Mortgage interest subsidies and repayment of capital gains — conditions and guidance

This section sets out the transitional arrangements devised to assist returning Members of
Parliament who currently claim a mortgage interest subsidy on their property whilst they
make alternative arrangements, and sets out the process of establishing the appropriate
level of any capital gains accruing on the property during this period to be recouped by IPSA.

Returning MPs who received a mortgage interest subsidy on their property in the previous
parliament may continue to claim such a subsidy on the same property, up to a maximum of
£1,250 per month, during a transitional period ending 31 August 2012 on the following
basis:

1. MPs designating a property for which they wish to claim a mortgage interest subsidy
will not be able to change the designation to any other property.

2. MPs claiming a mortgage interest subsidy must occupy the property for which they are
claiming this subsidy.

3. MPs cannot claim rent under Accommodation Expenses if they claim a mortgage
interest subsidy.

4. MPs can apply for a mortgage interest subsidy only once they have had their property
independently valued by a valuer regulated by the Royal Institution of Chartered
Surveyors.

5. MPs must, with their application, submit the valuation and a certified copy of their
mortgage contract which sets out details of their loans.

6. IPSA may — on receipt of a statement from the mortgage lender — provide an advance
on mortgage interest payments prior to the application being approved. IPSA will
provide such an advance only for a single month’s mortgage interest and will not do so
beyond 31 May 2010.

7. Once the application for a mortgage interest subsidy has been made, IPSA will calculate
the publicly subsidised share of the property on the basis of the valuation of the
property and the value of the loan (or part thereof) being subsidised by IPSA.

8. The publicly subsidised share of the property will be the percentage of the value of the
loan the interest on which is paid for by mortgage interest subsidy to the value of the
property as calculated by the valuer (illustration below).

9. MPs must, on a monthly basis, provide IPSA with a mortgage statement from their
mortgage lender, stating the mortgage interest payments to the lender and any capital
repayments to the lender.

10. MPs must, between 1 — 31 August 2012, secure a further independent valuation of their
property by a valuer regulated by the Royal Institution of Chartered Surveyors. This
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second valuation will be used to calculate any notional gains the subsidised properties
may have accrued during the transitional period.

IPSA will, once the second valuation has been carried out, adjust the subsidised loan-to-
value ratio of the property to reflect any capital repayments, taking into account when
such repayments were made. Any increase in value will be assumed to have been a
consistent month on month increase over the transitional period.

Any increase in the value of the publicly subsidised share of the property will be
regarded as a proportion of the overall capital gain of the property during the

transitional period commensurate with the proportion of the publicly subsidised share.

IPSA will recoup the public share of any notional gain.

MPs must by 30 November 2012 repay to IPSA the public share of the notional gain
accrued during the transitional period. There will be no requirement for MPs to sell
their properties.

MPs choosing to stop claiming for their properties before the end of the transitional
period must secure an independent valuation at the point at which they stop claiming
to establish the value of any gain up to that point in time.

MPs choosing to sell their properties before the end of the transitional period must
secure an independent valuation to establish any gain up to the point at which they
place the property on the market:

e |f the property is sold for a sum higher than the valuation, this higher figure will be
used to calculate any gain;

o |f the property is sold for a sum lower than the valuation, this lower figure will be
used to calculate any gain unless the property is sold to a connected party as
defined at 4.15 of the Scheme, in which case the sum at valuation will be used to
calculate any gain.

MPs who either stop claiming for or sell their subsidised property before the end of the
transitional period must repay the public share of the gain within three months of
ceasing to claim or completion of the sale.

MPs who carry out capital improvements to properties for which they receive a
mortgage interest subsidy during the transitional period should be aware that such
capital improvements will not generally be taken into consideration when calculating
the value of the publicly subsidised share of any capital gain on the property. If any MP
considers that there are exceptional circumstances justifying a departure from this rule,
the case should be made to IPSA at the earliest opportunity, and, in any event, no later
than one month after the completion of such works.

From 1 September 2012 IPSA will fund only rented properties.



Advice

i.  MPs will receive a mortgage interest subsidy only once they have had a valuation
carried out by an RICS-regulated valuer. MPs are therefore encouraged to do so as
soon as possible following the general election.

ii.  The website www.rics.org/uk will help MPs locate regulated valuers.

iii.  Property valuations are not an allowable expense under the scheme. MPs applying
for a mortgage subsidy will therefore be required to pay for these valuations
themselves.

lllustration A

1. An MP’s flat is valued in May 2010 at £200,000. The MP has a £100,000 interest
only mortgage and applies for a subsidy for the whole of the mortgage interest on
the mortgage. The publicly subsidised share of the property is, therefore, 50 per
cent and IPSA will recoup 50 per cent of any increase in the value of the flat
between the first and second valuation.

2. If, therefore, at the end of the transition period, the flat is valued at £220,000, the
gain during this period will be £20,000 and IPSA’s share of that will be £10,000.

lllustration B

1. An MP’s flat is valued in May 2010 at £200,000. The MP has a £100,000 repayment
mortgage and applies for a subsidy for the whole of the mortgage interest on the
mortgage. The publicly subsidised share of the property is, therefore, 50 per cent at
the start of the transitional period.

2. The MP makes capital repayments of £500 per month during the transitional
period. Each month IPSA amends the loan-to-value ratio accordingly, reducing the
publicly subsidised share of the property.

3. At the end of the transitional period in August 2010, the flat is valued at £220,000,
registering a gain of £20,000 — or a month on month gain of £740.74 over 27
months.

4. The publicly subsidised share of the property will by this time have reduced to 39%
of the new value. However, when the changing relative interest in the property is
applied to take account of the gradual reduction in the publicly funded share over
the period, the public share of the gain will be 43.27% — or £8,704.80.
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