UNIVERSITY

Financial Options for Cash-Poor Asset-Rich Retirees

Education Professor KWONG Koon Shing, PhD, FSA, CERA

Practice Assistant Professor GOH Jing Rong, PhD, FIA, CERA



< SMU

SINGAPORE MANAGEMENT
UNIVERSITY

* Purpose of Equity Release Plans

» Convert house asset to retirement income for those cash-poor asset-rich retired
homeowners

* Jypes:

» Reverse Mortgage: First transaction made in 1989 by The Department of Housing and
Urban Development in US (most popular product type offered in many countries now)

» Home Reversion: Homesafe Wealth Release by Homesafe Solutions Ltd in Australia
since 2005 (also offered by Bridgewater and Crown in the UK)

» Lease Buyback: Offered by Housing & Development Board (HDB) in Singapore since
2009
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https://www.hkmc.com.hk/eng/our business/reverse mortgage programme.html

Own a Borrow 3 SEINAIS TSty Sell the house Bequest
Death after T and repay the payable i

accumulates with

house = Hes loan = Lss interest and years |
insurance charge Oan any

oo Bequest = max{ Hes+r — Les+7, O}
Appraised Property Value': HK$ 5,000,000

Specified Property Value?

When Hes+r < Lss+1, NO-negative equity

Interest Rate Option: Fixed Adjustable Rate
First 25 years:4% per annum; thereafter at Hong Kong Prime g t ( -— / ) pp/
uarantee (non-recourse loan) applies
Interest: Interest is calculated on the Outstanding Loan Balance on a
monthly compound basis (Note: Hong Kong Prime Rate is quoted 6
by The Hong Kong Mortgage Corporation Limited (HKMC) and is Payout Levels
subject to change from time to time)
) z Payment Term Lump-Sum Payout amount = Amount of Monthly Payout Total Amount of Monthly
Maximum amount®: HK$ 2,036,400.00 requested at first (HK$) Payout
o : d d HK:
Lump-Sum Payout®: Amount requested at HK$ 100,000.00 r?:Kg;"n (HKS)
drawdown: (optional)
10 years 100,000.00 23,130.47 2,775,656.40
Slnga pore (DBS Home EIL top up CPF LIFE): 15 years 100,000.00 17,347.85 3,122,613.00
https://www.dbs.com/newsroom/DBS unveils e 100,000.00 14.719.39 3.532.653.60
market first financing solution for seniors Life 100.000.00 1314231 6.308.308.80
with private residential properties



https://www.hkmc.com.hk/eng/our_business/reverse_mortgage_programme.html
https://www.dbs.com/newsroom/DBS_unveils_market_first_financing_solution_for_seniors_with_private_residential_properties
https://www.dbs.com/newsroom/DBS_unveils_market_first_financing_solution_for_seniors_with_private_residential_properties
https://www.dbs.com/newsroom/DBS_unveils_market_first_financing_solution_for_seniors_with_private_residential_properties
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Own a

house =Hss

https://www.homesafe.com.au/how-does-it-work

Sell ¢ of house Stay in the Tt o

and receive cash house for
= 6Hes (¢p > O) life T'years

bequest

Sell the house
payable

Step 1
Today

You enter into a Homesafe Contract to sell a share
of the future sale proceeds of your home. Homesafe
is not entitled to anything more than this agreed
share and will only receive its share when you sell
your home, or when your home is sold after the
death of the surviving party to the Homesafe

Step 2 Step 3

Release Future
In exchange for selling Homesafe an agreed share, When your home is eventually sold, you or your
you receive an upfront cash amount on entering into estate will be entitled to the share of the sale

the Homesafe Contract. The cash you receive is less proceeds not sold to Homesafe, and depending on
than the 'face value' of the share you sell to when your home is sold and for what value, you may
Homesafe due to the valuable entitlements be entitled to an Early Sale Rebate.
you retain for life.

Bequest = (1-@ )Hes:r

Homesafe provides peace of mind in retirement:

@
©
©
©
©
©
©

It is not a loan or a reverse mortgage

You remain the legal owner of your home

Live out your life in your home, or sell when you decide

You can rent out your home and retain the income

No requirement to sell your home if you move into aged care
You can buy back the sold share at any time

You can access any amount between $25,000 and $1,000,000*


https://www.homesafe.com.au/how-does-it-work
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Cash to top up CPF
Retirement Account first If die in T years, (T<n) Bequest = (Hss- L)x(n-T)/n

wn a m- ). n :
Own a Sell (m-n)-year tail Stay in the flat Death after bequest
year lease end lease to HDB

HDB flat =Hes for cash L

Sell the flat
for n-years T years i e Hia payable

O~

- i I \
Own a m-year Sell flat and Stay in the flat Move out the No bequest(!!) Bl atier
lease HDB flat at most n ’ flat after n and stay

= Hes TEEER EEEl years years (?7?) where (??) T'years
~_

If survive in n years, (T>n)

Outliving the lease period

If you outlive the lease of your flat, you will not be left homeless. We will look into your circumstances such as family support,

health condition, and financial status, and work out an appropriate housing arrangement with you and your family members.


https://www.hdb.gov.sg/residential/living-in-an-hdb-flat/for-our-seniors/monetising-your-flat-for-retirement/lease-buyback-scheme
https://www.hdb.gov.sg/residential/living-in-an-hdb-flat/for-our-seniors/monetising-your-flat-for-retirement/lease-buyback-scheme

< SMU

SINGAPORE MANAGEMENT
UNIVERSITY

Joint Singapore Citizen (SC) owners aged 65 years old
Assumptions:

e 5-room flat held under joint tenancy

No outstanding loan

Balance lease: 65 years

Market value: $520,000

Choose to keep a 30-year lease

Sell the tail-end 35-year lease to HDB for $219,300

Citizenship sC SC
Age 65 65
Initial Retirement Account (RA) Balance $20,000 $5,000
Shortfall to Current Age-Adjusted Basic $79.400 $94.400

Retirement Sum (BRS)

LBS takeup rate is low in SG.
Might be due to lack of certainty to this question.
If we can solve this problem, LBS takeup rate may increase

Apply for Lease Buyback Scheme (LBS)

2\

[ I
~_ o @
A

L ]

.

« Sell 35 years of tail-end lease to HDB worth $219,300
« Each owner receives $109,650 for CPF top up

Top up CPF Retirement Account (RA)

« Each owner tops up their RA to the
Basic Retirement Sum of $99,400 (at age 65)
« Couple has $45,500 remaining and \
a CPF LIFE each

Couple Profile .

Mr & Mrs Lim, both 65 years old
Joint owners of fully paid 5-room flat

CPF RA Balance

e Mr Lim - $20,000
® Mrs Lim - $5,000

Receive LBS Cash Bonus

« As CPF RA top-up is more than $60,000,

couple guzlifies for $7,500 LBS Cash Bonus ® Flat value - $520,000

o Lease left - 65 years

.
Total value unlocked by Mr & Mrs Lim
LBS CPF LIFE Payout LBS
(per month, for life)
Cash Proceeds $ Cash Bonus
1,140
$45 - 500 Based on $173,800 top-up to $7,500

couple’s CPF RA and their RA balances

Mr & Mrs Lim, both 65 years old, retains their flat with 30 years of lease remaining.

What is the probability that at least one of them can
survive until age 95?

30% chance! (2020 Singapore Mortality Table)
Where would they stay?
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 Huge Demand
» Ageing Population
» 89.3% homeownership rate in 2022

* Limited Supply
» Government’s LBS for HDB flats
» DBS Bank’s Home Equity Income Loan for private property

* One Missing Very Important Party in Singapore Market!
» No Insurance Companies

R

»* No age in place in HDB’s LBS
** No non-recourse loan in DBS’s Home Equity Income Loan
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https://ink.library.smu.edu.sg/soe research/2420/

Bequest = (1 - @)Hes:

Sl 0 G e e et gifite Family stays Sell the house bequest

Own a :
and receive cash at least n years years where

house =Hes - OHes (¢ > O) or for life (T<n) in the house at time 65+n payable

B 2 [rese Sell ¢ of house Stay in the house at Death after T bequest
~ and receive cash least n years or for years where Sell the house
=Hes - OH65 (¢ > O) ife (T>n) payable

Bequest = (1 - @)Hes:r



https://ink.library.smu.edu.sg/soe_research/2420/
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400 4

OHy = OHy+0B+12R00 xA,,E‘.xa_‘;f,} .

House % 100
Value sold DE—

4001

B1=Cash paid || B2=Cost of staying B3=Deferred n years right ™
to owner for n years of age in place |

B0% 70% 80% 90% 100% 60% 70% 80% 90% 100%
[

If B2=0, HER likes Home Reversion et ] o [

Note: B1 = Cash upfront; B2 = Right of stay for n years; B3 = Deferred right of stay after n years.

Figure 1: Examples of the pricing of the hybrid plan with H, = 450,000, R = 1800, m = 65,

If B3=0, HER likes HDB’s Lease Buyback Scheme
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* HER:
» Need certain period of staying by choosing large n

» No need certain period of staying (choosing n=0), but higher insurance cost
and financial uncertainty (huge financial loss if die soon after signing the

contract)
» Fixed proportion of equity as bequest

e New feature:

» No need any certain period of staying

» Less financial uncertainty
» Fixed proportion of equity plus possible death benefit as bequest
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0Hy = OHy+0B,+12R00 x ,E, x i,

n
b

(12)

House
Value sold

B1=Cash paid
to owner

B2=Cost of staying
for nyears

B3=Deferred n years right
of age in place

¢Ho = 0Hy+ 12R¢ x i @)Huﬂju[ﬁm — 12R(I"™A) ],

House
Value
sold

B1=Cash
paid to
owner

B2=Insurance cost on

age in place

B3=Insurance cost of
Decreasing Term
Insurance
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Add more features to equity release products, such as health insurance needs

Construct Singapore mortality models with mortality improvement and other
factors

Find out the relationships between HDB/Private property resale price and
monthly rental income under different factors

Build predictive pricing models for HDB/private flats to determine the impact of
remaining lease-period on property price (compared with Bala’s Curve)

Address any possible legal issues of implementing Hybrid Equity Release (HER)
products with various new features in Singapore

Investigate the possible ways of launching the equity release products in
Singapore (Who are possible stakeholders?)

§
£ 20% Leasehold Values as a
&

Percentage of Freehold Value
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The END
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