
Increasing pressure to re-price of housing association loans 
 

Over the past months the social housing press has covered the attempt made by a lender to 
re-price housing association historic loan agreements - some dating back to the 1990s.  
Although, the specific circumstances are peculiar to this lender, financial commentators have 
suggested that the days of cheap housing association finance are over and the eventual re-
pricing of housing association back-books is a foregone conclusion - particularly for 
developing associations. This article seeks to clarify for boards, rather than treasury experts, 
whether this is so and what, if anything, can be done to avoid it. 
 

Background to the cost of housing association finance 

Lenders use Basel rules to group their assets (borrowers) according to perceived credit risk 
which, in turn, are used as a basis to determine the cost of borrowing.  Generally speaking, 
the greater risk to which the bank is exposed, the greater the amount of capital the bank 
needs to hold to safeguard its solvency and overall economic stability (capital adequacy).  In 
1988, Basel I introduced credit risks, carrying risk weights ranging from zero percent (for 
example, for home country sovereign debt – e.g. UK Gilts) through to 100 percent (for 
example, for most corporate debt).   

Measures in the Housing Act 1988 meant that for the first time that housing associations 
begun seeking private financing in volume. To encourage lenders to invest in housing 
associations, the sector was provided with a dispensation which meant its credit weighting 
was close to the residential market level - a 50% weighting.  This was achieved by the Bank 
of England making specific mention of housing associations in its rules.  However, even then 
many housing association loan agreements included clauses stipulating that if these rules 
changed and housing associations were deemed to bear greater risks, lenders would have 
the capacity to revise the cost of finance.  Banks were keen to lend to housing associations 
and, up until 2007, housing association were able to uniformly secure 25-year loan 
agreements of 0.25% (25 basis points) above LIBOR. 
 
However Basel I was eventually replaced by a more comprehensive set of guidelines in 
Basel II which involved lenders looking more specifically at individual borrower’s risk, asset 
base, credit quality and quality of security in assessing capital requirement and hence the 
cost of funds.  Since the 2007 credit crunch, rates offered by lenders to individual housing 
associations have been much less uniform and generally prices have risen.  
 
In response to the credit crunch, Basel II is to give way to Basel III.  Basel III which is 
expected to be implemented between 2013 - 2019, will require banks to hold more capital 
and higher proportion of more liquid assets.  This will increase the banks’ costs in accessing 
funds to on-lend.  Many banks have already begun to implement Basel III. 
 
As banks are now required to acquire and hold more assets to support their lending 
commitments, they have retrenched, rationing their lending.  A further fallout from the credit 
crunch is a requirement for banks to better match the offer of long term loans with long term 
underlying assets.  However, due to a significant reduction in lenders ability to access longer 
term funds, since 2008 banks loans to housing associations have typically been for much 
shorter terms  - typically for an eight to ten year duration.       
 

Increase cost of funds for housing association  
 
As a result, lenders’ current costs to secure the funds often exceed the return they earn from 
loan agreements entered into with housing associations in the pre-credit crunch era. 
Consequently, there has been a big push by bank credit committees to divest themselves of 



these loans or take advantage of opportunities to encourage housing associations to re-price 
these loan agreements: The opportunities to re-price will include: 
 

 breaches of loan covenants 

 where housing association need to obtain consent from lenders and 

 contractual rights to re-price. 
  

Implications for housing association cost of finance 

As housing associations go about their normal business plan, they may encounter a number 
of circumstances that could present opportunities for banks to seek to re-price: 

 breaches of loan terms 

 the need to refinance existing loans 

 housing associations seeking lenders consent for, 
o group reorganisation 
o change in accounting policy 
o change in housing tenure (new affordable rents), etc 

 bankers invoking contractual rights to re-price because of, 
o increased cost clause 
o market disruption 
o mandatory costs, e.g. fees payable to the FSA, etc 
but be aware that reasons stated by bankers to re-price may not stand up to legal 
scrutiny. 

 

Actions for housing association  
 
The impact of lender re-pricing is significant for housing associations, as it will often result in 
increase costs year-on-year by tens thousands to millions of pounds.  This diverts scare 
resources away from the provision of affordable home for the least well off in society.  
 

 Housing associations threatened with lender re-pricing should always seek legal advice. 

 Housing associations should know their loan obligations and seek adhere to them.   
 
Longer term: 
 

 it would be imprudent for housing association business plans to assume sub-priced (25 
basis point) long term cost of funds 

 boards should ensure that the threat of lender re-pricing is included on their risk register 

 boards and housing association should consider how this risk might be managed 
proactively and in a more orderly manner.  

 


