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Overview

- The low risk of the U.K. social housing sector, a conservative match-funding policy, and robust
collateralization on its loan book support the rating on U.K.-based GB Social Housing PLC
(GBSH).

- These strengths are balanced by a weaker market position than peers and its low capital level
due to the pass-through nature of its business.

- We are affirming our 'A-' long-term issuer credit rating on GBSH.

- The stable outlook reflects our expectation that GBSH will pursue steady loan book growth and
earnings generation.

Rating Action

On July 3, 2019, S&P Global Ratings affirmed its 'A-' long-term issuer credit rating on GB Social
Housing PLC (GBSH). We also affirmed our 'A-' issue ratings on GBSH's £2 billion senior secured
medium-term note (MTN) program. The outlook is stable.

Outlook

The stable outlook reflects our expectation that GBSH will pursue slow but solid growth of new
long-dated loans to U.K.-based social housing providers. In our view, high borrowing needs in the
low-risk U.K. social housing industry, as well as still favorable market conditions, will support this
expansion, helping GBSH generate earnings growth.

Downside scenario

We could lower the ratings on GBSH if its market position deteriorated as a result of a diminishing
loan appetite that would lead us to consider the company as a less competitive lender for the
sector. We could also lower the rating if a disorderly exit of the U.K. from the EU substantially
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weakened the economic resilience of the social housing sector.

Upside scenario

Conversely, we could raise the rating if GBSH established a sustainable track record of increased
business volumes faster than the sector on average. This would strengthen GBSH's market
position and enlarge its customer base.

Rationale

Our 'A-' rating on GBSH primarily reflects our view of the low industry risk associated with the U.K.
social housing sector to which GBSH lends, given its anticyclical nature, high barriers to entry, and
strong government oversight. The rating also reflects our view of GBSH's low asset-liability risk,
owing to its match funding principle and the robust collateralization on its loan book. GBSH
on-lends most of the debt it raises, but maintains a liquidity buffer, thus protecting the company
from a potential borrower default. The cost of maintaining the liquidity buffer is borne by the
borrowers, reducing GBSH's exposure to an increase in the cost base.

The rating on GBSH is constrained by its market position, which is still weaker than peers seven
years after its foundation, and its low capital level owing to the pass-through nature of its
business. We forecast GBSH lending book to ramp up, but we nevertheless believe that its market
position will remain weaker than peers in the next two years. This is because we view GBSH as
constrained by being a niche market player that provides long-dated loans to small and midsize
U.K. housing associations. As GBSH has a charitable purpose, its principal aim is not to maximize
profits.

We expect capitalization to increase in line with business growth. However, the narrow customer
base makes diversification more challenging, and we see this as limiting the financial risk profile
at its current level.

Enterprise risk profile: Niche market player with a small but experienced
management team, combined with the low-risk nature of the U.K. social
housing sector

- The low industry risk of the U.K. social housing sector, combined with strong economic
resilience and adequate financial system risk, support a low public-sector industry and country
risk assessment (PICRA).

- GBSH has a moderate public policy mandate due to its weaker market position compared to
peers, which reflects its narrower market focus.

- Due to the evolving nature of its strategy, GBSH lacks a strong track record of achieving all its
operational and financial goals. While its management team is small, it has experience in the
sector and we view its policies as prudent.

We consider GBSH's current market position to be weaker than that of its domestic peers. Since
GBSH began trading in 2012, it has issued £299 million in debt (as of Dec. 31, 2018), of which it has
on-lent £292.6 million to 17 U.K.-based housing associations, and set aside £6.4 million to serve
as a liquidity buffer.

Despite its relatively short seven-year history, GBSH has found a niche in providing long-term
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fixed-rate funding to small-to-midsize English, Welsh, and Scottish housing associations. It
differentiates itself from the main competition, which is represented by banks, insurance
companies, and funds, as well as other aggregators like The Housing Finance Corp. and
MORHomes.

We expect GBSH to increase its portfolio steadily over the next two-to-three years. GBSH
originated £28 million on new loans in 2018 and has a very healthy 2019 pipeline. Demand for
GBSH's products from housing associations has been low in previous years, but we expect that
demand will increase in the sector, driven by banks' unwillingness to provide long-term, fixed-rate
lending in this segment and higher pricing. Another potential driver of demand is housing
associations' need to refinance maturing long-term debt. In addition, increasing political animus
to build more social housing will most likely create growth for GBSH, in our view.

We consider that the small size of the management team, including four board members, exposes
GBSH to potential swift changes in strategy and operational efficiency. The risk is partly mitigated
by the fact that most of GBSH's tasks are for now outsourced to professional service providers,
including Intertrust and Allia, its operating processes are clear, and it has appointed an external
auditor. The company's board of directors aims to ensure high standards of corporate governance.
The board consists of four directors including the chair, who bring strong expertise in the social
housing sector and experience in funding public-sector projects, which complement and enhance
the skill set of the board.

We consider the U.K. social housing sector to be low risk. Our PICRA is favorable because of the
sector's low industry risk combined with a wealthy, open, and diversified economy, and adequate
leverage risk. This is primarily due to the sector being anti-cyclical in nature and having strong
oversight by the government via regulators. Social housing providers generally experience an
increase in demand for their core services in times of economic hardship, and demand typically
remains strong throughout the business cycle. Moreover, social housing is usually prominent in
political manifestos.

Financial Risk Profile: Adequate funding and liquidity position complement
low capital levels

- GBSH's low capital level is mitigated by physical collateral, overcollateralization, and a
pass-through structure.

- A conservative match funding policy minimizes asset-liability risk, allowing for adequate
liquidity.

Although GBSH's capital base is very weak due to its pass-through structure, the agency
maintains high reserves in the form of cash and investment in gilts. GBSH's risk-adjusted capital
ratio (RAC) before adjustments is moderate at 5.3%, and very weak at 0.04% after our adjustment
for single-name concentration. We expect concentration on GBSH's loan book to remain a
challenge given the narrow market focus of its operations. GBSH's capital base mainly consists of
noncumulative preference shares (£250,000) and some ordinary shares (£50,000). We forecast
this modest capital base to grow slowly through an annual fee, paid by housing association
borrowers, which relates to the value of outstanding loans and accrues on a yearly basis. Thus, we
expect the small-scale capitalization to continue to grow as the issuance volume picks up and
incremental fees feed through to the reserves.

In our view, GBSH benefits from a well secured and collateralized loan book supporting its
financial risk profile. Not only are the loans secured by physical collateral, but GBSH's lending
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terms also include a ratchet mechanism to ensure rising overcollateralization in the event that the
creditworthiness of a borrower deteriorates. In addition, we consider that loss probability is low,
as the social housing sector has never experienced a systematic default.

We believe that GBSH's funding risk is modest because of the match funding policy it follows.
GBSH funds itself in the capital markets by issuing British pound sterling bonds from a secured
note program and will issue a bond only once the downstream lending is assured. In addition, it
mitigates liquidity risk by lending less than it raises in the market and retaining the remainder to
fund a liquidity buffer to cover any shortfall in funds required to service debt. This over-issuance is
sized as the larger of the annual interest payments of the two largest borrowers, or 25% of the
annual interest payments on all outstanding loans, and is not linked to any specific debt issue.

GBSH holds considerable levels of liquid investments and the liquidity ratio is above 1x, meaning
that it can cover its liabilities under a stress scenario and without access to the capital market.

Table 1

GB Social Housing PLC Selected Indicators

--Year ended Dec. 31--

(Mil. £) 2018 2017 2016 2015 2014 2013

Business position

Total adjusted assets 307.5 300.8 176.1 180.2 141.7 90.3

Customer loans (gross) 292.6 265.1 167.9 168.0 134.1 84.2

Growth in loans (%) 10.4 57.9 (0.1) 25.3 59.3 N.M.

Net interest revenues 0.1 0.1 0.0 (0.1) (0.1) (0.1)

Noninterest expenses 0.8 1.2 0.5 0.6 0.7 0.9

Capital and risk position

Total liabilities 306.8 300.3 175.5 179.9 141.4 90

Total adjusted capital 0.7 0.6 0.6 0.3 0.3 0.3

Assets/capital 443.3 535.8 300.6 625.5 475.3 298.5

RAC ratio before diversification 5.3 4.6 N/A N/A N/A N/A

RAC ratio after diversification 0.04 0.03 N/A N/A N/A N/A

Gross nonperforming assets/gross loans 0 0 0 0 0 0

Funding and liquidity

Liquidity ratio with loan disbursement (one year) N/A N/A N/A N/A N/A N/A

Liquidity ratio without loan disbursement (one year) 1.15 1.06 N/A N/A N/A N/A

Funding ratio (one year) 1.09 1.02 N/A N/A N/A N/A

N/A--Not applicable.

Ratings Score Snapshot

Table 2

GB Social Housing Ratings Score Snapshot

Issuer Credit Rating A-/Stable
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Table 2

GB Social Housing Ratings Score
Snapshot (cont.)

SACP a-

Enterprise Risk Profile Adequate (3)

PICRA Low risk (2)

Business Position Moderate

Management & Governance Moderate

Financial Risk Profile Adequate (3)

Capital Adequacy Moderate

Funding Neutral

and Liquidity and Adequate

Support 0

GRE Support 0

Group Support 0

Related Criteria

- Criteria - Governments - International Public Finance: Public-Sector Funding Agencies:
Methodology And Assumptions, May 22, 2018

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July
20, 2017

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research

- Public-Sector Funding Agencies Risk Indicators: May 2019, May 13, 2019

- GB Social Housing PLC Outlook Revised To Stable, 'A-' Rating Affirmed And Off UCO, July 2,
2018

- Assumptions For Liquidity Gap Analysis Under "Public-Sector Funding Agencies: Methodology
And Assumptions", May 22, 2018

- Credit FAQ: A Closer Look At The New Public-Sector Funding Agencies Criteria, May 22, 2018

- United Kingdom Ratings Affirmed At 'AA/A-1+'; Outlook Remains Negative, April 26, 2019

Ratings List

Ratings Affirmed

GB Social Housing PLC

Issuer Credit Rating A-/Stable/--
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Ratings Affirmed

Senior Secured A-

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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