GLOSSARY OF TERMS

Investment Rates

The interest rates for durations of less than a year are represented by LIBID (London
Interbank Bid Rate), a reference rate measuring levels at which major banks are prepared to
borrow from one another. This is a potential benchmark for the return on the Council’s
investments, though the rates actually available are constrained by the Council’s investment
criteria and largely short term investment horizon, designed to ensure cash is available
when required.

Borrowing Rates

To indicate the potential costs of borrowing to fund the Council’s capital programme, the
reference point is Public Works Loans Board (PWLB) brrowing rates. The benchmark used is
for “Certainty Rate” borrowing of “Maturity” Loans (loans of fixed lump sums, at fixed rates,
over periods from 1 to 50 years).

The PWLB is the statutory body which lends to public bodies from Government resources —
the Government has declared that it will be abolished at some point in the future, but that
the facility for lending at good value will be continued - no date has been proposed for the
change.

PWLB Loans - Fixed rate loans are repayable by one of three methods:

(a) Maturity: half-yearly payments of interest only, with a single repayment of principal at
the end of the term.

(b) Annuity: fixed half-yearly payments to include principal and interest or

(c) EIP (Equal Instalments of Principal): equal half-yearly instalments of principal together
with interest on the balance outstanding at the time.

Certainty Rates - a discount - currently 0.20% - is available on new PWLB borrowing to local
authorities completing an information request on borrowing intentions to Central
Government

Current PWLB rates have no impact so long as no new longer term borrowing is taken, as all
the Council's existing long term debt is at fixed rates.

LOBO - LOBO stands for Lender Option, Borrower Option. It means that the lender can
increase the interest rate, which gives the borrower the option to repay the loan in full
without penalty fees. Public bodies used to be only able to borrow money through
government Public Works Loan Board (PWLB) loans, however borrowing from banks in the
form of LOBOs was permitted from the early 2000s. LOBOs were made available with low
rates (cheaper than then available PWLB rates) so they appeared to be an attractive
alternative.



LOBOs have provoked criticism because of high initial profits to the lender from day one,
and high subsequent interest rates. It is difficult to exit LOBO loans early unless the lender is
in agreement, so they are less flexible, and there is a risk that if/when they are "called", the
borrower may find itself having to refinance debt at high rates.

This Council always limited the scale of LOBO borrowing taken, so that it formed part of an
overall balanced debt portfolio, while bringing the advantage of iniital lower rates.

PFI - The private finance initiative is a way of creating "public—private partnerships" (PPPs)
by funding public infrastructure projects with private capital.

BSF - Building Schools for the Future (BSF) was the name given to Central Government's
investment programme in secondary school buildings in England in the 2000s. In Blackburn
with Darwen, the schools funded through this scheme are Witton Park High School,
Blackburn Central High School and Pleckgate High School.

Prudential Indicators

Prudential Indicators are established mainly to allow members to be informed of the impact
of capital investment decisions and to establish that the proposals are affordable, prudent
and sustainable. In addressing the debt taken on by the Council, the indicators also deal
with treasury issues, in particular the absolute level of debt being taken on (through the
Authorised and Operational Borrowing Limits).

Money market fund — type of fund investing in a diversified portfolio of short term, high
quality debt instruments - provides benefit of pooled investment - assets are actively
managed with very specific guidelines to offer safety of principal, liquidity and competitive
returns - such funds “ring-fenced”, kept fully separate from the remainder of funds
managed by the investment house running the fund.

Council only uses highly rated funds - policy is to limit to those with long-term credit ratings
no lower than A-, but current practice is to only use AAA rated with daily access (like instant
access bank accounts)



