REPAYING YOUR EQUITY LOAN
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01

WELCOME
Welcome to your WhatHouse? guide to Repaying Your Equity Loan for
the NEW Help to Buy scheme.
Getting on the property ladder can be stressful and the range of
buying schemes can seem overwhelming to new buyers.
At WhatHouse? we're here to help you navigate your way through
the process by providing you with all the information and tips you'll
need to buy your first home.
This guide will explain how you repay your Equity Loan under the new
Help to Buy scheme, to help make buying your first home a breeze.
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REPAYING YOUR EQUITY LOAN
When you take out your equity loan, you agree to repay it in full, plus
interest and management fees.
You must repay your equity loan in full when any one of the following
happens.

The equity loan term ends
You pay off your repayment mortgage
You sell your home
The UK Government asks you to repay the loan in full
(if you have not kept to the conditions of the equity loan contract)

You cannot make regular monthly payments towards paying off the
equity loan. However, you can pay off all of your equity loan, or make
part payments, at any time.
If you want to do this, contact the equity loan administrator.
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YOU MAY PAY BACK MORE
THAN YOU BORROW
The amount you borrow is based on the market value of your new
home when you buy it. When you repay some or all of your equity
loan, the amount you pay is worked out as a percentage of the
market value at that time.
If the market value of your home increases, so does the amount you
have to repay. And if the value of your home falls, the amount you
have to pay also falls.
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WORK OUT WHAT YOU
NEED TO REPAY
You can pay off all or part of your equity loan at any time. You can
make part payments of at least 10% of the full repayment amount,
based on what your home is worth at the time, to reduce how much
you owe.
For you to make a payment, the UK Government need to know the
current market value of your home. You will need to get a Royal
Institution of Chartered Surveyors (RICS) valuation report from a
qualified surveyor who has estimated the value of your home, based
on its condition and the current housing market.
If you are repaying the full equity loan after selling your home, the
amount you pay will be based on:
• the market value of your home, as set out in a RICS valuation report
or
• the price you sold the home for, whichever is higher.

www.whathouse.com

04

UNDERSTANDING YOUR
INTEREST PAYMENTS
The UK Government charge interest on the equity loan it provides.
Your monthly interest payments do not go towards paying off your
equity loan.
• You start to pay interest from year 6
• Your first interest payment will be taken on the fifth anniversary of
the completion date and will be 1.75% of the amount you borrowed
• The interest rate will rise in April each year based on the rate of
inflation at the time (according to the Consumer Prices Index) plus
2%. If the rate of inflation is 0% or less, the interest rate will rise by 2%
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HOW MONTHLY INTEREST
PAYMENTS ARE WORKED OUT
The UK Government first multiply the amount of the equity loan
outstanding by the current interest rate. This gives the annual
interest due. It then divides the annual figure by 12 *

EXAMPLE
Market value of your home when you bought it:
£200,000 Equity loan borrowed: £40,000 (20%)
Interest rate charged in year 6: 1.75%.
So to work out your monthly interest payments, the sum is:
(£40,000 x 1.75%) ÷ 12 = £58.33 interest every month in year 6

NOTE:
*The interest is calculated using the Consumer Prices Index (all items) published
by the Office for National Statistics. Go to the ONS website and search for Table
20b in the contents list.
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DIFFERENCES IN
INTEREST PAYMENTS
You will pay slightly less interest if you take out an equity loan at the
start of the year, and slightly more interest if you take it out later. Your
interest payments start in year 6, on the fifth anniversary of your
equity loan being paid to the homebuilder.

If the fifth anniversary is between 1 April and 31 December, the first interest rate
rise will be the following April. For example, if your equity loan was paid to the
homebuilder on 1 June 2022, interest payments would start on 1 June 2027 (the
fifth anniversary and the start of year 6) and the interest rate would increase in
April 2028.
This means your interest would rise in less than 12 months, so you would pay
more interest overall

If the fifth anniversary is between 1 January and 31 March, the first interest rate
rise will be in April of the following year. For example, if your equity loan was paid
to the homebuilder on 1 January 2022, interest payments would start on 1 January
2027 (the fifth anniversary and the start of year 6) and the interest rate would
increase in April 2028.
This means you would pay a lower rate of interest for slightly longer.
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EQUITY LOAN FEES AND COSTS
When you apply for an equity loan you agree to pay interest and
other fees and costs. These include the following:

MONTHLY MANAGEMENT FEE
When your equity loan starts you must pay a £1 monthly fee. This is
paid by direct debit until you pay off the full equity loan.

ADMINISTRATION FEES
You pay administration fees for making changes to your equity loan,
such as making a part payment. You can find the current Help to Buy
Equity Loan administration fees on the UK Government website at
www.gov.uk/manage-equity-loan

COSTS FOR LATE PAYMENT
The UK Government may charge interest on overdue amounts you
owe them. They will apply that interest every day until the money you
owe is paid in full. You may also have to pay other reasonable costs
if they need to take action against you to collect amounts you owe.
Interest and management fee payments are collected by Direct
Debit. This helps to keep your payment details up to date. The
payments are managed by the UK Government equity loan
administrator.
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EQUITY LOANS AND
REPAYMENT MORTGAGES
Equity loans from Help to Buy normally have a term of 25 years. If you
choose to remortgage (by switching your mortgage to a different
lender or switching to a different mortgage deal with your current
lender), you will need to get permission from the UK Government first.
You may want to switch mortgage deal without borrowing more,
and they would usually allow this. If you want to borrow more they
will only consider agreeing to this if you use the extra money to:
Pay off all or part of your equity loan
Pay for structural alterations that need to be made to your home for medical
reasons
Pay to remove or add a homebuyer to the equity loan agreement, or
Pay for other personal circumstances that you agree with them

If your new mortgage deal is for more than 25 years, the UK
Government will extend the term of your equity loan to match it.

TIP:
Consider getting independent financial advice to make sure you understand how
a new mortgage deal may affect your equity
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ADD AND REMOVE HOMEBUYERS
FROM THE EQUITY LOAN
If the UK Government give its permission, you can add or remove a
homebuyer from the equity loan contract.
This is known as a ‘Transfer of Equity’. At least one of the homebuyers
named in the equity loan contract must stay the same, and not be
removed, throughout the term of the equity loan.
Homebuyers who are added to the equity loan contract must meet
the Help to Buy eligibility criteria. (See our Eligibility Guide)
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STRUCTURAL ALTERATIONS
You cannot make structural alterations to your home, such as
adding an extension or converting a bedroom into a bathroom,
without permission from the UK Government. They will only give
permission for structural alterations that are needed for medical
reasons.
Structural alterations can increase the market value of your home,
and your equity loan is linked to the value of your home.
• If you make structural alterations without permission, and they
increase the value of your home, the equity loan amount you owe
will increase.
• If you receive permission to make structural alterations, and they
increase the value of your home, when the UK Government works out
how much you owe on your equity loan it will ignore the increase in
value relating to the alteration.
Redecorating or fitting a new kitchen or bathroom is not a structural
alteration, and you do not need permission for this. You have the
option of paying off your equity loan before you make structural
alterations.
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OTHER RESTRICTIONS
You are not allowed to sublet your home (move out and rent the
whole property out to another person) without permission from the
UK Government.
You must have building insurance for your home, keep your home in
a good state of repair, and keep to all other conditions of the
insurance policy.

NOTE:
You cannot sell your home or pay off your mortgage without repaying the equity
loan in full.
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