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Be prudent when providing mortgage
information to clients
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In order to assist first-time home buyers to purchase property, a new
amendment regarding the Mortgage Insurance Programme of the Hong
Kong Monetary Corporation Insurance Limited on raising the cap on the
value of the properties eligible for a mortgage loan for first-time home
buyers was announced in the Policy Address 2019.

Back in 2015, the Hong Kong Monetary Authority ( “HKMA™ ) reduced the
insurance cover for eligible residential properties from maximum
90% Loan-to-Value (LTV) ratio to 80% except for those first-time
home buyers with regular salary and stronger repayment ability.
Under the newly revised Mortgage Insurance Programme, a first-
time home buyer would be granted a mortgage loan of 90% of the
purchase value if he/she purchases an eligible property of value
between $4,000,000 and $8,000,000.
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After the implementation of the new amendment, first-time home
buyers have more choices in selecting a property as they may obtain
mortgage of up tp 90% loan to value for higher price properties. The
property market also appears to be picking up again. As such, estate
agents may receive more enquiries on mortgages from clients. The
EAA would like to remind licensees that they must not make any
misrepresentations or misleading statements, especially they must not
assure their clients on the amount of the mortgage loan their clients
may obtain or make any guarantees on the terms of the mortgage
loan. As the mortgage is one of the crucial factors in making a purchase
decision, estate agents must be very prudent when providing any
mortgage information to clients.

If estate agents provide any information
or advice on mortgages or financing
schemes to prospective purchasers,
their explanation must be solely
based on the information provided
by banks and finance companies,
or the vendors concerned, and they
must take all reasonable steps and
exercise all due diligence to ensure
that such information is accurate. Any
licensees who make a representation
about a mortgage loan without proper
basis may have failed to comply with
paragraph 3.4.1 of the Code of Ethics, which stipulates: “Estate agents and
salespersons shall, in the course of business, provide services to clients with
honesty, fidelity and integrity. They should protect their clients against fraud,
misrepresentation or any unethical practices in connection with real estate
transactions.”

1

Some purchasers might be too eager to buy a property and may have
overlooked the related issues on property mortgages. When they realise that
they are not qualified to apply for the mortgage scheme they prefer, it might
be too late and their deposit could be forfeited when they fail to complete
the transaction. Therefore, estate agents should not hastily reply to their
clients’ inquiries on mortgage information. Instead, they should advise their
clients to make direct enquiries and seek financial advice from the related
financial institutions on the most updated mortgage information.
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Paragraph 3.2.2 of the Code of Ethics issued by the EAA stipulates: “estate
agents and salespersons should keep themselves informed of any laws,
government regulations, essential facts and developments in the real estate
market in order to be in a position to advise their clients in a responsible
manner.” In fact, the government or HKMA will update the guidelines on
mortgage loans or tighten the debt to income ratio and the maximum LTV
ratio for certain persons or properties from time to time according to the
market situation. Therefore, licensees should always pay attention to the
related and latest news of the market regularly.

When processing mortgage loan applications, banks and financial institutions will
consider the stress test result and the debt-to-income (DTI) ratio by HKMA, as well
as other factors such as the income source and financial situation of the applicants.
Generally speaking, approval is not as easy for loan applications from self-
employed persons, non-regular salaried and retired persons. In addition, there are
also other factors for consideration, including the type of property, any existence
of encumbrances and whether the property is owner-occupied or for investment.

Furthermore, the property price may fluctuate due to an unpredictable market
situation and the approved amount of mortgage loan will be subject to the
bank’s valuation of the property instead of the transaction price. Some so-called

“special properties” or “haunted flats” may get a lower valuation which
leads to a lower mortgage loan amount, or even be rejected from the mortgage
application. Under these circumstances, estate agents should particularly urge
their clients to check with banks or financial institutions prior to making the
purchase decision, so as to evaluate the amount of mortgage loan they can
receive.

To conclude, as purchasing a property involves a substantial sum of money, a
professional estate agent should protect his/her client’s interest from any loss
due to forfeiting the deposit. They should remind their clients to review their
own financial situation and repayment ability prior to purchasing the property;
and should ask them to consult directly with banks or professionals to ascertain
whether they are able to obtain the necessary mortgage loan for purchasing the
property. Most importantly, they should never assure their clients that they will be
able to obtain the mortgage loan they need, or make any guarantees or provide
misleading information on the amount or terms of the mortgage loan. Otherwise,
not only would their reputation may be jeopardised by the client’s complaints,
they may also violate the Code of Ethics issued by the EAA.



