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AUDITORS’ REPORT TO THE MEMBERS OF
ESTATE AGENTS AUTHORITY
(established in Hong Kong pursuant to the Estate Agents Ordinance)

We have audited the accounts on pages 70 to 80 which have been prepared in

accordance with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF THE AUTHORITY AND AUDITORS

The Authority is responsible for the preparation of accounts which give a true

and fair view.  In preparing accounts which give a true and fair view it is fundamental

that appropriate accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on

those accounts and to report our opinion solely to you, as a body, in accordance

with section 12 of the Estate Agents Ordinance, and for no other purpose.

We do not assume responsibility towards or accept liability to any other person

for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards

issued by the Hong Kong Society of Accountants.  An audit includes

examination, on a test basis, of evidence relevant to the amounts and disclosures

in the accounts.  It also includes an assessment of the significant estimates and

judgements made by the Authority in the preparation of the accounts, and of

whether the accounting policies are appropriate to the circumstances of the

Authority, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and

explanations which we considered necessary in order to provide us with

sufficient evidence to give reasonable assurance as to whether the accounts

are free from material misstatement.  In forming our opinion, we also evaluated

the overall adequacy of the presentation of information in the accounts.  We

believe that our audit provides a reasonable basis for our opinion.

OPINION

In our opinion the accounts give a true and fair view of the state of affairs of

the Authority as at 31 March 2003 and of its deficit and cash flows for the year

then ended.

PricewaterhouseCoopers

Certified Public Accountants

Hong Kong, 2 September 2003
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��=Note 2003� 2002�

��=HK$ ��=HK$

Income

Licence fees 34,347,737 47,905,222

Examination fees 2,132,900 4,587,050

Interest income 1,972,355 4,063,578

38,452,992 56,555,850

Expenditure

Auditors’ remuneration 80,000 80,000

Community education expenses 1,022,194 1,214,699

Depreciation 2,058,151 2,259,440

Equipment maintenance and communication expenses 663,602 933,651

Loss on disposal of fixed assets 5,301 323,271

Insurance 447,351 333,515

Operating lease rentals in respect of land and buildings 3,145,178 3,331,156

Office accommodation and other expenses 1,129,901 1,727,369

Research and development 23,140 372,203

Printing and stationery 576,615 651,908

Professional services fees 445,142 941,294

Publicity and advertising 701,804 1,234,433

Staff costs

- wages, salaries and allowances 23,237,810 24,616,429

- contribution to Mandatory Provident Fund scheme 508,675 559,928

Service fees for examinations 921,597 1,602,651

Training activities expenses 2,024,099 2,909,640

Other expenses 1,039,973 1,047,684

38,030,533 44,139,271

Capital project expenditure:

- Licensee Identity Card 10(a) 1,298,702 -

- Licensee Listing Telephone Enquiry System 10(b) 454,908 -

- Info-Hotline system enhancement 10(c) - 1,821,678

- Services for unsubstantiated licensees 10(d) - 801,123

1,753,610 2,622,801

39,784,143 46,762,072

Operating (deficit)/surplus (1,331,151) 9,793,778

Finance costs 3 (1,273,425) (1,581,918)

(Deficit)/surplus for the year (2,604,576) 8,211,860

STATEMENT OF INCOME AND EXPENDITURE
FOR THE YEAR ENDED 31 MARCH 2003
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Cheung Kin-tung, Marvin Chan Pui-shan, Sandy
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Chairman Chief Executive Officer

��=Note 2003� 2002�

��=HK$ ��=HK$

Non current assets

Fixed assets 4 2,220,442 3,539,125

Current assets

Debtors, prepayments and deposits 919,948 1,109,381

Bank balances and cash 101,606,038 136,139,322

102,525,986 137,248,703

Current liabilities

Creditors and accruals 6,069,599 8,811,683

Deferred income 5 22,205,656 24,602,648

Licence applications received 6 735,707 1,033,455

Current portion of loan from government 7 - 4,000,000

29,010,962 38,447,786

Net current assets 73,515,024 98,800,917

Total assets less current liabilities 75,735,466 102,340,042

Financed by:

Loan from government 7 - 24,000,000

Reserves 75,735,466 78,340,042

75,735,466 102,340,042

BALANCE SHEET
AS AT 31 MARCH 2003
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STATEMENT OF MOVEMENTS IN RESERVES
FOR THE YEAR ENDED 31 MARCH 2003
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Litigation Capital
equalisation project Cumulative

reserve fund fund Total
HK$ HK$ HK$ HK$

���=Note II�

At 1 April 2001 3,000,000 22,000,000 45,128,182 70,128,182

Surplus for the year - - 8,211,860 8,211,860

Transfer from

  cumulative fund 1,500,000 6,977,199 (8,477,199) -

At 31 March 2002 and

  at 1 April 2002 4,500,000 28,977,199 44,862,843 78,340,042

Deficit for the year - - (2,604,576) (2,604,576)

Transfer from

  cumulative fund 1,500,000 - (1,500,000) -

Transfer to cumulative fund - (1,753,610) 1,753,610 -

At 31 March 2003 6,000,000 27,223,589 42,511,877 75,735,466
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Net cash outflow generated from operations 9(a) (3,093,576) (5,422,090)

Interest paid (4,832,877) (1,600,000)

Net cash outflow from operating activities (7,926,453) (7,022,090)

Investing activities

Purchase of fixed assets (745,769) (1,600,394)

Sale of fixed assets 1,000 680

Interest received 2,137,938 4,551,279

Net cash inflow from investing activities 1,393,169 2,951,565

Net cash outflow before financing (6,533,284) (4,070,525)

Financing

Repayment of loan from government 9(b) (28,000,000) (4,000,000)

Decrease in cash and cash equivalents (34,533,284) (8,070,525)

Cash and cash equivalents at 1 April 136,139,322 144,209,847

Cash and cash equivalents at 31 March 101,606,038 136,139,322

Analysis of balances of cash and cash equivalents:

Bank balances and cash 101,606,038 136,139,322

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 MARCH 2003
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NOTES TO THE ACCOUNTS

1. LEGAL STATUS AND PRINCIPAL ACTIVITIES

The Authority was established with the principal functions of promoting integrity

and competence of estate agents and issuing estate agents’ licenses under the

Estate Agents Ordinance dated 29 May 1997 (date of enactment).

2. PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these accounts

are set out below:

(a) Basis of preparation

The accounts have been prepared under the historical cost convention and in accordance

with accounting principles generally accepted in Hong Kong and comply with

accounting standards issued by the Hong Kong Society of Accountants.

(b) Income recognition

Income from issuing licenses is recognised on a pro-rata basis over the life of

the license.

Income from examinations is recognised on the date of the examination.

Interest income is recognised on a time proportion basis, taking into account

the principal amounts outstanding and the interest rates applicable.

(c) Fixed assets

Fixed assets are stated at cost less accumulated depreciation and accumulated

impairment losses.

Fixed assets are depreciated at rates sufficient to write off their cost less

accumulated impairment losses over their estimated useful lives using a straight-

line basis.  The principal annual rates are as follows:

Leasehold improvements 20% or over the period of the lease

term if it is less than 5 years

Motor vehicles 30%

Furniture and fixtures 20%

Equipment 20%

Computer software 30%
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NOTES TO THE ACCOUNTS

(d) Operating leases

Leases where substantially all the risks and rewards of ownership of assets

remain with the leasing company are accounted for as operating leases.

Payments made under operating leases net of any incentives received from the

leasing company are charged to the statement of income and expenditure on

a straight-line basis over the lease period.

(e) Employee benefits

(i) Employee leave entitlements

Employee entitlements to annual leave are recognised when they accrue to

employees.

A provision is made for the estimated liability for annual leave as a result of

services rendered by employees up to the balance sheet date.

(ii) Employee benefits - pension obligations

The Authority operates a mandatory provident fund scheme (“MPF scheme”)

in Hong Kong.  The assets of the MPF scheme are held in a separate trustee

- administered fund.  Both the Authority and the employees are required to

contribute 5% of the employee’s relevant income up to a maximum of

HK$1,000 per employee per month.  The Authority’s contributions to the

MPF scheme are expensed as incurred.

(f) Litigation equalisation reserve

The litigation equalisation reserve caters for the cost of litigation arising from

some of the Authority’s decisions being appealed to the Appeal Panel or

challenged in court.  An annual transfer will be made from the cumulative

fund to the litigation equalisation reserve or from the litigation equalisation

reserve to the cumulative fund at the discretion of the Authority.

(g) Capital project fund

This fund caters for the cost of capital projects, as approved by the Authority.

Transfers will be made from the cumulative fund to the capital project fund or

from the capital project fund to the cumulative fund at the discretion of the

Authority.
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NOTES TO THE ACCOUNTS

3. FINANCE COSTS

5.DEFERRED INCOME

Deferred income represents licence fees received from estate agents for a validity period which

are deferred according to the Authority’s income recognition policy.

6.LICENCE APPLICATIONS RECEIVED

These represent money paid by estate agents together with the application for the licences which

are still being processed at year end.

�� !

PK=�� !

�� !"#$%

QK=�� !

�� !" �� �� !" �� �� ! ��

��

��  �!"#$%&'

�� !

��

��  !"!#!$%&'(

��

��  �!"#$%&'

�� !

��

��  !"!#!$%&'(

�� !

��  !"!#!$%&'(

��  �!"#"$%&'(

2003� 2002�

��=HK$ ��=HK$

Interest expense on loan from government 1,273,425 1,581,918

4. FIXED ASSETS

Leasehold Motor Furniture Computer

improvements vehicles & fixtures Equipment software Total

��=HK$ ��=HK$ ��=HK$ ��=HK$ ��=HK$ ��=HK$

Cost

At 1 Apri 2002 3,308,525 424,724 951,549 3,320,118 1,130,212 9,135,128

Additions - - 28,000 312,219 405,550 745,769

Disposals - - (3,035) (44,360) - (47,395)

At 31 March 2003 3,308,525 424,724 976,514 3,587,977 1,535,762 9,833,502

Accumulated depreciation

At 1 April 2002 2,227,425 349,762 555,616 1,804,024 659,176 5,596,003

Charge for the year 835,148 59,970 185,526 686,345 291,162 2,058,151

Disposals - - (2,831) (38,263) - (41,094)

At 31 March 2003 3,062,573 409,732 738,311 2,452,106 950,338 7,613,060

Net book value

At 31 March 2003 245,952 14,992 238,203 1,135,871 585,424 2,220,442

At 31 March 2002 1,081,100 74,962 395,933 1,516,094 471,036 3,539,125
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NOTES TO THE ACCOUNTS

7. LOAN FROM GOVERNMENT

2003� 2002�

��=HK$ ��=HK$

Loan from government

Wholly repayable within five years - 20,000,000

Not wholly repayable within five years - 8,000,000

- 28,000,000

Less: current portion included

under current liabilities - (4,000,000)

- 24,000,000

The loan was unsecured, bore interest at 5% per annum and was fully repaid on 25 February

2003.

8. COMMITMENTS

(a) Capital commitments

2003� 2002�

��=HK$ ��=HK$

Contracted but not provided for 1,250,856 140,000

Authorised but not contracted for (note) 3,200,000 5,900,000

4,450,856 6,040,000

Note:

The capital project fund was set up to cater for the cost of the above commitments.

(b) Commitments under operating leases

At 31 March the Authority had future minimum lease payments under non-cancellable operating

leases in respect of land and buildings as follows:

2003� 2002�

��=HK$ ��=HK$

Not later than one year 1,631,046 3,262,092

Later than one year but not later than five years - 1,631,046

1,631,046 4,893,138
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NOTES TO THE ACCOUNTS

9. NOTES TO THE CASH FLOW STATEMENT

(a) Reconciliation of (deficit)/surplus for the year to net cash outflow generated from

operations

2003� 2002�

��=HK$ ��=HK$

(Deficit)/surplus for the year (2,604,576) 8,211,860

Interest income (1,972,355) (4,063,578)

Interest expense 1,273,425 1,581,918

Depreciation 2,058,151 2,259,440

Loss on disposal of fixed assets 5,301 323,271

Operating (deficit)/surplus before working capital changes (1,240,054) 8,321,911

Decrease in debtors, prepayments and deposits 23,850 674,516

Increase/(decrease) in creditors and accruals 817,368 (3,843,817)

Decrease in deferred income (2,396,992) (10,751,874)

(Decrease)/increase in licence applications received (297,748) 186,174

Net cash outflow generated from operations (3,093,576) (5,422,090)

(b) Analysis of changes in financing during the year

=�� !

Loan from government

2003� 2002�

��=HK$ ��=HK$

At 1 April 28,000,000 32,000,000

Cash outflows from financing (28,000,000) (4,000,000)

At 31 March - 28,000,000
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NOTES TO THE ACCOUNTS

10.CAPITAL PROJECT EXPENDITURE

(a) Licensee Identity Card

The cost incurred for a project to issue identity cards to all individual licensees

to provide customers with uniform and easy means of identifying them as

licensed practitioners.

(b) Licensee Listing Telephone Enquiry System

The cost incurred for a project to develop a system to enable the general public

to gain access to relevant information of licensees by way of telephone.

(c) Info-Hotline system enhancement

The cost incurred for a project to add information on Info-Hotline system to

facilitiate the licensees in obtaining the prescribed property information required

under the Estate Agents Ordinance.

(d) Services for unsubstantiated licensees

The cost incurred for a project to assist unsubstantiated licensees to fulfil the

requisite conditions of either passing a qualifying examination or having

attended a prescribed course before the end of the transitional period on 31

December 2001.

11. CAPITAL PROJECT FUND

Capital project fund balance as at 31 March 2003 included an amount of

HK$22,000,000 (2002 : HK$22,000,000) which represents funds for the

possible acquisition of permanent office accommodation in the furture.
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NOTES TO THE ACCOUNTS

12.TAXATION

The Authority is exempt from Hong Kong profits tax under Section 87 of the

Inland Revenue Ordinance (Cap 112).

13.APPROVAL OF ACCOUNTS

The accounts were approved by the members of the Authority on 2 September

2003.


