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Executive Summary

In Summary:

• Positive market sentiment remains among key stakeholders,

finance providers and ratings agencies, underpinned by

robust balance sheets, predictable cash flows, the sustained

generation of operating surpluses and significant demand for

affordable housing.

• Decarbonisation is a primary area of focus for the sector.

Housing Associations (HAs) will have to develop new low-

carbon housing and/or increase investment in retro-fitting

existing units to improve environmental standards if the

target of achieving net zero by 2050 is to be met.

• Housing development will be key to economic recovery and

the preservation of jobs for the remainder of 2021 and

beyond. Opportunity exists for HAs to continually pursue

housing development targets and further benefit those in

need of affordable housing – supported by a range of

financing options.

• The Spring Budget included a number of affordable housing

initiatives, including successive grant funding schemes to

enable further provision of new and retro-fitted affordable

housing and additional support for those most vulnerable.

• The indebtedness of the sector is rising and currently stands

at £80bn in England and Wales - projected to surpass £107bn

by 2023.

• Additional debt facilities will be required to meet housing

development and carbonisation targets, with the current low

interest environment affording an attractive financing option

to social housing providers.

Positive Market Sentiment

• Moody’s described a stable forecast for HAs in its outlook on Housing Associations in the UK, as organisations

balance high demand for social housing, strong liquidity and a supportive policy environment despite a

backdrop of economic uncertainty.

• Capital spending delays, current treasury policies and favourable market conditions amid historically low

interest rates will support HAs’ liquidity and access to capital. Sustained demand for social housing and

inflation linked social rent increases will support UK Housing Associations' turnover growth, strong operating

cash flows and interest coverage in 2021.

• Fitch Ratings highlighted the strong, predictable cashflows of HAs, supporting the view that the sector
remains resilient to the Covid-19 pandemic, demonstrating strong financial health. Fitch also referenced the

significant delays in maintenance and development projects which have occurred during the pandemic,

resulting in an accumulation of cash reserves. This expenditure is only delayed rather than cancelled, but

provides a welcome liquidity buffer during the economic downturn.

• Standard & Poor’s view the sector as well situated to face any potential headwinds in 2021, again

supported by strong liquidity, more supportive grant funding, and historically low interest rates. S&P also

commented that while UK housing providers are seen to be scaling back on selected developments for sale

due to narrowing margins, increased investment in existing stock is expected as a result of enhanced

building safety standards as well as energy efficiency and decarbonisation requirements.

“Housing Associations have

demonstrated remarkable resilience

throughout the Covid-19 pandemic,

overcoming multiple sectoral challenges

to ensure the continued delivery of vital

services to those in need. The financial

performance of organisations remains

healthy, with sector confidence among

stakeholders and finance providers

supporting Housing Associations in

accessing significant levels of capital to

support their development ambitions.”

Jason Evans

Partner, Debt Advisory

+44 (0) 845 643 5500

+44 (0) 772 544 6741

jason.evans@gambitcf.com
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Decarbonisation

• Decarbonisation remains a key area of focus for

the sector. Estimates for the cost of UK social

housing reaching 2050 net zero targets are in the

billions, with research by Inside

Housing suggesting a potential combined cost of

£104bn.

• In April 2021, Abri, Anchor Hanover, Home Group,

Hyde Group and Sanctuary Group, which

manage more than 300,000 homes between

them, formed the Greener Futures Partnership

(GFP), signing a collaboration agreement to

develop solutions to build more affordable and

sustainable homes.

• The GFP aims to create a single, credible

approach to assessing the sustainability of its

homes and ensuring a wider green agenda
beyond EPC ratings is met. The GFP’s ambitions

include the development of a simplified low-

carbon grant framework for Housing Associations

to retrofit properties, the design of new financing

options to support a low-carbon transition, and

solutions to address the skills challenge of

adapting to new low-carbon technologies.

• Following the launch of the Social Housing

Decarbonisation Fund (SHDF) in October 2020,

£62 million in funding has been awarded to 17

local authorities for 19 projects. The £3.8bn fund is

scheduled to be distributed in four waves over the

next decade, with another £60 million anticipated

to be deployed in the Summer/Autumn of 2021.

• In its manifesto, the Conservatives promised to

spend £3.8bn over 10 years on the SHDF, with

£60m pledged for 2020-21, £240m in 2022-23 and

£410m in 2023-24. MPs have however called for

the Government to ‘frontload’ the funding

timetable, suggesting that the cost of retro-fitting

existing properties is significantly underestimated.

• Housing Associations should ensure they have

appropriate financing arrangements in place in

order to execute their decarbonisation plans,

considering the range of funding options

available and speaking to a trusted adviser if
required.

Sector Debt

• Standard & Poor’s predicts that total sector debt

will exceed £107bn by 2023, with £20bn required
over the next two years to build c.130,000 new

affordable homes and refinance existing facilities.

An increase in the number of affordable homes

being developed and investment in existing stock

will cause debt levels to escalate, particularly

among English providers, which account for

c.90% of sector debt.

• Additional facilities will be required to meet

proposed housing development and
decarbonisation targets, with the current low

interest environment highlighting debt finance as

an attractive option for social housing providers.

• Gilts fell to near historic lows during 2020 to less

than 1%, but have gradually climbed to near 1.5%

during May 2021. The rate remains attractive for

organisations seeking to access finance via

alternative routes including the capital markets.

• 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.

• 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 also be a consideration.

• “Significant fundraising at a time when interest

rates are low, and the refinancing of expensive

legacy debt across the sector over the past two

to three years will result in lower funding costs

than we previously assumed.” – Standard &

Poor’s.

Total sector debt projected 

to exceed £107bn by 

2023

Standard & Poor’s

£104bn
Expected cost to decarbonise
the UK’s social housing stock

Inside Housing
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Universal Credit

• The Chancellor announced an extension of the

temporary £20 per week increase to the

Universal Credit standard allowance until

September 2021, to support tenants living on the

lowest incomes to cover essential living costs.

The equivalent uplift to working tax credit will be

replaced by a one-off payment of £500 to

eligible claimants across the UK.

• From April 2021, the period over which Universal

Credit advances will be recovered has

increased from 12 months to 24, doubling the

time over which tenants can repay their

advance.

• The reduction in the maximum rate of

deductions from Universal Credit from 30% to

25% will also allow tenants to spread debt

repayments, including rent arrears, over a longer

period of time.

• The impact of rent arrears during the pandemic

has been minimal for most providers - however,

Housing Associations should continue to closely

monitor these to identify any repayment issues.

Supporting the most vulnerable

• The Government reiterated its funding for rough

sleeping in 2020-21 and funding that was

announced during the Spending Review for

2021-22. It was also announced that exemptions

to the Shared Accommodation Rate (SAR)

would be brought forward, originally due to be

implemented from October 2023. This will help

ensure greater affordability for young people

who have experienced homelessness and for

care leavers to live independently.

• It has been highlighted that the pandemic had

driven a surge in domestic abuse incidences

and that domestic abuse had now become the

second highest cause of homelessness. The

Budget committed an additional £19m, including

£15m in 2021-22 across England and Wales, for

perpetrator programmes that work with

offenders to reduce the risk of abuse continuing.

£4m has been committed between 2021-22 and

2022-23 to trial a network of ‘Respite Rooms’

across England to provide specialist support for

homeless women facing severe disadvantage.

Social Housing Grant (Wales)

• Welsh Government (WG) is investing an

additional £100m in Social Housing programmes,

taking the total investment in the Social Housing

Grant to £250m in 2021-22 - the highest ever level

of investment in Social Housing Grant during the

era of devolved government.

Optimised Retrofit Programme (Wales)

• WG has extended and ‘up-scaled’ the

Optimised Retrofit Programme, bringing

investment into this programme to £50m in 2021-

22. This will help continue the development of

new skills, assessment tools, supply chains, and

procurement frameworks that encourage HAs to

innovate new ways of retrofitting homes.

Housing Support Grant (Wales)

• Funding for the Housing Support and

Homelessness Prevention Grants have been

increased by £40m and £4m respectively for 2021-

22. This represents a 32% and 22% increase on

2020-21, and reverses 10 years of real-terms cuts

to housing related support funding.

Land for Housing Scheme (Wales)

• WG is investing an additional £10m into the Land

for Housing Scheme to increase the supply of

affordable housing and the rate of delivery by

securing land sites, as well as promoting the

creation of local jobs, training opportunities, and

support the housing development supply chain.

Spring Budget 2021- Key Highlights

The Spring Budget included a number of affordable housing initiatives, including successive grant funding 

schemes to enable further provision of new and retro-fitted affordable housing and

additional support for those most vulnerable
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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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Corporate Finance International

Gambit is the exclusive UK shareholder of CFI, a

global partnership of middle-market investment

banks and corporate finance advisory firms. With

over 200 professionals located in 26 offices

throughout the world, CFI members specialise in

cross-border acquisitions, disposals, capital raising,

and related services. CFI was ranked number 16 in

Europe and 21 globally by Thomson Reuters for

transactions valued up to €200 million in 2019.

www.thecfigroup.com

Gambit Corporate Finance

Established in 1992, Gambit Corporate Finance

(“Gambit”) is an independent corporate finance

firm specialising in advising private and public

organisations on mid-market transactions in the UK

and overseas. With offices in Cardiff and London,

Gambit is widely recognised as a market leader in

corporate finance advice having built up detailed

industry knowledge and an enviable track record in

deal origination and execution.

www.gambitcf.com

Conclusion

• 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 and allowing cash reserves to

accumulate.

• During the peak of the pandemic, most challenges faced by

organisations were operational rather than financial, with

demonstrable resilience to Covid-19 providing comfort to key

stakeholders and finance providers.

• The development of new affordable housing will be high on the

Government’s agenda over the next 12 months and beyond to

help fuel positive economic growth. HAs will need to be prepared

and ensure they have an appropriate financing structures in place

in order to deliver these additional units.

• 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. The decarbonisation

agenda remains in the spotlight, with many stakeholders calling

for an acceleration of investment in low carbon financing and

development initiatives in order to meet 2050 ambitions.

• The funding landscape has settled and the range of funding

options to support development plans is extensive. Lender

appetite remains high within the sector; underpinned by strong

operational governance, the asset backed nature of

organisations and stability of earnings.

• If you would like to arrange a call to discuss the opportunities

facing your organisation or to understand the most appropriate

funding solution to support your organisation's needs and

ambitions, please contact a member of the team.


