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LEWIS: Hello. In today’s programme, interest only mortgages. 2.6 million people 

have them, but what can you do if you can’t find the capital to pay off the debt when 

the mortgage comes to an end? How helpful will your lender be? We look at a new 

£200 standing charge that will hit 100,000 low energy users with Npower from this 

week.  

HARRISON: It’s just an officially sanctioned extra fuel levy on those who can least 

afford to pay. 

LEWIS: Well that’s one listener’s view. And cutting out the banks: savers can lend 

directly to borrowers through peer to peer lending sites and it’s just become a little bit 

safer. 

But we start with interest only mortgages. As I said, more than 2.5 million people 

have them. And, as the name implies, you pay the interest on the mortgage but you 

don’t repay the capital, so at the end of the 20 or 25 years you have to find the whole 

amount you borrowed. That seems to be taking some people by surprise. A report by 

the Financial Conduct Authority - that’s the regulator which replaced the Financial 

Services Authority a month ago - found that there were problems ahead for half of the 

interest only borrowers who didn’t have adequate plans in place to repay that capital 

sum, and 1 in 8 claimed they didn’t know they even had to. Martin Wheatley is the 
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FCA’s Chief Executive. I asked him if any of these mortgages had been mis-sold. 

WHEATLEY: This is predominantly a wakeup call, if I’m honest, saying you do 

realise interest only is exactly what it says: there will come a point when you have to 

repay capital. We have not found mis-selling. That has not been the focus of our 

investigation.  

LEWIS: So even though 1 in 8 people (which could be well over 300,000 people) say 

they didn’t know at the time they had to pay back the capital, and many others said 

“Oh well my aunt might die” or “I might earn a bit more money” or “I’ve got an ISA” 

- none of that was mis-selling? That was, if you like, mis-buying? 

WHEATLEY: There was a lot of euphoria about the property market where people 

expected the rises to just continue; a lot of demand to gear up as high as possible, take 

on the largest mortgage. And whilst the banks would have asked and the building 

societies would have asked “Well if it’s interest only, can you afford that? How will 

you repay it?”, they didn’t have a set of rules which said actually we want to probe 

your plan; simply hoping for an inheritance or relying on something that is inherently 

unreliable probably won’t be adequate. We would ask them going forward, but that 

wasn’t what they were asked to do at the time. Most people are managing to pay off 

their mortgage. Some of the banks are extending the period, some people are 

downsizing - so some people would say well actually I’ve reached a stage in life 

where maybe I’m better off in a smaller home. But most of what we’re seeing at the 

moment is actually quite responsible behaviour. We’re seeing very, very few people 

evicted from their homes as they get to maturity. 

LEWIS: But you do say in your guidance, which you’re consulting on, ‘customers 

remain responsible for repaying the mortgage under the contract and firms are not 

obliged to offer options at maturity.’ So you’re not forcing them to offer options, 

you’re just forcing them to have a look at it; but if they choose to say well sorry, no, 

they’re perfectly free to do that. 
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WHEATLEY: The guidance we’re giving them is effectively saying to lenders there 

are a whole series of things that we expect you to do. What we’re not saying - and I 

don’t think we can say - is that they should under no circumstances take more 

aggressive action to reclaim the loan because at the end of the day the contract is with 

an individual and a lender where the individual has said I will pay you back x at a 

certain point in time.  

LEWIS: And if the lender fails to follow your new advice about how to sort this 

problem out, will they then be liable for any problems the individual suffers? 

WHEATLEY: We’ll take strong action if we think people are mishandling 

complaints. What we’re asking them to do and what our guidance says is actually 

you’ve got to take a sensitive approach to this. 

LEWIS: Martin Wheatley of the Financial Conduct Authority. So just how will this 

sensitive approach work? Many Money Box listeners have been in touch, some with 

real problems. Sarah’s parents are both retired. They’ve been told they can’t extend 

their interest only mortgage because her father is too old and they must sell their 

home to repay the debt. 

SARAH: My dad’s 70 next weekend. The bank have said that they have to sell. They 

just feel that they’ve been forced to do something they don’t want to do. And you 

know my dad’s got a very good pension, can you know meet the payments, no 

problem. And really you know if they’re talking about younger people, they could 

lose their job tomorrow, but my dad’s not going to lose his pension tomorrow, so I 

really don’t understand how this works. I don’t understand how they can say that 

because you’re over a certain age that you know you’re more of a risk. I’m really 

angry at the way they’ve been treated. You know my mum, she cries, she gets upset 

all the time now we’ve got this ‘for sale’ notice, and she’s terribly upset and you don’t 

really know what to say, you know, and how to help really. 
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LEWIS: Ian, in his fifties and a retired police officer, can’t pay off his interest only 

mortgage when it falls due at the end of this year. He asked his bank for an extension 

- he’s got income from his police pension and a window cleaning business and he’s 

got two inheritances due - but the bank told him he can’t remortgage because his wife 

would be 70 during the term of the new loan. 

IAN: We’re trying to do the responsible thing by approaching them very early in the 

year and saying well we know we’re in the situation where we’ve got an outstanding 

sum which you’re going to expect at the end of this year. The reality is we’re not in a 

position to pay it. However, we are in a position where we can repay it when this 

money comes through. I was even willing to overpay what I’m currently paying and I 

said well you know why don’t I just go on part interest only and part repayment and 

they still weren’t interested. You know I’ve tried to meet them halfway in some 

respects, but they’re still not even interested in that at all. I think they need to be taken 

to the tailor and shaken to be perfectly truthful because you know they might say the 

right words - “Oh yes, we’re sympathetic” - to customers. The reality is they aren’t. 

LEWIS: Well just two out of many worried listeners who’ve contacted us. So how 

should lenders treat borrowers whose interest only mortgages are coming to an end? 

Paul Smee is Chief Executive of the Council for Mortgage Lenders. I asked him what 

lenders are doing to help people in similar situations. 

SMEE: What I think lenders will generally be doing when they consider any 

application for extensions of mortgage is considerations of the affordability of the 

proposal that’s being made for the customer into the future. Obviously the more 

reliable evidence that can be provided to a lender, the better, and sometimes indeed 

that exit strategy is the sale of the property. 

LEWIS: But certainly most of the banks I’ve spoken to in the past have you know 

said no mortgage past 65 in many cases or 70 in exceptional cases. There is an age 

limit on these things, isn’t there? 
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SMEE: Well I think you’d have to talk to individual banks about individual bank 

policies in that regard. 

LEWIS: Given that almost all the people in this position will be over 50, and I think 

about half of them are over 65, is age really a good guide to affordability? 

SMEE: I don’t think it is the sole guide at all and I think there are many 

considerations which have to be taken into account, and I believe that that is what 

lenders will be doing and certainly what is expected under the regulatory framework.  

LEWIS: But ultimately the sanction of saying we want our money, you’ll have to sell 

your home is going to be used? 

SMEE: They are down to repay the principal of the loan, which they have had on an 

interest only basis. That was the terms on which it was issued. 

LEWIS: Well that was Paul Smee from the Council for Mortgage Lenders. Listening 

to that in Edinburgh is Jane Vass. She’s Head of Public Policy at Age UK. Jane Vass, 

how worried is Age UK about interest only mortgages when they mature?  

VASS: Well we think there’s certainly no room for complacency just because of the 

scale of the issue - around 600,000 borrowers seeing their mortgages mature up to 

2020, around half of interest only borrowers likely to have a shortfall and a third of 

the shortfalls are expected to be over £50,000. So while the research suggests that 

people in that first wave of borrowers are likely to have assets to repay, what we don’t 

know is what impact that’s going to have on their overall financial plans for 

retirement. 

LEWIS: Yes. I mean certainly I think it’s true to say most people will cope with this 

because they’re expecting it, but a big minority - and we heard from two of them - 

clearly will find it hard. Now the bank concerned in those clips did confirm to us its 
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policy is not to agree a mortgage that will last beyond the age of 70. I mean if that’s 

common, it’s going to cause problems, isn’t it?  

VASS: Age limits are certainly very common in the mortgage market still. Last year 

we rang round major lenders and we found that all of them had age limits ranging 

from 65 to 75 by which time they expected mortgages to be fully repaid. 

LEWIS: Is that legal? I thought there were laws against age discrimination? 

VASS: Sadly the law against age discrimination has a very wide exemption for 

financial services. 

LEWIS: But people are working longer, and in these cases we heard people had 

pensions that were actually adequate and pensions tend to be more secure than wages. 

Why can’t they take that into account? 

VASS: To be honest, we think age is really not a good proxy for ability to repay on its 

own. We’d really like to see loans granted on a basis of affordability and ability to 

repay, not just age, and indeed the Financial Conduct Authority already has quite 

strict rules about affordability. 

LEWIS: So in a word banks should take account of your pension and your other 

income and maybe your other circumstances and lend you money even though it 

might stretch well into your seventies or eighties? 

VASS: Banks should look at peoples’ ability to repay, remove those automatic age 

limits. 

LEWIS: Jane Vass of Age UK, thanks. Well listening to that in Salford is Flora 

Maudesley-Barton. She’s Managing Director of Parsonage, an independent chartered 

financial planner. Flora Maudsley-Barton, you’re not a mortgage broker of course, but 
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do people have these interest only mortgage problems when they come to you for sort 

of broader advice? 

MAUDSLEY-BARTON: Yes that’s often why people consult us. Perhaps initially 

they need help with that and we can give them advice and guidance to get them 

through. 

LEWIS: Now we’ve heard about a couple of problems. What advice do you give 

them that perhaps can resolve these problems? 

MAUDSLEY-BARTON: The first thing is to act as soon as possible. As we’ve 

heard, it’s important not to give the lender the whip hand as it were at the end of the 

contract term. If you think of every £10,000 there might be a shortfall, that could 

increase your payments by £56 a month-ish if you do it over 15 years, but if you’ve 

only got 10 years that’s nearly £140 a month. So the impact of time is very important. 

LEWIS: Yes and of course a lot of these people are older. I think 40,000 a year will 

be over 65 when their mortgage comes to an end. This is a particular problem for 

them. 

MAUDSLEY-BARTON: Yes definitely. We think the important thing to do is to be 

realistic, to begin by calculating a budget - you know working out income and 

expenditure. We have quite a detailed calculation that we use in those circumstances.  

LEWIS: And I suppose people do have lump sums from their pensions. That may not 

be what they thought they’d use them for, but it is one way to help, isn’t it? 

MAUDSLEY-BARTON: It is one way to help. Sometimes when people raise it, the 

word ‘pension’ does come into the conversation; that they may not have calculated it 

at any stage, but there was this in the back of their mind that there was that possibility.  



 

 

 

 

8 

 

 

 

LEWIS: And what about equity release - taking out a lifetime, remortgaging for your 

life? I mean could that be a solution or is there just not enough money there to do it? 

MAUDSLEY-BARTON: It will in the lower … in the amounts where the loan isn’t 

too high, because the amounts that you can borrow under a lifetime mortgage type 

route is much lower. It’ll be around about a quarter of the property value for people 

who are in the back end of their sixties. So it’s not going to be enough in a lot of 

cases. 

LEWIS: And in a word, the FCA has ruled out any mis-selling at all. Do you think 

there has been mis-selling? 

MAUDSLEY-BARTON: Well if one 1 in 8 people didn’t see this coming, then I 

don’t know how we can say that there isn’t some question to be asked. 

LEWIS: Some people say that it was more mis-buying. (Maudsley-Barton laughs) 

Flora Maudsley-Barton of Parsonage, thanks very much. 

Now 100,000 customers of the energy supplier Npower who use low amounts of gas 

and electricity will see a big rise in their bills from this week. Npower’s the latest 

supplier to bring in a standing charge as well as charging of course for the fuel used. 

All suppliers are being made to split their charges into two - a standing charge to 

cover the fixed costs of transmission, billing and all those sorts of things, and a cost 

for the amount of gas or electricity actually used. The change is being imposed by the 

regulator, Ofgem, which says it will be “fairer” and “simpler”. Peter Harrison says the 

new standing charge will double his Npower bill. 

HARRISON: As a low user of both fuels, I’ll now be faced with an annual standing 

charge of almost £200 when my total annual spend on both fuels is only around £200. 

So that’s a 100% price rise, which I can’t afford on a very limited income, and I 

blame Ofgem for allowing this to happen because it’s just an officially sanctioned 
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extra fuel levy on those who can least afford to pay. 

LEWIS: Listener Peter Harrison blaming the regulator Ofgem. And conveniently in 

our Westminster studio is a senior partner at Ofgem, Ian Marlee. Ian Marlee, why are 

you forcing suppliers to introduce standing charges? 

MARLEE: So let’s just put this into context first of all. The findings of our recent 

review showed that competition was being stifled in this market by a combination of 

tariff complexity, poor behaviour from the energy companies, and a lack of 

transparency, and that’s why we’re pushing forward with the most radical reform of 

the retail market in the past decade to make it simpler, clearer and fairer for 

consumers.  

LEWIS: Well you say “simpler, clearer and fairer.” You’ve issued a 192 page 

document to describe the new simple structure and standing charges can now be zero; 

they can vary by the time of the day, the day of the week, or the year; they can vary 

by tariff, by fuel, by region; and they can go up every year with RPI. It doesn’t seem 

very simple to me. 

MARLEE: Well the first thing is that the energy companies do try and recover 

certain costs either by using standing charges or by using complex multi-tier tariffs, 

and what our consumer research showed was that people didn’t understand the 

complex multi-tier tariffs, they weren’t transparent, and actually that made 

comparisons even more difficult. Now we’ve therefore said that they do have to set a 

standing charge. As you’ve said, that can be set as low as zero, and in fact we do see 

companies out there other than Npower who have set standing charges much lower 

than Npower have in this case and in fact there are zero standing charges still out in 

the market. 

LEWIS: Yes, but at one time you were going to make them all charge the same 

because they all have the same costs, don’t they? But you’ve moved away from that 
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and you’ve allowed them to introduce this crazy complexity, it seems to me, on what 

should be a very simple thing - the cost of getting the gas or electricity to your front 

door. 

MARLEE: Well this isn’t introducing complexity. This is taking away significant 

complexity. But you’re right, there is still some choice out in the market. And we’ve 

listened to consumers. We’ve listened to thousands of consumers and done significant 

consumer research and what we’re doing, this is one part of the package. We’re 

putting in place lots of other pieces of information that helps give consumers prompts 

to know whether or not they’re on the best deal. 

LEWIS: And very briefly, why have a standing charge at all? If you had one unit 

charge, it would penalise those who use a lot of energy, benefit those who use very 

little. That’s a green measure, isn’t it? 

MARLEE: Well this is about balancing that need for choice which actually 

consumers say they want, but making sure it’s a simple choice and therefore making 

sure that they have prompts to know whether or not they should go off to a switching 

site or phone other companies, find whether there’s a better deal for them. And that’s 

what this is all about - making sure consumers are in the driving seat for this market. 

LEWIS: Ian Marlee from Ofgem, thanks. Well with me in the studio is Ann 

Robinson. She’s Director of Consumer Policy at the comparison site uSwitch. Ann 

Robinson, does this put consumers in the driving seat? Is it a simplification? 

ROBINSON: Well certainly standing charges aren’t a simplification. Can I say 

straightaway I’m very much behind what Ofgem are trying to achieve in terms of 

simplifying the market and I certainly think one single unit cost will do an awful lot. 

But unfortunately the way in which the companies are interpreting now the ability to 

bring back standing charges is adding back a huge complexity and there are some 

companies, for example, that have got three levels of standing charge. I just don’t 
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understand it and I think that people are going to be really bamboozled. I think people 

won’t know what’s the best deal for them and actually it could put even more people 

off engaging the market. So I’m with you, Paul. I just think either a zero standing 

charge or a very low standing charge is what is fair. 

LEWIS: And Peter Harrison (who we heard from earlier) says his bills, well he’s 

afraid his bills will double. Should there be a rebate to soften the blow for people like 

that, so it’s at least spread over a year or two? 

HARRISON: Well I would want the companies to actually think very seriously about 

the impact of this, particularly on low users, because we know that a lot of people are 

seriously rationing their energy, a lot of people who are low users are people who are 

what we call in fuel poverty. They’re spending such a big part of their income on 

energy anyway and it really is a disadvantage and quite frankly it’s unfair. 

LEWIS: But of course people like Peter actually uses very little energy.  

HARRISON: Exactly. 

LEWIS: He’s doing the right thing.  

HARRISON: Exactly. 

LEWIS: There are others who have told us similar things and yet they’re being 

penalised. 

HARRISON: Do you know that’s absolutely right and the thing is if you have a very, 

very high standing charge - and some of the standing charges are well over £200 

compared with others that are well under £200 - if you have a very high standing 

charge, it means the unit costs are that much lower. And what does that mean? It 

means if you’re a large user of energy, you benefit as a result. 
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LEWIS: Ann Robinson from uSwitch, thanks very much.  

Peer to peer lending is a simple idea and it is growing. If you have money to lend, you 

lend it directly to the people who need it. They pay interest, you get a share of it. 

Rates are attractive, often cheaper than the banks for borrowers and always more than 

the banks for savers who can earn up to 6% a year on their money before tax. Savers 

and borrowers are matched by the organisers through a website and savers’ money is 

spread across a range of borrowers to reduce the risk. But now the oldest and biggest 

arranger I think of peer to peer lending, Zopa, is introducing what it calls a 

“safeguard” to reduce risk still further. With me is Giles Andrews, Chief Executive of 

Zopa. Giles, you say in your publicity this isn’t a guarantee. It’s not an insurance 

policy, it’s a safeguard. What does it give savers?  

ANDREWS: It gives savers added piece of mind. So we’ve had feedback from both 

our existing users and also (importantly) from people who’ve had a look at Zopa but 

decided they didn’t want to go on and use it, that they wanted a product that was even 

safer and easier to use. So what we’ve done is take effectively an amount of money 

that savers use to allocate for bad debt in their own minds and take that and put it into 

what we call a Safeguard Fund to cover them against the risk of default in the future. 

LEWIS: But you already protect them in some way because if I give you £1,000 for 

my savings, you spread it across a lot of people and you know okay one of them 

might default but most of them won’t, so I’m protected in that way anyway.  

ANDREWS: Well we actually have two levels of protection if you like before the 

fund, so the first one is that we manage a credit book extremely efficiently and we’ve 

had defaults of below .8 of a per cent over the last 8 years on the £300 million we’ve 

lent. 

LEWIS: That’s very good compared with a bank. 
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ANDREWS: Absolutely, and in the last two and a half years, our default rates have 

been below .2 of a per cent. So if you like that’s the first line of defence. The second 

one is the one you highlight, which is that our savers are spread across many, many 

different borrowers, so our average saver is probably lending to three, four, five 

hundred different people. And it’s those two things that have given us the confidence 

to launch the Safeguard Fund, if you like. 

LEWIS: But you still think you need this extra level? 

ANDREWS: Well we’re really responding to feedback from customers who say we 

understand you’re doing everything you can to make it safe, but actually we don’t like 

to engage with the idea of default, so can we have something that’s even safer and 

easier to use. 

LEWIS: Because of course many of these people are a bit like cash savers and if they 

put it in the bank at least they know it’s safe up to £85,000 per bank. Stay with us, but 

listening to that in Devon is Ian Gurney who’s founder of the website 

p2pmoney.co.uk that compares peer to peer lending sites. And Ian Gurney, you also 

put your money into them, I think. What return do you get? 

GURNEY: Over the sort of past, I’ve got with Zopa typically about 7.5%. Rates you 

can get these days will be a little bit lower. Obviously as peer to peer lending has 

become more popular, more and more lenders are choosing them. 

LEWIS: Yes. And so what default rate do you have on those though? 

GURNEY: I think with Zopa I’ve had about 1%, but obviously, you know as Giles 

was explaining earlier, they’ve actually been very good at you know keeping bad debt 

down and certainly I have actually seen bad debt rates fall.  

LEWIS: And do you think this new scheme, this safeguard, will help more people be 
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confident to put money into peer to peer lending? 

GURNEY: Certainly. As I’ve discussed peer to peer lending with friends and 

colleagues, they always are unsure about the risk, and obviously this new product will 

certainly mitigate some of this risk. 

LEWIS: But by the time you’ve taken the precautions the banks take, you put in 

place the safeguard scheme, it all raises cost, doesn’t it, because you pay a premium 

for this safeguard? Eventually the rates will be much the same as the banks, won’t 

they? 

GURNEY: Well I mean looking at the sort of typical rates you can get with a bank 

these days, the best you’ll probably get is 3%. With Zopa, you can get 5%, Ratesetter 

something similar, Funding Circle possibly even slightly higher. 

LEWIS: Yeah Funding Circle lends to business rather than individuals whereas the 

other two lend to individuals. 

GURNEY: That’s correct. 

LEWIS: And Zopa isn’t the only one to offer a safeguard, is it? Do you think this is 

the way for the future? 

GURNEY: I think certainly it is definitely a way forward. Ratesetter introduced their 

Provision Fund, which protects lenders exactly the same way that the Zopa Safeguard 

does. And I think it will certainly make peer to peer lending more popular because 

people can look at this and decide that the risk will be lower than actually just lending 

it, and if the borrower defaults then they take a hit themselves. 

LEWIS: And Giles Andrews, you’re not protected when you lend to Zopa, are you, 

as you would be with a savings account? There’s no compensation if things go wrong, 
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there’s no sort of fund there. Do you think some kind of regulation and compensation 

would help you even more? 

ANDREWS: Well we are going to be regulated from April 2014. The Government 

have announced that. We’re going to fall under the wing of the FCA and we’re 

already engaging with them both as the company Zopa … 

LEWIS: (over) But no compensation scheme? 

ANDREWS: No and I don’t think that would be appropriate. So the compensation 

scheme, as you say, is designed to protect bank savings. Ironically money that’s 

introduced to Zopa and sits un-lent, either before it’s been lent or when it’s come back 

in the form of repayment, sits in a trust account with the Royal Bank of Scotland 

where it is protected; but once it’s been lent out, it’s subject to a loan contract that’s 

legally binding that we administer on your behalf, and I don’t think it would be 

appropriate that that should be protected by the Government. 

LEWIS: Giles Andrews of Zopa and Ian Gurney of p2pmoney.co.uk, thanks. And 

Bob Howard’s here. We’ve been looking at emails today, Bob. 

HOWARD: Yes on standing charges - lots of them. John emailed. He says, ‘This 

change will cost me about £100 per year. I use virtually no gas between April and 

October. I was told by Npower there’s nothing that can be done.’ Nick says, ‘I’m on 

low pay and my current gas bill is only £9 per month. The daily charge means I pay 

£15 per month now in standing charge before I even start.’ And Tony says, ‘I left 

EDF when they introduced the standing charge. Now Ofgem wants all the companies 

to do the same. Well done Ofgem for putting the cost of living up again.’ 

LEWIS: That’s it for today. Thanks Bob. More information on our website: 

bbc.co.uk/moneybox. You can download the programme, listen to episodes, send us 

your ideas. Vincent Duggleby’s here on Wednesday with Money Box Live taking 
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questions on financial fraud. Have your PIN and mother’s maiden name ready. I’m 

back with Money Box next weekend. Today producer Emma Rippon. I’m Paul Lewis. 


