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To: Chief Executives of all insurers
authorized to carry on general business

Dear Sirs,

Guidance Note on Reserving for M ortgage Guar antee Business

The captioned Guidance Note was issued by thednsa Authority
in 2000 to set out detailed requirements in regardnsurers’ reserving for
mortgage guarantee business.

In view of the fluctuations in property priceseth are increasing
risks of credit default by borrowers which will gothreats to the operations and
solvency of mortgage insurers. To enhance theriatresilience, we have
revised the Guidance Note to strengthen the resgrstandards. The major
revisions are:

(a) extending the period for maintaining funds in then@hgency
Reserve (“CR”) from 7 years to 10 years;

(b) requiring a higher amount of CR for direct non-stal
mortgage guarantee business: 75% (instead of thaah®0%)
of the net earned premium income derived from such
non-standard business in the year to be assigné®tand

(c) providing a definition on *“direct non-standard ngage
guarantee business” for the purpose of the Guidiiote.
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A copy of the revised Guidance Note is attachdtl.can also be
downloaded from our websitehttp://www.oci.gov.hk The revised Guidance
Note shall take effect from 1 January 2011 and¢hesed requirements shall be
applicable to mortgage guarantee business writteoraafter 1 January 2011.
Should you require any clarifications on the regtisBuidance Note, please
contact Ms Karen Poon at 2867 4849 or the caseenfivhom you have been
dealing with.

Yours faithfully,

( Ms Annie Choi )
Commissioner of Insurance

Encl.

c.c. Chairman, The Hong Kong Federation of Insurers

[letter/Cl circular GN6 201210/PY]



