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Key Indicators

Notting Hill Housing Group
31-Mar-11 31-Mar-12 31-Mar-13 31-Mar-14 31-Mar-15

Units under management (no.) 26,822 27,135 27,170 28,418 29,573
Housing assets (GBP million) 988 1,034 1,098 1,227 1,357
Operating margin, before interest (%) 16.3 22.1 25.7 29.0 34.7
Net capital expenditure as % turnover 10.9 111.9 -1.3 87.5 39.4
Social housing letting interest coverage (x times) 1.0 1.3 1.4 1.0 1.1
Recurrent cash interest coverage (x times) 1.7 2.1 3.5 2.3 2.8
Debt to revenues (x times) 3.3 4.7 2.9 4.0 3.3
Debt to assets at cost (%) 35.5 38.6 36.7 39.3 38.8

Opinion

SUMMARY RATING RATIONALE

The A2 issuer rating assigned to Notting Hill Housing Group (Notting Hill) reflects its (1) size and location as a
large housing association operating in areas of high demand, primarily in London; (2) strong operating
performance driven by highly profitable market sales activity; (3) low level of gearing and strong liquidity; and
(4) the strong regulatory framework governing English housing associations. The rating also takes into account
its (1) operating cash flow volatility and market risk associated with a large and growing market sales
programme; (2) weak social housing letting interest cover and volatile cash interest cover; and (3) ambitious
development programme.

Ratings in the sector benefit from the strong regulatory framework governing English housing associations and
our assessment that there is a strong likelihood that the UK government (Aa1, negative) would intervene in the
event that Notting Hill faces acute liquidity stress.

Notting Hill is rated at the mid-range of Moody's-rated English housing associations, whose ratings span from



Aa3 to Baa1. Its relative position reflects its sizable balance sheet, with an operational focus across London,
but higher exposures to sales adding operating cash flow volatility and weak social housing letting interest
coverage.

Credit Strengths

Credit strengths for Notting Hill include:

- Continued improvement in operating performance driven by highly profitable market sales activity

- Low level of gearing and debt burden coupled with a strong liquidity position

- Large London housing association where demand for social and non-social housing is strong

- Strong regulatory framework

Credit Challenges

Credit challenges for Notting Hill include:

- Relatively low percentage of social housing revenues due to continued high levels of market sales

- Weak social housing letting interest cover, historically volatile operating cash flows expected to stabilise

- Government policy changes make operating environment more challenging for housing associations

Rating Outlook

The negative outlook on Notting Hill's rating reflects the negative impact of the vote to leave the European
Union on housing associations as well as the negative outlook on the sovereign rating, reflecting the close
institutional, operational and financial linkages between the central government and housing associations.

What Could Change the Rating - Up

Moody's believes that upward ratings pressure on the HAs affected by the UK Sub-Sovereign Brexit action is
unlikely to develop in view of the challenging operating environment and weakened sovereign credit
conditions. Strengthening credit metrics of standalone credit profiles, however, could put upward pressure on
Notting Hill's rating.

A combination of the following could have positive rating implications: (1) operating margin maintained above
30% revenues; (2) improved profitability of the core social housing business resulting in sustained social
housing letting interest coverage above 1.3x; (3) a significant reduction in its market sales activity to levels
sustained below 30% of turnover; and (4) greater stability in operating cash flows resulting in cash interest
cover which consistently exceeds 1.5x.

What Could Change the Rating - Down

Downward ratings pressure would be exerted by further deterioration of the UK sovereign's creditworthiness.
Additionally, whilst unlikely in the near term, negative pressure could be exerted on the rating by one or a
combination of the following: (1) lower-than-projected sales volumes and/or profits; (2) a weakening of social
housing letting interest cover to levels below 1.0x; (3) increased volatility in cash interest cover resulting in
levels below 1.0x; and/or (4) a weakening of its historically strong liquidity position. In addition, a weaker
regulatory framework, a dilution of the overall level of support from the UK government would also exert
downward pressure on the rating.

Recent Developments

On 23 June 2016, the UK voted to leave the European Union in a referendum and on 24 June 2016, a negative
outlook was placed on the UK's Aa1 sovereign rating. We expect protracted trade negotiations, resulting in a
high level of uncertainty in the medium term which will manifest in slower economic growth. On 29 June 2016,
the outlook on Notting Hill's A2 rating was changed to negative from stable reflecting the potential impact of the
vote to leave the European Union on associations. Housing associations (HAs) could be affected by renewed
pressure on public finances resulting in further policies that would squeeze HA revenues and any further social
housing policy changes exacerbating the policy instability that currently underpins our negative outlook on the



sector. In addition, the potential loss of EU funding as well as volatility in the UK housing market could
constrain the creditworthiness of the sector. The outlook changes also reflect the change in the outlook of the
sovereign rating to negative from stable, reflecting the close operational linkages between the central
government and HAs.

DETAILED RATING CONSIDERATIONS

Notting Hill's A2 rating combines (1) a baseline credit assessment (BCA) for the entity of baa1 and (2) a strong
likelihood of extraordinary support coming from the national government in the event that the entity faced acute
liquidity stress.

Baseline Credit Assessment

CONTINUED IMPROVEMENT IN OPERATING PERFORMANCE DRIVEN BY HIGHLY PROFITABLE
MARKET SALES ACTIVITY

Notting Hill's operating margin has continued to improve reaching 35% in FY2015 and is now well above the
median of 30% for its A2-rated peer group (based on FY2014 data). Notting Hill's operating margin has
improved substantially over the last five years up from 16% in FY2011 (average FY2011-2015: 26%), driven
by improved profitability in both core and non-core activities. Margins on market sales activity (both outright
sales and first tranche shared ownership) exceed peers' whereas the operating margin on the core social
housing business at 29% reached the level of its A2-peer median for the first time in FY2015.

Notting Hill had a very strong year for its market sales activity in FY2015, with sales margins among the
highest in Moody's rated portfolio. Its margin on market sales activity reached a five-year high of 39% in
FY2015 up from 37% in FY2014. The high margins are attributable to management's experience in the
commercial property market as well as the buoyant London property market. Going forward, margins on sales
activity in the business plan are ambitious and may be difficult to attain given historical margins achieved.
Business plan sales margins are forecasted to average 42% during FY2016-FY2020.

Notting Hill's operating margin on the core social housing business of 29% in FY2015 has also improved and
reached the A2-rated peer median in FY2015 for the first time. The profitability of the core business has
hitherto been hindered by higher than average operating costs which were GBP4,975 per home in FY2015
compared to a G15 FY2014 average of GBP3,703. Notting Hill's management are proactively addressing their
relatively higher cost base with a specific focus on its repairs and maintenance provision, but the forecasted
improvement in the profitability of its social housing business to an average of 37% during FY2016-FY2020 will
be challenging in the current operating environment (see Government policy changes make operating
environment more challenging for housing associations).

Notting Hill's total margin also outperforms peers, but this is largely due to a second year of much higher than
anticipated surpluses from staircasing of shared ownership of GBP29 million in addition to GBP5 million of
planned asset disposals. The total margin improved to 32% of turnover in FY2015 (FY2014: 22%; average
FY2011-2015: 19%) which is well above the A2-rated peer median of 12% (based in FY2014 data).

LOW LEVEL OF GEARING AND DEBT BURDEN, COUPLED WITH A STRONG LIQUIDITY POSITION

Notting Hill has considerable balance sheet strength, with gearing (debt to assets at cost) significantly lower
than that of its A2-rated peers, a key credit strength. At FYE2015, Notting Hill's debt was GBP1.25 billion,
equivalent to 3.3x revenues and 39% of assets at cost (FYE2014: 4.0x and 39% assets at cost) compared to
A2-rated peer medians for debt to revenues and gearing of 4.1x and 52% respectively in FY2014.

Notting Hill's development programme is relatively ambitious for its size and assumes 1,400 new homes will be
built per year, bringing 1,100 new homes (including 300 market rental units) into management each year.
Growth will be funded with additional debt forecasted to peak at GBP1.8 billion in FY2020, but we expect
Notting Hill to continue to outperform its A2-rated peers on key debt metrics. Debt to revenues will remain
below peers', forecasted to peak at 3.6x in FY2016. Gearing will increase to levels sustained above 40%,
averaging 41% during FY2016-FY2020. Although the development programme is ambitious, we note that
there has not been a scaling up in its growth ambitions in the last year, and Notting Hill is an experienced
developer with a track record of delivery on a programme of this scale.

Notting Hill's liquidity position is strong, which partially mitigates the risk associated with its large market sales
programme. As of June 2015, Notting Hill had immediately available liquidity (cash and secured facilities)
totalling GBP497 million, which is equivalent to 130% of turnover compared to a Moody's-rated portfolio



median of 92%. Notting Hill's treasury policy requires sufficient cash and immediately available facilities to
cover the higher of the committed development programme or the next 12 months' cash needs.

At FYE2015, 12% of Notting Hill's debt was held at floating rates (inclusive of cancellable options on GBP11
million), with an additional 8% of inflation-linked debt. At the end of June 2015, swap contracts had a negative
mark-to-market value net of thresholds of GBP38 million. In cases where Notting Hill has exceeded the
threshold amount, cash or property has been posted to guard against shifts in the market. Moreover, ample
unencumbered assets (estimated at GBP1541million in June 2015) ensures further margin calls can be
properly met. Refinancing risk is low; at FYE2015, 93% of Notting Hill's outstanding debt was due after five
years.

LARGE LONDON HOUSING ASSOCIATION WHERE DEMAND FOR SOCIAL AND NON-SOCIAL HOUSING
IS STRONG

Notting Hill operates in areas of high demand for both its social and non-social housing, a credit strength.
Notting Hill has more than 29,500 units under management at March 2015. Operations are spread across 33
local authority areas, primarily in London. Demand for social housing in London far exceeds supply. The
Department for Communities and Local Government (DCLG) reported that the number of households on a
waiting list for social housing in London at year end 2014 was over 250,000. The average weekly social rent in
London in 2014 was 44% of the average weekly private rent; the relative affordability ensures a stable demand
for social housing.

Notting Hill has a complex group structure with two Registered Providers (RPs), a number of unregistered
subsidiaries and several joint ventures. At 31 March 2015, the two RPs in the Group were: Notting Hill Housing
Trust, the parent of the group and a charitable register provider founded in 1963, and its registered subsidiary
Notting Hill Home Ownership (`NHHO). The Trust has a number of unregistered subsidiaries that cover a
range of activities, including market rent, housing for sale, special development vehicles, student
accommodation and housing for key workers. There are also four joint ventures in which Notting Hill has a
50% equity share. These are limited liability partnerships which develop housing for outright sales, invest in
commercial property, provide market rent accommodation and supply student accommodation. The parent has
effective control over all subsidiaries by board appointment.

STRONG REGULATORY FRAMEWORK

English housing associations operate in a highly regulated environment, with a strong oversight exercised by
the sector's regulator, the Homes and Communities Agency (HCA). The regulator is responsible for protecting
the public investment in social housing and compliance with broad economic and consumer standards.
Compliance with the standards is proactively monitored by the HCA through quarterly returns, long term
business plan and annual reviews, and focuses on: governance, financial viability, value for money and rents.
The HCA's levers of control are wide ranging and include awarding capital grant funding, consent to dispose of
or use assets to secure debt, levy financial penalties, and impose independent inquiries or appoint new
managers and officers in extreme circumstances. The HCA emphasizes that their role is a co-regulatory one
with the primary onus being on boards and executive teams to ensure compliance with the standards. We
expect that the rapidly changing environment will put increased pressure on the regulator.

RELATIVELY LOW PERCENTAGE OF SOCIAL HOUSING REVENUES DUE TO CONTINUED HIGH
LEVELS OF SALES

Notting Hill continues to diversify from its core landlord business into market sales and other activities, which
elevates its risk profile. Although the core social housing lettings business is subject to political risk (see below
Government policy changes make operating environment less predictable and more challenging for housing
associations), over the long term, revenue from social housing lettings is more predictable and less risky than
revenue generated from commercial property sales. Notting Hill's percentage of revenue from social housing
lettings at 52% in FY2015 is far below the A2-rated peer median of 88% and constrains its credit quality.

Total revenue increased 28% to GBP381 million in FY2015 from GBP 299 million in FY2014, mainly due to
significant increases in its market sales activity, both first tranche shared ownership and outright sales. Sales
as a percentage of revenue increased to 38% in FY2015 from 27% in FY2014. There was a corresponding
reduction in social housing letting turnover as a percentage of total turnover, which decreased to 52% in
FY2015 from 62% in FY2014.

Forecasts show a further decrease in the percentage of revenue from social housing lettings and continued
growth in market sales activity. Social housing letting revenue as a percentage of total revenue is expected to



growth in market sales activity. Social housing letting revenue as a percentage of total revenue is expected to
remain considerably lower than rated peers averaging 46% during FY2016-FY2020 (low of 36% revenues in
FY2019). Sales revenue from first-tranche shared ownership sales and outright sales is projected to grow
significantly, peaking at 57% of revenues in FY2019. The business plan assumes growth in both market sales
tenures, but the largest growth will come from the riskiest activity, outright sales, whose turnover will reach
GBP342 million in FY2019 from GBP77 million in FY2015 (average FY2016-FY2020: GBP189 million).

WEAK SOCIAL HOUSING LETTING INTEREST COVER, HISTORICALLY VOLATILE CASH INTEREST
COVER EXPECTED TO STABILISE

Notting Hill's ability to cover its interest expense from the core social housing business, as measured by the
social housing lettings interest cover ratio, is weak relative to peers and remains a key credit challenge. The
ratio improved slightly to 1.1x in FY2015 from 1.0x in FY2014 but has dropped from its five-year historical peak
of 1.4x in FY2013 (average FY2011-2015: 1.2x) and remains below the A2-rated peer median of 1.2x (based
on FY2014 data).

The current business plan forecasts increases in interest expense as additional debt is drawn to fund the
development programme. Net cash interest expense will increase to GBP79 million by FY2019 from GBP53
million in FY2015. Notting Hill expects its core social housing business to become more profitable as
efficiencies are realised, which will offset the increase in interest expense resulting in an improving social
housing lettings interest cover ratio, averaging 1.3x over FY2016-FY2020. The increased profitability will be
more difficult to achieve in the current policy climate with social rents reducing by 1% annually over the next
four years.

Notting Hill's cash interest cover ratio has fluctuated significantly over the last five years reflecting the volatile
cash flows associated with its market sales programme. In FY2015, the ratio stabilised at 2.3x compared to an
A2-rated peer median of 2.1x, an improvement from FY2014 where the ratio fell below 1.0x to 0.9x. Over the
last five years, the ratio has ranged from 0.6x in FY2012 to 4.5x in FY2013. The business plan forecasts an
improvement in cash interest cover with the ratio well above 1.0x in each year, ranging from 1.7x in FY2016 to
4.7x in FY2019.

GOVERNMENT POLICY CHANGES MAKE OPERATING ENVIRONMENT MORE CHALLENGING FOR
HOUSING ASSOCIATIONS

The operating environment for social housing providers is fundamentally shaped by government policy and
recent budget announcements have made these circumstances more challenging. On July 8th, 2015 the UK
government announced (1) a change in the social housing rent formula to 1% annual reduction starting from
April 2016 for four years (previously growth annually by CPI+1%) and (2) further reductions in the accessibility
of certain welfare benefits. The effect of these measures is further magnified by the ongoing implementation of
Universal Credit and the likely extension of Right to Buy for HA tenants. Overall, these policy shifts are
gradually eroding the ties to the government, which we view as credit positive, by creating a more
unpredictable operating environment and undermining the extent and stability of housing benefit's contribution
to revenues.

Our preliminary assessment indicates that the change in the rent formula will result in an average annual loss
in total turnover of 7% for our rated portfolio over the four years starting FY2017. It is also likely to cause a
decline in a currently high proportion of housing associations' turnover coming from social housing rents (81%
in FY2014).

Housing benefit paid to working age tenants, who are being affected by the implementation of Universal Credit,
represents an estimated 22% of Notting Hill's total income, compared to 29% average for Moody's-rated peers.
Notting Hill put in place a range of mitigating measures to respond to Welfare Reform, including proactive
management of rent arrears, support for tenants or promotion of direct debit payments. The possible extension
of the Right to Buy to housing association tenants may in short-term lead to positive cash inflows, but creates a
risk of a longer term erosion of social housing stock. We will continue to monitor the impact of the proposed
Right to Buy extension on Notting Hill's asset base and revenues.

Extraordinary Support Considerations

The strong level of extraordinary support factored into the rating reflects the wide-ranging powers of redress
available to the regulator in cases of financial distress, with the possibility of a facilitated merger or a transfer of
engagements. Recent history has shown that the UK government (Aa1 negative) is willing to support the
sector, as housing remains a politically and economically sensitive issue. The strong support also factors



housing associations' increasing exposure to non-core social housing activities, which add complexity to their
operations and make an extraordinary intervention more challenging.

In addition, our assessment that there is a very high default dependence between Notting Hill and the UK
government reflects their strong financial and operational linkages.

ABOUT MOODY'S SUB-SOVEREIGN RATINGS

National and Global Scale Ratings

Moody's National Scale Ratings (NSRs) are intended as relative measures of creditworthiness among debt
issues and issuers within a country, enabling market participants to better differentiate relative risks. NSRs
differ from Moody's global scale ratings in that they are not globally comparable with the full universe of
Moody's rated entities, but only with NSRs for other rated debt issues and issuers within the same country.
NSRs are designated by a ".nn" country modifier signifying the relevant country, as in ".za" for South Africa.
For further information on Moody's approach to national scale credit ratings, please refer to Moody's Credit
rating Methodology published in June 2014 entitled "Mapping Moody's National Scale Ratings to Global Scale
Ratings".

The Moody's Global Scale rating for issuers and issues allows investors to compare the issuer's/issue's
creditworthiness to all others in the world, rather than merely in one country. It incorporates all risks relating to
that country, including the potential volatility of the national economy.

Baseline Credit Assessment

Baseline credit assessments (BCAs) are opinions of entity's standalone intrinsic strength, absent any
extraordinary support from a government. Contractual relationships and any expected ongoing annual
subsidies from the government are incorporated in BCAs and, therefore, are considered intrinsic to an issuer's
standalone financial strength.

BCAs are expressed on a lower-case alpha-numeric scale that corresponds to the alpha-numeric ratings of the
global long-term rating scale.

Extraordinary Support

Extraordinary support is defined as action taken by a supporting government to prevent a default by a
Government Related Issuer (GRI) and could take different forms, ranging from a formal guarantee to direct
cash infusions to facilitating negotiations with lenders to enhance access to needed financing. Extraordinary
support is described as either low (0 - 30%), moderate (31 - 50%), strong (51 -70%), high (71 - 90%) and very
high (91 - 100%).

Default Dependence

Default dependence reflects the likelihood that the credit profiles of two obligors may be imperfectly correlated.
Such imperfect correlation, if present, has important diversifying effects which can change the joint-default
outcome. Intuitively, if two obligors' default risks are imperfectly correlated, the risk that they would
simultaneously default is smaller than the risk of either defaulting on its own.

In the application of joint-default analysis to GRIs, default dependence reflects the tendency of the GRI and the
supporting government to be jointly susceptible to adverse circumstances leading to defaults. Since the
capacity of the government to provide extraordinary support and prevent a default by a GRI is conditional on
the solvency of both entities, the more highly dependent -- or correlated -- the two obligors' credit profiles, the
lower the benefits achieved from joint support. In most cases GRIs demonstrate moderate to very high degrees
of default dependence with their supporting governments, which reflects the existence of institutional linkages
and shared exposure to economic conditions that draw credit profiles together.

Default dependence is described as either low (30%), moderate (50%), high (70%) and very high (90%).

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on http://www.moodys.com for the most updated credit
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rating action information and rating history.
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