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In Summary

• Housing Associations (HAs) have remained resilient throughout the Covid-19 pandemic, overcoming

multiple sectoral challenges to ensure the continued delivery of vital services to those in need.

• The pandemic has created many operational challenges, including disruption to development projects,

remote working and completing maintenance works whilst adhering to Covid-19 guidelines.

• Decarbonisation remains a key area of focus for the sector. Housing Associations will have to develop new
low-carbon housing and/or increase investment in retro-fitting existing units to improve environmental

standards.

• Housing development will be key to economic recovery and the preservation of jobs for the next 12 months

and beyond. This provides opportunity for HAs to continually pursue housing development targets and

further benefit those in need of affordable housing.

• The range of funding options is more than ever and lender appetite remains high within the sector;

underpinned by strong operational governance, the asset backed nature of organisations and stability of
earnings.

• Whilst short-term variable interest rates remain low, many HAs are locked into higher-priced fixed rate

interest agreements entered into several years ago and a cost-benefit analysis of restructuring may be a
consideration.

• Favourable interest rates will not remain indefinitely. Therefore, continued effective treasury management
and comprehensive business plan stress-testing will help HAs manage their risk. Consideration should also be

given to revisiting the number of covenants and simplifying restrictive covenants to increase operational

flexibility.

• The indebtedness of the sector is rising and currently stands at £80bn in England and Wales. Around one

third of this debt is variable, benchmarked to the London Inter-Bank Offered Rate (LIBOR).

• However, at the end of 2021, LIBOR in its existing form, will cease to exist and will be replaced by the Sterling

Overnight Index Average (SONIA). Those with facilities expiring at the start of 2022 should seek advice from

a trusted advisor to ensure the technicalities are understood and potential issues are addressed.

• Aggregators such as THFC bLEND have been providing competitively priced bond finance to Housing

Associations across the UK and present a lower entry point into the capital markets.
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Covid-19 impact

• The Covid-19 pandemic initially caused

disruption to Housing Associations and their
ability to deliver vital services, development

projects and undertake maintenance works.

• Early concerns were focused on the safety of
HAs’ tenants and employees and identifying

those most vulnerable. From a financial
perspective, the main concern to HAs was the

impact of Covid-19 on cash generation and

rent arrears.

• Covid-19 has highlighted areas of inequality

across the UK and income uncertainty remains
on a national scale. The need for social and

elderly care services, as well as funding to

tackle homelessness and child poverty, was
emphasised during the pandemic and HAs’

commitments to helping those in need were
further demonstrated.

• The development of new affordable housing

will be high on the Government’s agenda over
the next 12 months and beyond and HAs will

need to be prepared to deliver these
additional units.

• In order to help alleviate the impact of the virus

and identify those most vulnerable, Covid-19
mitigation plans have been developed by

organisations.

• HAs should continue to monitor and update

Covid-19 mitigation plans as the situation

evolves. These plans should succinctly
summarise the challenges facing the

organisation and highlight key strategic,
financial and commercial/operational actions

undertaken. Plans should include any financial

reforecasting required as a result of Covid-19.

• Funders were initially focused on supporting

existing clients, with limited availability for HAs to
explore funding with new finance partners.

However, the funding landscape has settled
and the range of funding options is extensive.

The current affordable housing landscape

• Despite initial concerns, the impact of Covid-19

on HAs with regard to cash generation and rent
arrears has been minimal.

• Most housing development was hampered and

there was a focus on emergency repairs only,
helping minimise overhead costs during the

peak of the pandemic.

• Covid-19 has required greater communication

and collaboration between key stakeholders,

including board members, local authorities,
government, tenants and employees.

• Organisations have adjusted operational
models to mitigate the spread of the virus and

continue to manage homes, colleagues and

tenants with varying needs effectively.

• Investment in digitisation have played a major

role in overcoming operational challenges, with
board meetings, site repairs, property valuations

and daily communication between

stakeholders becoming virtual.

• Accurate, timely and accessible data has been

essential for Housing Associations to manage
housing portfolios effectively and identify those

tenants which are most vulnerable.

• Consideration should be given to how
investments in new low-carbon housing and/or

retro-fitting existing units to improve
environmental standards will be financed.

• Uncertainty continues to surround the

post-Brexit landscape. Questions remain over
future access to labour, EU funding and building

materials for new housing.

• HAs will need to be proactive in assessing

business continuity plans, stress-testing forecasts

and contingency planning to cover a range of
scenarios.
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• Overall, Housing Associations have evidenced
a robust financial base from which they

continue to attract private investment.

• Turnover has increased year on year,

underpinned by stable income, reaching over

£1bn in Wales in 2019 and £20.9bn in England.

• Average turnover per social housing property

also increased from £5,250 to £5,459 in 2019 in
Wales. This can be partially attributed to higher

rents for newly developed properties and the

annual rent uplift of CPI+1.5%.

• Operating surpluses have also remained

resilient and are forecast to rise steadily to
£294m in Wales, with operating margins rising

from 19% to 24%.

• The operating margins of HAs in England fell
slightly from 28% to 25% in 2019, caused by a

combination of increased maintenance
expenditure and the third year of 1% rent

reductions on general needs social housing

properties.

• Generation of free cash and continued

surpluses are key drivers of continued financial
resilience, ultimately allowing HAs to secure

additional finance to create affordable new

homes and benefit communities.

• Gearing in relation to property cost was 45% in

2019 in Wales and 51% in England, suggesting
potentially greater borrowing capacity

amongst organisations.

• The level of rent arrears increased slightly in
2019 to 4.7% in both England and Wales, while

the level of bad debts remained constant at
0.8%.

• Interest cover for both English and Welsh

organisations remained above 150% in 2019,
signaling potential capacity for HAs to borrow

further and ultimately provide more
opportunity for development.
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Sector Debt
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• Lender appetite remains high for the affordable
housing sector and funders are far better placed

to offer liquidity support to those in need
compared to the previous financial crisis.

• The asset backed nature of HAs, coupled with

stability of earnings provides lenders with greater
confidence in providing finance to the sector.

• The indebtedness of the sector is rising and
currently stands at £3bn in Wales and £77bn in

England. During 2019, £408m of new debt

facilities were arranged in Wales and £13.5bn
were arranged in England.

• Borrowing terms have remained relatively
unaffected by the pandemic, albeit some

funders may continue to focus on existing clients

and there may be additional scrutiny during
credit processes when securing new funding

packages.

• Whilst short-term variable interest rates remain

low, many HAs are locked into higher-priced

fixed rate interest agreements entered into
several years ago and a cost-benefit analysis of

restructuring these facilities may be a
consideration.

• Attention should also be given to the number of

covenants and simplifying restrictive covenants
to increase operational flexibility.

• Favourable interest rates will not remain
indefinitely. Therefore, continued effective

treasury management and comprehensive

business plan stress-testing will help HAs manage
their risk.

• Gilts fell to near historic lows during 2020, despite
showing recent signs of rising. Coupled with low

gilt spreads, the resulting coupon rate remains

attractive for organisations seeking to access
finance via the capital markets

• The transition from LIBOR to SONIA is now
underway and all HAs with facilities currently

priced against LIBOR should begin discussions

ahead of the transition.

• Housing Associations’ existing variable rate debt

typically references predictive LIBOR (which is set
in advance of the interest period), and SONIA is

an overnight risk-free rate quoted daily. There is

therefore a mismatch between the benchmark
that is referenced in Housing Associations’

current loan agreement documents and SONIA.
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Revisiting legacy covenants and treasury hedging

• Typical loan covenants include maximum 

gearing, minimum asset cover and interest 
cover.

• HAs should consider the appropriate level of 

gearing and interest cover on an individual 
basis.

• Organisations should ensure there is sufficient 
headroom for unexpected eventualities.

• HAs may be locked in to higher interest rate 

agreements, entered into several years ago.

• Be prepared to revisit historical covenants, that 

may be outdated with your lender and 
operationally restrictive.

Effective interest rate

• HAs should ensure that they have funding 

packages in place with the most optimal cost 
of capital.

• Cost of capital will vary between providers 

and HAs. It is important for HAs to have a 
funding package in place that is tailored for 

them.

• Interest rates are low by historical standards, 

but will not remain indefinitely.

Complicated loan structures with multiple lenders

• Multiple debt facility commitments are fine, 

but need more management.

• Multiple lenders may have alternative 

covenant requirements, which can be difficult 

to monitor and adhere to.

• Organisations should aim to harmonise 

loan covenants.

• How many funders do you have?

• Extremes should be avoided.

Funding requirement and debt capacity

• What level of funding does your HA need to 

meet its development targets and strategic 
ambitions?

• What is the debt capacity of your 

organisation?

• What is the funding maturity profile or your 

organisation?

• Are current facilities due for renewal?

• Sensitivity analysis / stress testing:

• Organisations should be proactive in 
assessing business continuity plans, 

stress-testing forecasts and 
contingency planning to cover a 

range of scenarios.
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