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Research Update:

U.K.-Based Housing Provider Notting Hill Genesis
Assigned 'A+' Ratings After Completed
Amalgamation; Outlook Negative

Overview

« The amal gamati on of housi ng associ ati ons Genesis and Notting Hill Housing
has created Notting Hi Il Genesis (NHG. W are therefore di scontinuing
our ratings on Genesis and Notting H Il Housing.

e Qur view of NHG s creditworthiness bal ances the housi ng organi zation's
operations in a lowrisk industry with high denand agai nst the projected
increase in market-related activities that exposes the group to high
earnings volatility.

e W also factor in our opinion that there is a noderately high Iikelihood
that the U K government will provide extraordinary support to NHG if
needed.

* W are assigning NHG our 'A+'" long-termissuer credit rating.

» The negative outl ook on NHG reflects that on the U K

Rating Action

On April 3, 2018, S&P d obal Ratings assigned its 'A+ long-termissuer credit
rati ng to London-based housi ng association Notting Hill Genesis (NHG. The
outl ook is negative.

At the same tinme, we affirnmed our long-termissuer credit rating on NHG s
subsidiary Notting H Il Home Omership (NHHO at 'A+'. The outl ook is
negati ve.

W also affirnmed our ' A+ issue credit ratings on NHG s four bonds (£250
mllion due 2032, £300 m|lion due 2042, £400 million due 2048, and £250
mllion due 2054), previously issued by Notting H Il Housing. In addition, we
raised to ' A+ from'A-' our issue rating on the £250 million bond, due 2039,
i ssued by the treasury vehicle GenFinance Il. W renpoved the rating on
GenFinance |1's bond from CreditWatch with positive inplications, where we
placed it on Feb. 22, 2018.

Finally, we discontinued our "A-' ratings on Genesis Housing Association and
"A+' ratings on Notting Hill Housing Trust.
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Rationale

Qur ' A+ rating on NHG is one notch higher than our 'a'" assessnent of its
stand-al one credit profile. This reflects our opinion that there is a
noderately high Iikelihood that the U K governnent--working through the
Regul at or of Social Housing (RSH)--would provide tinely and sufficient
extraordi nary support to NHG in the event of financial distress.

Sout h East Engl and, where NHG enjoys a high-quality asset base, notably in
London, offers solid econonic fundanmentals, |ow industry risk, and robust
financial policies, all of which support NHG s credit profile. However, NHG s
i ncreasing volune of market-related activities and the group's significant
devel opnent program in our view, have elevated risks |inked to earnings
volatility and a materially higher debt burden

NHG s devel opnent plan, conpared with the strategies of Notting Hill Housing
and CGenesis as separate entities, represents a marked change that, in our
view, could present execution challenges and expose the business to rea
estate narket forces. The group's plan includes the construction of 2,500
units annual ly through March 2023, with a focus on shared ownership that wll
formover 35%of the total build with a further 20% built for outright sales.
Al t hough we think that managenent, conprising the best talent from Genesis and
Notting Hi Il Housing, is conpetent and has the skills to grow at such a scal e,
we consider the overall programto be aggressive and that it will expose the
business to nmore cyclical risk fromthe housing market. G ven NHG s size, we
anticipate that it would show greater resilience in a pronounced downturn in

t he housi ng market than the previously separate entities.

The traditional social housing industry continues to exhibit |ow risk

gl obal ly, based on limted exposure to business cycles and | ess conpetition
from non-government-rel ated providers. The industry enjoys strong demand and
is consistently high on the political agenda. That said, NHG al so engages in
non-traditional activities, including shared ownership and open market sales,
that are nore exposed to market volatility and, in particular, to potentia
adverse reversals in the U K property nmarket.

NHG gener at ed about 30% of its revenues fromnon-traditional activities in
fiscal 2017 (ended March 31, 2017). In our base case, we estimate that
revenues fromnon-traditional sources will rise to just over one-half of
revenues by the end of fiscal 2020, largely driven by an increase in

devel opnent of housing for sale to 29% of total revenues in 2020 from 13%in
2017. These activities exhibit riskier fundamentals than traditional social
housi ng activities and coul d experience an acute drop in valuations during a
housi ng mar ket downt urn.

The majority of NHG s assets (nearly 90% of housing stock) are located in
London boroughs, including Barnet, Hamrersnith & Ful ham Kensington & Chel sea,
and Westminster, and the remaining share is spread across the econonically
dynam c regions of Essex and Surrey in the south of England. These areas
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exhi bit above-average econom ¢ fundanentals, such as grow ng popul ati ons and
| ow unenpl oynent, which support a high demand for housing. W expect the
popul ation to grow by slightly nore than 1% annually, and social rent to be
sonewhat over 40% of prevailing market rents.

We consider the caliber of NHG s housing assets to be a rating strength. The
group's stock portfolio is fully conpliant with the U K governnent's Decent
Honmes Standard and has an average age of 35 years. While tenant arrears are
expected to be about 5% we anticipate that this will |ower over tine,
factoring in the roll out of universal credit, and the revised benefits system
t hat conbi nes support for unenployment, tax credits, and housing, anpbng

others. A high-quality asset base, alongside strong and rising housing demand
and | ow social rents conpared with market rents in the region, has enabl ed NHG
to keep vacancy rates bel ow 2% of net rent receivables and therefore support
the group's very strong enterprise profile assessment.

NHG s revenues are likely to increase dramatically over our forecast period,
to £1,014 million in fiscal 2020 from £676 mllion in fiscal 2017, in line
with the group's sizable devel opnent program However, we believe that NHG s
EBI TDA margins will remain near 30% and show i ncreased volatility due to the
hei ght ened exposure to narket-related activities.

Conpared with the previously separate housi ng conpani es, NHG has a hi gher

tol erance to using debt to achieve devel opment goals in line with its
relatively |large asset base. W expect the group's debt to EBITDA to peak at a
relatively high 17x in fiscal 2018, before reducing to 13x by fiscal 2020. A
conbi nati on of nore volatile cash flows frommarket-related activities and

hi gher debt service requirenments could expose the group to greater risk. O
the current £2,869 mllion of S& G obal Ratings-adjusted total debt, 76% has
a fixed rate with an average interest rate of 3.87% The group has sufficient
EBI TDA i nterest coverage of 1.8x on average. Furthernore, it has a snooth debt
maturity profile, and derivatives are only used for treasury purposes. W note
positively that the group can also cover interest costs from social housing
lettings incone over our three-year base case (2018-2020).

We base our view on the Iikelihood of extraordinary governnent support on
NHG s inportant role for the U K governnment and its public-policy nmandate,
and its strong Iink with the government. The U K government has a track
record of providing extraordinary support to the housing sector

Liquidity

We consider NHG to have strong liquidity, thanks to its very high | evel of
undrawn credit facilities and | arge amount of cash and liquid assets. In our
base case over the next 12 nonths, we estimate that liquidity sources wll
cover uses by about 1.4x.

Qur estimate of the group's principal liquidity sources include:
 Adjusted EBI TDA of about £268 million
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e Undrawn credit facilities of approximately £702 mllion
e Cash and liquid assets of about £178 mllion
 Proceeds from asset sal es exceeding £66 mllion; and

« Governnent grants and other sources £122 mllion

We estimate the followi ng principal liquidity uses:
 Capital expenditures of about £697 nillion; and

e Debt service (including interest costs) of about £240 mllion

Outlook

The negative outlook reflects that on the U K W could lower the rating if we
downgraded the U. K in the near future or if we saw the |link between the
gover nment and NHG weaken over tine.

We could revise the outlook to stable over the next 24 nonths if we revised
the outl ook on the U K to stable and if we observed stabilizing financial
performance wi th adjusted EBI TDA standi ng above 30% contained | everage, and
robust liquidity, all else remining equal

Table 1

Notting Hill Genesis Key Statistics

--Year ended March 31--

(Mil. £) 2016a 2017a 2018bc 2019bc 2020bc
Number of units owned or managed 62,979 63,935 64,275 65,852 67,425
Vacancy rates (% of rent net of identifiable service charge) 1.0 1.7 1.0-2.0 1.0-2.0 1.0-2.0
Arrears (% of rent net of identifiable service charge)* 5.0 5.0 N.A. N.A. N.A.
Revenue§ 728.3 657.1 689.9 901.0 1,005.9
Share of revenue from non-traditional activities (%) 38.0 315 36.2 49.2 52.3
EBITDAt 224.4 209.8 194.4 268.4 323.9
EBITDA/revenue (%) 30.8 31.9 28.2 29.8 32.2
Interest expense 128.7 124 123.3 141.8 160.2
Debt/EBITDA (x) 12.5 13.7 16.9 14.1 13.0
EBITDA /interest coveraget (x) 1.7 1.7 1.6 1.9 2.0
Capital expenditures 205.0 303.4 696.7 697.5 633.4
Debt 2,793.8 2,869.2 3,294.2 3,793.9 4,197.6
Housing properties (according to balance sheet valuation) 6,126.2 6,284.9 6,895.9 7,507.7 8,051.2
Loan to value of properties (%) 45.6 45.7 47.8 50.5 52.1
Cash and liquid assets 230.4 157.5 25.3 20.0 20.0

*Rent and service charge arrears. §Adjusted for grant amortization. tAdjusted for capitalized repairs. {Including capitalized interest. a--Actual.
e--Estimate. bc--Base case reflects S&P Global Ratings' expectations of the most likely scenario. N.A.--Not available.
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Table 2

Notting Hill Genesis Ratings Score Snapshot

Industry risk

Economic fundamentals and market dependencies

w (NN

Strategy and management

—_

Asset quality and operational performance

Enterprise profile

Financial performance

Debt profile

Liquidity

Financial policies

WIN | W W] N

Financial profile

S&P Global Ratings' analysis of social housing providers' creditworthiness rests on our scoring of eight key rating factors: (i) industry risk; (ii)
economic fundamentals and market dependencies; (iii) strategy and management; (iv) asset quality; (v) financial performance; (vi) debt profile; (vii)
liquidity; and (viii) financial policies. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). S&P Global
Ratings' "Methodology For Rating Public And Nonprofit Social Housing Providers," published Dec. 17, 2014, and "Rating Government-Related
Entities: Methodology And Assumptions," published March 25, 2015, detail how we derive and combine the scores, and then determine each
social housing provider's stand-alone credit profile and the issuer credit rating. In accordance with S&P Global Ratings'public and nonprofit social
housing providers methodology, a change in score does not in all cases lead to a change in the rating, nor is a change in the rating necessarily
predicated on changes in one or more of the scores. In determining the final rating, the committee can make use of the flexibility afforded by
paragraphs 12-17 of "Methodology For Rating Public And Nonprofit Social Housing Providers."

Related Criteria

e CGeneral Criteria: Rating Governnment-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e Criteria - Governnents - General: Methodol ogy For Rating Public And
Nonprofit Social Housing Providers, Dec. 17, 2014

e Ceneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

* General Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

» Cenesi s Housing Association Rating Kept On Watch Positive Pending
Completion O Merger Wth Notting Hill Housing Trust, Jan. 18, 2018

e Ratings On The United Kingdom Affirned At ' ANV A-1+'; CQutl ook Remains
Negative, Cct. 27, 2017

e Notting Hi Il Housing Trust Affirmed at 'A+' ; Qutl ook Remai ns Negative,
Sept. 15, 2017

Ratings List
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New Rati ng

Notting Hill Genesis

| ssuer Credit Rating A+/ Negati ve/ - -
Ratings Affirmed

Notting H Il Hone Ownership Ltd.
| ssuer Credit Rating A+/ Negati ve/ - -

Notting Hill Genesis
Seni or Secur ed A+

Upgr aded; CreditWatch Action

To From
GenFi nance Il PLC
Seni or Secur ed A+ A-/ Wat ch Pos
Rati ngs Di sconti nued
To From
CGenesi s Housi ng Associ ation
| ssuer Credit Rating NR A-/ Wat ch Pos/ - -
Notting Hill Housing Trust
| ssuer Credit Rating NR A+/ Negati ve/ - -

NR- - Not r at ed.

Additional Contact:
SovereignEurope; SovereignEurope@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 3, 2018



Research Update: U.K.-Based Housing Provider Notting Hill Genesis Assigned 'A+' Ratings After Completed
Amalgamation; Outlook Negative

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 3,2018 8



Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 3,2018 9



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Related Criteria
	Related Research
	Ratings List


