.82 0.52 0.60

DU JUAN 1.45 1.45 1.44 1.44 1.44 1.61 1.61 0.00 0.00 0.00

Dimensional Fund 
Advisors LP

1.29 1.25 1.08 0.49 0.14 0.07 0.08 0.06 0.01 0.00

Norges Bank 0.96 0.81 0.77 0.53 0.32 0.64 0.66 0.16 0.18 0.00

APG Asset Manage-
ment NV

0.70 0.49 0.00 0.29 0.00 0.21 0.00 0.02 0.44 0.00

APS Asset Manage-
ment Pte Ltd.

0.52 0.48 0.11 0.10 0.08 0.00 0.00 0.00 0.00 0.00

Robeco Hong Kong 
Ltd.

0.42 0.00 0.00 0.00 0.00 0.00 0.06 0.06 0.04 0.08

TOBAM SAS 0.36 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

LBN Advisers Ltd. 0.33 0.46 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

AQR Capital 0.24 0.46 0.14 0.06 0.00 0.00 0.00 0.00 0.03 0.01

JPMorgan 0.24 0.00 0.00 0.00 0.09 0.36 0.53 0.38 0.18 0.43

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing


28

Assessing the Performance of Reverse Takeovers in Hong Kong

www.sganalytics.com

Change in auditors and board of directors: Ernst & Young has been the auditor of the company for over 10 
years now. However, the company has witnessed several Board changes due to the corporate governance issues 
mentioned. 

Mr. Wong has constantly tried to maintain his control over Gome Electrical Appliances even when he was in jail. 
He considered Bain Capital as a threat to his control over Gome. 

In August 2010, calling himself and his wife as the ‘founding shareholders’, he wrote an open letter to the other 
shareholders demanding a SGM of shareholders to vote on resolutions, calling for:

1)   Cancellation of the company’s general mandate to issue and allot more shares, without creating new shares, 
which would have diluted Mr. Wong’s holding.

2)   Removal of the Chairman and Executive Director Chen Xiao

3)   Removal of an executive director and appointment of two new executive directors (including Mr. Wong’s 
sister).

He also claimed that in his absence, the company had lagged behind its competitors and proposed a new five-
year strategy to take the company forward. He raised questions on how a financial investor like Bain, which had 
a small stake compared to the founding shareholders, had such a big representation on the Board.

In response to the letter, the company filed a lawsuit against Mr. Wong, alleging breach of fiduciary duties 
as a director of the company and breach of trust. The company sought compensation on behalf of other 
shareholders.

•    Additionally, in a SGM in September 2010, shareholders backed its existing management and did not agree to 
the proposals of the founding shareholders mentioned above.

In November 2010, the company inked an MoU with Mr. Wong and agreed to increase the board size from 11 to 
13 members and included two members nominated by Mr. Wong to the enlarged Board.

•    Subsequently, the Board size was reduced to 10 members by 2012 to comply with Hong Kong’s corporate 
governance rules.

In March 2011, the Chairman and CEO, Chen Xiao was replaced by Zhang Da Zhong, founder of Beijing Dazhong 
Electrical Appliances as Chairman and non-executive director. Media sources reported that even this was part of 
an agreement with Mr. Wong, who did not want a chairman that backed Bain Capital.

Financial health: Gome Electrical Appliances has grown steadily, in terms of revenue. However, the operating 
and net incomes have been a cause of concern as they have been in the red. The company has a net cash 
position and the debt levels have remained steady. The company expects to achieve cost savings and improve 
its working capital requirements from the acquisition of Artway Development.

The company has also been actively raising capital through placement of shares and debt offerings for growth 
and expansion.

Survival of the company: Gome is constantly looking to expand its business and has made a series of 
acquisitions over the years to enhance its geographic presence in China and consolidate its position as a market 
leader in the Chinese electronic retail industry. It has been investing in developing its e-commerce capabilities 
as well as strengthening its brand.

The two major acquisitions include:

1)   In July 2006, Gome Electrical Appliances made a voluntary conditional offer to acquire 100% stake in China 
Paradise Electronics Retail, a HK-listed consumer electronics and appliances retailer for USD629.7 mn in cash 
and stock; post-merger, China Paradise was delisted from the HKSE.

1)   In July 2015, Gome Electrical Appliances announced plans to acquire 100% stake in Artway Development, 
a company wholly-owned by Mr. Wong for HKD11.3bn. The acquisition will enable the deployment of its 
nationwide O2M “Total Retail” network and its supply value chain, putting Gome’s “Total Retail” strategy in full 
gear.
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   −    The transaction will be settled by HKD2.2bn in cash, an issue of 6.2 billion new shares at a price of HKD1.39 
each as well as an issue of 2.5 billion warrants at an exercise price of HKD2.15 each.

   −    Following the issue of 6.2 billion new shares, Mr. Wong and his concerted parties will see their interest in 
Gome increase from the current 30.9% to 50.2%.

Gome Electrical Appliances has expanded its footprint from 218 outlets in 2004 to 1,213 as of June 2015. The 
company plans to open 80-100 stores each year over the next three years and aims to foray into about 100 new 
cities across China.
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Observations and 
Prepositions

Chapter 4
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Key observations from the four cases include:

Most of the reverse takeovers are not motivated 
by market conditions
As observed in three of the four cases, the reverse takeovers 
were motivated by the requirements of the acquiring company. 
While for some it provided access to an overseas listed platform 
that would allow capital raising, for others it was an opportunity 
to expand its overseas business and pursue M&A opportunities. 
The RTO also allowed promoters to consolidate their different 
unlisted entities into one listed company. 

Minority shareholders are not protected in 
reverse takeover transactions in Hong Kong
The study of the four cases indicates that there is little 
protection for the minority shareholders in these transactions. 
It is evident that the controlling shareholder structures the 
transactions in a manner that suits their requirements without 
much consideration for the minority shareholders. In three 
cases, the transactions were strictly not reverse takeovers as they 
involved transfer of assets from one subsidiary to another by the 
same parent. 

In some cases, there have been frequent changes to the Board 
and auditors, which has left minority shareholders unprotected.

Shell companies are popular targets for reverse 
takeover in Hong Kong
In all four cases, the target firms are poorly performing shell 
companies that have no definite business and has a history of 
poor financials.
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Target companies are acquired at a discount and the stock 
prices offer negative returns in the long run
In all four cases, the target companies are acquired at a discount i.e., at a price 
lower to the share price at the time of acquisition. 

Further, the share prices of the target firm declined after the RTO and led to 
negative returns for the shareholders. The price-to-earnings ratio of the four 
companies analyzed in this study has also either declined or remained flat over 
the years. 

RTOs promoted by individuals have greater corporate 
governance issues than state-owned enterprises (SOEs)
Two of the four cases studied had corporate governance issues. The acquirer 
in these two cases were individuals, who had resorted to unethical means to 
increase their personal wealth. 

RTOs, led by SOEs, have less corporate governance issues. As discussed in 
the cases of Huabao International and Gome Electrical Appliances, individual 
promoters indulge into activities that are intended to generate huge profits 
for them with no regard for other shareholders and any corporate governance 
policy of the company.

The shareholding remains highly concentrated in companies 
controlled by SOEs compared to those controlled by individual 
shareholders
In two cases, the stake of SOEs in the target entity post the reverse takeover is 
higher compared to that of individual controlling shareholders in the other two 
cases. That is, the SOE-owned companies have a smaller public float with fewer 
opportunities for retail shareholders.

There is also greater institutional participation in individual controlled companies 
compared to SOE-owned companies. Additionally, there is a greater movement 
in the shareholding of individual shareholders-led companies, while SOE 
companies have less movement and are steady, in terms of ownership changes.

Financial performance of the company remains flat post the 
reverse takeover
In all four cases, in the years leading to the reverse takeover, the acquired 
companies were posting losses and had little business prospects.

There has also been little change in the financial health post-acquisition. While 
the revenues have grown at a steady rate, the EBITDA and net income have been 
in the red with almost no dividend payout. 
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Case Motivated by capital 
market conditions

Business of the 
acquired company

Protection 
of minority 

shareholders

The offer price 
and share price 

movement 

Corporate 
governance issues

Shareholding 
pattern

Financial performance 
post the RTO

China Merchants 
Property 
Development’s 
acquisition of 
China Merchants 
Land

•  Yes; China has 
restricted the ability of 
real estate companies 
to borrow from 
domestic banks as 
well as imposed strict 
conditions for IPO 
listing on Shanghai 
and Shenzhen bourses

•  Shell company 
engaged in the 
manufacturing and 
sale of electronic 
products and 
components

•  Not protected as 
the Board is largely 
controlled by 
CMPD with little 
participation of 
other shareholders

•  CMPD acquired CML 
at a high discount of 
29.3% to 1-day prior 
VWAP price

•  Share price has 
declined by 27.2% 
since the takeover 
announcement

•  CMPD acquired CML 
at a high discount of 
29.3% to 1-day prior 
VWAP price

•  Share price has 
declined by 27.2% 
since the takeover 
announcement

•  Highly concentrated 
in favor of CMPD, 
which owns a 74.4% 
stake

•  CML is preferred 
by institutional 
investors than retail 
shareholders

•  Over the last two 
years, there has been 
little change in the 
top and bottom lines 
of CML

•  Primarily focused 
on capital raising 
activities since the RTO

China National 
Nuclear Corp’s 
acquisition 
of CNNC 
International

•  No •  Shell company 
engaged in the 
production and 
trading of metal 
die-casting 
products

•  Not protected 
as the Board is 
largely controlled 
by CNNC with little 
participation of 
other shareholders

•  CNNC acquired 
CNNC Int’l at a high 
discount of 37.2% 
to 1-day prior VWAP 
price

•  Share price has 
declined by 17.3% 
since the takeover 
announcement

•  No •  Highly concentrated 
in favor of CNNC 
which owns a 66.7% 
stake

•  Little movement in 
the shareholding 
and is largely owned 
by institutions after 
CNNC

•  CNNC Int’l has 
been posting net 
losses and has 
made no significant 
improvements 
in its operating 
performance

•  Has made two 
acquisitions since the 
RTO

Huabao 
International’s 
acquisition of 
Chemactive 
Investments

• No •  Shell company 
engaged in fine 
chemicals business 
and trading 
of computer 
components

•  Not protected as the 
company repeatedly 
acquired assets at 
higher prices from 
the chairwoman 
as well as paid 
large dividends, 
which eventually 
circled back to the 
chairwoman

•  The conversion 
price of bonds 
represented 
marginal discount to 
the trading price of 
Huabao

•  Share price has 
declined by 19.4% 
since the takeover 
announcement

•  Questionable 
resignation of 
auditors and has had 
controversial Board 
members accused 
of fraud as well as 
awkward executive 
resignations

•  Significant 
movement in 
shareholding of 
major shareholders, 
including the 
chairwoman

•  Huabao has reported 
steady numbers over 
the years with an 
increase in sales and 
net income

•  Huabao has not been 
engaged in significant 
capital raising 
activities

Assessing the Performance of Reverse Takeovers in Hong Kong
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Observations

Case Motivated by capital 
market conditions

Business of the 
acquired company

Protection 
of minority 

shareholders

The offer price 
and share price 

movement 

Corporate 
governance issues

Shareholding 
pattern

Financial performance 
post the RTO

China Eagle 
Group’s 
acquisition of 
Gome Appliance

• No •  Shell company 
engaged 
in property 
investment, 
securities broking 
and general 
trading

•  Not protected as 
the controlling 
shareholders were 
involved in conflicts 
with institutional 
shareholders in 
order to retain their 
control over the 
company

•  The issue price of 
consideration shares 
was at a marginal 
discount to the 
trading price of 
China Eagle’s share 
price

•  Share price has 
increased by 
16.0% since the 
takeover; however, 
this is insignificant 
considering that the 
transaction is over 
10 years old

•  In November 
2008, Mr. Wong 
was arrested for 
insider trading and 
manipulation charges 
and was sent to jail for 
14 years

•  Mr. Wong has tried to 
exercise control over 
the company from jail

•  Has a larger 
public float when 
compared to some 
other companies 
discussed

•  Significant 
movement in the 
shareholding of 
institutions over the 
years

•  Has grown steadily 
in terms of revenue; 
however, the company 
has consistently had 
posted net losses

•  Also has carried out a 
number of corporate 
transactions involving 
the issue of new shares 
and convertible notes

Assessing the Performance of Reverse Takeovers in Hong Kong

Summary of Observations – All Cases
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The Hong Kong Stock Exchange is being used by the Chinese government to 
channelize funds from and into Mainland China. There has been an increase 
in listing of companies from Mainland China in Hong Kong through IPOs and 
RTOs. In addition, the Chinese government has allowed traders registered 
on Shanghai and Hong Kong stock exchanges to invest in stocks on both 
exchanges. This has enabled Chinese investors to bring billions of dollars 
out of the country legally, and provide foreign investors unfettered access to 
public companies in China. The result has been a boon for Hong Kong, which 
has had a record inflow of money. 

However, with the inflow of money has also come increased volatility. Stocks 
have recorded a sharp decline/increase in prices in an unexplained manner. 
Further, the Hong Kong market has been accused of encouraging listing 
of lower quality Chinese companies and not having appropriate corporate 
governance requirements in place. Several Chinese companies have made 
their way to the Hong Kong stock market, which have had an opaque history. 
The Hong Kong market could lose its credibility in the coming years if the 
Chinese government continues to manipulate it and use it to list non-
deserving Chinese companies.

Structural weaknesses and loopholes exist in the regulations of Hong 
Kong, which allow violation of corporate governance rules and listing 
lower quality stocks. For example – the public float requirement of 25% is 
only fulfilled on paper as the so called independent investors always tend to 
move along with the controlling insider. The Hong Kong and Chinese stocks 
have the lowest free-float percentages in the world when compared to the 
US, Japan and some other western countries, indicating that there are greater 
chances of stock manipulation. Hong Kong, unlike some other markets, also 
doesn’t have a “circuit breaker” to automatically stop a stock trading when 
it falls by a set amount and the trading only stops at the request of the 
company.

Structurally, insufficient number of employees and fund shortage have 
been the major issues faced by the regulator in Hong Kong. The number of 
companies on the exchange has increased the shortage of skilled staff and 
funds, indicating that the government and the regulators haven’t kept pace 
with the increasing responsibility.

A listing on the Hong Kong Stock Exchange has allowed Chinese 
companies to attract more foreign capital, which was not possible while 
they are listed on the Chinese bourses. Some of the largest companies 
in Hong Kong have received significant interest from western investors 
including pension funds, private equity, mutual funds and other institutional 
investors. 

Key Prepositions

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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However, the foreign institutions will require educated, bilingual staff who 
can analyze the Mainland Chinese companies to get insights before making 
an informed decision to invest. There is currently dearth of such analysts, who 
can provide accurate information on the Mainland Chinese companies.

Despite corporate governance issues against the private controlling 
shareholders of listed companies in Hong Kong, they are expected to 
see greater foreign investment compared to state-owned enterprises. 
Companies present more opportunities in terms of returns, have lesser state 
interference and more certainty. According to research, the productivity gap 
between state-owned and private companies has widened in China since 
the financial crisis, with average return on assets for state entities at ~4.6%, 
compared to 9.1% for private companies.

With the current volatility in the Chinese stock markets, the demand 
for the shell companies is expected to increase. It is a possibility that 
companies might move out of Chinese bourses to Hong Kong or seek a 
cross-listing in Hong Kong to negate the volatility of Shanghai and Shenzhen 
bourses. The price of a shell company is inversely proportional to the stock 
market conditions, depending on the history of the shell.

The availability of corporate services and shell companies in Hong Kong 
can be used for structuring of the proceeds of financial crime, corruption, 
tax evasion and smuggling. These shells can become a source of other 
activities beyond just M&A. Hence, the shell companies need to be 
closely monitored and discouraged. There have been a few reverse 
takeover transactions, which involve acquisition of a solid business and 
motivated by potential synergies from the new combination.

Unlike other countries like the UK and the US, where the reverse takeovers 
involve a non-shell nature company, the RTOs in Hong Kong mostly involve 
shell companies. For example – in the UK, the acquisition of Cairn India by 
Vedanta Resources was classified as a RTO and required Vedanta to reapply to 
the stock exchange for listing. The acquisition allowed Vedanta to foray into 
a new business segment (oil & gas) in addition to its existing metal & mining 
business. The new segment accounted for the majority of revenue of Vedanta.

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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Market Capitalization of the World’s Top Stock Exchanges (Mar 2014; USD bn)

Hong Kong Stock Exchange – Listing Criteria

18,306

6,544

4,652 4,316 3,735
2,973

2,376 2,150 1,941

NYSE Euronext
(US)

Nasdaq OMX London Stock
Exchange

Japan Exchange
Group

NYSE Euronext
(Europe)

Hong Kong Shanghai Toronto Deutsche Börse

Suitability for 
Listing

•   The Stock Exchange of Hong Kong (SEHK) must be of the opinion that the applicant and its business is 
suitable for listing on the boards of the Exchange

•   The SEHK has an absolute discretion to accept or reject listing applications and the fact that a company 
meets all the qualifications for listing will not necessarily guarantee the applicant’s suitability

•   An issuer or its group whose assets consist wholly or substantially of cash or short-dated securities will 
not normally be regarded as suitable for listing 

Profit Test Market Cap / Revenue / 
Cash Flow Test

Market Cap / Revenue 
Test

Financial Criteria

Profit attributable 
to shareholders

At least HKD50 mn in the last 
three financial years (with 
profits of at least HKD20 mn 
recorded in the most recent 
year and aggregate profits of 
at least HKD30 mn recorded 
in the previous two years)

__ __

Market 
Capitalization

At least HKD200 mn at the 
time of listing

At least HKD2 bn at the 
time of listing

At least HKD4 bn at the 
time of listing

Revenue __
At least HKD500 mn for 
the most recent audited 
financial year

At least HKD500 mn for 
the most recent audited 
financial year

Cash flow __

Positive cash flow from 
operating activities of 
at least HKD100 mn in 
aggregate for the three 
preceding financial years

__

Track Record 
Requirement

•    A main Board listing applicant must satisfy each of the following:

  —  Have a trading record of not less than three financial years

  —  Have management continuity (i.e. it has normally been managed by substantially the same persons) 
for at least the three preceding financial years and

  —  Have ownership continuity and control for at least the most recent audited financial year

•    This trade record period is intended to enable the SEHK and investors to make an informed assessment 
of the management’s ability to manage the applicant’s business and the likely performance of that 
business in the future

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing


38

Assessing the Performance of Reverse Takeovers in Hong Kong

www.sganalytics.com

•    SEHK may accept a shorter trading record for a listing applicant if the applicant is a mineral company and 
its directors and senior management have sufficient and satisfactory experience of at least five years in 
relevant mining or exploration activities 

  —  Also if the applicant is a newly-formed ‘project’ company engaged in infrastructure projects with 
long-term concession or mandates awarded by the government

Sufficiency of 
Working Capital

•     A new main Board or GEM listing applicant is required to include in its prospectus a statement 
confirming that it has sufficient working capital to meet the group’s requirements for at least twelve 
months

•    The applicant’s sponsor is additionally required to confirm to the SEHK that it is satisfied that the 
statement in the listing document as to the sufficiency of working capital has been made by the 
applicant’s directors after due and careful enquiry, and that persons or institutions providing finance 
confirm that such facilities exist

Latest Financial 
Accounts

•    The latest reported financial period must not have ended more than six months before the date of the 
prospectus

Sufficient Public 
Interest •    The exchange must be satisfied that there will be sufficient public interest in the company

Minimum Public 
Float

•    At least 25% of the issuer’s total issued share capital must at all times be held by the public

  —  Where expected market capitalization is over HKD10 bn at the time of listing, the exchange may 
accept a lower percentage of between 15% and 25%

•    Where there is more than one class of securities, the class of securities to be listed must not be less than 
15% of the issuer’s total issued share capital, with an expected market capitalization at the time of listing 
of not less than HKD50 mn

•    At least 300 public shareholders are required, and not more than 50% of the securities in public hands at 
the time of listing can be beneficially owned by the three largest public shareholders

Competing 
Business

•    Competing businesses of directors and controlling shareholders are allowed, provided that the full 
disclosure is made at the time of listing and on an ongoing basis

•    However, if the exchange believes that there are inadequate arrangements to manage conflicts of 
interest between the applicant and other businesses under common control, the exchange will consider 
the impact on the applicant’s suitability for listing

Sufficient 
Management 
Presence

•    Unless waived by the exchange, at least two of the executive directors must be ordinarily resident in 
Hong Kong

Directors’ 
Qualifications 
and Board 
Requirements

•   Every director must satisfy the exchange:

  —  He has the character, experience and integrity and is able to demonstrate a standard of competence 
commensurate with his position as a director of a listed issuer

  —  Has the required levels of skill, care and diligence 

•    Independent non-executive directors must represent one-third of the directors and at least one of them 
should have accounting or related financial management expertise

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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All figures in millions of U.S. Dollar, except per share items

Dec ‘14 Dec ‘13 Mar ‘13 Mar ‘12 Mar ‘11 Mar ‘10 Mar ‘09 Mar ‘08 Mar ‘07 Mar ‘06

Restate

365 Days 640 Days -- 366 Days 365 Days 365 Days 365 Days 366 Days 365 Days 365 Days

Income Statement

Sales 1,208 1,127 -- 23 10 63 264 310 334 308 

Gross Income 336 456 -- -0 0 -5 -3 25 16 16 

EBIT 293 420 -- -4 -5 -82 -13 13 5 6 

EBITDA 294 420 -- -3 -2 -76 -3 24 15 15 

Net Income 62 75 -- -8 50 -102 -20 1 3 2 

Balance Sheet

Cash & Short-Term Invst 674 1,093 -- 4 1 4 5 5 13 14 

Total Assets 5,416 4,652 -- 33 49 56 161 221 190 196 

Total Debt 1,545 1,163 -- 26 35 53 51 67 68 59 

Net Debt 870 70 -- 22 33 49 46 62 54 45 

Total Liabilities 3,655 2,759 -- 32 41 111 111 149 121 131 

Total Shareholders’ Equity 740 862 -- 1 8 -55 50 72 69 65 

Cash Flow

Net Operating Cash Flow -1,073 -333 -- -4 -8 -8 -1 1 1 17 

Capital Expenditures -1 -0 -- -0 -0 -3 -2 -10 -10 -9 

Net Investing Cash Flow 240 415 -- -0 1 5 2 -9 -10 -12 

Net Financing Cash Flow 437 657 -- 7 7 1 -0 -1 7 -5 

Free Cash Flow -1,075 -334 -- -4 -8 -11 -3 -8 -7 9 

Ratios (x)

Price / Earnings 11.67 13.54 -- -- 1.12 -- -- 56.73 11.56 8.02 

Price / Book Value 0.97 1.39 -- 165.95 18.99 -- 0.14 0.64 0.51 0.30 

Dividend Yield (%) 0.88 0.63 -- 0.00 0.00 0.00 0.00 0.00 3.46 6.24 

Enterprise Value / EBIT 8.90 5.48 -- -- -- -- -- 8.49 18.80 11.68 

Enterprise Value / EBITDA 8.89 5.48 -- -- -- -- -- 4.55 6.00 4.27 

Enterprise Value / Sales 2.16 2.04 -- 4.98 17.70 1.04 0.20 0.35 0.27 0.21 

EBIT / Interest Expense (Int. 
Coverage) 3.19 12.03 -- (2.62) (1.08) (28.22) (3.99) 2.70 1.22 1.86 

Long Term Debt Maturities 271.21 330.37 -- 23.90 24.01 -- 21.78 15.19 18.44 7.59 

Per Share

EPS (diluted) 0.01 0.02 -- -- 0.12 (9.63) -- -- -- --

Dividends per Share 0.00 0.00 -- 0.00 0.00 0.00 0.00 0.00 0.01 0.01 

Book Value per Share 0.15 0.18 -- 0.00 0.01 (0.52) 0.47 0.68 0.73 0.69 

Diluted Shares Outstanding 4,905.26 4,122.55 -- -- 419.65 10.58 -- -- -- --

Total Shares Outstanding 4,905.26 4,905.26 -- 1,068.47 1,068.47 105.79 105.79 105.79 95.29 95.29 

Note: * Post completion of the acquisition, the financial year of CML was changed from March to December w.e.f December 2013.

Financial performance of China Merchants Land

1)   China Merchants Land’s acquisition of property assets from China Merchants Property 
Development

http://www.sganalytics.com/?utm_campaign=IB_whitepaper-RTO_HongKong&utm_medium=whitepaper&utm_source=content_marketing
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In Apr 2012 and Apr 2013, CMPD acquired stakes in CML

Share price performance of China Merchants Land

Financial performance of CNNC International

2)   China National Nuclear Corp’s acquisition of CNNC International

All figures in millions of U.S. Dollar, except per share items

Dec '14 Dec '13 Dec '12 Dec '11 Dec '10 Dec '09 Dec '08 Dec '07 Dec '06 Dec '05

Restate

365 Days 640 Days -- 366 Days 365 Days 365 Days 365 Days 366 Days 365 Days 365 Days

Income Statement

Sales 67 151 54 0 0 18 27 30 31 24 

Gross Income 5 18 5 -- -- 0 1 3 5 4 

EBIT 2 15 2 (3) (3) (5) (3) 0 2 1 

EBITDA 3 16 2 (3) (3) (3) (0) 3 4 3 

Net Income (20) (2) (3) (8) (7) (5) (3) (1) 2 1 

Balance Sheet

Cash & Short-Term Invst 27 38 80 49 40 78 52 2 4 2 

Total Assets 107 128 180 179 189 128 79 31 33 27 

Total Debt 0 0 60 57 72 16 15 2 4 1 

Net Debt (27) (38) (20) 8 33 (62) (36) (0) 0 (2)

Total Liabilities 5 6 63 59 77 20 21 7 8 5 

Total Shareholders’ Equity 102 122 117 120 112 108 58 24 25 23 

Cash Flow

Net Operating Cash Flow (7) 12 26 (3) (36) (2) 2 3 2 2 

Capital Expenditures (1) (1) (1) (1) (3) (1) (2) (2) (4) (3)

Net Investing Cash Flow (5) (1) 4 9 (3) (27) (2) (3) (4) (4)

Net Financing Cash Flow 1 (53) 0 4 0 55 49 (2) 3 (1)

Free Cash Flow (7) 11 25 (4) (39) (3) (0) 0 (2) (0)

Note: In 2013, CNNC International redeemed the entire principal amount of HKD414 mn (USD53.3 mn) of the convertible note issued in 2010 
to CNNC for the acquisition of Ideal Mining Limited. After the redemption, CNNC International is currently debt-free.
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Despite an initial increase in share 
prices after the takeover, the prices of 
CNNC International have declined over 
the years, lowering the overall value 
of the firm.

All figures in millions of U.S. Dollar, except per share items

Dec '14 Dec '13 Dec '12 Dec '11 Dec '10 Dec '09 Dec '08 Dec '07 Dec '06 Dec '05

Restate

365 Days 640 Days -- 366 Days 365 Days 365 Days 365 Days 366 Days 365 Days 365 Days

Ratios (x)

Price / Earnings -- -- -- -- -- -- -- -- 8.5 10.7

Price / Book Value 1.7 0.9 1.2 1.1 4.3 4.1 2.5 0.9 0.6 0.6

Dividend Yield (%) -- -- -- -- -- -- -- -- -- --

Enterprise Value / EBIT 64.0 4.7 68.5 -- -- -- -- 57.3 6.7 9.3

Enterprise Value / EBITDA 51.8 4.5 56.3 -- -- -- -- 8.3 3.6 4.1

Enterprise Value / Sales 2.2 0.5 2.3 -- -- 21.8 4.1 0.7 0.5 0.5

EBIT / Interest Expense (Int. 
Coverage) -- 14.8 0.4 -0.7 -0.7 -4.1 -9.6 2.1 12.6 36.4 

Long Term Debt Maturities 0.0 0.0 -- -- 12.8 2.1 -- -- 1.8 0.3

Per Share

EPS (diluted) -0.0 -0.0 -0.0 -0.0 -0.0 -- -- -- -- --

Dividends per Share -- -- -- -- -- -- -- -- -- --

Book Value per Share 0.21 0.25 0.24 0.24 0.26 0.25 0.15 0.11 0.11 0.10 

Cash Flow Per Share (0.01) 0.02 0.05 (0.01) (0.08) (0.00) 0.01 0.01 0.01 0.01 

Free Cash Flow per Share (0.01) 0.02 0.05 (0.01) (0.09) (0.01) (0.00) 0.00 (0.01) (0.00)

Diluted Shares Outstanding 489.17 489.17 489.17 438.70 429.17 -- -- -- -- --

Total Shares Outstanding 489.17 489.17 489.17 489.17 429.17 429.17 379.17 220.00 220.00 220.00 

Total Shares Outstanding 4,905.26 4,905.26 -- 1,068.47 1,068.47 105.79 105.79 105.79 95.29 95.29 

Share price performance of China Merchants Land
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All figures in millions of U.S. Dollar, except per share items

Mar ‘15 Mar ‘14 Mar ‘13 Mar ‘12 Mar ‘11 Mar ‘10 Mar ‘09 Mar ‘08 Mar ‘07 Mar ‘06 Mar ‘05

Restate Restate Restate

365 Days 365 Days 365 Days 365 Days 365 Days 365 Days 365 Days 365 Days 365 Days 365 Days 365 Days

Income Statement

Sales 558 546 470 426 367 305 249 182 130 100 3 

Gross Income 375 371 313 290 265 224 182 133 89 46 0 

EBIT 265 280 238 232 225 191 149 109 73 37 -0 

EBITDA 290 305 256 246 235 199 156 113 75 39 -0 

Net Income 256 255 221 225 206 173 143 111 73 36 -1 

Balance Sheet

Cash & Short-Term Invst 484 410 299 295 216 246 145 125 110 27 1 

Total Assets 1,406 1,342 1,144 1,076 891 623 486 318 187 113 1 

Total Debt 97 68 60 119 96 32 0 0 0 0 0 

Net Debt -387 -342 -239 -175 -120 -214 -145 -125 -110 -27 -1 

Total Liabilities 193 182 162 219 210 118 108 59 41 48 1 

Total Shareholders’ Equity 1,183 1,120 938 814 648 488 366 251 138 58 0 

Cash Flow

Net Operating Cash Flow 286 240 211 201 183 180 145 114 85 42 0 

Capital Expenditures -20 -21 -43 -77 -6 -4 -12 -4 -2 -8 -0 

Net Investing Cash Flow -64 -83 -100 -82 -150 -48 -89 -85 1 -15 -0 

Net Financing Cash Flow -184 -98 -163 -51 -44 -61 -36 -22 0 -24 -0 

Free Cash Flow 266 219 168 124 177 176 133 110 83 35 0 

Ratios (x)

Price / Earnings 9.01 5.58 6.18 9.12 23.44 21.61 17.74 22.78 23.64 16.98 --

Price / Book Value 1.95 1.27 1.44 2.53 7.47 7.70 6.94 10.06 13.41 12.10 --

Dividend Yield (%) -- 8.16 6.58 4.32 1.27 2.26 2.16 1.29 1.19 0.00 0.00 

Enterprise Value / EBIT 7.36 4.01 4.84 8.28 21.12 18.66 16.40 22.11 23.87 1.83 --

Enterprise Value / EBITDA 6.74 3.68 4.50 7.81 20.22 17.94 15.65 21.28 23.28 1.76 --

Enterprise Value / Sales 3.50 2.05 2.45 4.52 12.97 11.67 9.81 13.23 13.45 0.68 12.26 

EBIT / Interest Expense (Int. 
Coverage) 147.05 181.10 96.86 110.27 107.77 981.73 146.11 -- -- -- --

Long Term Debt Maturities 1.95 -- -- -- -- -- 0.00 0.00 0.00 0.00 0

Per Share

EPS (diluted) 0.08 0.08 0.07 0.07 0.07 0.05 0.05 0.04 0.02 0.01 --

Dividends per Share -- 0.04 0.03 0.03 0.02 0.03 0.02 0.01 0.01 0.00 0.00 

Book Value per Share 0.38 0.36 0.30 0.26 0.21 0.16 0.12 0.08 0.05 0.02 -0.02 

Cash Flow Per Share 0.09 0.08 0.07 0.06 0.06 0.06 0.05 0.04 0.03 0.01 0.00 

Free Cash Flow per Share 0.09 0.07 0.05 0.04 0.06 0.06 0.04 0.04 0.03 0.01 0.00 

Diluted Shares Outstanding 3,107.32 3,103.03 3150.05 3164.79 3,171.38 3,147.12 3,117.38 3,118.05 3,051.61 3,039.75 --

Total Shares Outstanding 3,104.32 3,101.32 3105.53 3,159.85 3,150.05 3,128.82 3,084.81 3,069.11 3,062.69 2,467.04 247.31 

Financial performance of Huabao International

3)   Huabao International’s acquisition of Chemactive Investments
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In April 2012, Huabao was accused 
of inflating profits and that the firm’s 
chairwoman, Ms. Chu, had illegitimately 
‘recycled’ proceeds of share sales back 
into the company to sustain high divi-
dend payouts.

Between August 2006 and January 
2011, Ms. Chu sold her shares in Hua-
bao worth HKD9.4bn (USD1.2bn).

•  In April 2004, Ms Chu 
Lam Yiu, the current 
Huabao Chairman, 
acquired Hong 
Kong listed Leaptek 
(0336.HK) for a total 
consideration of HKD70 
mn in combination 
of common shares, 
preferred shares and 
warrants subscription. 

•  The company’s name  
was subsequently 
changed to Huabao 
International

•  In May 2006, Huabao 
International 
purchased 100% 
interest in Chemactive 
Investments, 
manufacturer of flavors 
and fragrance in China, 
from Ms Chu for a 
consideration of HKD3.9 
bn.

•  The transaction was 
financed by the issue 
of 2.22 billion new 
convertible preference 
shares at HK$1.8 per 
share.

•  In August 2006, Ms 
Chu converted all 
convertible preferred 
shares and warrants, 
thereby increasing her 
stake to 97.6%. 

•  At the same time, Ms 
Chu placed 690 million 
shares at HKD2.2 per 
share, reducing her 
stake to 74.89% to 
meet the 25% free float 
requirement.

•  Subsequently, Huabao 
sold its computer 
trading business Asiarim 
Associates Ltd to an 
independent investor 
for a cash consideration 
of HKD1. 

•  After the sale, flavors & 
fragrance became the 
principal business of 
Huabao International.

1 2 3 4

HKD  1H 07 2H 07 1H 08 2H 08 1H 09 2H 09 1H 10 2H 10 1H 11 2H 11 1H 12

Dividends per 
share 1.80 3.80 2.30 6.00 5.00 8.80 8.80 12.28 7.20 7.98 12.98

Declared divi-
dends (mn) 54.8 116.4 70.4 184.1 154.1 271.5 274.9 384.2 226.8 251.4 409.5

Chairwoman 
stake 65.78% 65.35% 62.96% 62.80% 62.64% 51.28% 50.87% 44.10% 37.71% 38.43% 38.40%

Dividends paid 
out to public 
(mn)

18.7 40.3 26.1 68.5 57.6 132.3 135.1 214.8 141.3 154.8 252.2

Share price performance of Huabao International

Chronology of backdoor listing of Huabao

Dividend Payouts at Huabao 2007-2012
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Key Concerns / Questions?

•  Chemactive is injected into Huabao through a RTO. 
Following the injection, the overall market value of 
Huabao gets inflated.

•  Huabao sells electronic trading business for only HKD1, 
a business which constituted 20% (~USD20mn) of 
Huabao’s revenue prior to the RTO.

•  Win New Group and Wealthy King Investments are 
bought by the Chairwoman from third parties and 
resold to Huabao at high valuations. 

•  Since the RTO, Chairwoman Ms. Chu has reduced her 
stake in Huabao, selling her shares at inflated prices 
in the market, netting HKD9.4bn (USD1.2bn) over six 
years.

•  Only half of HKD2.4bn in dividends declared makes it to 
the public shareholders and the rest circles back to the 
Chairwoman. 

1

2

3

3

 

Ms. Chu has 
used Huabao as 

a cash vehicle 
and made a 

big fortune at 
the expense of 

the minority 
shareholders.
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All figures in millions of U.S. Dollar, except per share items

Dec ‘14 Dec ‘13 Dec ‘12 Dec ‘11 Dec ‘10 Dec ‘09 Dec ‘08 Dec ‘07 Dec ‘06 Dec ‘05 Dec ‘04

Restate Restate

365 Days 365 Days 366 Days 365 Days 365 Days 365 Days 366 Days 365 Days 365 Days 365 Days 641 Days

Income Statement

Sales 9,796 9,174 8,098 9,254 7,522 6,246 6,604 5,585 3,102 2,192 1,565 

Gross Income 1,456 1,379 1,077 1,168 873 622 647 538 296 202 154 

EBIT -132 -127 -396 -151 -109 -209 -164 -60 -41 7 35 

EBITDA -38 -34 -317 -89 -58 -157 -120 -25 -26 13 40 

Net Income 208 145 -115 285 290 206 151 148 103 61 60 

Balance Sheet

Cash & Short-Term Invst 2,396 2,548 2,136 1,646 1,897 2,172 1,161 1,789 1,160 522 311 

Total Assets 7,105 6,496 6,053 5,915 5,495 5,238 4,030 4,085 2,713 1,161 618 

Total Debt 552 443 391 335 309 836 548 671 187 0 0 

Net Debt -1,844 -2,104 -1,745 -1,311 -1,588 -1,336 -613 -1,118 -973 -522 -311 

Total Liabilities 4,520 3,965 3,699 3,386 3,259 3,510 2,755 2,856 2,042 929 452 

Total Shareholders’ Equity 2,725 2,631 2,418 2,534 2,236 1,729 1,255 1,217 660 187 137 

Cash Flow

Net Operating Cash Flow 158 362 484 -243 547 -28 612 379 37 96 71 

Capital Expenditures -102 -71 -129 -133 -75 -48 -170 -208 -35 -67 -7 

Net Investing Cash Flow -320 -53 -131 -114 -82 -43 -650 -413 -126 -133 -7 

Net Financing Cash Flow 150 43 -406 28 -433 510 -411 679 137 -32 92 

Free Cash Flow 56 292 355 -376 472 -76 443 172 2 29 65 

Ratios (x)

Price / Earnings 11.95 21.44 -- 13.71 19.16 24.08 12.27 54.94 16.49 18.58 24.59 

Price / Book Value 0.91 1.18 0.83 1.54 2.69 3.17 1.47 6.93 3.62 5.94 10.84 

Dividend Yield (%) 3.42 1.39 0.00 1.50 1.47 0.00 3.36 0.98 1.32 1.62 0.35 

Enterprise Value / EBIT -- -- -- -- -- -- -- -- -- 89.77 34.53 

Enterprise Value / EBITDA -- -- -- -- -- -- -- -- -- 47.14 30.55 

Enterprise Value / Sales 0.05 0.10 0.04 0.28 0.59 0.66 0.19 1.31 0.46 0.29 0.77 

EBIT / Interest Expense (Int. 
Coverage) (17.67) (12.94) (10.97) (4.05) (1.67) (4.09) (5.39) (2.37) (4.99) -- 98.63 

Long Term Debt Maturities -- -- -- 0.00 -- -- -- -- -- 0.00 0.00 

Per Share

EPS (diluted) 0.01 0.01 (0.01) 0.02 0.02 0.01 0.01 0.01 0.01 -- 0.01 

Dividends per Share 0.01 0.00 0.00 0.00 0.01 0.00 0.00 0.01 0.00 0.00 0.00 

Book Value per Share 0.16 0.16 0.14 0.15 0.13 0.11 0.09 0.08 0.05 0.03 0.02 

Cash Flow Per Share 0.01 0.02 0.03 (0.01) 0.03 (0.00) 0.04 0.03 0.00 0.01 0.01 

Free Cash Flow per Share 0.00 0.02 0.02 (0.02) 0.03 (0.01) 0.03 0.01 0.00 0.00 0.01 

Diluted Shares Outstanding 16,923.99 16,875.06 16,889.65 16,913.19 15,849.14 14,666.22 14,262.16 14,234.23 10,280.67 -- 7,295.36 

Total Shares Outstanding 16,959.23 16,875.06 16,875.06 16,873.56 16,689.76 15,055.33 14,176.00 14,752.87 13,530.80 7,299.56 7,299.56 

Financial performance of Gome Electrical Appliances

4)   China Eagle Group’s acquisition of Gome Appliance
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Gome Electrical Appliances has consis-
tently underperformed the benchmark 
index with a sharp decline in prices 
since June 2011

Share price performance of Gome Electrical Appliances 

Note: Share prices and volume have been adjusted for stock splits and consolidation for the period under consideration
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