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Christopher Woolard       Rt Hon Lord Andrew Tyrie 

FCA        Competition and Markets Authority 

12 Endeavour Square      The Cabot 

London        25 Cabot Square 

E20 1JN        London 

E14 4QZ 

 

 

Dear Chris and Andrew 

We are writing to request an urgent investigation into the level of Standard Variable Rates and for 

the FCA and CMA to conduct a joint consultation on the introduction of a cap on these rates. 

Despite the reforms to the mortgage affordability test which were introduced in October 2019, not a 

single mortgage prisoner has been able to switch to a different lender using the new test. Although 

this change was welcome, the coronavirus means that we cannot place much hope that this 

intervention will lead to a reduction in the so-called ‘loyalty penalty’ being paid by mortgage 

prisoners.  

Mortgage prisoners are being exploited, by both fully regulated lenders and unregulated vulture 

funds by being held on high Standard Variable Rates. We believe that the only way for mortgage 

prisoners will see the vital improvements they need within an acceptable timescale will be for the 

CMA and the FCA to conduct a joint consultation and introduce a cap on Standard Variable Rates. 

The APPG would be happy to host a virtual meeting to discuss how this could be progressed. 

The table attached to this letter shows the excessive SVRs which have been reported to us by 

mortgage prisoners. These compare to the Standard Variable Rates of the largest six banks and 

building societies which are all around 3.5%. The table attached shows that customers of the largest 

six lenders are able to access 2-year and 5-year fixed rates between 1.6% and 1.9%. Mortgage 

prisoners are uniquely disadvantaged as they are unable to join the vast majority of borrowers who 

avoid punitively high SVRs by regularly switching to lower fixed rate deals. Every month of delay 

means millions of pounds more in over-payments by mortgage prisoners and extra misery caused to 

them and their families.  

We would also appreciate your views as to whether it is a breach of any regulatory requirement, 

rules, principles or general consumer protection law including the Consumer Protection From Unfair 

Trading Regulations and the Consumer Rights Act for a lender to refuse to tell customers why it has 
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increased their variable interest rate. In the context of the FCA’s renewed emphasis on outcomes-

focussed regulation we would also be keen to understand whether you view lenders refusing to tell 

customers why their interest rate has been increased as an acceptable outcome for customers. 

Investigation into outlier rates 

It is important that the FCA’s investigation into outlier rates is completed quickly and for the FCA to 

be clear on its views on what represents an “outlier rate”. We have reviewed the contact we have 

received from mortgage prisoners and want to be sure that the following lenders / administrators 

and rates will be within the scope of the FCA’s investigation into outlier rates. We have prepared the 

table attached to this letter, which also shows any additional issues which we believe will need to be 

examined in each of the cases.  

The FCA’s investigation should also cover the extent of breaches of Consumer Protection from Unfair 

Trading Regulations 2008 and existing FCA principles and rules, including Principle 6, Principle 7, 

MCOB 2.5A, MCOB 11.8.1E and MCOB 2.6A.-1 R. The FCA should enforce rules to prevent firms from 

treating mortgage prisoners less favourably or taking advantage of their situation. The investigation 

should also take into account the FOS ruling on the application of dual SVRs. 

Finally, as we suggested in our response to CP19/14, the FCA should review the scope of MCOB 

11.8.1E to stop firms from taking advantage of a loophole in the rules by penalising mortgage 

prisoners by holding them in separately authorised subsidiaries of larger banking groups. 

Kind regards 

 

Seema Malhotra MP 

 

Lord Sharkey 

Co-Chairs, APPG on Mortgage Prisoners 

 

Kevin Hollinrake MP 

Co-Chair, APPG on Fair Business Banking 

CC Dr Andrea Coscelli CBE; John Glen MP 

appgmortgageprisoners@gmail.com 
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Annex 

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 

 

Excessive Standard Variable Rates being charged to mortgage prisoners 

 

Lender SVR Other issues 

Landmark / Heliodor / NRAM 
 
(Former customers of Northern 
Rock sold on by UK Asset 
Resolution to private equity 
funds and consortiums of 
investors. ) 

4.39% - 
Standard 
Variable Rate 
4.14% - Loyalty 
Rate 

The APPG raised issues about the 
application of the loyalty rate in its letter 
dated 9th April 2020. 

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 
Whistletree customers. We believe the FCA 
should investigate whether the actions of 
TSB, were and continue to be, in breach of 
Principle 6, Principle 7, MCOB 11.8.1E and 
MCOB 2.5A. 
 
FCA rules state that where people cannot 
switch to a new lender “the existing 



4 
 

mortgage lender or home purchase provider 
should not (for example, by offering less 
favourable interest rates or other terms) 
take advantage of the customer's situation 
or treat the customer any less favourably 
than it would treat other customers with 
similar characteristics. To do so may be 
relied on as tending to show contravention 
of Principle 6 (Customers’ interests)” 

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. Please see case study below. 
 
We believe that the FCA and CMA should 
investigate the way in which Tulip / Engage 
Credit set the variable interest rate and 
linked it to LIBOR without updating terms 
and conditions or informing customers. 
 
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”. 
 
We believe the FCA and CMA should 
investigate how MAS5 and the Co-operative 
bank have set the SVR, including all of the 
factors outlined below. The FCA and CMA 
should clarify whether it is acceptable for a 
lender to refuse to tell customers why their 
interest rate has been increased by claiming 
that the information is “commercially 
sensitive”. 

UCB Home Loans (part of 
Nationwide Building Society) 

5.09% The Nationwide Standard Mortgage Rate is 
3.59%. 
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Mars Capital (FCA register 
number 459016) 

Variable The securitisation prospectuses indicate 
that some of the portfolios of loans have 
interest rates averaging 4.63% above 3 
Month LIBOR. 

GE Money / CHL Mortgages Variable  

Firstplus / Elderbridge Variable  

 

Mortgage Agency Services No. 5 (Part of the Co-operative Banking Group) 

The issue of the way that Mortgage Agency Services had set the Standard Variable Rate was first 

raised with the FCA in January 2019. 

In our opinion, to examine the fairness of the interest rate being charged to the customers the FCA 

and the FOS would need to examine all of these factors: 

• Whether the variation term and the way in which MAS 5 and the Co-operative bank group 

have applied it to set the SVR in a one-sided manner is fair? 

• The specific reasons MAS 5 / Co-operative bank group have used to justify each increase in 

the rate since 2008/09? 

• The funding costs which relate to the mortgage and how they have changed over time? 

• Why the SVR being charged to the customers (at that time 6%) is different from the SVR of 

(at that time 4.99%) being charged by the Co-operative bank and the specific reasons which 

justify the difference? [Noting the previous FOS decisions about dual SVRs] 

• Whether MAS 5 is taking advantage of the fact that many of its customers are 'trapped' 

borrowers by increasing the SVR and keeping it at a different level from the Co-operative 

bank and is therefore in breach of Principle 6? 

• What percentage of MAS 5 borrowers are trapped borrowers and why the Co-operative 

bank is not offering the customers access to its own mortgage products? 

• Why the Co-operative bank is not applying the UK Finance voluntary agreement to MAS5 

borrowers and offering them new deals, particularly in the light of comments that it 

represents good industry practice? 

 

Tulip Mortgages / Engage Credit 

March 2019: The customer receives a letter from Engage saying that there has been an increase in 

the "underlying base rate" and that their interest rate will be increased from 4.79% to 4.94%. Other 

customers were told that their rate was being increased from 5.04% to 5.19%. 

April 2019: We contact Engage / Pepper UK asking for details about the letter which told the 

customer that their interest rate was being increased to 4.94% from 4.79%. This was said to be due 

to an increase in the "underlying base rate". The first person we spoke with at Engage Credit was 

unable to explain what the underlying base rate was, why the rate had increased or what the terms 

and conditions actually said about how the interest rate was set. The second person said that the 

account was following the Tulip variable rate but told me that "unfortunately we are not able to 

disclose the detail as to why the rate has increased but we can confirm that the increase is in line 

with the terms and conditions of the credit agreement". They said the change was a "business 

decision as to why that has increased" and there were "many variables for the business to consider" 
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but he wouldn't say what those were. He said that the reference to an underlying base rate in the 

letter was a mistake which they were in the process of correcting. 

The second person said that there had been a change to the way the interest rate was set when the 

mortgage was transferred (in that it now was a Tulip variable rate instead of the Northern Rock 

loyalty rate which was referenced in their mortgage offer) and was set differently as it was at the 

lender's discretion but that there had not been any change to the terms and conditions. 

We are also aware of one other customer who was told their interest rates would be changing from 

4.79% to 4.94% for part of their mortgage and 5.04% to 5.19% for another part of their mortgage. 

30th April 2019: Engage Credit send through a letter confirming that the interest rate on her 

mortgage account is linked to LIBOR and admit that the phrase underlying base rate may have 

caused confusion.  

June 2019: The Treasury Committee publishes correspondence with Tulip and Engage Credit. These 

confirm that Tulip has introduced an explicit link to LIBOR in how it sets interest rates. 

https://www.parliament.uk/documents/commons-committees/treasury/Correspondence/2017-

19/Correspondence%20-

%20Director%20of%20Tulip%20Mortgages%20to%20the%20Chair%20re%20Mortgage%20Prisoners.

pdf 

https://www.parliament.uk/documents/commons-committees/treasury/Correspondence/2017-

19/Correspondence%20-

%20Chief%20Executive%20Officer%20(Servicing%20Division)%20of%20Pepper%20Group%20to%20t

he%20Chair%20re%20Mortgage%20Prisoners.pdf 

6th September 2019: Engage Credit send a letter through to the customer saying that the interest 

rate on her mortgage is going back to 4.79% which says that "As described in your mortgage terms, 

the interest rate on your mortgage is set with reference to the London Interbank Offered Rate 

(LIBOR). This rate has recently changed, triggering a change to the interest rate on your mortgage." 

27th September 2019: Engage Credit send a letter through to the customer saying that the 6th 

September letter was a mistake and that "While the Rate Change Notice correctly stated your new 

interest rate and monthly payment, it incorrectly stated that the interest rate on your mortgage is 

set with reference to the London Interbank Offered Rate (LIBOR). As pursuant to your mortgage 

terms, the interest rate on your mortgage is your lender's Standard Variable Rate and your monthly 

payment stated in the rate change notice resulted from a change in your lender's Standard Variable 

Rate. We apologise for any confusion this error may have caused. For Further information on the 

types of situation where your variable rate could change please refer to your mortgage terms and 

conditions". As noted, despite being told in previous letters that her mortgage rate is linked to LIBOR 

her terms and conditions do not mention this or contain any mention of LIBOR. 
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