HKEx LISTING DECISION

Cite as HKEx-LD22-2 (February 2001) (Withdrawn in September 2009)
[This Listing Decision is no longer applicable after the rule amendments in March 2006 to exclude any trade receivable (other than as a result of the provision of financial assistance) arose in the ordinary and usual course of business of the issuer from being treated as “advance”.  The relevant rule after the rule amendments is Main Board Rule 13.15A.]
	Summary

	Name of party
	Company A – a listed company 

	Subject
	Whether trading balances due from a third party should be treated as “advances” in determining whether advances by an issuer to any entity have exceeded 25% of the issuer's net assets 

	Listing Rule
	Practice Note 19, paragraph 3.2.1

	Decision
	Such trading balances should be included


Summary of facts

Company A enquired whether trading balances due from a third party customer, which had arisen during the normal course of business, should be treated as “advances” in determining whether aggregate advances by an issuer to any entity have exceeded 25% of the issuer’s net assets for the purpose of paragraph 3.2.1 of Practice Note 19.

Analysis

Paragraph 3.2.1 of Practice Note 19 provides that a general disclosure obligation under paragraph 2 of the Listing Agreement will arise where the relevant advance to an entity exceeds 25% of the issuer’s net assets.

The term “advance” to an entity is not specifically defined in Practice Note 19. To allow the investing public to appraise the maximum exposure of issuers in respect of any particular counterparty, the term should include all temporary advances, loans, trading balances, current account balances and other receivable balances due from that entity to an issuer. Moreover, this aggregate amount should not take into account the amount of any set-off due from the issuer to the entity unless such set-off is legally enforceable. 

Decision

Trading balances due from a third party which have arisen during the normal course of business should be treated as “advances” in determining whether advances by an issuer to any entity have exceeded 25% of the issuer's net assets for the purpose of paragraph 3.2.1 of Practice Note 19 and thus whether a general disclosure obligation has arisen under paragraph 2 of the Listing Agreement.  

The above principle would also apply to advances to affiliated companies falling within the scope of paragraph 3.3 of Practice Note 19.

