APPENDIX 3

Glossary of terms used in the report
CFR - Capital Financing Requirement- a measure of the Council’s underlying need to borrow
to fund capital expenditure.
Counterparties - Organisations the Council lends money to e.g. Banks; Local Authorities
and MMF.
CPI & RPI - Consumer Prices Index & Retail Prices Index
The main inflation rate used in the UK is the CPI. The Chancellor of the Exchequer bases
the UK inflation target on the CPI. The CPI inflation target is set at 2%. The CPI differs from
the RPI in that CPI excludes housing costs. Also used is RPIX, which is a variation of RPI,
one that removes mortgage interest payments.
Credit Default Swap (CDS) - A kind of protection that can be purchased by MMF companies
from insurance companies (for their investment) in exchange for a payoff if the organisation
they have invested in does not repay the loan i.e. they default.
Credit watch - Variety of special programs offered by credit rating agencies and financial
institutions to monitor organisation/individual's (e.g. bank) credit report for any credit related
changes. A credit watch allows the organisation/individuals to act on any red flags before
they can have a detrimental effect on credit score/history.
DMO - Bank of England’s Debt Management Office.
Escrow Account – A money account held by an independent third party and disbursed upon
fulfilment of certain contractual conditions.
Gilts - Bonds issued by the UK government. The holder is paid a fixed cash amount
(coupon) every six months until maturity, at which point the final coupon is paid along with
the principal.
IMF - The International Monetary Fund is an intergovernmental organisation which states its
aims as to foster global monetary cooperation, secure financial stability, facilitate
international trade, promote high employment and sustainable economic growth, and reduce
poverty around the world.
Impaired investment - An investment that has had a reduction in value to reflect changes
that could impact significantly on the benefits expected from it.
LIBID - The London Interbank Bid Rate – it is the interest rate at which major banks in
London are willing to borrow (bid for) funds from each other.
Market Loans - Loans from banks available from the London Money Market including
LOBOS (Lender Option, Borrowing Option) which enable the authority to take advantage of
low fixed interest for a number of years before an agreed variable rate comes into force.
MMF - Money Market Fund – a ‘pool’ of different types of investments managed by a fund
manager, that invests in lightly liquid short term financial instruments with high credit rating.
MPC - Monetary Policy Committee- Committee designated by the Bank of England, whose
main role is to regulate interest rates.
MRP - Minimum Revenue Provision – this is the amount which must be set aside from the
revenue budget each year to cover future repayment of loans.
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Premium - Cost of early repayment of loan to PWLB to compensate for any losses that they
may incur.
Prudential Indicators - Set of rules providing local authorities borrowing for funding capital
projects under a professional code of practice developed by CIPFA and providing measures
of affordability and prudence reflecting the Council’s Capital Expenditure, Debt and Treasury
Management.
PWLB - Public Works Loan Board, a statutory body whose function is to lend money to Local
Authorities (LAs) and other prescribed bodies. The PWLB normally are the cheapest source
of long term borrowing for LAs.
QE - Quantitative Easing. Usually, central banks try to raise the amount of lending and
activity in the economy indirectly, by cutting interest rates. Lower interest rates encourage
people to spend, not save. But when short term interest rates can go no lower, a central bank
can buy government bonds (including long-term bonds) or other financial assets (e.g.
corporate bonds) in an effort to increase money supply and stimulate the economy. This is
quantitative easing.
Treasury Bill – Short term debt instruments issued by the Government. They provide a
return to the investor by virtue of being issued at a discount to their final redemption value.

