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LEWIS: Hello. In today’s programme, the new plan to get almost everyone in work 

to join a pension scheme. It starts on Monday and millions will be auto-enrolled over 

the next 5 years. Bob Howard’s here. He’s been looking into interest only mortgages. 

HOWARD: Yes, can your bank force you to switch over to repayment without your 

consent? 

JESSICA: I think it’s going to worry a lot of people that there was no information 

given about what factors would be taken into account. 

LEWIS: And we stick with interest only mortgages after that and talk about 

thousands of people with no way of repaying the amount they borrowed. Are they at 

risk of losing their home? And finally, will it be a happy new year for investors when 

commission to sales staff and advisers is banned at the end of the year? 

But first, a word from a famous dragon.  

PAPHITIS: Hello. Theo Paphitis here. I just want to let you know about some 

changes the Government is making to workplace pensions. Starting with larger 

companies from October 2012 bosses like me across the UK …  
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FEMALE VOICE: Will have to offer their workers a workplace pension.   

MALE VOICE: It means millions of working people will be enrolled. 

LEWIS: Theo Paphitis (and others, in case you were wondering) advertising one of 

the biggest ever changes to our pension system. Auto-enrolment will mean that just 

about everyone in work will automatically be put into a work based pension scheme, 

and employers without a scheme will have to set one up. The process begins on 

Monday, starting with the largest employers, and by 2017 all employers (however 

small) will be included. An estimated 11 million people currently without a pension 

will have been put in one. Live now to Malcolm McLean, a pensions consultant at 

actuaries Barnett Waddingham. Malcolm McLean, just explain who’ll be 

auto-enrolled from Monday. 

McLEAN: Well if you are more than 22 years of age and under state pension age and 

earn enough to pay tax - that is to say you have earnings this year of more than £8,105 

- and have been working for your company for 3 months or more, then you will be 

automatically enrolled into your company’s existing pension scheme (if they have 

one); or they haven’t, one they’ve put in place for the purpose. And this will apply to 

all people working for employers as the employers’ staging date is reached, which is 

going to be spread over the next 5 years. 

LEWIS: Yes and reaching the very small firms at the end of that. And how much do 

they put in? How much do you have to pay? 

McLEAN: Well it’s been brought in gradually over time and the initial contributions 

into a defined contribution type scheme from both the individual and the employer 

will start low, but then will ultimately be 8% of the qualifying earnings bands. But 

initially it will be 2%, and 1% will come from the employer, 0.8% from you as the 

individual, and you get 0.2% tax relief. So that’s a very low rate of contribution, but 

it’s a starting point. And, for example, if you’re earning £12,000 a year, it actually 
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works out somewhere in the order of £4.30 a month for you, and then obviously a 

double your money situation from your employer and from the Government in tax 

relief. 

LEWIS: Yes, I suspect the Government’s hoping no-one will quite notice that much. 

But I’m sure some people will, and if you want to pull out how do you do that? 

McLEAN: Yes, you can opt out, but you actually have to actively do something to do 

that. If you do nothing, you will remain in the pension scheme. And to opt out, you 

will have to get a opt-out form from the pension provider, not from the employer; fill 

that up and send it back. And if you do that within a month of being automatically 

enrolled, then you will get back any money that’s been paid in. After that, the money 

will stay within the pension scheme. 

LEWIS: And you will be auto-enrolled again and again over the years. But will that 

sort of amount buy you anything worthwhile? 

McLEAN: Well initially I think the main thing that the Government’s trying to 

achieve here is to get people into the habit of making contributions into a pension 

scheme, and clearly that level of contribution even over a long period of time is not 

going to produce that great a pension. So we would hope that having started low, it 

will then build up and people will over a period of time get enough to get themselves 

a decent pension in their old age. 

LEWIS: Malcolm McLean, thanks. I’m sure that’s also the hope of Pensions Minister 

Steve Webb who we’re going live to now. Steve Webb, £4.30 a month from some of 

the low paid who this scheme was aimed at. That’s not going to buy you anything, is 

it? 

WEBB: It’s a very gentle start and, as Malcolm says, the goal is to get people in and 

then we gradually phase up the contributions. 
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LEWIS: And hope they won’t notice. 

WEBB: Remember … Well the idea is that it’s a relatively gentle introduction rather 

than a sudden one. And I think most people kind of vaguely know they ought to have 

a pension but find it very complicated, know they wouldn’t necessarily get an 

employer contribution, so we’re trying to overcome some of the barriers to pension 

saving. 

LEWIS: But people who are close to retirement now - people in their 50s, their 60s 

maybe who will be auto-enrolled - they’re only going to have a few years in at these 

very low levels. Surely for them, it’s just not worth it? 

WEBB: Well, first of all, these low levels are minimum. Obviously you can go 

beyond that if you want to. And what we’ve done is we’ve made it voluntary for 

people, so if they don’t think it’s right in their particular circumstances, they can opt 

out. But certainly someone in their 50s could easily have a decade or more before they 

start working, stop working rather, and you know we’d encourage them to look 

seriously at staying in. 

LEWIS: Small employers though are very worried about the burden, aren’t they - not 

just financial but the reporting they have to do? Is it really fair to make companies 

with one employee - maybe somebody employing a nanny or an administrative person 

for their small business - for a few hours a week, is it really sensible to make them set 

up all this scheme? 

WEBB: Well we did look very hard at the position of small firms and we considered 

excluding them altogether, but millions of people work for small firms and it’s vital 

they don’t retire in penury at all. So instead we’ve tried to ease the burden on small 

firms, and one of the ways we’ve done this is set up the NEST Scheme, the National 

Employment Savings Trust, which is particularly with small firms in mind. So you 

don’t have to set up a pension scheme, you just opt for NEST; and it has you know 



 

 

 

 

5 

 

 

 

low charges, it’s not for profit, and it’s designed very much with them in mind. 

LEWIS: One of the problems though is even if you do earn a decent pension over a 

few years, if you’re going to be means tested in retirement and rely on means tested 

benefits, you’re going to lose a lot of any pension you’ve built up. 

WEBB: Well even under the current system, we estimate that virtually anybody who 

saves through a pension will get back more than they put in. But that’s partly why we 

want to do more than that and that’s why we’re going to reform the state pension 

system, so that we have a state pension clear of basic means testing, and then you can 

be even more confident that what you save will add to your income in retirement and 

not lead to more means testing. 

LEWIS: Well you say you’re going to reform it, Steve Webb, and you’ve talked 

about it many times on this programme - this so-called flat rate £140 a week pension. 

You’ve now postponed giving us the details till the autumn. You said at a conference 

a couple of weeks ago, there are “a thousand different details still to be worked out.” 

When and indeed whether are we really going to see this? 

WEBB: People get very excited about you know a document coming a few weeks or 

a few months later. Remember we’ve always said we’re talking about implementing it 

in the next parliament. 

LEWIS: We’d be more excited about it coming out on time, I think. 

WEBB: Well … (laughs) And so you know we’re committed to an autumn white 

paper. There’s no question about that. It’s when it’s published. And just to reassure 

you, when we publish the white paper, on the same day we will publish chunks of the 

legislation. And I can assure you, you don’t get permission within government to 

actually write legislation unless it’s going to happen. 



 

 

 

 

6 

 

 

 

LEWIS: In a word, Steve Webb, is this government committed to bringing this in 

before it leaves office, if it does? 

WEBB: Absolutely.  

LEWIS: Thank you very much, Steve Webb, the Pensions Minister. 

Now what steps should the banks be taking to concentrate the minds of their 

customers who have interest only mortgages where you just pay the interest and not 

paying off any of the capital. But how will they repay it? The Financial Services 

Authority believes as many as three quarters of the people who borrowed in this way 

haven’t told their lender how they’ll pay the money back. Banks are obliged to write 

to customers at least once to ask them what steps they’re taking to repay the balance, 

but are these letters setting the right tone? Bob Howard’s been looking into it. 

HOWARD: Yes, Paul, these letters are being sent to every interest only customer 

regardless of what measures they have or haven’t put in place to pay their mortgage 

off. Jessica from London has an interest only mortgage which matures in 2018. She’s 

confident she can comfortably pay it off within the next 6 years. 

JESSICA: I borrowed £100,000 5 years ago. I’ve already paid back £55,000. The 

value of the house would be somewhere between £300,000 and £330,000, so I’ve got 

a fair amount of equity. I intend to pay the rest back before the end of the term 

actually by using repayments and overpayments. 

HOWARD: But Jessica was alarmed when she received a letter from her lender, 

Halifax, asking her about her repayment plans. In particular, this paragraph: 

HALIFAX LETTER: Periodically we will ask you to provide evidence of your 

repayment plan. If you are unable to satisfy us that your repayment plan remains on 

track to repay the outstanding balance on your mortgage, we may ask you to transfer 
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some or all of your mortgage onto a repayment basis. 

HOWARD: Jessica feared this could allow Halifax to do so against her wishes. Most 

major lenders we spoke to said the mortgage agreement terms and conditions did 

allow them in principle to switch a customer from interest only to repayment with or 

without a customer’s consent. The Financial Services Authority was alarmed enough 

about the implications of this to issue guidance to lenders. It said these terms and 

conditions risked being classified as unfair if a customer didn’t understand a lender 

had a right to switch to repayment or under which circumstances it could. Halifax said 

in a statement that although it had a right to change a customer over, it doesn’t do this 

in practice. 

HALIFAX STATEMENT: The letter we issue to all interest only customers 

annually demonstrates that this is one of the options that we will ask customers to 

consider if they’re not on track. Customer feedback demonstrates that our borrowers 

find this letter a timely and useful reminder. We do not force customers to change 

their repayment basis without their consent, but we do ensure that they consider the 

improvement that making that change could have.  

HOWARD: I asked five other big lenders what their policies were. Like Halifax, they 

all stressed the importance of negotiating with customers. Some ruled out a forced 

change completely but others were less clear. Santander admitted in rare and 

extenuating circumstances, as a last resort it does oblige a customer to switch to 

repayment. And when I asked the banks whether they would ever force the sale of a 

house if the mortgage wasn’t paid off at the end of the term, again I got different 

answers. Some lenders refused to say a clear yes or no, simply saying they would 

negotiate a range of options, including extending the length of the mortgage. But 

Halifax says it does not force sales. HSBC and Santander said as a very last resort 

they would. 

LEWIS: Thanks Bob. Well with me in the studio is Paul Smee, Director General of 

the Council of Mortgage Lenders. Paul Smee, are your members going to force people 
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to convert interest only loans to repayment? 

SMEE: I think if you listen to what Bob was reading out just now, that will be done 

in very rare and very extreme circumstances. 

LEWIS: I think that’s what he called refused to say a clear yes or no, isn’t it? I mean 

so you’re saying they will in rare circumstances? 

SMEE: I said it’s extraor… I don’t think you should never say never. But I do think 

that this will be something that happens when there is really no alternative and where 

you’re probably averting an even worse problem. 

LEWIS: But there is going to be a number of cases where there is no alternative. The 

FSA, the Financial Services Authority, says three quarters of interest only mortgages 

have no repayment vehicle that you know about. That is bound to cause problems 

because the mortgage comes to an end, you’ve got nothing in the bank to pay it off. 

SMEE: I think you have to look at the fact that that is why our members are 

contacting people now and engaging with them and talking to them about what their 

repayment vehicle is going to be because we want to avoid that sort of situation. 

LEWIS: But they’re asking them what it is, but they can’t give them any advice, can 

they, about their investments? And in many cases if they say well you know I haven’t 

really got one, what are they going to do? 

SMEE: Well they can give them the options and they can put them in the direction of 

an investment adviser who can help them understand whether their investment vehicle 

is going to meet their requirements. 

LEWIS: I think people will be wondering though why on earth did your members sell 

hundreds of thousands, more than a million in fact people interest only mortgages 
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without establishing they did have a repayment plan? You know people say 

inheritance, rising house prices, pension lump sum. Wouldn’t they accept anything? 

They’d accept Euromillions if someone had said it, wouldn’t they? 

SMEE: I think that’s a little extreme, Paul, and I do think those conversa … 

LEWIS: (over) But was it mis-selling? I mean that’s the important thing. 

SMEE: … those conversations happened. And I think one of the things that is coming 

through to us is that people are buying houses when they go and have this 

conversation. They want to get in the house and they will look at how much it costs 

them on a monthly basis for particular vehicles, and that is why a lot of them chose to 

go down the capital interest only route. 

LEWIS: Sure, but when they were being sold that, shouldn’t the adviser have said, 

“Well yes, you can buy a bigger or more expensive house this way, but have you 

really thought what’s going to happen in 25 years time?  

SMEE: I don’t think we actually know that they didn’t. I think a lot of people have 

got plans. And what is important is that they keep returning to those plans and 

checking they’re on track and that’s why lenders are making these contacts with 

consumers. 

LEWIS: Well listening to us in Bristol is Mark Meldon. He’s an independent 

financial adviser, a Director of RC Gray. Mark Meldon, have you had customers 

coming to you, worrying about how they’re going to pay off their mortgage? 

MELDON: Yes, increasingly I have. And I think the fundamental point here is that if 

you can only afford to pay an interest only mortgage on your house, then you can’t 

afford to buy that house, and it’s at the end of the term that this problem is now 

becoming larger and larger. I know of an example where the only option is to sell. 
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They’re too young to do equity release, which isn’t necessarily a very good idea 

anyway, and they’ll be left with not enough money to buy another property, so what’s 

going to happen to them? 

LEWIS: Well what is? What do you say to them? 

MELDON: Well I think there is unfortunately an element of greed here. Some people 

were perhaps being rather irresponsible themselves when they entered into these 

arrangements. But there really is no option. I mean all mortgage deeds allow lenders 

to foreclose and that’s the end of it, and I think they will. 

LEWIS: Yes, I think greed might be a bit harsh, mightn’t it? I mean people entered 

into these. As you say, they could buy a more expensive or a bigger house maybe to 

put in a growing family than they could afford on a repayment loan, but they did 

genuinely believe - and everyone did at the time - that rising house prices or indeed 

downsizing would be enough to pay it off. 

MELDON: That’s because people don’t think in the long-term. I mean I’ve come 

across people who’ve said “Oh we’re going to downsize”, but when it comes to the 

crunch, they really don’t want to. They’ve been living in their house for 15 years or so 

and they’re very comfortable there. But the bottom line is if they can’t pay the money 

back, they really could lose their house. 

LEWIS: Was this mis-selling in some cases or are people responsible for these 

choices? 

MELDON: I think it depends on what type of mortgage it was. The one area that 

really concerns me was the now almost defunct sub-prime area where people with bad 

credit histories, etcetera, were sold a mortgage by an intermediary - you know just 

sign here sort of thing - and they’ve been left high and dry and I’m not sure that 

they’ve been given the right information or help to sort the problem out. There are 
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things that can be done, of course, as long as you act quite quickly. 

LEWIS: Let me put a circumstance to you. This was a man who rang me yesterday, 

Derek. He’s 68. He took out an interest only mortgage 12 years ago. Because of his 

age it’s now coming up for redemption. He’s £40,000 short. Now his house is worth a 

lot more than that, but he can’t sell it. What can he do? 

MELDON: Well he’s got to talk to his lender and negotiate either an extension to the 

interest only mortgage. Clearly, I imagine, he can’t afford to switch to repayment. 

He’s probably too young to … 

LEWIS: Well he’s on a pension now. He’s retired. 

MELDON: Yeah, it’s not an uncommon problem. Equity release is an option, but I 

think he’s probably just a bit too young to do that. 

LEWIS: Let me ask Paul Smee from the Council of Mortgage Lenders. What do you 

think? And there are many Dereks in the country. 

SMEE: Well they certainly should talk to their lender. The lender will want to try and 

find out a solution for them. And there are options available. 

LEWIS: And what might that be? 

SMEE: Well several have been mentioned during the discussion - things like equity 

release and other products are available.  

LEWIS: But will a lender say … 

SMEE: (over) Or extending the mortgage into retirement or something. But talk to 

the lender because they will know the individual circumstances. 
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LEWIS: But if you’ve got a low income, you’ve already retired, you’re 68, you’ve 

got to redeem it by the time you’re 69 or 70, what can you do? Will you really extend 

a mortgage into retirement when they’ve got an income of a few thousand a year? 

SMEE: I think this very much depends on individual circumstances, which is why the 

key message has got to be go and talk to your lender. 

LEWIS: You’re very emollient, Paul, and I understand why, but this has been called 

a “mortgage time bomb”. We’ve had figures suggesting you know a million people 

have got no plans, £116 billion of debt. Are you not worried about it as the person 

representing lenders? 

SMEE: I think what is key and what is happening is to get this engagement going. 

Most of the mortgages which are coming up for redemption at the moment are on 

properties where there has been a substantial increase in the value, so there will be 

options available. Two thirds of interest only mortgages are going to mature after 

2020, which gives time. That is why the engagement is crucial and why it should 

happen now. 

LEWIS: Time to work out a solution. Dennis Hall … Sorry, Paul Smee and Mark 

Meldon, thanks. My next guest is Dennis Hall. I’ll be coming to him in a moment. He 

was looking very worried at that moment. Anyway I’m going to wish you all Happy 

New Year because that is the hope. From January if you’re sold a financial product, 

there’ll be less chance of it being mis-sold. From that date commission will be banned 

for investment advice, including pensions, and all financial advisers who sell 

investments or pensions will need higher qualifications than they do now. Merryn 

Somerset Webb is Editor in Chief of the personal finance magazine Moneyweek and 

she’s very happy with the changes.  

SOMERSET WEBB: I think it’s excellent news for consumers because it will 

remove commission bias from the entire financial process - i.e. the idea that someone 
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might recommend an investment to you on the basis of how might they have got paid 

rather than how good it was for you. But the most important thing is it’ll make cost 

completely transparent, and cost is a huge factor in the returns you might get from any 

kind of asset.  

LEWIS: I can see the commission bias point, but on the cost issue IFAs on average 

charge £150 an hour, I’m told. What about people who think I can’t afford that? Three 

hours and it’s 450 quid gone. 

SOMERSET WEBB: Well they’ll be paying just as much or more if they’re paying 

it by commission. They just won’t know they’re paying it. The cost remains precisely 

the same. Probably much less this way round because at least when you know what 

you’re paying, you’re more likely to challenge the fee. I’d also say that it’s very odd 

to think that a professional, well qualified financial adviser should come in at any less 

than that. We expect to pay a couple of hundred pounds an hour for legal advice. Why 

should we not pay the same for good financial advice? It’s just as important. 

LEWIS: But most people feel they can’t afford that. They may only want to put £50 

or £100 a month into their pension. 

SOMERSET WEBB: Well I think the key thing to note here is that an awful lot of 

people don’t need a financial adviser, and one of the great tricks of the financial 

industry over the last couple of decades has been to try and persuade us that we all 

somehow need unique personal financial advice when in fact we don’t. The majority 

of us just need generic advice and that can be found incredibly easily on the internet. I 

would also say that one of the great things the RDR is already doing … 

LEWIS: This is the Retail Distribution Review that happens on 1
st
 January? 

SOMERSET WEBB: Yes. The great thing that the Retail Distribution Review is 

doing is creating a market opportunity for new companies providing generic advice 
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for you. 

LEWIS: Do you see any problems ahead? 

SOMERSET WEBB: There’s always problems you don’t anticipate, but the key 

driver behind it that financial advice should come from people who are very well 

qualified and very transparent with their costs is unarguable. 

LEWIS: Merryn Somerset Webb. But not everyone is as happy. Lloyds TSB said this 

week it would close its advice service for customers who had less than £100,000 to 

invest because its research found they wouldn’t pay the fees to pay the cost of selling 

them things. Some independent financial advisers say they’ll leave the business, and 

many who will stay independent confirm it’s not worth dealing with customers who 

don’t have a large amount to invest. With me in the studio in London is Dennis Hall, 

an independent financial adviser and MD of Yellowtail Financial Planning. Dennis 

Hall, Lloyds Bank, many of your colleagues think it’s not worth looking at a customer 

with less than £100,000. Is that right? 

HALL: It is right, unfortunately. That number changes wherever you are in the 

country.  

LEWIS: It’s more in London, I’m sure. 

HALL: But more in London, yes. 

LEWIS: So where will they go? I mean Merryn Somerset Webb seems to think if 

you’ve got less than that, you don’t need advice. 

HALL: Well I think you do need advice. I mean there are an awful lot of websites 

and information on the internet that will tell you or give you a lot of information. But 

that’s all it is, it’s information, and there’s almost too much of it. We’ve got the 
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Money Advice Service, for example, but that’s not advice; that’s information. 

LEWIS: It’s very hard though, isn’t it? I mean you can go on the internet. You can 

even look in encyclopaedias and get the wrong answer on the internet. There’s a 

danger that where your search takes you will be someone who’s trying to fleece you 

of your money. 

HALL: It is. And if you’re asking the wrong questions, you’re going to get the wrong 

answers. And, yes, the internet is going to be very good at commoditising a lot of 

things and you may get very cost efficient and cheap products, but it’s the wrong 

product. 

LEWIS: You mean selling a particular product in a particular way? 

HALL: Yes. 

LEWIS: So where will people go? They can’t afford you, they can’t afford IFAs 

wherever they are in the country or they don’t want to afford it. Of course the point 

that Merryn and others have made previously is they will actually have paid more 

than that in the past; they just didn’t see it. So the end of commission must be a good 

thing? 

HALL: I think if you’ve got a substantial amount of money, the RDR, the Retail 

Distribution Review and the ending of commission is actually going to get you a 

cheaper service. If you are somebody with a lower amount of money or regular 

savings, you’re not going to find that advice. Yes you may have paid more in the past, 

but that was over a long term. Life assurance companies are no longer allowed to in 

effect subsidise that advice through paying the adviser upfront. 

LEWIS: And there’s going to be fewer independent financial advisers. There is a 

suggestion and indeed there are plans for basic advice and basic products, so a safe 
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pension, a safe ISA. Is that going to come to anything? 

HALL: Well we haven’t seen any great moves in that area and I think it’s a good 

starting point. You know the world’s most wealthiest investor Warren Buffett says 

that people probably don’t need more than some tracker funds, for example, and some 

very simple (in this country we call them kite marked) products. 

LEWIS: But I’m sure a lot of your colleagues would say to me well we used to 

charge commission, or at least we used to receive commission. We gave people good 

advice. We are now being excluded. Is that fair on us, the good independent financial 

advisers being forced out? 

HALL: I don’t think it is. It isn’t fair. Look it’s compartmentalising. It’s siloing 

things. If you’re wealthy, you’re going to find the advice and you’re going to find it at 

probably better cost than you did in the past. If you can’t lay your hand son the money 

to pay for the advice, you’re going to be excluded. 

LEWIS: So that middle ground and lower ground is going to find it difficult. Dennis 

Hall from Yellowtail, thanks very much for talking to us. The man who was 

introduced twice. And Bob, who I’ve introduced twice as well, is here with another 

change from Monday. 

HOWARD: Yes, Paul. If you’re about to fill in a form for any benefit, take particular 

care with it from Monday. Even an innocent mistake can land you with a £50 fine. It’s 

nothing to do with fraud, but what the Government calls an inadvertent error which 

results in you getting more money than you should. The department expects there to 

be half a million fines a year, bringing more than £80 million in the first 3 years. 

LEWIS: Thanks Bob. Well that is it for today. There’s some information on our new 

website, bbc.co.uk/moneybox. It is a work in progress. You can download the 

programme and past programmes from there and you can send us your ideas, as many 
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of you do, by email directly: moneybox@bbc.co.uk. I’m back on Wednesday with 

Money Box Live, this week taking your questions on renting and letting. I’m back 

with Money Box next weekend. Today the reporter was Bob Howard, the producer 

Lesley McAlpine. I’m Paul Lewis. 
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