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Background

What makes the current THFC story so interesting is the combination of old and new.  An old and well diversified credit story and structure sold in the new world of public ratings and relatively low long-term interest rates.  Uniquely it combines the potential to refinance existing high coupon historic debt, for conventional RSLs with the ability to raise cost effective and asset-efficient new debt.

Prior to the widespread use of public ratings, RSL bonds were often long term ‘bullet’ (interest only) structures with covenants associated with both asset cover and cash-flow covenants particular to the housing-stock secured to the structure.  Principally because of the high coupon of these early bonds, debt per unit raised tended to be in the order of £16,000 to £24,000.

In the later cash-flow covenant structures (e.g. UK Rents, Sanctuary, Haven, RSL Finance), the income stream from the pledged collateral had to service payment of both principal and interest under the bonds.  Because of the relatively low yield of the mortgaged income-producing assets, the deals needed to be either wholly, or partially, amortising to gain high investment grade credit ratings.  Consequently a larger pool of collateral had to be pledged in order to service the pay-down of principal.  Although the coupon on these deals was typically 3 or 4% lower than the earlier, non-rated, bullet structures, the amount of collateral necessary to support such covenants was still relatively heavy.  Debt per unit of between £25,000 and £40,000 was typically raised.  However, because of the typical AA- or AAA debt ratings which these deals attracted, cost of long term fixed rate funding, was relatively attractive at launch.

THFC (Funding) no. 1

In the current relatively low, long-term interest rate environment, THFC has been able to combine the best of these factors to produce a strongly rated, bullet-maturity, asset-efficient structure.  For most RSLs this means debt per unit of in the order of £45,000 to £60,000 combined with 30 yr+ bullet debt raised with a coupon of 5 1/8%.  Asset specific income cover, at 100% throughout the term, is the most efficient in the market currently.  By pooling this new financing with its diverse and well seasoned existing base of lending to circa 130 different RSLs, THFC has managed to bring the potential for this type of financing to a wide RSL audience.  The strongest single RSL rating is typically A+, whilst THFC, by virtue of its diversified pool of lending can lend at AA- spreads to a much broader range of sizes of RSL.

THFC has been able to raise its own base A+ General Obligations rating from S&P to issue AA- rated new bonds by the addition of a dedicated liquidity facility, provided by its lead manager: ABN AMRO.

For THFC’s existing capital markets customers, this structure may have the added appeal as a refinance conduit for existing high-coupon debt.  The structure is equally applicable for the raising of new debt.

For RSLs that believe their entire future development can be financed from the Banking markets, this remains the most asset efficient source, based on current asset cover ratios being achieved.  However, both bankers and a number of the more successful Development Partner RSLs see forecast funding concentration levels putting too much potential stress on too few funding banks and see the Capital Markets as a sensible diversification, where price competitive, asset efficient funding solutions such as THFC’s can play a useful complementary part. 

