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Research Update:

The Housing Finance Corporation Ltd. 'A+/A-1"
Ratings Affirmed; Outlook Stable

Rationale

On Dec. 23, 2008, Standard & Poor's Ratings Services affirmed its 'A+H A-1'
corporate credit ratings on The Housing Finance Corporation Ltd. and
subsi di ary undertaki ngs (together; THFC). The outl ook remains stable. At the
sane tinme, it affirned its ' AA-' rated bonds issued by T.H F.C. (Funding No.
1) PLC.

The affirmation reflects THFC s franchise in the social housing sector
its adequate risk profile, satisfactory earnings prospects, and ongoi ng strong
governnment support for the sector. These strengths counterbal ance the
potential challenges posed by the weakeni ng outl ook for the social housing
sector, and the low interest rate environment, which will likely reduce THFC s
i nvestment incone. THFC s nodest |iquid financial resources also constrain the
ratings.

THFC s ability to nmeet its financial obligations is mainly dependent on
its receipts fromits underlying borrowers. Wile the social housing sector
faces increased chall enges wi th higher funding costs and reduced i ncone from
property sales, we expect THFC to continue to closely nonitor the health of
its borrowers. The system of governnent support and the regul atory franework
continues to be proactive in preventing cash defaults by housi ng associ ati ons.
In the event of a default, the robust collateralization of THFC s | oans, which
averages over 250% across the portfolio when cal cul ated on a market val ue
subj ect to tenancy basis, provides an indication of support in a recovery
scenario. Qur rating on THFC factors in no direct external support for THFC
itself.

THFC s thin capitalization, and resultant nodest |iquid financial
resources, is a key weakness that constrains the rating. As of March 31, 2008,
the capital base of £7.6 m|lion provided support to a balance sheet worth
£1.8 billion. In addition, THFC s relatively narrow line of |ending business
presents single-industry risk, which is conpounded by increasing borrower
concentration risk. Loans to the top 10 borrowers account for about 35% of the
| oan book.

In recent years, THFC s conpetitive position in the fundi ng market has
been rel atively weak, given its rather narrow product profile and nore
conservative lending criteria, when conpared with sonme of its conpetitors. As
a result, THFC has had npdest success with new bond issues and funding
mandat es. However, the rising costs and scarcity of bank funding nmay | ead nore
associations to tap bond markets via THFC. THFC has al so devel oped a useful
relationship with the European |Investnment Bank which, we expect, will help to
underpi n | endi ng volunes in the com ng year

THFC is a small organization, leaving it somewhat vulnerable to staff
turnover and key personnel risk. Although the business nodel is quite
scal abl e, we consider that THFC has linmted flexibility to adjust costs in the
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event that new business volunes fall materially.
As THFC | ends on substantially the sane terns at which it borrows,
structural interest rate risk is mninal. However, the low interest rate

environnent will likely lead to | ower investment income and net income for
THFC in the mediumterm Wile we expect profitability to remain satisfactory,
| ower earnings will prevent a material strengthening of reserves.

Outlook

The stable outl ook reflects the support that the U K governnent provides to
t he social housing sector, the quality and the diversity of THFC s | oan
portfolio and its prudent |ending policies.

The rating will come under pressure if the reserves are eroded
substantially or if in our opinion there is a significant change i n governnent
policy resulting in reduced support for this sector. In the short to medi um
term key personnel risk and THFC s nodest liquid financial resources are
likely to cap the rating at its present |evel.

Ratings List

Rati ngs affirned
The Housi ng Fi nance Corporation Ltd.
Corporate credit rating A+/ Stabl e/ A-1

T.HF.C (Funding No. 1) PLC
Secur ed debt AA-
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