





Regular Programme for Promoting Fixed Rate Mortgages 


 





The Programme





In view of the favourable market reception to the Pilot Scheme to promote fixed rate mortgages, the HKMC has decided to roll the Scheme into a regular programme and offer fixed rate mortgages as one of its standard products. 





Participating Banks 





Bank of East Asia 


Chase Manhattan Bank


Chekiang First Bank 


Dao Heng Bank 


First Pacific Bank


Hang Seng Bank


Hongkong and Shanghai Banking Corporation 


Standard Chartered Bank








Framework of the Programme





Pre-commitment to Purchase





The HKMC will give a pre-commitment to each of the eight participating banks to purchase eligible fixed rate mortgages. 





The banks will originate fixed rate mortgages at an interest rate to be specified by the HKMC from time to time.  The mortgages will be purchased by the HKMC on a loan by loan basis soon after origination.  This will protect the banks from the market risk arising from interest rate changes between the origination of the mortgages and offloading of these mortgages to the HKMC.





Size of Pre-commitment





Up to HK$3.5 billion for the next 6 months.





Loan Servicing





The participating banks will service the mortgages in return for a servicing fee.








Product Features





Mortgage Rate





The interest rate of the mortgages will be fixed for the first three years at a rate to be determined by the HKMC and is subject to change by the HKMC from time to time. 





At the end of the 3-year period, the borrower can choose either:





to refix the mortgage rate for another fixed term at the then prevailing fixed rate specified by the HKMC; or


to convert the mortgages to floating at Prime plus a margin of not more than 1.5%p.a.  





Tenor





Maximum – 25 years


Minimum – 10 years





Full/Partial Prepayment





Full or partial prepayment (which shall be of an amount not less than $50,000) prior to the expiry of each fixed rate period is allowed subject to the payment of a prepayment fee by the borrowers.  Borrowers will be offered two options.  They must decide on which option they will take at the origination of the fixed rate mortgages and the option, once chosen, is irrevocable.








Option 1:  Fixed scale fee


  


Time of Prepayment�
Full Prepayment Fee�
Partial Prepayment Fee�
�
Within the first 12 months from origination date�
3% of the original


principal balance


�
3% of the prepaid amount


�
�
Within the 13 to 24 months from origination date


�
2% of the outstanding 


loan balance


�
2% of the prepaid amount


�
�
Within the 25 to 36 months from origination date


�
1% of the outstanding 


loan balance


�
1% of the  prepaid amount


�
�












Option 2: Reinvestment loss fee





No fee is payable by the borrowers if the prepayment would not result in a reinvestment loss to the HKMC (i.e. the HKMC’s prevailing fixed mortgage rate is at the same rate or higher than the original fixed rate of the mortgage).  Borrowers will pay a prepayment fee when the HKMC’s prevailing fixed rate is lower than the original fixed rate of the mortgage (i.e. the HKMC will suffer a reinvestment loss due to the prepayment).  The prepayment fee will be calculated using the following formula:





 


The applicable fixed rate


Minus


Prevailing fixed rate�



X�
Outstanding


principal balance of


the mortgage  or  partial prepaid amount�



X�
Remaining


 fixed term of


 the mortgage�
�
  


 A comparison of the prepayment charges under the two options is at Annex I.  


 


Eligibility Criteria














1.	Maximum original loan size at origination:�



HK$4,000,000�
�



2.	Maximum Loan-to-Value ratio (LTV) at origination:�



70%�
�



3.	Maximum Debt-to-Income ratio (DTI) at origination:�



50%�
�



4.	Minimum Seasoning:�



Nil�
�



5.	Maximum original term to maturity:�



25 years�
�



6.	Minimum original term to maturity:�



10 years�
�



7.	Maximum sum of “original term” and “age of property at origination:�



40 years�
�












�


















Annex I





Comparison of Prepayment Fees (for Full Prepayment)








Assumptions:





1.	Original Principal Balance:�






$1,000,000�
�
�
�
�
2.	Origination Date:�
November 1, 1998�
�
�
�
�
3.	Fixed Rate at Origination:�
10.50%�
�
�
�
�
4.	Date of Prepayment:�
May 1, 1999 


(remaining fixed term: 2.5 years)�
�
�
�
�
5.	Outstanding Principal Balance:�
$992,433�
�
�
�
�
Scenario 1�
�
�
�
 �
�
If the prevailing Fixed Gross Mortgage Rate falls by:�
1%�
2%�
�
�
�
�
�
Option 1:


($1,000,000 x 3%)�
$30,000�
$30,000�
�
�
�
�
�
Option 2:


($992,433 x 1% x 2.5)


($992,433 x 2% x 2.5)�



$24,811�






$49,622�
�
�
�
�
�
Scenario 2�
�
�
�
�
 �
�
If the prevailing Fixed Gross Mortgage Rate increases by:�
1%�
2%�
�
�
�
�
�
Option 1:


($1,000,000 x 3%)�
$30,000�
$30,000�
�
�
�
�
�
Option 2:


(not applicable)�
0�
0�
�



�



List of Approved Seller / Servicers





ABN AMRO Bank


American Express Bank


Asia Commercial Bank


Bank of East Asia


Chase Manhattan Bank


Chekiang First Bank


Citibank


Citic Ka Wah Bank 


Dah Sing Bank


Dao Heng Bank


First Pacific Bank


Hang Seng Bank


Hang Seng Credit Limited


Hang Seng Finance Limited


Hongkong & Shanghai Banking Corp.


Hongkong Chinese Bank


International Bank of Asia


Kwong On Bank


Liu Chong Hing Bank


ORIX Asia Limited


Overseas Trust Bank


Shanghai Commercial Bank


SPC Credit Limited


Standard Chartered Bank


United Chinese Bank


Wing Hang Bank


Wing Lung Bank
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