Text of Article appearing in January 2005 Social Housing Magazine

The renaissance of The Housing Finance Corporation as a key social housing funder is to be consolidated in coming months following its successful launch of a new 31-year bond, THFC (Funding No 1).  Whilst the £67.4 million new bond was issued on behalf of five RSLs, it was structured on terms designed to appeal to other RSLs. Furthermore, THFC expects to tap the new stock for RSLs wanting to prepay existing THFC, or other lenders, and to raise new long-term bond finance. The new bond was used by RSLs to prepay £41.3m nominal of older THFC stock which traded on average at 45% above par whilst also raising  £8.9 million of new money.  

The stock-swap met with a strong positive response from institutional investors keen to retain and increase their RSL exposure. Investors were attracted by the strong credit rating, the familiarity of the THFC name and the chance to invest in a growing THFC issuance. 

ABN AMRO adopted several roles being the lead manager and arranger for the new issue, executing the debt buy back and as liquidity facility provider. This is not the first time ABN AMRO has been involved in innovative social housing deals in the capital markets having been joint lead on the Sunderland HG issue in 2001. 

THFC’s new stock priced at 5.128 per cent yield being 73 basis points over Treasury 4.25 per cent 2036, (one basis point being one hundredth of one per cent.) Tight pricing was achieved on the back of the bond's ‘AA-‘credit rating by Standard & Poor’s. This is one notch higher than S&P’s rating of ‘A+‘ for THFC itself. The uplift was achieved through the application of certain structural features, including the legal final maturity date of the bonds (2037) being two years longer than that of the underlying loans to the RSLs (2035). Moreover, if RSLs fail to repay in full in 2035, THFC can draw on the liquidity facility to service the interest whilst the RSL's financial problems are resolved prior to the legal maturity of the bonds in 2037.  In addition if any RSL borrower and/or THFC itself should have difficulty paying interest during the life of the bond, the facility will meet up to two years interest payable to bond holders. 

An attractive feature of the new stock for RSLs is its debt servicing structure, requiring interest only for 31 years with a bullet capital repayment in 2035. By not requiring amortisation this obviates the need to constantly re-finance smaller amounts. This represents a significant breakthrough in the RSL funding market as the rating agencies have not previously been willing to rate RSL bonds without some form of amortisation, even when limited to the final years before redemption.

Furthermore, swapping the old THFC debt for the new THFC issue was attractive to the RSL's as it allowed them to borrow on more asset-efficient terms - rising property values allow greater amounts to be borrowed against such assets. Also, the significantly lower coupon meant debt service criteria became easier to comply with

Differing verdicts on THFC’s bond are provided by RSLs involved in the new bond.

Malcolm Wilson, at Wandle HA, said the bond delivered ‘big cash flow benefits’ through savings of around £250,000 a year.

‘Security usage is much better at over £60,000 per unit,’ he said.

Tony Wilson, at Wales & West HA, said its properties were expected to last for over 100 years and having long term finance was therefore ‘very sensible.’

‘We’ve been able to raise extra finance on existing security,’ he said.

Further, payment of breakage costs will reduce tax charges in what may be the association’s last period as a non-charitable entity.

Steve Higginson, at Knightstone HG, said the swap into new THFC bond is leading to a reduction in charged properties, freeing up properties for use as loan security.

Like Wales & West, breakage costs will reduce Knightstone’s final tax bills before it adopts charitable status.

