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Superposition of M&A Risk behind Backdoor Listing and Leveraged Holdings
——Case Study on PHICOMM Backdoor Guangxi Future Technology
LIANG Shang-kun, LI Dan, GU Xu-ting, MA Yi—fei

(School of Accountancy, Central University of Finance and Economics, Beijing 100081, China)

Abstract: Backdoor listing is a hot issue under the background of the scarcity of Chinese companies’ listing
qualifications. All parties keep an eye on the backdoor risk. Using leveraged financing to increase shareholdings is
a new method in China’s capital market, and both the chance and risks involved are worthy of attention. Taking
the case of PHICOMM repeatedly increasing holdings of Guangxi Future Technology by leveraged financing but
ultimately failing, this paper analyzes the risk superposition in the coexistence of backdoor listing and leveraged
financing to increase shareholdings based on the two perspectives of legal risk and financial risk. Specifically, this
paper analyzes the reasons, channels and consequences behind increasing holdings in leverage. We find that
PHICOMM has chosen the “quick” approach of leveraged holdings in terms of strategic development, failure of
private placement, and crisis of corporate control. However, leveraged financing to increase holdings has the
characteristics of high stock prices, high leverage, and high close lines, which have laid the hidden dangers of
“blowing up” and eventually led to the failure of backdoor listing. Increasing shareholdings by leveraged financing
to achieve backdoor listing is characterized by large amounts of shares and money, whose ups and downs will exert
a huge impact on the interests of investors and the stability of the financial market, therefore the research and
findings of this paper can serve as a major warning. The research in this paper will help to fully understand the
advantages and disadvantages of increase holdings by leveraged financing and provides some forward —looking
suggestions and enlightenment for borrowers, shell companies, investors and regulators.

Key Words: backdoor listing; leveraged holdings; PHICOMM; Guangxi Future Technology; risk superposition
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