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Gambit Corporate Finance

Established in 1992, 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 London and Cardiff, 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, financing and execution.

www.gambitcf.com

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 260 professionals located
in 32 offices throughout the world, CFI members specialise in cross-border acquisitions,
disposals, capital raising, and related services and is ranked number 13 in Europe and 26
globally by Thomson Reuters for transactions valued up to €200 million (Q1 2019).

www.thecfigroup.com
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Jason Evans is the partner that leads Gambit Corporate Finance’s Debt
Advisory team. Prior to joining Gambit, Jason was Regional Director for
Lloyds Banking Group, heading up the regional corporate banking team in
the Mid-Market and working with organisations with turnover between
£10m and £750m.

After graduating from the University of Reading in 1991 with an honours
degree in economics and accounting, Jason began his career at Coopers &
Lybrand Deloitte. During his 25-year career, Jason has held various senior
roles, including Divisional Head of Leveraged Finance for HSBC.

He is also an Associate of the Securities and Investment Institute, holding
an advanced corporate finance qualification from the Institute of
Chartered Accountants in England and Wales (ICAEW). Jason has
also been voted "Corporate Banker of the Year" on a number of occasions
at the Insider Dealmaker Awards.



Macroeconomic Overview:

The macroeconomic environment remains positive, with global economic growth predicted at
3.3% for 2019 and 3.6% in 2020 according to the IMF. There has been a shift in the policy
outlook in major economies and an associated easing in global financial conditions, which is
expected to support global growth.

So far in 2019, the UK has outperformed growth expectations, and the Bank of England (BoE)
has revised its economic growth forecasts upwards to 1.5% and 1.6% in 2019 and 2020
respectively. Mark Carney, Governor of the BoE, commented that interest rate rises could be
“more frequent” than expected if the UK economy performs as the BoE is predicting –
however, the markets are forecasting just one rate increase by 2021.

The domestic economic outlook will continue to depend significantly on the nature of EU
withdrawal, particularly the new trading arrangements between the EU and the UK, the rate
of transition, and how households, businesses and financial markets respond.
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Report Summary:

Provision of affordable housing continues to increase as a result of the Welsh Government’s
‘Taking Wales Forward 2016 – 2021’ programme.

The sector continues its successful track record of attracting private finance to fund the
development of more homes. The generation of operating surpluses allows Registered
Social Landlords (RSLs) to borrow alongside essential support received from Welsh
Government.

On a historical cost basis, RSLs are not highly geared compared to levels which would be
accepted by lenders, signalling greater capacity within the sector to support more
borrowing to complete more developments.

Favourable interest rates will not remain indefinitely. Therefore, continued effective
treasury management and comprehensive business plan stress-testing will help
RSLs manage their risk.

Collaboration and consolidation has been a prominent theme in the wider sector,
particularly amongst mid sized organisations.

RSLs are regarded as financially stable, with a clear ongoing commitment to the delivery of
new affordable housing.

The Independent Review of Affordable Housing Supply in Wales examines whether more
can be done to increase the supply of affordable housing in Wales and to maximise the
resources available.

A wall of liquidity is currently available in credit markets, looking to be deployed by an
ever increasing range of institutions - it is important to consider the full range of debt
options.

Interest rates are expected to continue rising gradually across major economies, but
remain very low by historic levels - implementing a strategy in the shorter term is
likely to be constructive, particularly for longer term funding.
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Universal Credit

• The introduction of the Universal Credit (UC) scheme continues to be a major concern for
RSLs, due to an increasing risk of rent arrears.

• A survey of nearly 7,000 people found that 23% of claimants were not in arrears before they
transferred to UC and the average claimant is in rent arrears of over £400.

• UC, which merges six benefits into one, has been introduced to 17% of claimants in Wales
(November 2018) with the UK Government expecting to complete the roll-out by 2023.

• Community Housing Cymru has made recommendations to the UK Government to help
improve the system’s effectiveness and reduce the likelihood of rent arrears for RSLs.

• Recommendations include an end to the five week wait for money, synchronising landlord
and claimant payment cycles and providing greater advice and support to claimants
receiving entitlements such as backdated claims.

2018 Budget

• The Chancellor confirmed in the 2018 budget that the Housing Revenue Account borrowing
cap, which controls local authority borrowing for house building, would be abolished as of
October 2018 for RSLs in England and March 2019 for RSLs in Wales.

• The removal of the cap provides greater opportunity for local authorities and RSLs to
develop new homes. In a recent survey conducted by the Local Government Association, 89%
of councils considered increasing their level of house building after the removal of the cap,
with 92% believing they would need external support to fulfil their house building ambitions.

• Other key headlines from the budget include a £1 billion investment over the next 5 years to
aid the transition to Universal Credit, £120 million of funding for the ‘North Wales Growth
Deal’ and an additional £500m for Brexit preparations.

Independent Review of Affordable Housing Supply in Wales

• The Independent Review of Affordable Housing Supply in Wales was published in May
2019. The aim of the review is to examine whether more can be done to increase the
supply of affordable housing in Wales and to maximise the resources available. The
independent panel has made recommendations across a range of subjects, including
housing need, housing standards, rent policy and funding reform.

• The report recognises that housing demand in Wales is not being met and more
sophisticated data collection should be utilised to set policy. Recommendations include a
requirement for local authorities to provide Local Housing Market Assessments (LHMAs),
based on a consistent timetable, data and methodology across housing tenures. It is also
recommended that LHMAs are refreshed every two years and re-written every five years.

• In recent years, RSLs in Wales have been able to increase rents by CPI+1.5%, with the
option to add another £2 per week. The current rent settlement for 2019/20 is set at CPI
only. It is the view of the panel that there is little justification to increase the level of rent
settlement to anything above the rate in England of CPI+1%. There should also be a focus
on landlords to consider value for money alongside affordability and an annual
assessment on cost efficiencies should be part of the rationale for justifying any rent
increase.

• Following the removal of the Housing Revenue Account borrowing cap, the panel
recommends that the Welsh Government encourages local authorities and RSLs to work
in partnership to share skills, capacity and resources.

• The panel has also called on the Welsh Government to commission an independent
financial review of the Welsh Large Scale Voluntary Transfers in receipt of Dowry Gap
Funding and the Housing Revenue Accounts of local authorities in receipt of Major
Repairs Allowance, to examine whether receipt of these allowances is justified.

• Other recommendations contained in the report include simplifying housing quality
standards, improving energy efficiency and trialling modern methods of construction.



Funding & Debt Markets

5

• The sector continues its successful track record of attracting private finance to fund the
development of more homes. The generation of operating surpluses allows RSLs to
borrow alongside essential support received from Welsh Government.

• The indebtedness of the sector is rising and currently stands at £2.7bn. Strong financial
performance in recent years has underpinned RSLs’ ability to source affordable finance
and meet long-term obligations.

• Whilst short-term variable interest rates remain low, many RSLs are locked into higher
priced fixed rate interest agreements, entered into several years ago.

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

• Consideration should be given to revisiting and simplifying restrictive covenants to
increase operational flexibility.

• With interest cover above 150%, capacity remains for RSLs to borrow further and
ultimately provide more opportunity for development.

• On a historical cost basis, RSLs are not highly geared compared to levels which would be
accepted by lenders, signalling greater capacity within the sector to support more
borrowing to complete more developments.

• The availability of Welsh Government grant funding for affordable housing will impact on
the ability of all providers, but particularly RSLs, to deliver additional affordable housing
across Wales.

• The number of additional affordable housing units delivered with Capital Grant Funding
(CGF) decreased during 2017- 18 for the first time in 4 years, falling by 31% to 1,243 units.

• The Independent Review of Affordable Housing Supply includes multiple recommendations
to reform current grant funding arrangements; focused on ensuring value for money, long
term certainty and fair distribution of funding.

• It is suggested that the Welsh Government introduces a flexible, five-year Affordable
Housing Supply Partnerships model to provide certainty and flexibility.

• It is suggested that current funding pots are consolidated, to focus capital and revenue on
core tenures: reflecting needs assessments at national, regional and local levels.

• The new model should test the contribution of private finance and alternative finance
models to further resources and maximise output.

• Community Housing Cymru has highlighted the positive impact of RSLs leveraging
additional private finance into their communities, rather than a system focused on driving
down costs.

• The removal of the Housing Revenue Account borrowing cap provides an opportunity for
RSLs to revisit their ambitions for the provision of social housing and take advantage of
greater levels of debt finance.

• It is too early to gauge what affordable borrowing limits local authorities will set. However,
prior to the lifting of the borrowing cap it was clear that RSLs were not maximising their
debt capacity.

• The Review of Affordable Housing Supply reiterates the fact that, given the extent of the
gap between housing need and supply, it is important for RSLs to utilise every source of
funding available where prudent to do so.

• Efficient landlords will have greater financial capacity for private finance to sit alongside
Welsh Government subsidy programmes.
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• Analysts at S&P predict that UK RSLs will take on £17 billion of new debt facilities between
March 2019 and March 2021, equating to a 7% rise each year.

• Low interest rates and strong appetite from institutional investors has resulted in the capital
markets being a source of finance for RSLs.

• 10 year gilt yields have been declining since Q4 2018, from an LTM high of 1.7% in October 2018
to 1.03% in March 2019, signalling reduced funding costs for those with material borrowings.

• Continued use of capital markets funding for RSLs will depend on the duration of the current
low interest rate environment and whether funds available from institutional investors can
meet the increasing demand.

• The publication of LIBOR will end by 31 December 2021, which will have a major effect on RSL
loan books throughout the UK. The planned successor to LIBOR is the Sterling Overnight
Index Average (SONIA).

• SONIA is based on actual transactions and reflects the average of the interest rates that
banks pay to borrow sterling overnight from other financial institutions, whereas, LIBOR is
an interest rate average calculated from estimates submitted by the leading banks in London.

• The social housing sector is funded by long-term debt, with terms often in excess of 25 years.
In addition to arranging new facilities in SONIA, many legacy facilities will need to be
converted to SONIA.

• Uncertainty remains surrounding when and how a transition would take place in practice
and how the necessary spread adjustment to convert LIBOR to SONIA would be calculated. It
is essential that barriers and accounting challenges associated with a transition are kept to a
minimum and that winners and losers are not created as a result.

• Overall, credit availability remains steady. Even with the uncertain economic outlook, banks
and other financial institutions are still keen to deploy liquidity, due to pressures from the
capital markets and ambitious market share objectives.
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Gambit Corporate Finance LLP
Established in 1992, Gambit is an independent corporate finance advisory firm specialising in
advising private and public organisations on mid-market transactions in the UK and overseas. With
offices in London and Cardiff, Gambit is widely recognised as a market leader in M&A and
fundraising, having built up multiple sector knowledge and an enviable track record in deal
origination, financing and execution.

Key services include:

•Management Buy-outs/ Buy-ins • Private Equity Portfolio Advisory

•Mergers and Acquisitions • Succession Planning

•Fundraising/ Development Capital • Debt Advisory

•Financial Restructuring • Research and Deal Creation

CFI Group
We are the sole UK shareholder in Corporate Finance
International, a global partnership of leading mid-market
investment banking firms with members in North America,
Western & Eastern Europe and Asia. With over 260 professionals
located in 32 offices throughout the world we are able to provide
an international outlook and service for clients.

Website: www.thecfigroup.com
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