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Response from the All-Party Parliamentary Group on Mortgage Prisoners1 

CP 20/13: Consultation on mortgages: Removing barriers to intra-group switching and helping 

borrowers with maturing interest-only and part-and-part mortgages 

Summary 

We are concerned the FCA’s statement on mortgage prisoners underplays the significant detriment 

suffered by mortgage prisoners. The APPG calculates that many mortgage prisoners with inactive 

lenders, unregulated entities and vulture funds are being overcharged by between 2.3% and 3.5%. 

This is around six to eight times the detriment identified by the FCA, when it claimed that many 

mortgage prisoners were only paying slightly more and suffering harm by being overcharged by 0.4% 

a year. 

We would recommend the FCA use real case studies which will better demonstrate the real and 

significant detriment and misery being caused to mortgage prisoners by the policies of inactive 

lenders, unregulated entities and vulture funds which we have seen through our casework. The 

cases we are seeing appear to demonstrate a failure by the FCA to ensure that mortgage prisoners 

are treated fairly.  

The FCA in our view should make it compulsory for lenders to use a streamlined affordability test 

when mortgage prisoners are trying to switch to a different lender within the same banking group.  

The FCA should also enforce existing rules and introduce new rules to prevent firms from exploiting 

mortgage prisoners by holding them in closed books and separately authorised subsidiaries within 

the same banking group. 

Large banking groups should be made to offer mortgage prisoners better deals. The FCA’s preferred 

approach to make this “voluntary” will fail to help mortgage prisoners. We are concerned the FCA 

has not taken on board the lessons from the experience from the transitional arrangements 

introduced after the mortgage market review. 

In summary, it is unclear why the FCA would think that large banks and building societies which have 

exploited mortgage prisoners for years by holding them in separate subsidiaries or closed mortgage 

books will willingly offer better deals. The FCA is repeating the mistakes of the Mortgage Market 

 
1 This is not an official publication of the House of Commons or the House of Lords. It has not been approved 
by either House or its committees. All-Party Parliamentary Groups are informal groups of Members of both 
Houses with a common interest in particular issues. The views expressed in this report are those of the group. 
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Review and unless it changes these proposals, the outcome will be the same – continued misery for 

thousands of mortgage prisoners. 

The APPG is calling for an investigation into the level of interest rates being charged and for a cap to 

be introduced to prevent mortgage prisoners being exploited by being kept on high interest rates. 

Not a single mortgage prisoner has been able to switch through the new modified affordability test 

which was introduced almost 12 months ago. Mortgage prisoners can’t wait any longer, the FCA 

should act swiftly to introduce a cap on interest rates to protect all mortgage prisoners, including 

those who can’t switch. 

We recommend that the guidance restricting repossessions on interest-only and part-and-part 

mortgages applies to all customers whose mortgage has already matured or is going to mature at 

any time up to October 2021.  

It does not make sense to exclude customers whose mortgages matured prior to 20 March 2020 

from the protection from repossession. These customers are facing exactly the same situation as 

those customers whose mortgages mature after 20 March 2020. If they face repossession when they 

are quite capable of making the mortgage payments then they will suffer significant detriment.  

The FCA guidance on the treatment of interest-only customers who risk being unable to repay their 

loans2 contains serious loopholes since it only requires lenders to consider which options they have 

to offer customers. In the FCA’s view a lender, unregulated entity or vulture fund can comply with 

the guidance by only offering customers the option of full repayment of capital or face repossession. 

Mortgage prisoners are being referred down a series of dead ends and firms tend to reject 

reasonable offers put forward to enable people to stay in their homes. 

The FCA should use the time before October 2021 to conduct a review and consultation on its 

guidance on the fair treatment of interest-only mortgage customers who risk being unable to repay 

their loan and compel lenders to offer customers a full range of options and to accept reasonable 

offers from mortgage prisoners, including offers to make overpayments with a view to taking out an 

equity release mortgage at a point in the future. 

 

 

Seema Malhotra MP 

Lord Sharkey 

Kevin Hollinrake MP 

All-Party Parliamentary Group on Mortgage Prisoners 

appgmortgageprisoners@gmail.com 

 

 

 

 
2 FCA (2013), Dealing fairly with interest-only mortgage customers who risk being unable to repay their loan; 
https://www.fca.org.uk/publication/finalised-guidance/fg13-07.pdf  

mailto:appgmortgageprisoners@gmail.com
https://www.fca.org.uk/publication/finalised-guidance/fg13-07.pdf
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Comments on the statement on mortgage prisoners 

We are concerned that the FCA’s statement underplays the significant detriment suffered by 

mortgage prisoners. It is inappropriate and misleading to compare the rates borrowers with inactive 

firms are currently paying to those being paid by customers on the reversion rates at other lenders. 

If these mortgage prisoners were with an active lender and up to date with payments then they 

would have access to a product transfer. We have provided evidence to the FCA that product 

transfer rates available to those with LTVs of 75% are in the region of 1.6% to 1.9%. More than 7 in 

10 mortgage prisoners have an LTV of less than 75% and so would be able to access these rates if 

they were with an active lender. 

Our calculations indicate that, in contrast to the FCA’s calculations, mortgage prisoners with inactive 

lenders are being overcharged by between 2.3% and 3.5%.   

We would also have preferred the FCA to use real case studies instead of fictional case studies. This 

might help better demonstrate to the FCA and others the detriment being caused to mortgage 

prisoners. For example, the following are based on real cases submitted to the APPG. If FCA staff 

would like to speak to mortgage prisoners then we would be happy to facilitate contact. We think 

more engagement with real people would help FCA staff and Board members better understand the 

detriment being suffered and what needs to be done to ensure they are treated fairly.  

• A victim of domestic violence with a disabled child is overpaying by £1,600 a year as they are 

with an unregulated entity, compared to the rate they would be able to access if they were 

with an active lender. This amount of money would help alleviate the severe hardship and 

mental health problems they are facing and enable minor repairs to be made to the house 

to keep their child safe. Her mortgage was sold to Tulip who decided to link her rate to 

LIBOR without consent and without changing the terms and conditions and increase it. They 

then caused confusion amongst customers about why the rate was increased.3 

• An older person with a serious heart condition is overpaying by over £3,000 a year as they 

are being held on a high interest rate within a separately authorised subsidiary of a larger 

banking group, compared to the best deal being offered to existing customers elsewhere in 

the banking group. This amount of money would probably enable them to avoid 

repossession and the risk that the stress they are under due to the constant threat of 

repossession and eventually going through the process may cause them to die early. 

• A member of the armed forces has overpaid by thousands of pounds and this meant that 

they couldn’t move to be nearer his partner’s family which led to the breakdown of the 

relationship. 

• An older person lives on the 5th floor of a block of flats with no lift. His health problems 

mean he is worried about not being able to manage the stairs and that he won’t be able to 

go out. He wants to move his mortgage to a more suitable property. He will not be able to 

move and will be trapped in his home, unable to go out, leading to physical and mental 

health problems. 

• A couple, both with health problems (one recently had heart surgery the other has cancer) 

face constant stress as a result of their high interest rate. 

• A family living in overcrowded accommodation would be able to afford a small extension 

which would mean their children no longer had to share a room and were not embarrassed 

to invite friends over to the house. 

 
3 https://www.mortgagestrategy.co.uk/news/thousands-of-mortgage-prisoners-given-wrong-info-on-rate-rise/  

https://www.mortgagestrategy.co.uk/news/thousands-of-mortgage-prisoners-given-wrong-info-on-rate-rise/
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Largest 6 banks and building societies – Standard Variable Rates and best deals available to 

existing customers 

Standard Variable Rate Best 2 year fix available to 

existing customers (75% LTV) 

Best 5 year fix available to 

existing customers (75% LTV) 

Santander Follow-on Rate – 

3.35% 

1.89% - £0 fee 1.89% - £0 fee 

Halifax Homeowner Variable Rate 

– 3.59% 

1.64% (3 year fix) - £0 fee 1.71% - £0 fee 

Nationwide Standard Mortgage 

Rate – 3.59% 

1.84% - £0 fee 1.84% - £0 fee 

HSBC Standard Variable Rate – 

3.54% 

1.69% - £0 fee 1.79% - £0 fee 

RBS Standard Variable Rate – 

3.59% 

1.62% - £995 fee 1.91% - £995 fee 

Barclays Follow On Rate – 3.59% 1.80% - £0 fee 1.85% - £0 fee 

 

Mortgage Prisoner Standard Variable Rates 

Lender SVR Other issues 

Landmark / Heliodor / NRAM 

 

(Former customers of Northern 

Rock including those sold on by 

UK Asset Resolution to vulture 

funds and consortiums of 

investors. ) 

4.39% - 

Standard 

Variable Rate 

 

4.14% - Loyalty 

Rate 

 

Whistletree 

 

(Former customers of Northern 

Rock sold on by UK Asset 

Resolution and Cerberus to TSB 

Bank Plc) 

4.39% - 

Standard 

Variable Rate 

 

4.14% - Loyalty 

Rate  

Whistletree customers are actually 

customers of TSB Bank Plc, which has a 

Homeowner Variable Rate of 3.59% 

 

When it took over the portfolio of mortgage 

loans, TSB initially decided not to offer 

Whistletree customers the ability to access 

fixed rates. It then introduced fixed rates 

which were much higher than the rates 

offered to TSB customers and decided not 

to inform customers clearly that they could 

access fixed rates. Only recently has TSB 

introduced reasonable fixed rates for 
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Whistletree customers. We believe the FCA 

should investigate whether the actions of 

TSB, were in breach of Principle 6, Principle 

7, MCOB 11.8.1E and MCOB 2.5A. 

Tulip / Grasmere 

 

(Former customers of Northern 

Rock sold on by UK Asset 

Resolution without any 

safeguards introduced by UKAR) 

4.39% - 

Standard 

Variable Rate 

 

4.14% - loyalty 

rate 

Tulip claim that they have “complete 

discretion” over the interest rate policy. 

Tulip / Engage Credit have claimed to have 

linked the interest rate to LIBOR but have 

not notified customers clearly about this 

change or updated their terms and 

conditions. In 2019, Tulip / Engage Credit 

used this claimed link to LIBOR to increase 

interest rates.  

Tulip customers have recently received 

letters informing them that they are being 

sold to Grasmere mortgages. They have not 

been told what type of organisation 

Grasmere is or even its address.  

Mortgage Agency Services No. 5 

(Part of the Co-operative 

Banking Group) 

5.35% - 

Standard 

Variable Rate 

The Mortgage Agency Services Standard 

Variable Rate was increased over the years 

from 3% to 6%, before it was cut to its most 

recent level of 5.35% following the recent 

base rate changes. The Co-operative bank 

refuses to tell customers why their 

mortgage rate was increased as it says that 

the information is “commercially sensitive”. 

UCB Home Loans (Part of 

Nationwide Building Society) 

5.09% The Nationwide Standard Mortgage Rate is 

3.59%. 

Nemo Secured Loans (Part of 
Principality Building Society) 

7.00%  

Mars Capital (FCA register 

number 459016) 

Variable  

GE Money / CHL Mortgages Variable  

Firstplus / Elderbridge Variable  

 

We are also concerned that the FCA has not completed a full analysis of where an extension of the 

regulatory perimeter would enable it to take action to ensure that mortgage prisoners were treated 

fairly. The FCA must realise that in practice the decision-making on interest rate changes and 

forbearance will be taken by unregulated entities and the regulated firms will do whatever they ask. 

The regulated firm will rely on the unregulated entity for revenue and so will always take decisions in 

the best interests of the unregulated entity, rather than those which are in the best interests of 

mortgage prisoners. 
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Some stakeholders have raised concerns that the boundary of regulated activities (known as 

the perimeter) could affect the fair treatment of borrowers whose mortgages are owned by 

an unregulated entity. There are some cases where an extension of the perimeter would 

give us regulatory reach or improve our reach. In practice, however we have found that 

currently in the majority of cases, where books have been sold to unregulated entities they 

have delegated key decision-making responsibilities on interest rate changes and 

forbearance, to regulated firms. 

This new statement from the FCA seems to be at odds with what the Governor of the Bank of 

England told the Treasury Committee. It would be useful for the FCA to explain in the feedback 

statement, if it now believes the Governor was mistaken. 

Let me take the example of mortgage prisoners, which you and I obviously know well. I have 

said a number of times, and I have advocated, that the only way that we could conclusively 

address this question is to change the perimeter….It hasn’t happened. 

More broadly, the APPG does not have a record of receiving a full reply from the FCA to all of the 

questions raised in its letter dated 3rd March 2020 which asked for full details of the powers the FCA 

has to protect consumers depending on whether their mortgage was owned by a fully regulated 

lender, an unregulated entity or any model in between these two extremes.  

Answers to consultation questions 

Q1: Do you agree with our timeline for when our proposed rule change on ‘intra-group switching’ 

would come into force? 

Q2: Do you agree with this timeline for when our proposed guidance on maturing interest-only 

and part-and-part mortgages would come into force? 

Yes, we agree with these proposed timelines. 

Q3: Do you agree with our proposal to extend our rules, that do not require a standard 

affordability assessment for borrowers switching with their existing lender, to include borrowers 

in closed books looking to switch with a lender within the same group as their closed book? 

The APPG has in the past called for banks to be forced to apply streamlined affordability tests when 

allowing mortgage prisoners to switch to better deals offered by the same banking group. It would 

be helpful for the FCA to have undertaken independent research to understand why lenders are 

keeping mortgage prisoners within closed books or separately authorised subsidiaries within larger 

banking and building society groups. We believe that the most likely reason is that lenders are 

exploiting trapped customers by holding them on high Standard Variable Rates, failing to offer them 

new deals or by only offering them new deals at higher interest rates. 

In our experience the APPG has come across two different models, both of which have been used to 

exploit mortgage prisoners. 

• Mortgage prisoners kept in closed books: In this model, mortgage prisoners are kept within 

a different book within a single authorised entity. The closed book may have a different 

trading name and mortgage prisoners are offered no new deals or higher interest rates. 

Examples of this treatment include the Whistletree customers within TSB Bank plc.  

• Mortgage prisoners kept in separately authorised subsidiaries of larger banking and building 

society groups: The mortgage prisoners are held within a separately authorised subsidiary. 

Examples of this are the Mortgage Agency Services companies within the Co-operative 
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Banking Group; UCB Home Loans within the Nationwide Building Society; and Nemo 

Personal Finance within the Principality Building Society. 

When it introduced the Mortgage Market Review, the FCA promised that lenders would not be 

allowed to take advantage of trapped borrowers. In the policy statement published in October 2012, 

the FSA said that it expected "lenders to treat their customers fairly, in according with Principle 6 

(‘treating customers fairly’). In response to feedback, we are strengthening the protection for existing 

borrowers, by changing the guidance to an evidential provision (MCOB 11.8.1E). Under this provision, 

if the existing lender takes advantage of a ‘trapped’ borrower or treat them any less favourably than 

other customers with similar characteristics – for example, by offering less favourable interest rates 

or other terms – then this may be relied on as tending to show contravention of Principle 6." 

It has become apparent that this requirement is not being enforced. TSB bank were able to take 

advantage of trapped borrowers in the Whistletree book by charging them a high Standard Variable 

Rate and only offering them the best TSB fixed rate deals if the borrower could pass an affordability 

test. The FCA has also left a serious loophole in the rules in that it has confirmed that the 

requirement does not apply if mortgage prisoners are held in separately authorised subsidiaries. This 

has meant that major banking and building society groups have been able to exploit mortgage 

prisoners within these separately authorised subsidiaries. The APPG believes these borrowers are 

suffering significant detriment and are paying between 1.55% and 5.15% higher interest rates as a 

result. Given the vulnerability suffered by many mortgage prisoners these extra costs are causing 

real misery to mortgage prisoners and their families. Many have vulnerabilities including health 

problems, disabled children, victims of domestic violence or living in overcrowded accommodation. 

 Standard Variable Rate / Fixed 
rates available 

Best new deal available within 
the banking group 

Mortgage Agency Services / 
Co-operative Banking Group 

5.35% 1.74% 

UCB Home Loans / Nationwide 
Building Society 

5.09% / 3.29% 1.74% 

Nemo Personal Finance / 
Principality Building Society 

7.00% 1.85% 

 

As part of the Mortgage Market Review, the FSA/FCA also introduced transitional arrangements 

allowing lenders to take on borrowers from other lenders and to make exceptions to the new 

affordability and interest-only rules.4 These so-called “transitional rules” were voluntary. Consumer 

groups called on the FSA to make these compulsory, but the FSA did not agree. The evaluation of the 

MMR found that there was no take-up of these transitional arrangements to allow trapped 

consumers to switch between lenders.  

Before the introduction of the Mortgage Credit Directive (MCD) in March 2016, lenders 

could take on existing borrowers from other lenders (providing the original mortgage was 

taken out before 26 April 2014 and there was no increase in the amount outstanding) 

without applying aspects of an affordability assessment in appropriate cases. We found that 

 
4 FSA (2012), Para 3.16, Policy Statement 12/6, https://www.fca.org.uk/publication/policy/fsa-ps12-16.pdf 

https://www.fca.org.uk/publication/policy/fsa-ps12-16.pdf
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no firms in our review actually took advantage of this option even though it was available 

during the period of the review.5 

We believe that there are two key lessons from the experience since 2012: 

1. Arrangements allowing firms to voluntarily introduce streamlined affordability tests for 

certain customers probably won’t be taken up and implemented by firms. If those firms 

holding mortgage prisoners in separately authorised firms or closed books within larger 

banking groups had wanted to then they could have used the transitional arrangements to 

help these borrowers. The fact that they did not do so, means that, in the APPG’s view, they 

are unlikely to make use of the new allowance being introduced as part of this consultation. 

2. The FCA needs to strengthen the rules to prevent firms from taking advantage of trapped 

mortgage prisoners and take enforcement action against firms. 

The FCA says that firms will not be required to make use of the new test as “lending is always a 

commercial decision.” This ignores the fact that firms have already lent to these customers. In many 

cases there seems to be no justification for charging these borrowers higher interest rates.  

We believe that the only way in which this proposal is going to help a significant number of 

mortgage prisoners is if the streamlined approach is compulsory. It also needs to be accompanied by 

new rules to prevent lenders from exploiting mortgage prisoners by holding them in separately 

authorised subsidiaries within large banking groups. This should include a requirement to offer all 

customers within a single banking group the same deals. Once it has made this compulsory, the FCA 

should ensure that firms write to all customers in their closed mortgage books or separately 

authorised subsidiaries to inform them about the new deals which are available. 

In summary, it is unclear why the FCA would think that large banks and building societies which have 

exploited mortgage prisoners for years by holding them in separate subsidiaries or closed mortgage 

books will willingly offer better deals. The FCA is repeating the mistakes of the Mortgage Market 

Review and unless it changes these proposals, the outcome will be the same – continued misery for 

thousands of mortgage prisoners. 

Q4: Do you agree with the guidance we are proposing on interest-only and part-and-part 

mortgages? 

Q5: Do you agree that the guidance should only apply to those up-to-date with payments at 

maturity and who maintain interest payments thereafter? 

Q6: Do you agree that the guidance on interest-only and part and-part mortgages should be in 

place for 12 months? 

We recommend that the guidance restricting repossessions on interest-only and part-and-part 

mortgages applies to all customers whose mortgage has already matured or is going to mature at 

any time up to October 2021.  

It does not make sense to exclude customers whose mortgages matured prior to 20 March 2020. 

These customers are facing exactly the same situation as those customers whose mortgages mature 

after 20 March 2020. These borrowers face exactly the same potential harm:  

• their properties being repossessed if they are unable to repay 

 
5 FCA (2016), Para 5.51, Thematic Review 16/4, https://www.fca.org.uk/publication/thematic-reviews/tr16-
04.pdf 

https://www.fca.org.uk/publication/thematic-reviews/tr16-04.pdf
https://www.fca.org.uk/publication/thematic-reviews/tr16-04.pdf
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• them struggling to realise their repayment strategy 

• them attaining poor value if needing to repay the capital on their mortgage in adverse 

market conditions 

Expanding the protection to those customers whose mortgage matured before 20 March 2020 

would only have a minimal impact on the lenders, but would provide vital protection for those 

consumers. 

We also note that all customers facing repossession could be particularly vulnerable during a 

pandemic. They could be facing health problems and might not be able to meet the extra costs 

which would be caused if they had to find a property to rent due to reduced hours or earnings.  

The FCA has promised that repossession for interest-only mortgage customers should be a last 

resort. In our experience this is not the case. The FCA guidance on the treatment of interest-only 

customers only requires lenders to decide which options they are going to offer customers. This can 

mean that a lender decides to only offer an interest-only mortgage customer the options of 

immediate repayment of the capital or to face repossession. The APPG has helped several customers 

who were facing repossession despite being able to make the monthly payments on their mortgage. 

The FCA should also acknowledge that many mortgage prisoners could have had their repayment 

strategies disrupted as they have been charged very high interest rates for the past 12 years.  

In the APPG’s experience lenders also operate what they would call a “referral” strategy. They refer 

the mortgage prisoner to a mortgage adviser which tells them that they are too old or do not have 

enough income to get another repayment mortgage. They are then referred to an equity release 

firm which tells them that they are too young or do not have enough equity to qualify for an equity 

release loan or retirement interest-only mortgage. They are sent down a series of dead ends, whilst 

the lender claims to be trying to help them. 

Unless we take action now to get these customers better deals and widen the options they are 

offered thousands of mortgage prisoners will face repossession in their late 60s or 70s. Many will 

have health problems or other vulnerabilities.  

What is needed is a more bespoke offer of advice and guidance for those with maturing interest-

only mortgages which takes into account the specific circumstances of mortgage prisoners. The FCA 

has proposed that banks will not be able to repossess interest-only customers until after October 

2021 and the rules also need to be reformed to require lenders to accept reasonable offers from 

mortgage prisoners – especially if they are vulnerable. In some of the cases the APPG has looked at, 

the combination of making over-payments for a few years with a view to taking out an equity 

release loan once they are older – what we are calling a bridge to equity release – would enable 

more people to stay in their home. Unfortunately, lenders can reject these offers and we lack 

resources to do any wider research into how many people this could help.  

If we can get more mortgage prisoners lower interest rates so that they can reduce their monthly 

payments then that would also help them financially and enable interest-only customers to repay 

more to the capital before their term ends. It is vital that the FCA uses the time leading up to 

October 2021 to conduct a wider review of its guidance on the treatment of interest-only mortgage 

customers. 

We believe it would be better to apply the guidance to those who are up-to-date with payments or 

who have small amounts of arrears. Given the volatility which could occur to people’s earnings as 



10 
 

the furlough scheme is wound down it would not be fair for these borrowers to suddenly face 

repossession just for missing one or two payments before October 2021.  

Q7: Do you have any comments on our cost benefit analysis on the proposed rule changes on 

intra-group switching? 

We have fundamental concerns with the method by which the FCA conducts cost benefit analysis. 

The FCA should be calculating and comparing the possible costs and benefits of different 

interventions such as making the streamlined affordability test compulsory or capping interest rates. 

The FCA’s calculation of harm should assess the extra amount these consumers are paying compared 

to a benchmark rate of 1.6% to 1.9%.  

The FCA should also acknowledge that the amount of benefit which will accrue to mortgage 

prisoners will be very low under its voluntary proposals, compared to the significant benefits which 

could accrue if it was compulsory for firms to use a streamlined approach and enable mortgage 

prisoners to switch to other deals available within the same banking group. 

Q8: Do you have any comments on our cost benefit analysis on the proposed guidance on interest-

only and part-and-part mortgages? 

The FCA should be calculating and comparing the possible costs and benefits of different 

interventions such as prohibiting the repossession of all interest-only and part-and-part mortgages 

which have matured and where interest payments are currently being made. 

The FCA should also take into account that removing the threat of repossession will lead to 

significant benefits to consumers in terms of their emotional well-being.  

 

 

 

 

 

 

 


