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Abstract 
With the deepening development of China's capital market, listed companies are 
increasingly engaged in mergers and acquisitions, and reverse purchase, a special 
business, is gradually increasing in practice. As an important industry related to the 
people's livelihood and a barometer of a country's economic development level, the real 
estate-related industry chain is long and highly correlated with many industries such as 
construction, building materials, transportation and energy. Influenced by China's 
macro-control policies and the increasing saturation of China's real estate market, more 
and more housing companies are striving for diversified development, hoping to get rid 
of the dilemma of real estate management through diversified operation. At the same 
time of development, enterprises need financial support to expand the industrial scale 
and research and develop new projects, so more and more enterprises want to use 
backdoor to solve the problem of funds. This paper attempts to take Evergrande Real 
Estate as an example to discuss the backdoor listing of enterprises, in order to provide 
reference for accounting measurement in practice. 
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1. Introduction 

Since the establishment of China's modern joint-stock company system, more and more 
companies have been reorganized into joint-stock companies, and their stocks have started to 
go public, successfully raising funds publicly, broadening the financing channels of the company, 
and at the same time having a long-term and stable source of funds [1]. This forms a benign 
capital cycle, which also forms a product effect, accumulates intangible assets and improves the 
industry competitiveness of enterprises. Under the new economic normal, diversification 
strategy reform has become a necessary measure for Chinese real estate enterprises to break 
through the bottleneck of development [2]. However, the cross-border diversification of real 
estate enterprises is not always smooth sailing. It can be seen from the data that the sales 
performance of real estate in China is considerable and the overall market demand is strong. 
Influenced by China's macro-control policies, coupled with the increasing saturation of China's 
real estate market, more and more housing companies are striving for diversified new 
development, hoping to get rid of the dilemma of real estate management through diversified 
operation [3]. In a sense, the real competition in the real estate industry comes from the 
competition in the real estate financial capital market. Enterprises need a lot of money to 
improve their capital structure and operating status. If they can't get strong capital support only 
by their own strength, their future development strategy will be greatly restricted. Therefore, 
listing is the preferred choice of major express delivery companies [4]. 
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China's capital market is not yet perfect, the capital market lacks an exit mechanism, and some 
listed companies are still listed after their operating and financial conditions deteriorate, but 
they fail to meet the conditions for listing. This is not only detrimental to the development of 
enterprises, but also to the optimal allocation of social funds and resources [5]. As a result, many 
private enterprises with good development momentum borrow some listed companies with 
poor operating and financial conditions to achieve the purpose of indirect listing. At the same 
time of development, enterprises need financial support to expand the industrial scale and 
research and develop new projects, so more and more enterprises want to use backdoor to 
solve the problem of funds [6]. Backdoor listing refers to the reorganization of the original 
assets or businesses by listed companies, and the purchase of the assets or businesses held by 
specific target enterprises by issuing additional shares, so that specific target enterprises 
become the controlling shareholders of listed companies, thus realizing the listing of 
enterprises [7]. China Evergrande is a leading real estate enterprise created by the development 
of China's real estate industry for more than ten years. According to the 2018 real estate 
research report, China Evergrande ranks first among Chinese real estate enterprises in terms 
of comprehensive strength [8]. Under the fluctuation of China's real estate industry, Evergrande 
has been actively making its own strategic adjustment. Under this background, this paper 
attempts to take Evergrande Real Estate as an example to discuss the backdoor listing of 
enterprises, in order to provide reference for accounting measurement in practice. 

2. Background and Development of Evergrande in China 

During the development of Evergrande in China for more than 20 years, enterprises have 
created unique and brilliant achievements in China's real estate sector through scientific and 
forward-looking strategic planning, closely surrounding the efficient implementation of the 
strategy. In 1996, the company was established in Guangzhou, starting from scratch and going 
against the market in the Asian financial turmoil. The first property, Jinbi Garden, developed in 
1997, was snapped up within two hours, with a sales volume of 80 million yuan, and won the 
first precious pot of gold [9]. Since 2000, the company has further consolidated its development 
foundation, focused on gathering resources, standardizing procedures and improving 
management. The strength and brand of the company are increasing day by day. Since 2006, 
the company has been distributed all over the country, rapidly expanding from Guangzhou to 
more than 20 major cities in China, such as Shanghai, Tianjin, Wuhan and Chengdu, and 
becoming one of the top 20 housing enterprises in China. In 2009, the company successfully 
listed in Hong Kong, becoming the mainland's highest market value housing company in Hong 
Kong. Since 2012, the company has fully implemented the policy of seeking benefits from 
management, deepened basic management, improved system construction, and improved the 
comprehensive quality of management teams and staff at all levels. In 2016, Evergrande ranked 
among the top 500 companies in the world, and became the number one real estate company 
in the world. 2018 Company actively invested in high-tech industries in the industrial layout, 
and gradually completed the industrial layout based on people's livelihood real estate to make 
high-tech industries the leader. In December, 2021, China Evergrande announced that, taking 
into account the current operational and financial challenges faced by the group, the board of 
directors of the company decided to set up a risk mitigation committee of China Evergrande 
Group. In July, 2022, China Evergrande Group announced on HKEx that on July 13th, 2022, the 
company received an additional resumption instruction from the Stock Exchange: The 
liquidation petition against the company has been withdrawn or cancelled, and the 
appointment of any liquidator has been cancelled. 
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3. Analysis of Backdoor Listing Motivation 

Backdoor listing refers to the enterprises that want to be listed acquire shell resources with 
listing qualifications by means of private placement of shares or asset replacement, and finally 
get the control right of shell resources, get the listing qualification, and realize indirect listing 
[10]. In this process, the shell resource side transfers its assets and liabilities, employees and 
business to the original shareholders at the same time, and cleans up all the affairs of the shell 
company to make it a "clean shell". The classification diagram of shell companies is shown in 
Figure 1. 
 

 
Figure 1. Classification diagram of shell companies 

 
Because shell companies can't continue to develop and survive, they often sell their assets, 
resettle their employees and clear their debts, leaving only their empty shells with listing 
qualifications. After dealing with the original bad business and assets and liabilities of the shell 
companies, the enterprises will become clean shell companies. At this time, shell companies 
usually have found investors who are willing to buy. In order to pave the way for investors to 
go public on the backdoor, they will cooperate with intermediaries in advance and carry out a 
series of procedures. 

3.1. Industry Competition Intensifies 
With the intensification of industry competition, coupled with market, policies, funds and other 
reasons, some small and medium-sized enterprises were gradually eliminated. The tangible 
resources of an enterprise include surplus products, sufficient funds, manpower and so on. The 
intangible resources of an enterprise include its goodwill, management experience, scientific 
research and innovation ability, social public relations and so on. These resources are favorable 
resources for enterprises to set foot in other new industries or industries. Therefore, the mode 
of diversification is generally adopted by enterprises with relatively large scale and relatively 
abundant surplus resources. An important choice direction of company strategy is enterprise 
diversification strategy. The company strategy is set to serve enterprises by diversification 
strategy. If an enterprise wants to gain an advantage in the fierce competition brought about by 
economic development, it is difficult for the company to gain its own market advantage with 
only one kind of service and one kind of products in the current fierce competition environment. 
The purpose of diversification can show that the company invests in different industries and 
fields, and all kinds of resources cooperate with each other to compete with products in 
multiple markets, thus forming a huge synergy. By this, the company can obtain stable growth 
and good profits. As the diversified layout requires a large amount of cost input, housing 
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enterprises need to pay attention to consolidating their core competitive advantages and 
improving the turnover rate of assets. 

3.2. The Financing Needs of Enterprises 
A notable feature of the real estate industry is that the capital recovery is slow and the capital 
chain is long. It takes a long time for a real estate project to start and finish. During this period, 
the project needs sufficient financial support and the time lasts for a long time. This puts high 
demands on the cash flow of enterprises. When an enterprise develops to a certain stage, it will 
face the contradiction between its own technology and market that can't meet its own 
development and needs. Therefore, the merger and reorganization among enterprises is the 
only way for enterprises to develop and grow. Because listed companies have certain 
advantages in policy environment, fund raising and so on, and can reduce the listing cost and 
shorten the time, these are the values of shell resources. Evergrande diversified its operations, 
investing its assets and resources in different industries, hoping to increase its revenue sources, 
reduce the volatility of its revenue, stabilize its cash flow, achieve the purpose of dispersing its 
business risks and improve its ability to resist market risks.  

4. Suggestions on the Development of Accounting Measurement of Shell 
Resources of Listed Companies 

4.1. Further Improve China's Relevant Accounting Standards 
When an enterprise chooses the accounting measurement method of backdoor listing, it needs 
to judge whether the buyer constitutes a business or not. However, the existing accounting 
standards lack a unified standard for the determination of what constitutes a business, and its 
determination is directly related to the choice of accounting measurement method. Therefore, 
the relevant accounting standards should further refine the determination standard of 
"business". The value of listed companies is generally measured according to the quoted price 
of the trading day. However, there are different views on the measurement of shell resources 
of shell companies in current practice. On the one hand, according to government regulations, 
the price of shares issued by listed companies should be measured by the trading price of the 
stock market. On the other hand, as all the original assets of NetShell Company have been put 
out, the asset business structure of the company has changed substantially. Although China's 
Accounting Standards for Business Enterprises mentioned the concept of equity transaction 
principle, it lacked further explanation of its meaning, which easily led to the confusion of equity 
transaction method and equity combination method. In order to avoid this problem, China's 
accounting standards need to be further revised to clarify the connotation and extension of 
equity combination method and equity transaction method. 
To solve the problem that a shell company that keeps a small amount of business in backdoor 
listing may generate huge goodwill, a reasonable solution is to split the merger cost between 
shell resources and keeping a small amount of business. From the analysis of buying behavior, 
the buying behavior of the backdoor can be divided into two parts: buying the shell to obtain 
the listing status and buying and retaining a small amount of business. The composition of 
backdoor listing merger cost is shown in Figure 2. 
For shell companies that retain a small amount of business, the value of shell resources can be 
separated from the value of a small amount of business by first determining the value of shell 
resources and deducting it from the combined cost. The remaining amount is the value of a 
small amount of business and goodwill. In the process of backdoor listing, some Chinese 
enterprises are often accompanied by split share structure and debt restructuring, which 
makes the accounting measurement process more complicated. Therefore, China should 
further improve the relevant accounting standards, and the formulation of accounting 
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standards should still be based on principle orientation, with fully perfect additional 
explanations and detailed instructions. Evergrande must determine its own diversified 
strategic objectives. If a real estate enterprise wants to diversify, it must be based on its existing 
core advantages and resource base, instead of blindly following the trend to diversify. If 
Evergrande's diversification goal is not clear, it will easily lead to strategic mistakes, and there 
will be a general situation of casting a net but getting nothing. 
 

 
Figure 2. Composition of merger cost of backdoor listing 

4.2. Do a Good Job in Financial Supervision before and after Integration 
Backdoor listing involves complicated accounting measurement, so backdoor listing 
enterprises must do a good job in financial supervision before and after integration. Financial 
integration involves many stakeholders, so it is necessary to successfully carry out financial 
integration, so as to avoid the discovery of debts and non-performing assets that are not shown 
on the books after the acquisition. China Evergrande needs a lot of manpower, material 
resources and financial resources in the initial stage of diversification of the layout of FMCG 
industry, and too fast diversification pace may bring a burden to the capital turnover of 
enterprises. China Evergrande realized that it was eager for success in FMCG industry, 
decisively abandoned the market and stopped its losses in time. After purchasing shell 
companies, enterprises should also pay attention to integrating the relationship with external 
environmental subjects such as the government. Backdoor listing needs to deal with many 
government departments, which also requires effective communication and coordination 
between enterprises and government departments, thus lowering the threshold for backdoor 
companies to acquire shell companies and promoting the smooth completion of the integration 
of listed and unlisted enterprises. The comparison of ROE under different accounting methods 
is shown in Table 1. 
 

Table 1. Comparison of return on net assets under different accounting methods 
 2016 2017 2018 2019 

Reverse purchase method 23.69% 23.899% 24.27% 24.51% 
Equity transaction law 33.65% 33.84% 34.25% 34.69% 

 
Diversification should have a certain foundation in a new field, and then expand to a new field 
after gaining a certain market share. It is necessary for China Evergrande to conduct a very 
detailed review of the assets of shell companies before integration, so as to have a very detailed 
and accurate understanding of the assets and liabilities of shell companies. Only through 
detailed and accurate asset investigation beforehand and adequate financial control afterwards, 
after backdoor listing, enterprises can operate normally and efficiently. 
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5. Conclusion 

In a sense, the real competition in the real estate industry comes from the competition in the 
real estate financial capital market. Enterprises need a lot of funds to improve their capital 
structure and operating status. If they can't get strong capital support only by their own 
strength, their future development strategy will be greatly restricted. It is necessary for China 
Evergrande to conduct a very detailed review of the assets of shell companies before 
integration, so as to have a very detailed and accurate understanding of the assets and liabilities 
of shell companies. After purchasing shell companies, enterprises should also pay attention to 
integrating the relationship with external environmental subjects such as the government. 
Backdoor listing is an effective way for enterprises to quickly enter the capital market, but 
careful selection of shell resources, the enterprise's own strength and future strategic 
positioning is the absolute guarantee for enterprises to improve their financial performance 
after backdoor listing. As there are many factors that affect the value of shell resources, shell 
resources itself is a dynamic and fuzzy concept. This paper only focuses on the measurement of 
shell resources, and how to accurately measure shell resources still needs further in-depth 
study. 
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