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ABSTRACT: Immediately prior to going public, a medium-sized Hong Kong prop-
erty development company switches from the completed contract to the per-
centage-of-completion revenue recognition method. Students are required to
play “financial detective” and infer a reason for the switch. Using only the pub-
licly available prospectus data, students reconstruct a pro-forma pre-issue bal-
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EEE— ance sheet and “undo” the effects of the accounting switch. In so doing they
discover a directlnk between a large, pre-listing dividend and the swich. Wi
feet the focus is on the dividend/method choice link, opportunities are provided for
Jace students to address, at a more general level, ihe motivations for changes in
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O doubt about t, it was certainly
a 'hot' new issues market,"
‘mused Lee On Ha as the bell sig-
nalling the close of trading for the day
reverberated through the offices of Hou
Dou Chin & Co; a small, but rapidly
growing, Hong Kong brokerage house.
With the afternoon’s intemnal post, yet
another prospectus had appeared on her
desk. Gau Loon Holdings (GLH) was pro-
posing an issue of 166,595,100 ten cent
shares at $1.08, payable in full on appli-
cation. For every five shares subscribed
one free warrant was also being of-
fered.! She would need to start promot-
ing the issue to her clients. However,
first she would need to review the pro-
spectus along with her file notes from
the meeting earlier that month, when
the Head of Research had discussed the
proposed issue with the trading room
people.
From what she could remember this
‘was going to require some hard work —
even in a hot market! The bottom line
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was that the public was being offered a
25 percent interest (the minimum
amount required to be listed) in GLH
‘whose principal asset was 100 percent
ownership of a moderately successful
property development company. In re-
tum for an investment of HK$180M, or
HK$1.08 per share, successful subscrib-
ers would get a share with a net asset

# Tho appropriate number of warrants entite the
Bolder to purchase a single ordinary shate in the
company at a predetermined price, called the
exercise price.In this case, ive warrants would
e needed to purchase an ordinary share at an
exercise price of $1.13 - refer to exhibit 1 (noto
3

Greg Whittred is at the Australian
Graduate School of Management.

Tho case is based on an actual initial public
offering. The names and numbers have been
changed to preserve anonymity. The case
was written while the author was based at
the Hong Kong University of Science and
Technology.
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