
Annex

Overview of the HKMC’s Guaranteed Mortgage-Backed Pass-Through Securitisation Programme 
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STRUCTURE


KEY FEATURES OF PROGRAMME

· Back-to-back structure: after acquiring the mortgages from a bank, the HKMC will sell the mortgages pool to a “bankruptcy remote” Special Purpose Company (SPC) which will issue MBS back to the bank;

· Pass-through of mortgage receipts: all cash received on the underlying loans after deducting the servicing fee and the guarantee fee will be passed through to the note-holders, including interest (at the stated pass-through rate), as well as scheduled and unscheduled principal;

· The HKMC will guarantee the timely payment of all scheduled principal and interest; and

· Notes issued in HK dollars; and

· No additional credit enhancement needed (e.g. reserve fund or subordinated tranche).

PROCESS FLOW OF PROGRAMME




BENEFITS OF PROGRAMME TO THE BANKS

· Regulatory Treatment

-
20% risk-weighting for MBS guaranteed by the HKMC vs. 50% for mortgage loans;

-
MBS qualified as liquefiable assets under the Banking Ordinance;

· Remove all credit risk of securitised mortgages (HKMC guarantee);

· Maintain cash flow on mortgages for as long as they hold the Notes (less the guarantee fee);

· Maintain relationship with customers for cross-selling opportunities; and

· Quicker and less costly compared with issuance of MBS on their own.

CASH FLOW OF PROGRAMME
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“Back-to-Back Structure”
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