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Report of the auditors

To Members of the Estate Agents Authority (the “Authority”)
(established in Hong Kong pursuant to the Estate Agents Ordinance)

We have audited the financial statements on pages 68 to 82 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 financial
statements which give a true and fair view. In preparing financial
statements 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 financial statements 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 Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant
estimates and judgments made by the Authority in the preparation
of the financial statements, and of whether the accounting policies
are appropriate to the circumstances of the Authority, consistently

applied and adequately disclosed.
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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 financial statements are free from
material misstatement. In forming our opinion, we also evaluated
the overall adequacy of the presentation of information in the
financial statements. We believe that our audit provides a reasonable

basis for our opinion.

Opinion
In our opinion, the financial statements give a true and fair view of
the state of affairs of the Authority as at 31 March 2006 and of its

surplus and cash flows for the year then ended.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

25 August 2006
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For the year ended 31 March 2006 HI=E Note

Income

Licence fees

Examination fees

Interest income

Gain on disposal of property, plant and

equipment

Expenditure

Auditors’ remuneration

Business trip

Community education expenses

Complaints, investigation and disciplinary
proceedings expenses

Depreciation

Equipment maintenance and communication
expenses

Licence identity card expenses

Insurance

Motor vehicle operating expenses

Office accommodation and other expenses

Operating lease rentals in respect of land
and buildings

Postage

Printing and stationery

Professional service fees

Public relations and liaison

Publicity and advertising

Staff costs

- wages, salaries and allowances

- contributions to mandatory provident fund
scheme

Service fees for examinations

Training activity expenses

Other expenses

Capital project expenditure 6

Surplus for the year

2006 2005
75T HK$ 7570 HKS
42,344,340 36,531,794
7,023,200 5,556,100
3,563,005 528,337
71,747 21,028
53,002,292 42,637,259
63,000 63,000
131,447 200,229
1,637,082 751,066
186,381 58,491
1,903,816 1,743,088
881,743 573,079
481,406 385,980
338,725 334,480
136,432 80,141
1,379,159 1,143,333
1,308,808 1,100,038
1,139,060 757,899
638,408 456,710
625,212 339,473
143,860 154,048
801,262 933,086
29,740,748 23,847,423
688,424 545,518
2,989,847 2,145,718
1,839,166 1,269,758
587,142 655,809
47,641,128 37,538,367
275,937 -
47,917,065 37,538,367
5,085,227 5,098,892
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At 31 March 2006

Non-current assets
Property, plant and equipment

Current assets
Debtors, prepayments and deposits
Bank balances and cash

Current liabilities
Creditors and accruals
Deferred income

Licence applications received

Net current assets

Reserves

B 5E Notes

O

11
12
13

2006 2005
BIT HKS BIT HKS
3,283,919 3,208,281
3,080,656 3,051,782
117,052,285 109,301,614
120,132,941 112,353,396
5,608,262 5,886,328
29,385,669 26,410,179
1,816,652 1,744,120
36,810,583 34,040,627
83,322,358 78,312,769
86,606,277 81,521,050
86,606,277 81,521,050
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The financial statements on pages 68 to 82 were approved and authorised for

issue by the members of the Authority on 25 August 2006 and are signed on

their behalf by:

Steven POON Kwok-lim, JP

Chairman

Sandy CHAN Pui-shan
Chief Executive Officer

2005/06%F [EHERILESE B Estate Agents Authority Annual Report 2005/06
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Statement of movements in reserves

B Z200653H31HIESE  For the year ended

FeAIEHE ENRRES R st

31 March 2006 Litigation Capital ~ Cumulative

equalisation reserve  project fund fund Total

AT HKS BT HKS BT HKS B IT HKS

—ZETOFMA—H At 1 April 2004 7,500,000 25,910,283 43,011,875 76,422,158

RERER Surplus for the year - - 5098892 5,098,892

B RIRAERE A Transfer from cumulative fund 750,000 - (750,000) -
“ZETRF=A=+—HK  At31 March 2005 and

—ETFRHMA—H 1 April 2005 8,250,000 25,910,283 47,360,767 81,521,050

RERH Surplus for the year - - 50857227 5,085,227

B RIRAERE A Transfer from cumulative fund 750,000 (275,937) (474,063) -

—EERF=ZA=1+—H At 31 March 2006 9,000,000 25,634,346 51,971,931 86,606,277

HATEHERANANEEE RS
ETREELFREZESEIRA L5
SR AR 5 B'E &P 5| B FRRARK
K- BERBFEHERREEHT
BREAZRLAGRFE - HAH
RO EREEBFAERTRER -

BEAEBESRANIMERLAR
BRZAENERBRERA - EERE
FERNEEREERTERNAE
BEXRBEES  XMEAEBESD
BRFURE RTEEH -

HZE2006F3A31H - EATEH
E2OEERIERBAEEEK
AP A ERFIE22,000,0007% 7T
(2005 : 22,000,00087T) -

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.

Capital project 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.

Capital project fund balance at 31 March 2006 included an amount of
HK$22,000,000 (2005: HK$22,000,000) which represents funds for the

possible acquisition of permanent office accommodation in the future.
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RERER Cash flow statement
B ZE20065F3 H31HILFE For the year ended 31 March 2006 2006 2005
B7C HKS 87T HKS

LERHNRENE Cash flows from operating activities

NEZ Hfh Surplus for the year 5,085,227 = 5,098,892

B TTIBIAEL R Adjustments for:

MBHA Interest income (3,563,005) = (528,337)

HEER Depreciation 1,903,816 = 1,743,088

HEETEEERS Gain on disposal of property, plant and equipment (71,747) (21,028)
LELESEFRI 2 EERS RS Operating cash flows before movements in working capital 3,354,291 6,292,615
FEUW K FBIT AR AL R > (380)  Decrease (increase) in debtors, prepayments and deposits 371,174  (1,147,783)
BRI FERTIEE 2 (Bid>) A0  (Decrease) increase in creditors and accruals (278,066) = 1,851,636
RIEUT A 1210 Increase in deferred income 2,975,490 = 2,430,388
B KRR FR 5E SRR 2 38 0 Increase in licence applications received 72,532 565,708
CEEHNIRSRAFRE Net cash from operating activities 6,495,421 = 9,992,564
S ERBNR NS Cash flows from investing activities

HEBREEE Proceeds from disposal of property, plant and equipment 1,025 -

BERTEE Purchase of property, plant and equipment (1,908,732) = (1,555,179)

EUCHLE Interest received 3,162,957 415,818
FEEBRIALMA ORi) F8  Net cash from (used in) investing activities 1,255,250 « (1,139,361)
B e MR EEB YL I Net increase in cash and cash equivalents 7,750,671 8,853,203
RAFEENRIR SRR EEY Cash and cash equivalents at the beginning of the year 109,301,614 100,448,411
RAFE IFRIRE MR EEY Cash and cash equivalents at the end of the year 117,052,285 109,301,614
e MRS EBYHERDIT - Analysis of balances of cash and cash equivalents:

RITHEF MRS Bank balances and cash 117,052,285 109,301,614

2005/06%F [EHERILESE B Estate Agents Authority Annual Report 2005/06
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Notes to the financial statements
For the year ended 31 March 2006

1. General

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). The address of the registered office
and principal place of business of the Authority is 48/F., Hopewell

Centre, Queen’s Road East, Hong Kong.

The financial statements are presented in Hong Kong dollars, which

is the same as the functional currency of the Authority.

2. Application of Hong Kong financial
reporting standards

In the current year, the Authority has applied, for the first time,
a number of new Hong Kong Financial Reporting Standards
(“HKFRS(s)"), Hong Kong Accounting Standards (“HKAS(s)”) and
Interpretations (“INT”) (hereinafter collectively referred to as the
“new HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants that are effective for accounting periods beginning on
or after 1 January 2005. The application of the new HKFRSs has
had no material effect on how the results for the current or prior
accounting years are prepared and presented. Accordingly, no prior

year adjustment has been required.

The Authority has not early applied the following new standards
and interpretations that have been issued but are not yet effective.
The Authority anticipates that the applications of these standards
or interpretations will have no material impact on the financial

statements of the Authority.



ERGTERIE19 (KIEF])
HKAS 1 (Amendment)

ERSTERIE195% (&EET)
HKAS 19 (Amendment)

BEEEHERIE2157 (KYEE])
HKAS 21 (Amendment)

EREIERIE395 (BKERT)
HKAS 39 (Amendment)

BEGEIERIZEI95E (K{E7])
HKAS 39 (Amendment)

BB ERIE395% &
BB EERE45 (BT
HKAS 39 and HKFRS 4 (Amendments)

AN RS EAFE65E
HKFRS 6
BAVHWEEAETH
HKFRS 7

BE (BRTHREE
HK(IFRIC) - INT 4

BZE

i3

) - REEE4R

’

B8 (ARVHEHREREZ8E) - REFR
HK(IFRIC) - INT 5

B8 (BRMBERERRREE) - RES6H
HK(IFRIC) - INT 6
B8 (BRMBHRERRRZRE) - RESTHR

HK(IFRIC) - INT 7

B8 (BERTHH
HK(FRIC) - INT 8

TRERES) - REFESHR

BB (ER#HHRE
HK(IFRIC) - INT 9

u *%;E@) - u%%mkkgﬁﬁ

1 200741 51 A st (£ BIAR A AR o

Effective for annual periods beginning on or after 1 January 2007.

2 200641 A1 B 32 4 RIHAR R A o

Effective for annual periods beginning on or after 1 January 2006.

3 2005412 81 B3t 2 14 BIA KO R -

Effective for annual periods beginning on or after 1 December 2005.
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BEARE

Capital disclosures '

BHEEE  KEFEIRKEE

Actuarial gains and losses, group plans and disclosures 2

BINEMEFIRE ?
Net investment in a foreign operation 2
BASEENARHER SSRGS REL P ERE °

Cash flow hedge accounting of forecast intragroup
transactions 2

N EEEERRE

The fair value option 2

TR EHR

Financial guarantee contracts 2

B R B IR R 7T A 2

Exploration for and evaluation of mineral resources

SRTE: HE'
Financial instruments: Disclosures

ErwHRtReEE’

Determining whether an arrangement contains a lease 2

FRERIEE - ERSIRBIEEE S FTEEESNET) 2
Rights to interests arising from decommissioning,
restoration and environmental rehabilitation funds 2

SEBFETSMEENAEEEERAREFRE’
Liabilities arising from participating in a specific market -
waste electrical and electronic equipment >

$E%J§%E5%§u+£iau E29%%
[REBEWRCERNIMB®RSE | EREYE

Applying the restatement approach under HKAS 29

Financial Reporting in Hyperinflationary Economies *

BRI EIREERIE 2R MEE °
Scope of HKFRS 2 °

ERTRMEMALTELA ©

Reassessment of embedded derivatives °

4 2006453 A1 B 5 14 BIHAR G R K o

Effective for annual periods beginning on or after 1 March 2006.

> 200645 F 1 H 32 14 B4 & B 42

Effective for annual periods beginning on or after 1 May 2006.

6 20064681 B3 14 BIHA G A o

Effective for annual periods beginning on or after 1 June 2006.
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3. Significant accounting policies
The financial statements have been prepared under the historical cost

convention as explained in the accounting policies set out below.

The financial statements have been prepared in accordance with
HKFRSs.

Revenue recognition
Income from issuing licenses is recognised on a straight line basis

over the life of the license.

Income from examinations is recognised on the date of the

examination.

Interest income is accrued on a time proportion basis on the

principal amounts outstanding and at the interest rates applicable.

Property, plant and equipment
Property, plant and equipment are stated at cost less subsequent
accumulated depreciation and accumulated impairment losses, if

any.

Depreciation is provided to write off the cost of items of property,
plant and equipment over their estimated useful lives and after
taking into account their estimated residual value, using the

straight-line method.

The gain or loss arising from disposal or retirement of an asset is
determined as the difference between the sale proceeds and the
carrying amount of the asset and is recognised in the statement of

income and expenditure.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to arise
from the continued use of the asset. Any gain or loss arising on
derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amount of the item) is
included in the statement of income and expenditure in the year in

which the item is derecognised.
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Impairment

At each balance sheet date, the Authority reviews the carrying
amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered an
impairment loss. If the recoverable amount of an asset is estimated
to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. An impairment loss is

recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset
in prior years. A reversal of an impairment loss is recognised as

income immediately.

Financial instruments

Financial assets and financial liabilities are recognised in the balance
sheet when the Authority becomes a party to the contractual
provisions of the instrument. Financial assets and financial liabilities

are initially measured at fair value.

Financial assets
The Authority’s financial assets are mainly classified into loans and

receivables. The accounting policies adopted are set out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in active market.
At each balance sheet date subsequent to initial recognition, loans
and receivables (including debtors, deposits and bank deposits)
are carried at amortised cost using the effective interest rate
method, less any identified impairment losses. An impairment
loss is recognised in the statement of income and expenditure
when there is objective evidence that the asset is impaired, and is
measured as the difference between the assets’ carrying amount
and the present value of estimated future cash flows discounted at

the original effective interest rate. Impairment losses are reversed

2005/06%F [E 1 ERILELE B Estate Agents Authority Annual Report 2005/06
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in subsequent periods when an increase in the asset’s recoverable
amount can be related objectively to an event occurring after
the impairment was recognised, subject to a restriction that the
carrying amount of the asset at the date the impairment is reversed
does not exceed that the amortised cost would have been had the

impairment not been recognised.

Cash and cash equivalents
Cash and cash equivalents comprise cash in banks and cash on
hand that are readily convertible to a known amount of cash and

are subject to an insignificant risk of changes in value.

Financial liabilities
Financial liabilities issued by the Authority are classified according
to the substance of the contractual arrangements entered into and

the definitions of a financial liability.

Financial liabilities including creditors are initially measured at fair
value, and are subsequently measured at amortised cost, using the

effective interest rate method.

Derecognition

Financial assets are derecognised when the rights to receive cash
flows from the assets expire or, the financial assets are transferred
and the Authority has transferred substantially all the risks and
rewards of ownership of the financial assets. On derecognition of a
financial asset, the difference between the asset’s carrying amount
and the sum of the consideration received is recognised in the

statement of income and expenditure.

For financial liabilities, they are removed from the Authority’s
balance sheet (i.e. when the obligation specified in the relevant
contract is discharged, cancelled or expires). The difference between
the carrying amount of the financial liability derecognised and the
consideration received or receivable is recognised in statement of

income and expenditure.
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Operating leases
Leases are classified as operating leases whenever the terms of
the lease do not transfer substantially all the risks and rewards of

ownership to the leases.

Rental payables under operating leases are charged to the statement
of income and expenditure on a straight line basis over the terms of

the relevant leases.
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.

(i) Employee benefits - provident fund 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.

4. Critical accounting judgment and key
sources of estimation uncertainty

In the process of applying the Authority’s accounting policies, which

are described in note 3, management had made the following

judgments that have the most significant effect on the amounts

recognised in the financial statements.

2005/06%F [E 1 ERILELE B Estate Agents Authority Annual Report 2005/06
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Allowances for bad and doubtful debts of loans
and receivables

Loans and receivables are measured at initial recognition at fair value,
and are subsequently measured at amortised cost using the effective
interest rate method. Appropriate allowances for estimated irrecoverable
amounts are recognised in the statement of income and expenditure

when there is objective evidence that the asset is impaired.

In determining individual allowances, the Authority considered
detailed procedures have been in place to monitor this risk. In
determining whether allowance for bad and doubtful debts is
required, the Authority takes into consideration the ageing status,
the likelihood of collection and the estimated discounted future
cash flow. Specific allowance is only made for loans and receivables
that are unlikely to be collected. If the financial conditions of these
debtors were to deteriorate, resulting in an impairment of their

ability to make payments, allowances may be required.

5. Financial risk management objectives
and policies

The Authority’s major financial instruments include debtors,
deposits, bank balances and cash, and creditors. Details of these
financial instruments are disclosed in respective notes. The risk
associated with these financial instruments and the policies on how
to mitigate the risk are set out below. The management manages
and monitors these exposures to ensure appropriate measures are

implemented on a timely and effective manner.

Credit risk

The Authority’s maximum exposure to credit risk in the event of the
counterparties failure to perform their obligations as at 31 March 2006
in relation to each class of recognised financial assets is the carrying
amount of those assets as stated in the balance sheet. In order to
minimise the credit risk, the management of the Authority has delegated
a team responsible for determination of credit limits, credit approvals
and other monitoring procedures to ensure that follow-up action is
taken to recover overdue debts. In addition, the Authority reviews the
recoverable amount of each individual debt at each balance sheet date
to ensure that adequate impairment losses are made for irrecoverable
amounts. In this regard, the management of the Authority considers

that the credit risk of the Authority is significantly reduced.
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The credit risk on liquid funds is limited because the counterparties
are banks with high credit-ratings assigned by international credit-

rating agencies.

6. Capital project expenditure
The amount represents the cost incurred for a project to review the
information technology system of the Authority and to explore the

feasibility of electronic licensing.
7. Taxation

The Authority is exempt from Hong Kong Profits Tax under Section

87 of the Inland Revenue Ordinance.
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8. ¥ ~ REKEEM  Property, plant and equipment

WMAEEE "E EKEREE ) Gy
Leasehold Motor Furniture
improvements vehicles and fixtures Equipment Total

BT HKS AT HKS BT HKS BIT HKS BT HKS

BN Cost
R200454 A1 8 &8 At 1 April 2004 2,142,289 424,724 1,273,117 5,040,107 8,880,237
REIRE Additions 624,925 316,854 193,044 452,178 1,587,001
FESH Disposals - (224,824) (16,840)  (100,761)  (342,425)
K 200543 A31 B &gk At 31 March 2005 2,767,214 516,754 1,449,321 5,391,524 10,124,813
REIRE Additions 328,320 445,874 136,382 1,076,956 1,987,532
i Disposals - (199,900) (18,665)  (580,309) (798,874)
1200643 531 B &gk At 31 March 2006 3,095,534 762,728 1,567,038 5,888,171 11,313,471
e Depreciation
R2004F4 818 &8k At 1 April 2004 395,616 424,724 844,813 3,839,922 5,505,075
ANHATR B Provided for the year 828,042 79,214 152,545 683,287 1,743,088
X Disposals - (224,824) (13,507) (93,300) (331,631)
1200543 A31 B &gk At 31 March 2005 1,223,658 279,114 983,851 4,429,909 6,916,532
ANl Provided for the year 1,130,940 106,203 148,350 518,323 1,903,816
FESH Disposals - (199,900) (14,457)  (576,439)  (790,796)
K200653 A31 B &8k At 31 March 2006 2,354,598 185,417 1,117,744 4,371,793 8,029,552
BREFE Net book values
1200643 A31 B &gk At 31 March 2006 740,936 577,311 449294 1,516,378 3,283,919
R20054%3 A31 B &#R At 31 March 2005 1,543,556 237,640 465,470 961,615 3,208,281
M - REREIM AT E R Depreciation and amortisation are provided to write off the cost of items of
NE&HERFTE - 2B BEEB NEET property, plant and equipment over their estimated useful lives, using the straight
EAFRMEEERA - FIERARE line method, at the following rates per annum:
ESUNN
WAERE 20%FARIEFLY Leasehold improvements ~ 20% or over the period of the lease term if it is less
FH (WPRAEF) than 5 years
b 30% Motor vehicles 30%
REAREE  20% Furniture and fixtures 20%

B3M 20%Z%=30% Equipment 20% to 30%
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9. Debtors and deposit
The Authority considers that the carrying amount of debtors and

deposits approximates to their fair value.

10. Bank balances and cash

Bank balances and cash comprise cash held by the Authority and
short-term bank deposits with an original maturity of 90 - 92 days
at prevailing market interest rates ranging from 2.95% per annum
to 4.375% per annum (2005: 0.1% per annum to 2.625% per
annum). The Authority considers that the carrying amount of these

assets approximates to their fair value.

11. Creditors
The Authority considers that the carrying amount of creditors

approximates to their fair value.

12. 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.

13. Licence applications received
These represent monies paid by estate agents together with the
application for the licences which were still being processed at the

balance sheet date.

14. Major non-cash transaction

During the year, the Authority traded in property, plant
and equipment with a carrying value of HK$78,800 (2005:
HK$31,822).

2005/06%F [E 1 ERILELE B Estate Agents Authority Annual Report 2005/06
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15. BZNAEIE Capital commitments
2006 2005
BIT HKS 7570 HKS
BB AB KBS Contracted but not provided for 129,626 521,630
EREBARED Authorised but not contracted for 3,777,346 4,115,854
3,906,972 4,637,484

16. EEMHLEIE  Operating lease commitments
WEER @ BEERMERBFTONAIRLEEBLIE TEARRR I MHOREBLORBAENT

At the balance sheet date, the Authority had commitments for future minimum lease payments under non-

cancellable operating leases in respect of rented premises which fall due as follows:

2006 2005

BIT HKS 7T HKS

—FNR Within one year 1,048,230 1,342,368

E_FEFRFNA In the second to fifth year inclusive - 993,720
(BEEMEBEEN)

1,048,230 2,336,088

EEMNAEEEERREETHAZTEFTNEMNES - HOTHEEHR=F -
Operating lease payments represent rentals payable by the Authority for certain of its office premises. Leases are

negotiated for an average term of three years.



