Minutes of a meeting of the HKCSI Real Estate Services Committee held on Wednesday, 14 August 2002 at 4:00 pm at the Chamber Boardroom.

Chairman: 
Mr Nicholas Brooke
Insignia Brooke

Present: 
Mr Michael Choi
Land Power International Holdings Ltd


Mr Andrew Lee
The Hong Kong Institute of Architects


Mr Mak Nak Keung
Sun Hung Kai Properties Ltd


Mr Benson Shum
Advantage Services Holdings Ltd


Dr W K Chan
Secretary General


Ms Charlotte Chow
Deputy Secretary

By invitation:
Mr Kenny Fok
Hong Kong Mortgage Corp

Absent: 
Ms Catherine Chong
Wilkinson & Grist


Mr C K Lau
Henderson Development Ltd

Apologies:
Mr Louis Loong
The Real Estate Developers Association of HK 


Mr Kyran Sze
Aedas LPT Ltd


Mr Phillip Nourse
Chesterton Petty Ltd


Mr Samuel Whiffin
Jones Lang LaSalle Ltd


Mr Alan Wong
Gammon Construction Ltd


Mr Henry Yip
So Keung Yip and Sin

Out of town: 
Mr Gordon Ongley
Swire Properties Ltd

1)
Member-get-Member Contest 2002

A brochure on the Member-Get-Member Contest was tabled. At the invitation of the Chairman, the Chamber Assistant Manager for Membership, Ms Maggie Fung introduced the Contest and encouraged members' participation.

2)
Confirmation of Minutes


Minutes of the meeting held on 20 March 2002 were confirmed and signed.

3)
Matters arising

A report on the Cross-boundary travel survey 2001 by the Planning Department was circulated to members for information earlier.

4)
Housing Finance - The Hong Kong Mortgage Corporation

4.1
At the invitation of the Chairman, Mr Kenny Fok, Senior Vice President (Operations) of the Hong Kong Mortgage Corporation (HKMC) briefed members on the development of the Corporation and the financing arrangement for property, especially for those with negative equities.

4.2
HKMC was established in March 1997 by the government through the Exchange Fund to promote the development of a secondary mortgage market in Hong Kong. Its role was:

i)
To enhance monetary and banking stability by acting as a liquidity provider to banks

ii)
To promote home ownership, eg HKMC bought loans from property developers and the Housing Authority and developed a mortgage insurance programme

iii)
To promote development of the Mortgage Backed Securitisation (MBS) programme and debt capital markets. HKMC issued bonds to institutional investors as well as to retailers.

4.3
HKMC promoted home ownership through its Mortgage Insurance Programme (MIP) and the Home Owner Mortgage Enhancement Programme (HOME). 38 banks participated in MIP which was launched in March 1999. Through MIP, banks can lend up to 90% of the value of the property, which was 20% more than the government approved level. The 20% difference would be covered by HKMC. A substantial part of the risks was then reinsured with international insurers. It was understood that it was the borrower who paid for the insurance but the premium could be built into the loan. HKMC's coverage was mainly on owner occupants and transactions were conducted on prudent commercial basis.
4.4
Up to June 2002, 18,000 applications for MIP were received involving HK$36 billion. It was estimated that the market penetration of HKMC was 10% as compared to 30-40% in the USA. 80% of the business of HKMC was from the secondary market. Default rate was low - at about 0.13%.

4.5
Members suggested that even though the loan could be as high as 90%, home buyers were uncertain whether they would be able to obtain the 90% mortgage. It would be of help to home buyers if pre-qualification could be arranged for loans within a certain period of time and amount. It was understood that the difference in valuation of property was a concern.

4.6
Members noted that 99% of the HK$540 billion (at June 2002) local mortgage market was prime-based. Contrary to other types of loan, the delinquency rate for mortgage loan was improving after the financial crisis. It was slightly over 1% between March 1999 and December 2001. The figure stood at 1.18% at June 2002. The delinquency rate for all loans was about 6.5% in March 1999 and 4% in December 2001.

4.7
Mortgage lending rate went down from prime-plus in 1998 to the present level of prime-minus. Over the last few years, banks had to adjust property related exposure. The proportion was 51% at present. Banks could offload loans to HKMC which they were uncomfortable with. During the past 12-18 months, banks were more careful in providing property related facilities. 

4.8
A Hong Kong Monetary Authority survey estimated that 67,500 residential mortgage loans ($115 billion) were in negative equity, 38% (25,395) of which was at prime rate or above. The obstacles to refinancing such loans was that banks would require borrowers to pay down the loan 100% or to have fixed deposits as security before a preferential interest rate would be extended. 

4.9
Mr Fok explained the arrangement for the home owner mortgage enhancement programme. HKMC obtained 'home owner' mortgages from banks and hedged them with Merrill Lynch which in turn have them reinsured at the international market. HKMC was the primary insurer and the programme administrator. 150 applications were received during the last two weeks, two-third of which were processed. The number was expected to increase as banks announce their competitive packages. It was anticipated that the process would take 3-4 months. The benefit for borrowers was that no down payment was required and there was a saving in interest payment (from 6-18%) and a reduction in monthly repayment (from 30-39%).

4.10
The benefit to banks was that the risk was reduced and negative equity loans were effectively converted to positive equity loans. The reduction in mortgage would be compensated by credit protection and there was no depletion of mortgage assets. There would be a moderate increase in loan size as the borrower was allowed to amortise the upfront premium and there would be longer cash flow by extending the loan tenure.

4.11
Mr Fok pointed out that the concept of mortgage bank in charging a servicing fee was popular in USA but not in Hong Kong. HKMC would look into other products such as reviewing fixed rate mortgages. 

4.12
HKMC would continue their efforts on the three key aspects of maintaining banking stability, promoting home ownership and development of the mortgage backed securitisation programme and debt capital market. HKMC would ensure that there was constant supply for bond investment.

5)
Any Other Business
The Chairman suggested that the opportunities in re-developing the central police station should be looked at. The Secretariat would try to obtain information on it. 

There being no other business, the meeting adjourned at 5:15 pm.

Secretary
Confirmed
Chairman
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