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Research Update:

U.K.-Based Public Sector Funding Agency
MORhomes PLC Assigned 'A-/A-2' Ratings;
Outlook Positive

Overview

« MORhomes, a recently fornmed U K social housing fundi ng agency, has been
successful in attracting sharehol ders and has a broad nenbership of 62
housi ng associ ati ons.

« MORhomes' start-up status is a rating constraint, but our view for the
next few years factors in MORhones delivering on its nandate and
significantly strengthening its operational capacity.

* W are assigning our 'A-' long-termand 'A-2' short-termissuer credit
rati ngs to MORhones.

* The positive outlook reflects the probability that we could raise the
rati ngs on MORhones over the next two years if it ranps up its operations
and quickly builds a robust record of delivering on its nmandate and
increasing its market share while posting strong financial ratios.

Rating Action

On Jan. 11, 2019, S&P d obal Ratings assigned its "A-' long-termand 'A-2
short-termissuer credit ratings to U K social housing fundi ng agency
MORhones PLC. The outl ook is positive.

At the same tinme, we are assigning our 'A-' issue rating to MORhones' £5
billion euro nediumtermnote senior secured debt program
Outlook

The positive outl ook reflects our expectation that, in the next two years,
MORhones will build a significant presence in the capital markets and anpbng
its borrowi ng nmenbers. In addition, we expect MORhomes' approved policies and
governance standards to ensure conservative risk nmanagenent that wll continue
supporting our assessnent of a strong financial profile.

Upside scenario

We coul d raise our ratings over the next two years if MORhones nanages to

i mpl enent the main pillars of its business plan and increase its presence in
the capital markets; significantly increases its |lending anbng its borrow ng
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nmenbers to reach a nmarket share of above 20%in the U K social housing
sector; and maintains its established risk principles. As MORhomes | engthens
its track record, its enterprise profile could strengthen and be nore
conparable with that of peers with higher ratings.

Downside scenario

We coul d | ower our ratings over the next two years should MORhones' | ending
performance be weaker than we anticipate, or its financial ratios indicate a
weaker position than our current forecast. A weaker public industry country
ri sk assessment (PICRA) resulting froma weaker industry risk assessnent of
the U K. social housing sector, or higher sector |everage, particularly in a
context of a no-deal Brexit, may put downward pressure on the ratings.

Rationale

In our view, since its inception, MORhones has been in a good position to
achieve its public policy mandate, and over the next two years, it will be
able to mtigate the financial risks stemmng fromits start-up nature.

The ratings on MORhomes reflect our assessment of an adequate enterprise
profile and strong financial profile, conbined with our uncertainty about
MORhomes' effectiveness in carrying out its business plan given its lack of a
track record.

The ratings further reflect our assessnment of the |low industry risk associated
with the U K social housing sector to which MORhones will provide lending, in
view of the sector's anticyclical nature, high barriers to entry, and strong
gover nment oversi ght.

MORhones is a public imted conpany formed in June 2018 to provide borrow ng
to social housing associations that then join the conpany as sharehol ders, a
feature we believe is a positive for the enterprise profile, as it likely will
foster sone loyalty anmpbng the associations. The conpany has not yet produced
any financial statenents or disbursed any |oans, but we assess its financial
profile using financial indicators that reflect its approved business plan
policies, and governance standards.

MORhones operates with a snall pernanent staff and outsources nobst functions.
Nevert hel ess, the ultimate decision-naking lies with the board nmenbers. W
believe this structure is reasonable, as MORhones will engage in a nonoline

l ending strategy focusing on lowrisk borrowers typically rated in the single
"A" category. In addition, MORhomes' setup as a pass-through vehicle neans
that it has very limted exposure to interest rate novenments and currency

ri sks. Nevertheless, the structure remains untested and we will rnonitor

devel opnents cl osely.
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Enterprise risk profile: While operating in a low-risk industry, MORhomes' lack of track record
executing its strategy limits our view of its credit standing. However, we assess governance
standards and management practices as adequate

The U. K. social housing sector has |ow industry risk. This, conbined with
strong economic resilience (partly clouded by negotiations for the UK"'s

wi thdrawal fromthe EU) and strong financial systemrisk, results in a

[ owrisk Pl CRA

MORhomes' lack of a record in achieving its public policy mandate linits our
assessnment of its business position. However, in our view, the initial setup
where borrowers also sign up as shareholders will support MORhomes in building
its presence in the market and becoming relevant to its menbers.

W& vi ew MORhones' approved managenent policies and governance standards as
adequate, which, conmbined with its operational structure, will provide a
robust platformto ranp up its operations while ensuring strong financi al
rati os.

In our view, MORhomes' market position will evolve positively in the next two
years, as evident fromits initial broad sharehol der nmenbership of 62 housing
associ ati ons as of the end of 2018. Neverthel ess, our assessment of MORhones
busi ness position is [imted by the conpany being in a start-up phase.

MORhones' approved credit policies will likely ensure that concentration on a
single borrower is |imted, supporting our expectation of revenue stability
not bei ng dependent on a few |large borrowers. In future, we believe that
MORhones' custoner base will be stable, as borrowers are required to join the
conpany as sharehol ders.

MORhones has devel oped its business plan based on its capital structure. The
conpany plans to issue £1 billion each year for the next five years and
increase its | ending book at the sane pace, as it | ends the proceeds of al
the debt it raises to its borrowers. If it achieves this, we expect that
MORhones will be able to increase its share of the market to about 25%in the
next two years.

To reduce operating risk and costs and increase efficiency, MORhones operates
with a small permanent staff and outsources nost functions such as credit risk
assessment and treasury operations to well-established providers.

Nevert hel ess, the ultimte decision-naking lies with the board nmenbers, the
majority of whom are independent nonexecutive directors with substantia
experience in the U K social housing sector. In our view, MORhones' current
setup has adequate controls for nanagenent to be responsive to stakehol ders

i nterests.

VWi | e MORhones' funding policies mtigate its interest rate, currency, and
asset-liability msmatches, the conpany assesses its credit risk policies
effectively and nonitors the asset quality of its lending portfolio. W
bel i eve that the process currently in place is likely to ensure adequate

Positive
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responsi veness from managenent to increasing risks in the lending activities,

i ncluding concentration linits on single and aggregated exposures. In
addition, different layers of protection mitigate credit risk, such as a
securities pledge on | oans and the requirenent for additional collateral from
borrowers that the conpany has assessed as havi ng beconme riskier. W therefore
expect any losses fromthe portfolio to be | ow and recoveries high.

We consider the U K social housing sector as lowrisk. Qur PICRA is favorable
because of the sector's low industry risk, combined with a weal thy, open, and
di versified econony and adequate | everage risk. This is primarily due to the
sector being naturally anticyclical and having strong oversi ght by the
government via regulators. Social housing providers generally experience an
increase in demand for their core services in tinmes of econonic hardship, and
demand typically remains strong throughout the business cycle. Moreover,

soci al housing is usually prominent in political manifestos.

In recent years, English social housing providers' increased exposure to sales
activities for subsidizing affordabl e and soci al housi ng devel opnent has | ed
us to assess industry risk dynanmically. W do this based on providers

i ndi vi dual exposure to the social housing and honebuil ding industries. Wile
we do not see a trend of increased exposure to sales activities for the
majority of the housing associations, in future, we could revise downward the
i ndustry risk assessnent that informs our PICRA to reflect such a trend.

Financial risk profile: Operations under a match-funding principle and robust collateralization largely
mitigate financial risks

The anmount of share capital on which MORhomes is starting its operations

provi des a robust basis for increasing its lending portfolio. As such, in our

view, in the next two years MORhomes will be able to sustain a risk-adjusted

capital ratio of at least 7% after adjusting for single-name concentration in

its lending portfolio. W include in MORhones' total adjusted capital 33% of
additional equity from subordi nated conti ngent convertible notes.

The convertible notes conply with our requirenent to qualify for internediate
equity content. As such, the notes have | oss-absorption features to enable
MORhones to operate on a goi ng-concern basis. Furthernore, the notes will have
maturities of nore than 20 years, |longer than those we forecast for the future
| oans in MORhones' portfolio.

We take a positive view of the robust collateralization that MORhones will
build on the I oan portfolio. Mreover, MORhones was fornmed to act as a
pass-t hrough vehicle, further neutralizing risks fromasset-liability
managemnent .

The funding and liquidity ratios are supported by the match-fundi ng policy
under whi ch MORhomes is set up to operate and which ensures that the company
will not formsignificant funding or liquidity gaps. W expect the liquidity
portfolio to conprise highly rated assets.
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Positive
We arrive at the overall capital adequacy assessnent after incorporating
positive adjustnents for | oss experience, acknow edging that lending is on a
secured basis with physical collateral, with very strong prospects for
recovery shoul d an association default. W include an additional positive
adjustment in our analysis to acknow edge the |ack of transformation risk as
MORhones is set up as a pass-through vehicle.
We expect MORhomes to nmmintain adequate funding and liquidity. We forecast the
conpany's one-year liquidity ratio to be above 1.0x and we do not expect |arge
uncovered needs in the next 12-24 nonths.
MORhones will issue its first British pound sterling bonds under a nediumterm

note programin January 2019, so its market access renmmins untested. Qur
fundi ng assessnent is neutral, as we do not foresee MORhones operating with
significant funding gaps and the donestic market is deep.

Ratings Score Snapshot

| ssuer Credit Rating: A-/Positivel A2

| ssue Rating:
Seni or Secured: A-

SACP: a-

Enterprise Risk Profile: Adequate (3)
e PICRA: Low risk (2)

e Business Position: Very Wak

* Managenent & Governance: Adequate

Financial Ri sk Profile: Strong (2)
e Capital Adequacy: Very Strong

 Funding and Liquidity: Adequate

Support: O
e GRE Support: O

e Group Support: O

Related Criteria

e Criteria - Governments - International Public Finance: Public-Sector
Fundi ng Agenci es: Met hodol ogy And Assunptions, May 22, 2018

e Criteria - Financial Institutions - Ceneral: R sk-Adjusted Capital
Framewor k Met hodol ogy, July 20, 2017
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e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nat ed Debt Methodol ogy And Assunptions, Jan. 29,
2015

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

Ratings List
New Rating; Qutlook Action

MORHones PLC
| ssuer Credit Rating A-/ Positivel A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow 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.
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