
KEY POINTS
�� Bond issues by UK housing associations to fund social housing have seen a dramatic 

increase in recent years.
�� The reasons include a reduction in government grant, a reluctance of banks to lend  

long-term, pressure on housing associations to meet ambitious targets for new housing 
and investors’ willingness to lend to a regulated sector with low default risk.
�� Differentiating features from other bond issues include transaction structures, covenants 

and property security.

Author Geoff Fuller

Socially useful finance: an overview of 
social housing bond issues
This article reviews the reasons behind the dramatic growth of bond issues by UK 
housing associations to fund social housing, and their key features.

INTRODUCTION

■A major development in the capital 
markets since the 2008 financial crisis 

has been the dramatic growth in bond issues 
by UK housing associations (HAs) to fund 
the provision of social housing. More than 
£7.3bn, for example, was raised via the debt 
capital markets between July 2017 and July 
2018, of which approximately three-quarters 
took the form of public (ie listed) bond issues, 
with the remainder being unlisted private 
placements.1 In total, since 2008, there 
have been approximately 140 public issues, 
compared to an average of one or two per 
year before 2008. This is against the political 
backdrop of an acute UK housing shortage 
and the government’s aim for 300,000 new 
homes to be built each year, with pressure on 
HAs to provide the vast majority of these.

Before the financial crisis, HAs 
were largely funded by a combination of 
government grant and long-term bank loans. 
Most HAs are charitable non-profit-making 
organisations, and accordingly risk averse. 
They are therefore keen to have certainty of 
cashflow, and generally prefer long maturity 
periods (to reduce the need for refinancing, 
and consequential exposure to market 
movements) and fixed interest rates (to 
reduce exposure to interest rate movements). 
However, the government has significantly 
reduced grant funding, and with tighter 
capital requirements banks are unwilling to 
lend for long periods at fixed interest rates. 
Coupled with the pressure to build more 
housing stock, this has led to HAs having to 
find new sources of long-term finance. With 
interest rates low and institutional investors 
willing to lend to the sector (because of its 

regulated nature, and its low default rate), the 
capital markets have become a very attractive 
source of finance for HAs.

This article examines the social housing 
sector and the key features of public social 
housing bond issues that differentiate them 
from other public bond issues.

THE SOCIAL HOUSING SECTOR
“Social housing” refers to the provision  
of low-cost housing for people with low 
incomes, disabilities or social problems.  
The term is defined, for example, in ss 68-70 
of the Housing and Regeneration Act 2008 
as (broadly) accommodation which is made 
available for rent at below the market rate 
or for occupation under one of a number of 
shared ownership schemes, in each case to 
people whose needs are not adequately served 
by the commercial housing market.

History
The origins of HAs can be traced back to 
charitable almshouses. The 19th century 
saw many housing trusts formed by 
philanthropists and employers in response 
to the conditions of the poor in the newly 
industrialised cities. This process continued 
into the 20th century, with many HAs being 
originally formed on a small local basis.

However, the 20th century also saw 
local government take on much greater 
responsibility for providing social housing, 
particularly following the Attlee government 
of 1945-1951. Government building 
programmes saw the share of social housing 
provided by public funds greatly increase, so 
that the vast majority of social housing stock 
in the second half of the 20th century was 

built and owned by local authorities. Indeed, 
for a long period local authorities were legally 
obliged to provide housing to meet their 
inhabitants’ needs. This legal obligation was 
removed in the 1980s, and government policy 
since then has been to favour the provision of 
new social housing by HAs and to encourage 
the transfer by local authorities of their 
existing housing stock to HAs. Many such 
transfers have taken place, the most complex 
being Large Scale Voluntary Transfers, or 
LSVTs (defined as transfers of more than 499 
residential properties).

As a result, the size of the HA sector 
has grown considerably in recent years, with 
mergers a frequent occurrence, and the largest 
HAs now comparable in size to some FTSE-
100 companies.

Regulatory regime
As mentioned above, an attraction of social 
housing for investors is the fact that the sector 
is regulated. There are different regulators 
across the UK: the Regulator of Social 
Housing (in England), the Welsh Assembly 
Government (in Wales), the Scottish 
Housing Regulator (in Scotland) and the 
Department for Communities (in Northern 
Ireland). With two exceptions – the issues 
by Wheatley (Scottish) in November 2014 
and Pennaf (Welsh) in June 2017 – all the 
public issues in recent years have been by 
English HAs, and therefore only the English 
regulatory regime is considered here.

For English HAs, the regulatory regime 
only applies to those registered with the 
Regulator of Social Housing (under  
ss 110-121 of the Housing and Regeneration 
Act 2008). Registration is not compulsory: 
but the advantage of registration is that it 
qualifies the HA for grant funding  
(the system for which is administered by a 
separate organisation, Homes England). 
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English HAs which have registered are 
referred to as “registered providers of social 
housing”. A registered provider may be profit-
making or non-profit-making (with profit-
making registered providers subject to lighter 
regulation). Most HAs, though, are non-
profit-making (with all surpluses therefore 
being reinvested back into housing stock).

Housing associations
The term “housing association” does not 
refer to a specific type of legal entity, but 
instead is a generic term for the various 
types of bodies (other than local authorities) 
which provide social housing2 (and, in 
practice, the term is used interchangeably 
with “registered provider”). As non-
profit-making entities, they are typically 
established as registered societies under 
the Co-operative and Community Benefit 
Societies Act 2014 or (occasionally) as 
companies limited by guarantee. A registered 
society is a form of corporate body which 
is registered with the Financial Conduct 
Authority under the 2014 Act (replacing  
the previous concept of industrial and 
provident societies). Its members enjoy 
limited liability for the society’s debts,  
and the corporate formalities and powers  
are broadly similar to those applicable  
to companies. Most are also charities  
(ie established for a charitable purpose,  
as defined in the Charities Act 20113).

Though HAs’ obligations are not 
guaranteed by government, most market 
participants (and in particular rating agencies) 
view HAs as having implicit government 
support (due to their public purpose and the 
regulatory regime), which helps them obtain 
relatively high investment grade ratings (often 
in the region of A2/A3 (Moody’s) and A/
A+ (S&P or Fitch)). This is supported by 
the fact that, in the few instances of HAs 
breaching lending agreements due to financial 
difficulties,4 the regulator has facilitated a 
rescue. As a result, the sector is regarded as 
having very low default risk.

Most social housing bond issues are 
secured, reflecting the fact that HAs’ 
assets are real property (ie housing stock). 
Notwithstanding their relatively high ratings, 
most HAs prefer to use their housing stock 

as security, in order to get the benefit of 
better pricing. Only two HAs have chosen 
to issue unsecured (Places for People and 
A2Dominion), and although they have been 
successful in raising finance in the capital 
markets the majority of HAs prefer paying 
the slightly lower interest rate resulting from 
the security to the flexibility of keeping their 
assets unencumbered.

KEY DIFFERENTIATING FEATURES 
FROM OTHER BOND ISSUES 

Transaction structures
A variety of transaction structures are seen, 
but there are two broad categories: “own-
name” issues (by an HA or a member of its 
group to raise finance for that HA or its 
group); and “pooled funding” issues  
(by a funding vehicle that raises finance  
on an aggregated basis and on-lends it to a 
variety of HAs).

“Own-name” issues
These come in various forms, the choice 
driven usually by the make-up of the group 
(eg whether the housing stock is concentrated 
into one large HA or spread out across a 
number of group entities) and the group’s 
existing finance and security structure  
(eg whether the group has a treasury 
subsidiary to raise its external finance, and 
whether it has an existing security trust 
arrangement for charging its properties).  
In general, though, own-name issues fall into 
two main types: “direct” and “indirect”.

A direct issue is one where the main 
operating entity in the group acts as the issuer 
and grants the security over the housing 
stock. The issue might also have a guarantee 
or additional, collateral, security from one 
or more other members of the group. Direct 
issues have typically been done by larger HAs 
which have consolidated their housing stock 
into a single operating entity (eg London & 
Quadrant and Notting Hill).

An indirect issue involves a treasury 
subsidiary of the group issuing the bonds and 
on-lending the proceeds to one or more group 
members. Usually the proceeds would be 
on-lent directly to the HAs within the group 
that own the housing stock, but occasionally 

the proceeds are on-lent instead to a group 
financing vehicle which itself on-lends to the 
various HAs. In both cases, each relevant  
HA usually gives a joint and several guarantee 
of the loan obligations owed to the issuer,  
and creates security over housing stock 
to support that guarantee. The issuer 
then grants security for the benefit of the 
bondholders over: 
�� its repayment rights under the intra-

group loan(s) of the issue proceeds; and 
�� the benefit of the security over the 

housing stock granted to it by the  
various HAs. 

The joint and several nature of the 
guarantees means that, from the bondholders’ 
perspective, it does not matter whether 
the amount of security provided by each 
HA matches the amount on-lent to it, and 
consequently an advantage of the structure 
for HAs is flexibility in where the proceeds 
are on-lent within the group and which HAs 
provide the supporting security.5 Further 
flexibility is often provided by including an 
ability for further group members to be added 
as borrowers and guarantors over time. 

An indirect structure is typically used 
where the housing stock is spread out across 
various HAs within the group, or where it 
fits better with the HA’s existing financial 
strategy or security trust structure. HAs 
using an indirect structure within the last 
two years include bpha, Orbit, Aster, Clarion, 
Optivo, Great Places and Pennaf.

“Pooled funding” issues
As mentioned above, these are issues by 
a funding vehicle (sometimes referred to 
as a “debt aggregator”) that raises finance 
on an aggregated basis and on-lends it to a 
variety of HAs. The issuing entity (usually 
either a company or a registered society) is 
independently managed and is not owned 
by or affiliated with any specific HA. These 
structures enable a smaller HA to benefit 
from capital market funding where it could 
not by itself do an own-name issue (either 
because the amount it wishes to raise is 
smaller than would be necessary for a bond 
issue to be successful or because it is not 
sufficiently creditworthy to access the capital 
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markets itself). In addition, because the 
issuer is raising finance on an aggregated 
basis, it can generally obtain better 
terms than the individual HAs would by 
themselves and can pass the benefit through 
to the HAs.

The issuer grants security for the benefit 
of the bondholders in the form of a floating 
charge over all its assets and undertaking. 
Each loan from the issuer to an HA is 
usually secured by fixed charges by the HA, 
in favour of the issuer, over housing stock 
(in a similar way as for an own-name issue). 
However, an important feature is that the 
security merely collateralises the HA’s own 
loan obligations, with no cross-guarantees or 
collateral security by HAs to support other 
HAs’ borrowings. Consequently, the bonds 
issued by the funding vehicle have in-built 
protections for bondholders in case one of 
the borrower HAs defaults on its payment 
obligations to the issuer. These can include 
reserve accounts and the concept of a “tail”, 
ie separate expected and final maturity dates 
(where principal is not “due” on the bonds 
until the final maturity date but, if all goes 
well and all relevant borrowers repay on 
time, the bonds will be redeemed in full on 
the expected maturity date).

The biggest pooled funding issuer is The 
Housing Finance Corporation (THFC), 
which (together with its subsidiaries) has 
outstanding borrowings of approximately 
£7bn. Other issuers include GB Social 
Housing, Affordable Housing Finance 
(whose bonds have a government guarantee) 
and bLEND (a new pooled funding vehicle 
established in 2018).

Covenants
Social housing bond issues contain more 
covenants than standard, unsecured, 
investment grade bond issues, but 
nevertheless these are considerably less 
restrictive than those in bank lending 
documents, another feature that makes the 
capital markets attractive to HAs.

The main financial covenant is the asset 
cover test. In some cases, depending on the 
investors’ view of the HA’s creditworthiness, 
an HA may need to supplement this with an 
income cover test.

Asset cover test
This is aimed at ensuring that the value 
of the secured property, together with the 
value of any charged cash, is not less than 
the aggregate amount of the bonds in issue. 
The “value” given to the secured property is 
subject to a “haircut” (ie a reduction to ensure 
over-collateralisation), the size of which 
depends on the methodology used to value 
the property.

The two main methodologies are EUV-SH 
(Existing Use Value for Social Housing) and 
MV-ST (Market Value Subject to Tenancies).

EUV-SH is derived from the rental 
cashflows on the properties and is appropriate 
where there are legal restrictions attached 
to the title of a property that mean that it 
can only be used as social housing. These 
restrictions, for example, are often imposed 
by local authorities where they are selling 
housing stock under an LSVT.

MV-ST values the property on the 
basis that it can be sold on the open market 
subject to the rights of existing tenants. This 
results in a higher value for the property 
than an EUV-SH valuation (and is therefore 
more favourable for the HA), but it is more 
volatile (given that it is subject to market 
forces). Consequently, a higher haircut is 
applied (resulting in an over-collateralisation 
requirement of 15%, as opposed to 5% for 
EUV-SH). In addition, the terms of the 
bonds provide that a property can only be 
valued on this basis for the asset cover test 
if the valuer has seen a certificate of title 
from the HA’s property lawyers confirming 
that the property may be disposed of on an 
unfettered basis.

In addition to the property security, the 
HA may deposit cash in a charged account, 
which also counts towards the asset cover test. 
There are two reasons for allowing this:
�� First, if not all the properties have been 

charged by the time the bonds are issued 
(due to the complexity of checking titles, 
searches, etc), six months is usually 
allowed for the remainder to be charged. 
During that time, the relevant proportion 
of the bond proceeds can be charged 
instead. Investors would, however, 
normally expect at least 75% of the 
property to be charged at the issue date. 

�� Second, property values may decrease  
or properties may need to be withdrawn 
by the HA from the security pool  
(eg because the tenant has exercised a 
statutory right to buy the property)  
and cash may be charged to compensate 
for this.

Income cover test
Income cover tests vary, and are often tailored 
to a particular HA’s finances or to particular 
investor concerns, but they can generally be 
split into two main types:
�� portfolio tests: which compare the 

income received on the charged assets 
with the interest payable on the bonds; 
and
�� corporate tests: which compare the 

operating surplus of the HA or its group 
with the interest payable on it or their 
aggregate borrowings.

Whereas the consequence of a breach of 
the asset cover test is an event of default under 
the bonds (though with a relatively long grace 
period – usually 60 days), the consequences 
of a breach of an income cover test vary – 
sometimes an event of default, but more often 
a mandatory prepayment obligation for the 
HA or a put right for the bondholders.

Property security aspects 

Security trust structures
For a direct issue, the charges over the 
properties may be included either in the 
bond trust deed or in a separate security 
trust deed. For an indirect issue, because 
the property security is securing the loan 
between the issuer and the borrowing HA(s) 
rather than the bonds themselves, a separate 
security trust deed is always required for the 
property security.

Where a security trust deed is used, all 
the property is charged to a security trustee 
(including potentially property securing other 
borrowings by the HA or its group), and the 
security trustee then notionally allocates 
that property to individual beneficiaries. 
For a bond issue, the relevant beneficiary 
would be (in a direct issue) the bond trustee 
for the benefit of the bondholders or (in an 
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indirect issue) the bond issuer (which then, 
as described earlier, grants security for the 
benefit of the bondholders over its rights 
under the security trust deed).

There are two methods for the notional 
allocation of the property to beneficiaries 
under the security trust deed:
�� specific apportionment; and
�� numerical apportionment.

Specific apportionment involves 
identifying specific properties as being 
held for the benefit of specific beneficiaries. 
Numerical apportionment, however, looks 
at the total number of units charged (a unit 
being a house or flat with its own tenancy 
agreement) and allocates a proportion of 
those units to each beneficiary. If the security 
is enforced, each beneficiary’s proportionate 
share can be converted into a specific list of 
properties: but until then a beneficiary cannot 
point to a specific list of properties as being 
held solely for its benefit.

Numerical apportionment can be 
advantageous to HAs as they do not need 
consent for a substitution or withdrawal 
of a property where this does not impact 
the number and value of units allocated to 
individual beneficiaries. However, where 
consent is required, this may need to be from 
all numerical beneficiaries. In addition, as 
the valuation report that is prepared for 
the prospectus needs to relate to all the 
properties securing the bonds, and one cannot 
distinguish which particular properties out of 
the overall charged portfolio are held for the 
benefit of bondholders, the valuation report 
therefore needs to cover the whole portfolio 
(and is consequently more time-consuming 
and expensive to prepare than where specific 
apportionment is used).

Due diligence
In the ideal world, the title deeds and related 
documents for all the charged properties 
would be checked, and local and other 
searches would be carried out for all the 
charged properties, so that the security 
trustee and the managers of the bond issue 
can be satisfied that there are no issues in 
relation to any of the properties. However, 
this would be both time-consuming and 

expensive, and so in some cases the property 
due diligence is done on a sample basis. 

As discussed earlier, if MV-ST values 
are being sought the certificate of title from 
the HA’s property lawyers will need to cover 
all the properties being given an MV-ST 
value, and therefore sampling would not be 
appropriate in relation to those properties. 
Where sampling is used, the methodology 
can vary, but (in broad terms) usually consists 
of the following main elements:
�� certification of title in relation to a 

minimum 20% of the properties (selected 
so as to be representative of the portfolio 
as a whole); and
�� local and other searches in relation 

to a minimum 10% of the certificated 
properties (ie a 2% sample of the 
property security pool as a whole).

An alternative where the portfolio 
includes properties acquired by the HA 
under an LSVT is for the security trustee 
and the managers to rely on the “collateral 
warranty” given by the local authority at the 
time of the LSVT. It is common in relation 
to LSVTs for local authorities to give a 
“collateral warranty” about title and the 
absence of adverse matters to the HA and 
the providers of the finance for the LSVT, 
instead of going through a lengthy and 
expensive exercise to check these matters. 
Depending on how the warranty is worded, 
it may be acceptable for the security trustee 
and the managers to rely on it instead of  
due diligence.

CONCLUSION
The HA sector of the capital markets 
has seen dramatic growth over the last 
decade. Potential clouds on the horizon 
include whether there will be sufficient 
funds available from institutional investors 
to meet the increasing demand, and a 
recognition that the low interest rate 
environment enjoyed by borrowers may 
be coming to a close. Consequently, in the 
longer term, additional funding sources are 
likely to be needed (including, potentially, 
foreign currency issues, joint venture 
funding, sale and leaseback transactions 
and asset management strategies). However, 

with the continuing pressure for more 
social housing and the relatively limited 
opportunities for long-term finance from 
other sources, the present surge in social 
housing bond issues looks set to continue 
for at least the medium term. n

1 Social Housing, November 2018.

2 There is a statutory definition of “housing 

association” in s 1 of the Housing 

Associations Act 1985 (broadly, a society, 

trust or company which is non-profit-

making, the objects of which include the 

provision, construction, improvement 

or management of housing). Prior to 

1996, registered providers were known 

as registered housing associations, under 

the Housing Act 1996 as registered social 

landlords, and then under the Housing 

and Regeneration Act 2008 as registered 

providers of social housing.

3 The permissible charitable purposes are listed 

in s 3 of the Act. In the context of housing, 

the most relevant is “the relief of those in need 

because of youth, age, ill-health, disability, 

financial hardship or other disadvantage”  

(s 3(1)(j)).

4 West Hampstead (2000), Ujima (2008), 

Cosmopolitan (2012) and Venture (2014).

5 Careful analysis will be required, though, 

if the borrowers and guarantors include 

a mix of charitable and non-charitable 

entities. Additional protections may need 

to be built in so that each charitable entity 

can be satisfied that, in guaranteeing the 

obligations of a non-charity, it is acting 

within its charitable purposes and that the 

guarantee does not create a significant risk 

to its assets.

Further Reading:

�� LexisPSL: Banking & Finance: Social 
housing finance – overview.
�� LexisPSL: Banking & Finance: Social 

housing entities entering into finance 
transactions.
�� LexisPSL: Banking & Finance: Social 

housing administration.
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