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Report Card:

U.K. Social Housing Sector: Credit Ratings Stable
Despite Fundamental Changes In Funding Regime

Sector Outlook

The U.K. government's need to rein in public finances has triggered substantial changes in public policy affecting the

social housing sector. Following the October 2010 Comprehensive Spending Review, the government announced a

series of measures during 2011, some of which have already started affecting registered providers (RPs) of social

housing from 2012 onward. These measures can be summarized as follows:

• Reducing the capital grant allocated by the U.K. government--the main funding source for new development--by

about 46% in gross terms by March 2015. Lower grant levels may reduce the number of new properties built by

RPs, unless RPs fund a larger share of their development programs with additional debt or higher internal returns.

• Introducing affordable rent within the Affordable Homes Programme (AHP) framework, under which RPs can

increase rents up to 80% of market rent for new fixed-term tenancies and can apply greater flexibility in tenures.

Although this measure is meant to compensate for the loss in capital grant to some extent, in our opinion, providers

operating in the London and southeast areas are better positioned to take advantage of this flexibility.

• Substituting and capping social benefits under the universal credit system, including paying housing credit to

tenants directly. In our view, this measure could lead to a build up in arrears, unless safeguards are also considered

to protect rent payments.

• Abolishing the Tenant Services Authority (TSA) and transferring its regulatory powers to a statutory committee

within the Homes and Communities Agency (HCA) in April 2012.

Standard & Poor's Ratings Services discussed these measures in more detail in "U.K. Housing Associations Face New

Age Of Austerity And Innovation," published on Feb. 2, 2011. Here, we will focus on providers' response to the

changes over 2011 and how these changes will shape the sector in the future.

Despite the changes, we view the sector's credit quality as stable. Some RPs with large development programs and

dependence on the housing market, high debt burden, or weak management may struggle to adapt to the new financial

regime while the economic climate--and the housing market in particular--remains subdued. That said, we believe that

the entities we rate are well-positioned to withstand the changes by adapting their business models to accommodate

much lower levels of government grant and new development.

Furthermore, we consider that the government may be willing to support the sector as it has done in the past and we

therefore maintain our view that the likelihood of extraordinary support is "moderately high." We expect this analytical

element to continue to enhance the ratings on each individual RP. That said, the policy changes indicate to us that the

government's commitment to support the sector might be constrained in the short-to-medium term by its aim to

restore the state of the public finances.
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Borrowing Levels Are Likely To Rise Slowly In The Short Term, Before
Accelerating In The Medium-To-Long Term

Most providers spent 2011 considering the impact of the proposed changes and adjusting their business plans

accordingly. Toward December 2011, we saw a renewed boost to debt facilities, which amounted to £842 million in

the third quarter of 2011-2012 (to December 2011), representing a 22% increase over the previous quarter (source:

Quarterly Survey as of December 2011 by the then sector regulator, the Tenant Services Authority). The amount of

new facilities arranged within a financial year has decreased gradually since 2008-2009, when it stood at £7.4 billion. It

fell to £3.5 billion in financial year 2009-2010 and £3 billion in 2010-2011. We estimate the total amount for 2011-2012

at £3.5 billion.

Because providers already have committed funding in place for 2012, the regulator did not expect them to

substantially increase their loan facilities until well into 2013-2014. At that time, many RPs planned to increase their

expenditure under the AHP and new shared-ownership developments. That said, there have already been several

issuances so far in 2012, underpinned by favorable market conditions.

We anticipate that providers will continue to diversify their funding sources, as bank lending becomes more costly,

limited, and shorter in tenure following the implementation of new rules on bank regulatory capital requirements. In

2010-2011, RPs were still getting 90% of their funding from banks, and just 10% from bonds. That said, in our view,

small providers could be deterred from tapping the capital markets on their own because smaller issuances carry

relatively high costs. However, they might be willing to issue through financial intermediaries such as The Housing

Finance Corp. Ltd. (THFC; A+/Stable/A-1) or similar pooling vehicles.

Some Registered Providers May Diversify Their Revenue Sources

The government has granted additional financial flexibility by allowing affordable rents to increase for new fixed-term

tenures. The new limit is 80% of market rents normally charged for the area and type of property. In our opinion, not

all providers will benefit from this measure to the same extent--the chief beneficiaries would be RPs operating in the

London area, where social rents average around 50% of the market rents. That said, demand for social housing is high

among the poorest group in the population, who would not find the new rents affordable, so London's local authorities

may seek to work with RPs to limit rent increases up to 60%-65% of market rent. In addition, the increase only applies

to new tenancies and on average only 5%-7% of total social housing units become vacant each year. Therefore, we do

not expect this reform to have a material impact on RPs' financial performance in the short-to-medium term.

Against this backdrop, some RPs might seek to gain flexibility by expanding nonsocial activities such as the provision

of student accommodation and outright sales. These have historically exhibited higher margins, allowing participating

providers to cross-subsidize their social housing provision. We understand that despite the fact that RPs' appetite for

nonsocial activities is increasing, the effect in the short term will be rather limited. For instance, we expect Sanctuary

to increase its care business slightly by 2014, to about 22% of its turnover from the current 20%. However, we

anticipate that larger increases in turnover generated by nonsocial activities will most likely materialize in the
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medium-to-long term.

In our view, increased exposure to nonsocial business would not necessarily lead to a deterioration in an RP's credit

profile, as long as related risks are well managed and mitigated by an experienced management team with a good

track record in those subsectors.

Consolidation Could Generate Efficiency Savings

Over the past two years, RPs have been adjusting their property portfolios to concentrate them geographically and so

reduce costs by using their asset management and maintenance teams more efficiently. They also aimed to benefit

from close relationships with local authorities. Amid financial restrictions, this might help providers to expand their

portfolios and mitigate the risks attached to new build. Benefits from transfers may be limited, however, as transfers

from local authorities are not exempt from risks either, and higher borrowing requirements might put pressure on the

creditworthiness of providers, if they are already highly leveraged.

The sector has seen several mergers and internal restructuring efforts in recent years as RPs seek to achieve

economies of scale in managing their stock, save money on their back office activities, or increase their balance-sheet

capacity. In 2011, these included:

• As a result of internal restructuring, Shaftesbury Housing Association, a member of Sanctuary Group, amalgamated

with Sanctuary Housing Association into Sanctuary Housing in early 2011;

• Prospect Homes Group, Trans-Pennine Housing, and the Chevin Housing Group, which merged in April to become

Together Housing Group; and

• Vicinity and Contour Housing Groups, which merged into Symphony Housing Group.

Restructuring or merging does not necessarily trigger a fall in the creditworthiness of the amalgamated entity.

However, when providers with very different risk profiles combine their businesses, the creditworthiness of the

amalgamated entity may fall because part of the group is exposed to much larger risks or if long-term savings fail to

materialize.

Credit Impact Of The Welfare Reform Act Is Uncertain

The Welfare Reform Act 2012 aims to replace the current set of means-tested benefits and tax credits with a "universal

credit" and introduce other changes to the benefits system from 2013. The proposed measures include paying housing

credit to tenants, rather than to housing providers, which threatens to expose RPs to a greater risk of nonpayment. In

addition, measures to mitigate any resulting increase in arrears, such as deterring vulnerable tenants from using direct

payment or allowing tenants to opt out of the system voluntarily, have yet to be defined. Providers have mixed

expectations regarding the effect of direct payment of housing credit to tenants. That said, we understand that most

providers expect arrears to rise to some degree. Moreover, we understand that some providers have already enhanced

their rent collection teams and processes and are now more proactive in providing support to tenants in financial

difficulties. In our opinion, these actions should help them to avoid any potential significant increase in arrears caused
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by the implementation of the direct payment of housing credit.

Global Trends In Creditworthiness

Issuer review

Standard & Poor's assigns public ratings to five registered providers of social housing in the U.K. (see table 1). As a

result of the strong ongoing and extraordinary support provided by the U.K. government to the sector, we would

generally rate RPs at investment grade. We do not expect to see their margins change substantially over the next three

or four years. In addition, we anticipate that while debt ratios are not likely to deteriorate substantially in the

short-to-medium term, we do foresee larger debt increases in the longer term.

Table 1

Peer Comparison: Publicly Rated Housing Associations In The U.K., 2012

Home Group

Ltd.

Sanctuary

Housing Assn.

Places for

People Group

London & Quadrant

Housing Trust

Sovereign Housing

Association Ltd.

Year 2009-2011 2009-2011 2009-2011 2009-2011 2009-2011

Stand-alone credit profile* a a+ a- a+ a+

Issuer credit rating A+/Stable/-- AA-/Stable/-- A+/Stable /-- AA-/Stable/-- AA-/Stable/--

Financial summary (mil. £)

Operating margin (%) 12 25 24 25 29

Net margin (%) 3 7 4 14 11

EBITDA interest cover (exc.

property sales) (x)

1.34 1.75 1.11 1.29 1.65

EBITDA interest cover (inc.

property sales and other

income) (x)

1.57 1.77 1.14 1.52 1.84

Debt (as % of turnover) 231 368 519 531 546

Leverage ratio (%) 39 44 51 38 40

*A stand-alone credit profile is our underlying assessment, before we factor in the likelihood of extraordinary support.

The entities we publically rate exhibit a relatively high stand-alone credit quality because they are relatively large,

operate in an area of strong demand, and demonstrate persistently strong financial performance and low-to-medium

leverage levels. RP ratings are therefore concentrated in the middle of the investment-grade rating category (see chart

1). The entities rated 'A+' have lower financial performance than their 'AA' rated peers and depend more on market

forces due to their reliance on development for sales. In addition, they are also more vulnerable to changes to the

system because their building activity is relatively large, or because they have lower cost/income flexibility.
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Chart 1

London & Quadrant Housing Trust (L&Q), Sanctuary Housing Assn., and Sovereign Housing Association Ltd. are all

rated 'AA-/Stable' (see table 1). These higher-rated RPs mainly operate in areas of strong demand and generally post

similar high levels of operating margins.

L&Q is likely to benefit the most from the new rent regime, mostly because it operates in London and the surrounding

area, where the differential between market rents and social housing rents is particularly large. L&Q therefore has

more potential than its peers to generate revenues from the intermediate market, or to raise affordable rents under the

new reforms.

By contrast, Sanctuary is more vulnerable to the potential volatility of market conditions, in our opinion, particularly

because of its involvement in what we view as riskier business areas than social housing. This includes the provision of

care and student accommodation, and, to a lesser extent in Sanctuary's case, property sales. We believe that Sanctuary

might test its financial position in the future if, contrary to Sanctuary's experience, it does not manage those risks

appropriately. That said, and despite increasing leverage levels, we do not expect any deterioration in Sanctuary's

creditworthiness at this stage.

We view Places for People Group (PfPG) and Home Group Ltd. (both rated A+/Stable/--) as being slightly weaker

than their higher-rated U.K. peers. PfPG's business profile appears slightly more exposed than Home Group's, because

its larger exposure to properties for sale ties it more tightly to the economic cycle. Coupled with higher and increasing

leverage levels, this means that its stand-alone credit profile (the underlying assessment before we consider the

likelihood of extraordinary support) is lower than that of Home Group (see table 1).
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The stable outlooks on all five rated RPs reflects our view that they are well-positioned to adjust to the recent and

ongoing sector changes without jeopardizing their creditworthiness over the next two years. We might change our

opinion if providers were to increase their exposure to market forces, increase their development programs funded by

increased debt, or experience voids in the social housing sector or a tightening in the eligibility criteria for prospective

social tenants. That said, we consider that the political importance of housing associations is likely to ensure sufficient

government support. Therefore, we expect most of the sector to retain its investment-grade credit quality.

Table 2: U.K. Registered Providers Of Social Housing

Company/Ratings*/Comments Total debt
rated

Analyst

Sanctuary Housing Assn. (AA-/Stable/--)

Sanctuary Housing Association (SHA) is the holding of the Sanctuary Housing Group, which forms one
of the largest housing associations in the U.K. The group owns more than 79,000 properties. SHA's core
business is the provision of social housing services, including general needs and sheltered and
supported housing. Moreover, SHA provides care services, including domiciliary care, nursing services,
and residential care and facility management services. Our rating on SHA reflects the following
strengths and weaknesses: Strengths: (i) Very good operating and financial performance compared to
the sector average. (ii) Diversified product portfolio and strong national presence. (iii) Strong and stable
management team. (iv) High levels of ongoing support from the sector regulator. (v) Moderately high
likelihood of extraordinary support in a stress scenario. Weaknesses: (i) SHA faces a transition period
that will change its current business model and financial profile. (ii) Some uncertainty regarding SHA
investment program and leverage profile in the medium term.

US$255
million, £738
million (of
which £620
million issued
by Sanctuary
Capital PLC)

Gianluca
Minella;
Gabriel
Forss

London & Quadrant Housing Trust (AA-/Stable/--)

London & Quadrant Housing Trust (L&Q) is the largest and most creditworthy member of the L&Q
group. The group forms one of the largest housing associations in the U.K. and owns more than 67,000
properties, mainly concentrated in London, where demand for social housing is high. L&Q's core
business is the provision of social housing services. This includes affordable homes rentals and
supported housing, as well as housing products for the intermediate market, including shared
ownership and intermediate market rent. L&Q offers additional services through its subsidiaries that
include management of student accommodations, key workers, and market rent. Additionally, L&Q is
involved in the business of developing properties for outright sale. Our rating on L&Q reflects the
strong systemic support provided by the U.K. central government; the portfolio's concentration in
London, where demand for social housing is high; and management's prudent strategic leadership in
dealing with policy changes. The rating is constrained by higher exposure to residential property
markets as a result of policy changes and L&Q's exposure to development for sale in the U.K. housing
market. The stable outlook reflects our expectations that L&Q will be able to generate higher levels of
cash from its wider, but potentially more risky, product provision. This increased cash generation is
required to service higher levels of debt taken on to fund its development program in the face of greatly
reduced government grants. We could raise the rating if L&Q generates significantly stronger cash
flows from operations to mitigate the higher cash-flow volatility likely to arise from an increased
exposure to property market dynamics. We could also raise the rating if, in our opinion, there is a
higher likelihood of extraordinary support that could be provided by the government in times of
financial stress. Although we think it very unlikely, the rating on L&Q could come under pressure if we
see an increase in its risk profile that is beyond a corresponding increase in cash generation.

£550 million Gianluca
Minella;
Liesl
Saldanha

Sovereign Housing Association Ltd. (AA-/Stable/--)

Sovereign Housing Association is the parent of the Sovereign Group, which has a major presence in the
south of England, managing more than 30,000 properties. In general, demand for its rental properties
far outstrips supply, as indicated by long waiting lists and low void levels, and we expect this to
continue. Given the stability of the associated rental streams, and Sovereign's proven ability to manage
its business and control costs, we believe that its robust financial performance, with operating margins
averaging 28.9% of turnover over the past three financial years (ending March 31) is likely to prove
sustainable. Constraints on the rating include exposure to U.K. government decisions on the sector,
particularly relating to changes in the payment of housing benefit and other welfare reforms, and the
exposure of its shared-ownership sales to the volatility in the U.K. housing market. The stable outlook
reflects our view of both the likely continuity of government support and the stability of Sovereign's

£425 million
(issued by
Sovereign
Housing
Capital PLC)

Hugo
Foxwood;
Liesl
Saldanha
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underlying credit quality. We believe that Sovereign will maintain its strong financial performance,
despite the likely reforms to the welfare system and a stagnant U.K. housing market. The rating could
be lowered due to a combination of more radical reforms to the housing benefit system than we expect,
leading to an increase in arrears and bad debts, and a significant increase in Sovereign's exposure to
commercial activities. If, for instance, income from market rent was to grow from 3% to more than
10%-20% of turnover, then we could view this as a material increase in Sovereign's exposure to market
risk. We believe, however, that such a change in management's strategy is unlikely over the next two
years. Similarly, while we don't anticipate a material improvement in credit quality over the next two
years, such a scenario could involve the group growing noticeably in size, maintaining its strong
financial performance, and effectively mitigating the risks in any new commercial activities.

Places for People Group (A+/Stable/--)

Places for People Group (PfPG) owns a portfolio of about 62,000 properties that is geographically
diversified across the U.K. PfPG operates in England and Wales through its subsidiary Places for People
Homes Ltd., and in Scotland through Castle Rock Edvinar Housing Association (CREHA). PfP's service
portfolio includes regulated and unregulated businesses. Regulated services--provided under the banner
of social housing--include housing solutions, specialist care, support services, and employment and
training services. PfPG is significantly exposed to development for sale. Our rating on PfPG reflects the
strong systemic support provided by the U.K. central government, the geographical diversification of
the portfolio and access to committed liquidity facilities. The rating is constrained by higher leverage
compared with rated U.K. peers and higher reliance on development for sale and unregulated
subsidiaries, which expose PfPG to significant market risk. The stable outlook reflects our view that
PfPG will maintain a prudent investment approach within the rating horizon, without significantly
increasing its exposure to market risk. It incorporates our view that PfPG will strengthen cash-coverage
ratios and maintain good access to liquidity facilities. We could raise the rating following a
strengthening of PfPG's net margins and a significant decrease in leverage levels. A reduction of PfPG's
exposure to market risk via unregulated subsidiaries and joint ventures would be also beneficial for the
rating. We believe that this is relatively unlikely to happen within the rating horizon. We could lower
the rating if management reversed its prudent strategic approach, significantly increasing investment
levels and exposure to market risk within the rating horizon.

£585 million
issued by
Places for
People
Homes, of
which £105
million
wrapped by
Assured
Guaranty
Municipal
Corp.

Gianluca
Minella;
Hugo
Foxwood

Home Group Ltd. (A+/Stable/--)

Home Group Ltd. (HGL) is the parent of a group responsible for managing about 54,000 properties
throughout the country, and generally has strong demand for social housing and care services in most
areas of operations. A large proportion of its asset base has been mainly funded by government grants.
Therefore, HGL has higher levels of unencumbered security and lower levels of debt than other,
similarly sized associations. The rating is constrained, however, by HGL's modest financial
performance and the prospect of welfare reforms that could affect its level of arrears. The stable
outlook reflects our belief that HGL's stock disposal program will go ahead largely as planned,
generating at least modest net surpluses. In the unlikely event that management decides not to proceed
with the planned stock disposals and instead chooses to use debt to fund planned spending, we could
lower the rating. Furthermore, we could consider a downgrade if we believe that the likelihood of
extraordinary government support for HGL has diminished. If the group increased its operating
surpluses to levels more in line with those of rated peers, without materially weakening tenant demand
or asset quality, then there may be some scope to raise the rating. But given the low levels of planned
operating surplus and EBITDA coverage before property sales, we believe that an upgrade over the
next two years is unlikely.

£100 million
(wrapped)

Gianluca
Minella;
Hugo
Foxwood

*As of July 5, 2012.

Issue Review

Standard & Poor's currently rates 20 secured issuances. These comprise debt issued by aggregating special-purpose

vehicles (SPVs) or by RPs themselves via orphan subsidiaries, all rated in the investment-grade category (see table 3).

While issuance via a SPV and then on-lending to various RPs was quite common in the late 1990s, more recently the

trend has been to issue debt by individual RPs. In these cases, the rating has generally been linked to that on the

underlying borrower (barring any further credit enhancement). Finally, this review also includes securitization of social
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housing loans of some of the large lending banks in the UK.

We rate about 47% of the debt 'AA-'. This debt includes that by Harbour Finance PLC, Haven Funding PLC, Haven

(32) Funding PLC, RSL Finance PLC, Guinness Trust, and Sunderland PLC. Another transaction rated 'AA-', Sanctuary

Capital PLC, is directly linked to the creditworthiness of only one borrower. Sanctuary Capital PLC's debt is rated

based on the ultimate guarantee by Sanctuary Housing Association (rated 'AA-') to promptly pay all obligations of the

issuer. Debt issued by THFC Funding No. 1--also rated 'AA-'--ranks pari passu with all other secured bonds issued by

THFC (rated 'A+') and benefit from a 24-month debt-service reserve--i.e., a cash reserve larger than those in similar

structures issued by THFC's other subsidiaries.

Chart 2

We rate a further 30% of debt 'AAA'. This debt exhibits additional credit enhancement in line with the rating level, such

as larger overcollateralization levels and stringent covenants or larger liquidity facilities. This second group of issues

comprises the senior tranche (series 1, class A1) of Finance for Residential Social Housing (FRESH), all the tranches of

Eden Funding No. 1--a collateralized debt obligation--Bank of Scotland PLC Social Housing Covered Bond

Programme, and Housing Association Funding PLC.

About 10% of debt is rated 'A+'. This comprises a tranche (series 1, class A3) from FRESH and the secured bonds

issued by THFC Funding Nos. 2 and 3, whose ratings are linked to that on THFC.

Only about 7% of rated debt is rated 'AA'; the series 1, class A2 notes from FRESH and £100 million secured bonds due

2038 issued by Places for People Homes Ltd.
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In the 'BBB' category, we only rate two tranches (series 1, class B and series 2, class B) from FRESH or about 7% of

rated debt.

Strong cash flows underpin a high credit quality

Cash flows from the security portfolios have been generally very stable and robust, and in line with our expectations of

stressed cash flows. In some cases where cash flows far exceed covenant levels, it is because of a combination of

stable levels of asset collateralization coupled with increasing net rents. Rents are linked to changes in RPI, which are

generally positive. Even in the few instances where RPI growth has been negative, the flexibility in the rental

framework allowed for reductions to be kept at a minimum. Going forward, in 2012-2013, we expect rents to rise by at

least 5% with RPI in September 2011 being just over 5%.

In some exceptional cases, where rental performance fell short of expectations, there was good reason for it. In some

cases, cash flows were strong, even though rents fell in 2010 because of their link to RPI and maintenance and repair

costs increased. In one case, costs increased because the borrower faced a high level of voids following a fire that

damaged an entire building. The assets were substituted as soon as the effect on the pool's income was observed. In

another case, a borrower had difficulty charging additional properties to the security pool due to lack of available

security. The problem has now been solved as the parent has consolidated all subsidiaries into a single entity, thus

overcoming this particular problem. Furthermore, as a result of further internal reorganizations, we expect RPs to use

available security much more efficiently and we expect some to reduce levels of overcollateralization. And, finally, we

could see significant dips in performance when, as a result of the mandatory five-year surveyor report, maintenance

expenditure rises.

Expected further issuance of secured debt

We expect to see further issuance of secured debt this year via individual issuance from RPs or via vehicles like THFC.

This additional debt is expected to fund development programs of the respective RPs.

Providers have already funded the first phase of their new development programs until 2013-2014, but in the medium

term, we expect a rise in debt issuance. In our view, and given investor's preference for secured debt, RPs can support

new borrowing in two ways:

• They could borrow against the cash flows from their unencumbered properties.

• They could tap their existing collateral pools.

In contrast to current secured debt, this new debt, however, might not exhibit large collateralization levels due to lower

availability of unencumbered property and the cost of charging properties. Although the lack of sufficient

unencumbered properties could be a constraining factor for some individual providers, we believe that as a whole, the

sector is well poised to tap on its increasing stock of properties.

We understand that some borrowers would need to free up security from current debt issuances to obtain additional

borrowing. We therefore anticipate that borrowers may withdraw more properties from their existing security pools in

future. This would enable them to fund further issuance to continue to pursue their development programs despite the

reduction in capital grant from the U.K. government. Although this should not generally have any negative impact on

the transactions we rate, we will monitor withdrawals by borrowers that have thin interest coverage levels to ensure
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that net income levels continue to support the transaction at the corresponding rating level (see "Issue Review" for

more details.)

Table 3: Transactions Issued By U.K. Registered Providers Of Social Housing

Transaction/Rating*/Comments Initial
Issuance
Date

Analyst

Guinness Trust (AA-)

These £96.8 million (originally £100 million) 7.5% bonds maturing in 2037 issued by The
Guinness Trust, the parent entity of the Guinness Partnership, are backed by 3,436
properties, predominantly general-needs family units concentrated in high-demand areas in
the south and east of England. Amortization began in November 2008. The transaction
benefits from a debt-service reserve equivalent to at least 12-months' debt service. Strong
and stable rental inflows underpin the payments on the bonds. At the last performance test
date in November 2011, net interest coverage stood at 1.45x, above the minimum level of
1.03x. This performance is in line with our expectations. There have been no rating actions
since closing and we do not expect any security to be withdrawn from the pool in the
foreseeable future.

Nov. 11,
1997

Maria J. Redondo;
Gianluca Minella

Harbour Funding PLC (AA-)

This £276.3 million transaction maturing in 2044 was set up solely to issue notes and onlend
the net proceeds to four individual U.K. social housing registered providers under separate
secured-loans agreements. The property portfolio (8,034 properties across participating
registered providers of social housing) is concentrated in southern England, where there is
strong demand for affordable housing. The transaction benefits from at least 12-months' debt
service reserve. A refinancing is expected in 2034. At the last performance test date in March
2012, the lowest net interest coverage stood at 1.62x, against a minimum of 1.47x. This
performance is in line with our expectations. There have been no rating actions since closing.

Oct. 10,
2003

Hugo Foxwood; Liesl
Saldanha

Haven Funding PLC (AA-)

This £273.3 million transaction maturing in 2037 was set up solely to issue notes and onlend
the net proceeds to U.K. registered providers of social housing (currently 10) under separate
loan agreements. Amortization begins in 2017, with a 5% bullet payment due at maturity.
Credit enhancement includes a 12-month debt service reserve. The security portfolio
includes 9,844 properties, geographically diversified. There have been some withdrawals
during the past two years, without any material impact on the performance of the cash flows
linked to the transaction. The net interest coverage ratio of Cheviot Housing Association Ltd.,
which deteriorated substantially since 2009 because of higher maintenance and repair costs
and a higher level of voids in one scheme, has improved at the last performance test date in
March 2012. The ratio stood at 1.25x, up from 1.16x a year earlier, against a minimum
coverage required of 1.16x.

March 11,
1007

Gianluca Minella;
Hugo Foxwood

Haven Funding (32) PLC (AA-)

This £90 million transaction maturing in 2032 was set up solely to issue notes and onlend the
net proceeds to eight U.K. social housing registered providers. The current outstanding
stands at about £72.3 million; there has been one full and one partial prepayment by two
different borrowers since closing. Amortization began in 2008, with a 35% bullet expected at
maturity. Credit enhancement includes a 12-month debt service reserve. Further protection is
provided to bondholders to ensure sufficient cash is available for redemption through
relevant tests, which could trigger payments to a sinking fund in 2024. Cash flows from the
charged portfolio of 3,088 properties have been generally strong, though the performance in
terms of net interest coverage of one borrower, Yorkshire Community Housing Association,
has deteriorated since 2009 and at the last performance test date of Nov. 2011, its net interest
coverage stood at 1.14x. This was close to the minimum of 1.11x. This deterioration was due
to increased maintenance expenditure allocated in response to the surveyor's report and
despite the provision of additional security to the portfolio.

Feb. 12,
1998

Gianluca Minella;
Hugo Foxwood

London & Quadrant Housing Trust (AA-)

The ratings on the £300 million bonds due 2040 and on the £250 million bonds maturing in Jan. 28, Gianluca Minella;
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2033 are equalized with the 'AA-' issuer credit rating on L&Q, reflecting the fact that all cash
flows available to service this debt are generated by L&Q's asset base and are general
obligations of L&Q. Bondholders also benefit from a security package, including an asset
cover covenant that requires that the minimum value of properties held as collateral will not
be less than the secured bond principal outstanding. In calculating the minimum value, a
discount is applied, so that EUV-SH (existing use value, social housing) is divided by 105%,
and MV-T (market value, subject to tenancy) is divided by 115%. According to the valuation
report compiled by DTZ Holdings PLC, and discussions with the valuer, we understand that
the overall maintenance condition of the properties is good and consistent with properties
managed by the other major housing associations in those areas. There is a good geographic
diversification across London and the Southeast, with about 55% of the properties being flats
and 42% houses. In general we envisage strong property demand continuing, both from
nearby housing associations and private sector landlords. In the event of a sale, we would
therefore expect that the proceeds of the charged properties would be sufficient for
bondholders to recover a substantial part of the principal. We also understand that as at
March 2012, L&Q can rely on an unencumbered asset base of about 10,257 units, with an
overall value of £615 million on an EUV-SH basis.

2010 / April
5, 2012

Gabriel Forss

Places for People Homes Ltd. (AA)

The £100 million secured bonds due 2038 have been issued by Places for People Homes Ltd.
(PfPH), the main subsidiary of Places for People Group (PfPG; A+/Stable/--), one of the
largest registered providers of social housing in the U.K. The 'AA' senior secured rating is
supported by the strong credit quality of PfPH, the strong cash-flow-generating
characteristics of the charged property portfolio and the amortizing principal that reduces
refinancing risk, compared to the £380 million senior secured bonds, due in 2043 and rated at
'AA-'. The secured portfolio currently consists of 2,961 properties (flats and houses) located in
over 56 local authority areas. Credit enhancement includes a 12-month debt service reserve.
Performance on the latest performance test date in March 2012 was strong, with estimated
net debt-service coverage of 1.60x against a minimum of 1.14x. There have been no rating
changes since closing.

May 27,
1998

Gianluca Minella;
Hugo Foxwood

Places for People Homes Ltd. (AA-)

These £380 million bonds due 2043 have been issued by Places for People Homes Ltd.
(PfPH), the main subsidiary of Places for People Group (PfPG; A+/Stable/--). The issuer
consolidated the original £200 million bonds issued in 2003 with the £180 million further
bonds issued in 2009 to form the current £380 million bond series. Refinance of at least 90%
of principal is expected in 2024. Should PfPH fail to refinance the outstanding principal in
2024, the borrowers would enforce their security over the property portfolio (currently made
up of 7,091 properties), using the cash-flow generated from the portfolio to service principal
and interest payments until final maturity in 2043. The rental stream from this portfolio,
together with the early redemption sinking fund, is expected to allow for full amortization of
the bond by the legal maturity date of 2043. The transaction also includes a 12-month debt
service reserve. Following the tap in 2009, performance has been in line with expectations,
displaying a net income cover of 1.32x in Jan. 2012, up from 1.27x a year earlier. In this
transaction, the level of overcollateralization has been in general lower than that for most of
the transactions we rate due to the recent date of closing and relatively good
creditworthiness of PfPG compared with borrowers in other transactions. These were mainly
large-scale voluntary transfers (LSVTs) when they closed, and thus required more collateral.
There have been no rating changes since closing.

July 30,
2003

Gianluca Minella;
Hugo Foxwood

RSL Finance (No.1) PLC (AA-)

This £343.8 million transaction maturing in 2038 was set up solely to issue notes and onlend
the net proceeds to five U.K. social housing registered providers under separate loan
agreements. The transaction benefits from a 12-month debt service reserve, though their
amount currently covers more than the minimum required. The notes have performed as
expected and all covenants have been met. At the last performance test date in Sept. 2011,
net interest coverage ranged from 2.11x to 1.41x, against a minimum of 1.21x. The charged
portfolio has been relatively stable over the past three years. Since the net income generated
by the pool of assets has been strong, those borrowers might be inclined to withdraw some
properties in future if additional funding is needed against a backdrop of shortage of
government funding. There have been no rating actions since closing.

Nov. 16,
1999

María J. Redondo;
Liesl Saldanha

Sanctuary Housing Assn. (AA-)
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This £110 million transaction maturing in 2031 involves the securitization of rental income
received from properties owned by Sanctuary Housing Association (SHA; AA-/Stable/--).
The property portfolio includes 3,741 properties, which are predominantly general needs
family units and distributed throughout the U.K., though predominantly in regions
characterized by a strong demand for social housing. Amortization begins in 2014 and on
Sept. 1, 2031, SHA will have to pay a bullet payment of £42.2 million. The transaction
benefits from a 12-month debt service reserve, which increases yearly by £104,000 until it
starts amortizing. Rental income remains strong and at the last performance test date in
March 2012, net interest coverage stood at 1.31x, well above the minimum of 1.16x. There
have been no rating actions since closing.

Dec. 6, 1996 Gianluca Minella;
Liesl Saldanha

Sanctuary Capital PLC (AA-)

The £320 million senior secured bonds due 2039 have been onlent by SC to Sanctuary
Treasury Ltd., the group borrower. Sanctuary Treasury does not own any social housing
assets, but has been created to lend money to members of SHG (borrowing subsidiaries) for
investment purposes. All borrowing subsidiaries, including the main group subsidiary, SHA,
guarantee--among other things--prompt payment of all obligations of Sanctuary Treasury Ltd.
The guarantee complies with our criteria and is timely, unconditional, and irrevocable. We
therefore equalize the rating on the proposed bond with the rating on SHA. SHA is the
holding company of the SHG, which forms one of the largest housing associations in the U.K.
The rating on SHA is supported by its very good operating and financial performance
compared to the sector average, its diversified product portfolio, and strong national
presence. We also believe that SHA's strong and stable management team supports the
rating. The rating is constrained by the ongoing sector reforms that we believe will force
housing associations to change their business models, and may cause some financial pressure
in the short term. We do not consider that these changes will materially affect the level of
support from the regulator, but consider that the transition could constrain the rating on SHA.
The rating is also constrained by uncertainty regarding the size of SHA's investment program,
the funding of that program, and the consequent increase in leverage.

March 24,
2009

Gianluca Minella;
Liesl Saldanha

Sanctuary Capital PLC (AA-)

The £300 million senior secured bonds due 2047 has been onlent by Sanctuary Capital to
Sanctuary Treasury Ltd., the group borrower. Sanctuary Treasury does not own any social
housing assets, but has been created to lend money to members of SHG (borrowing
subsidiaries) for investment purposes. All borrowing subsidiaries, including the main group
subsidiary, SHA, guarantee--among other things--prompt payment of all obligations of
Sanctuary Treasury Ltd. The guarantee complies with our criteria and is timely,
unconditional, and irrevocable. We therefore equalize the rating on the proposed bond with
the rating on SHA. SHA is the holding company of the SHG, which forms one of the largest
housing associations in the U.K. The rating on SHA is supported by its very good operating
and financial performance compared to the sector average, its diversified product portfolio,
and strong national presence. We also believe that SHA's strong and stable management
team supports the rating. The rating is constrained by the ongoing sector reforms that we
believe will force housing associations to change their business models, and may cause some
financial pressure in the short term. We do not consider that these changes will materially
affect the level of support from the regulator, but consider that the transition could constrain
the rating on SHA. The rating is also constrained by uncertainty regarding the size of SHA's
investment program, the funding of that program, and the consequent increase in leverage.

April 26,
2012

Gianluca Minella;
Liesl Saldanha

Sovereign Housing Capital PLC (AA-)

The £175 million senior secured bonds due 2039 and the £250 million senior secured bonds
due 2043 issued by Soveregin Housing Capital PLC, a subsidiary of Sovereign Housing
Association Ltd. (SHA; AA-/Stable/--) are credit-linked to the issuer credit rating on the
parent. SHA is the asset-owning parent and largest member of the Sovereign Housing Group,
which is a major provider of social housing in the south of England. It owns or manages more
than 34,000 units. SHA itself will be the only permitted borrower in this transaction. The
proceeds of the bond issue will be onlent to SHA and used to further the group's activities,
and in particular the development of new social housing. According to the asset-cover
covenant, the value of the properties relative to the bond principal (net of charged disposal
proceeds and, for an initial period, the retained proceeds par amount) should be at least 1.05x
based on existing use value, social housing (EUV-SH), or 1.15x based on market value,
subject to tenancy (MV-T).

Sep. 16,
2009 / June
1, 2012

Hugo Foxwood; Liesl
Saldanha
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Sunderland (SHG) Finance PLC (AA-)

This £212.8 million transaction maturing in 2042 involves the securitization of rental income
received from a portfolio of 11,000 properties in the northeast of England, owned by Gentoo
Sunderland Ltd., the main registered social landlord subsidiary of the Gentoo Group Ltd. The
initial transaction amounted £239.5 million and the borrower bought back some bonds in
June 2010. The portfolio comprises properties transferred from the City of Sunderland to
Sunderland Housing Co. Ltd. (now, Gentoo Group Ltd.). Amortization begins in 2022. Rental
income is in line with expectations and income performance remains well above minimum
levels. At the last performance test date on March 31, 2012, net interest coverage was 1.83x
against a minimum of 1.24x. The portfolio suffers from geographical concentration--all
charged properties are in Sunderland--although demand for social housing in the city is high.
There have been no rating actions since closing.

July 12,
2001

María J. Redondo;
Hugo Foxwood

T.H.F.C. (Funding No. 1) PLC (AA-)

T.H.F.C. Funding No. 1 is an orphan subsidiary of The Housing Finance Corporation Ltd.
(THFC; A+/Stable/A-1) which was set up in 2004. To date, it has issued £248.9 million
5.125% bonds maturing in 2037 by tapping the markets five times (current outstanding is
£235.2 million). The proceeds have been on-lent to 16 registered providers of social housing.
The bonds are secured on loans by THFC. The loans are ranked pari passu with all other
secured lenders to THFC, and are secured on the assets of THFC (principally the loans THFC
has with housing associations, which are themselves secured on the housing association
properties). The bonds are rated 'AA-', two notches above the parent company's issuer rating,
reflecting the benefit of a 24-month-interest-payment dedicated liquidity facility currently
provided by RBS (A/Stable/A-1). The facility will be available in the event of housing
association borrower default, or a THFC default, or both. There have been no rating actions
since closing.

Dec. 16,
2004

Liesl Saldanha;
Alexandre Birry;
María J. Redondo

T.H.F.C. (Funding No. 2 ) PLC (A+)

This second orphan subsidiary of THFC has issued £370.85 million 6.35% bonds due
07/2041 via two taps (current outstanding is £339.8 million). The bonds, which are secured
by loans granted by THFC to 19 registered providers of social housing, are rated 'A+', in line
with THFC's issuer credit rating. The bonds benefit from a debt-service reserve equivalent to
12-months interest on their respective loans. There have been no rating actions since closing.

July 8, 2009 Liesl Saldanha;
Alexandre Birry;
María J. Redondo

T.H.F.C. (Funding No. 3) (A+)

This subsidiary of THFC has issued £365.5 million notes (including £55.5 million of retained
bonds). In addition to the original £100 million issued in October 2011, the vehicle tapped the
market twice with a second issue of £131 million in January 2012 and a third issue of £130.5
million in April 2012. The structure of these bonds mirror the structure of the bonds issued by
THFC (Funding No. 2), therefore the bonds are rated 'A+', in line with the issuer credit rating
of THFC. The proceeds of the first issue of bonds from T.H.F.C. (Funding No 3) PLC were
on-lent to THFC, which in turn on-lent the money to 13 registered social housing providers.
The bonds, which have a 32-year term and equivalent interest-only period, are expected to
mature in 2043. If the bonds are not repaid in 2043, the issuer has a two-year tail period
before the legal final maturity date in 2045.

Oct. 5, 2011 Liesl Saldanha;
Alexandre Birry;
María J. Redondo

Finance for Residential Social Housing PLC (Series 1 Class A1: AAA (sf), Class A2: AA (sf), Class A3: A+ (sf), Class B: BBB
(sf); Series 2, Class A: AA- (sf), Class B: BBB (sf))

This transaction of £95.2 million total exposure is secured by two portfolios of loans
originated by The Housing Corp. and Tai Cymru (the Welsh housing corporation) to initially
over 1,000 providers of social housing including housing associations and other registered
landlords to fund the provision and leasing to tenants of social housing by those borrowers.
There are currently 6,061 loans outstanding, made to 707 borrowers, with a combined
balance of £778.9 million. The loans are in two series: Series 1 (97.4% of the pool) are
fixed-rate conventional and deferred-interest loans. All of these are fully amortizing annuity
loans. Series 2 (2.6% of the pool) are variable-rate loans (based on the National Loan Funds
25-year rate published by HM Treasury), of which 4.5% are deferred-interest loans. The
transaction benefits from a £2.5 million standby bank account which complies with our
counterparty criteria. We lowered the ratings on the class A2 and A3 notes from 'AAA (sf)'
and 'AA (sf)' to 'AA (sf)' and 'A+ (sf)', respectively on April 21, 2011 and affirmed the ratings
on all other notes as a result of our updated counterparty criteria. Furthermore, the ratings in

March 26,
1997

Judith O'Driscoll;
Careen Chu
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this transaction are based on our criteria for rating European CMBS. However, these criteria
are under review. As a result of this review, our future European CMBS criteria may differ
from the current criteria. The criteria change may affect the ratings on all outstanding notes
in this transaction.

Housing Association Funding PLC (AAA)

The transaction securitizes the rental income receivables from a portfolio of secured loans to
11 U.K. registered providers of social housing. The transaction closed in 1997 and since then
has been upsized three times (in 1998, 2001, and 2005). Rental income remains strong and is
in line with expectations. The current performance is well above minimum levels. Based on
the latest performance report as of September 2011, rental coverage was 1.42x, which
represents a substantial increase on the closing figure of 1.15x. Amortization began in
December 2005 and the current notional equates to £153.06 million, down from £192.27
million after the 2005 upsize. The transaction benefits from a £9.4 million facility to fund
potential shortfalls from the housing associations. The facility remains fully undrawn and if
the transaction cash flows continue as strong as in the past, we do not expect it to be drawn
in the foreseeable future. There have been no rating changes since closing.

Feb. 19,
1997

Michele Sindico;
María J. Redondo

Eden Funding No. 1 PLC (Classes A1, A2, A3, A4, A5, AVFN (AAA (sf)))

This collateralized debt obligation (CDO) vehicle issued £3.3 billion notes, of which £2.4
billion was rated. This was the first CDO of U.K. social housing that we rated. The portfolio
references 142 loans to registered providers of social housing across the U.K., with the
greatest single exposure being to the north of England. The current ratings are the same as at
closing.

Dec. 21,
2004

Amit Sohal; Nicola
Dobson

Bank of Scotland PLC Social Housing Covered Bond Programme (AAA)

This £3 billion covered bond program was initially set up in December 2004 with an issuance
of £500 million that matures in 2046. The current outstanding is £2.4 billion and is backed by
a pool of 72 secured loans to U.K. social housing registered providers. All the loans are
secured by a first-fixed charge over specific housing assets, which are subject to covenanted
minimum asset-coverage ratios. This provides an additional cushion against losses in the
event of a default. The properties are spread across the country, though highly concentrated
in the southeast and London. Currently, loans are well overcollateralized with
weighted-average asset coverage of 160%.

Jan. 27,
2005

Alice
Delemarle-Charton;
Vanessa LeBlanc

*As of July 5, 2012. The ratings listed here address the ability of the issuer to repay both interest and principal due on the notes at or before the

note maturity date.

Rating Activity

We have assigned one new issue credit rating to T.H.F.C. (Funding No. 3), which issued £100 million bonds on Oct. 5,

2011, followed by two taps in January and April 2012 of £131 million and £130.5 million, respectively. The bonds were

rated 'A+', in line with the issuer credit rating on The Housing Finance Corp. Ltd. (A+/Stable/A-1), to which the

proceeds of the issuance were onlent (see table 3). In addition, London & Quadrant Housing Trust, Sovereign Housing

Capital PLC, and Sanctuary Capital PLC issued £250 million, £250 million, and £300 million secured bonds,

respectively, in April and June 2012.

We revised the outlook on L&Q to stable from positive in November 2011, based on our view that L&Q would

consolidate its financial position at this rating level. We revised the outlook on SHA to stable from positive in June

2010, following the reduction in government grants to the sector, based on our expectation that the reduction, plus

greater macroeconomic uncertainty, would curtail SHA's prospects for further financial consolidation.

We have taken fewer negative rating actions than positive. We lowered ratings on the class A2 and A3 notes issued by

FRESH by two notches each after the annual review of the transaction indicated that credit enhancement was
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insufficient at the previous rating levels. The class A2 notes are now rated 'AA' and the class A3 notes are rated 'A+'.

We also placed one 'AAA' rated transaction--Eden Funding No. 1 PLC--on CreditWatch with negative implications in

January 2011. We took this action because of the credit implications of the revised counterparty criteria. Once we had

resolved the CreditWatch placement, the outlook was stable at the same rating level.

Table 4 below displays further information on the date and reason for the rating/outlook/CreditWatch actions we

have mentioned.

Table 4

Rating/Outlook/CreditWatch Actions

Issuer To From Date Reason

New-rating assignments

T.H.F.C. (Funding No. 3) A+ N.A. Oct. 5,

2011

New rating. See also entry in Table 3, under

"Issuer Review."

London & Quadrant Housing Trust--£250

million secured bonds due 2033

AA- N.A. April 5,

2012

New rating. See also entry in Table 3, under

"Issuer Review."

Sovereign Housing Capital PLC--£250

million secured bonds due 2043

AA- N.A. June 1,

2012

New rating. See also entry in Table 3, under

"Issuer Review."

Sanctuary Capital PLC--£300 million

secured bonds due 2047

AA- N.A. April 26,

2012

New rating. See also entry in Table 3, under

"Issuer Review."

Other actions

Eden Funding No. 1 PLC All Classes AAA(sf)/Watch

Neg

AAA(sf)/Stable Jan. 18,

2011

Outlook stable following application of the

revised counterparty criteria.

Eden Funding No. 1 PLC All Classes AAA(sf)/Stable AAA(sf)/Watch

Neg

July 12,

2011

Affirmation following the application of the

revised counterparty criteria.

Finance for Residential Social Housing

PLC, Class A2

AA AAA April 21,

2011

Insufficient credit enhancement to maintain

the rating.

Finance for Residential Social Housing

PLC, Class A3

A+ AA April 21,

2011

Insufficient credit enhancement to maintain

the rating.

Sanctuary Housing Assn. AA-/Stable AA-/Positive June 14,

2010

Outlook revised to stable due to ongoing

macroeconomic uncertainty.

London & Quadrant Housing Trust AA-/Stable AA-/Positive Nov. 29,

2011

Outlook revised to stable on consolidation of

financial performance.

Contact Information

Table 5

Region And Sector Team

Credit analyst Location Telephone E-mail

Liesl Saldanha London (44) 20-7176-3597 liesl_saldanha@standardandpoors.com

Maria J. Redondo London (44) 20-7176-3597 maria_redondo@standardandpoors.com

Hugo Foxwood London (44) 20-7176-3597 hugo_foxwood@standardandpoors.com

Gianluca Minella London (44) 20-7176-3597 gianluca_minella@standardandpoors.com

Giles Edwards London (44) 20-7176-3597 giles_edwards@standardandpoors.com

Gabriel Forss Stockholm (46) 8-4405-933 gabriel_forss@standardandpoors.com

Judith O'Driscoll London (44) 20-7176-3597 judith_odriscoll@standardandpoors.com
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Table 5

Region And Sector Team (cont.)

Carenn Chu London (44) 20-7176-3854 carenn_chu@standardandpoors.com

Michele Sindico London (44) 20-7176-3830 michele_sindico@standardandpoors.com

Amit Sohal London (44) 20-7176-3845 amit_sohal@standardandpoors.com

Nicola Dobson London (44) 20-7176-3879 nicola_dobson@standardandpoors.com

Alice Delemarle-Charton London (44) 20-7176-3594 alice_delemarle@standardandpoors.com

Vanessa LeBlanc London (44) 20-7176-3607 vanessa_leblanc@standardandpoors.com

Related Criteria And Research

• Principles Of Credit Ratings, Feb. 16, 2011

• Credit Approach To Rating Social And Public Housing Providers, Nov. 30, 2004

• European Legal Criteria For Structured Finance Transactions, Aug. 28, 2008

• ABS: Innovative Financing in the Social Housing Market, Oct. 10, 2002

• Report Card: U.K. Housing Associations Face New Age Of Austerity And Innovation, Feb. 2, 2011

• Revised Methodology And Assumptions For Assessing Asset-Liability Mismatch Risk In Covered Bonds, Dec. 16,

2009

• Counterparty And Supporting Obligations Update, Jan. 13, 2011

• 2010 Counterparty Criteria—What Happened Next For Global Structured Finance Ratings?, July 22, 2011

• Rating Government-Related Entities: Methodology And Assumptions, Dec. 9, 2010

Additional Contact:

International Public Finance Ratings Europe; PublicFinanceEurope@standardandpoors.com
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