Appendix C
GLOSSARY

Bail in Risk

Bail in risk arises from the failure of a bank. Bond-holders or investors in the
bank would be expected to suffer losses on their investments, as opposed to
the bank being bailed out by government.

Bank Equity Buffer

The mandatory capital that financial institutions are required to hold, in order to
provide a cushion against financial downturns, to ensure the institution can
continue to meet it liquidity requirements.

Bank Stress Tests

Tests carried out by the European Central Bank on 51 banks across the EU.
The tests put banks under a number of scenarios and analyse how the bank’s
capital holds up under each of the scenarios. The scenarios includes, a sharp
rise in bond yields, a low growth environment, rising debt, and adverse action in
the unregulated financial sector.

Bonds
A bond is a form of loan, the holder of the bonder is entitled to a fixed rate of
interest (coupon) at fixed intervals. The bond has a fixed life and can be traded.

Call Account
A bank account that offer a rate of return and the funds are available to
withdraw on a daily basis.

Capital Financing Requirement (CFR)
The CFR is a measure of the capital expenditure incurred historically, but has
yet to be financed; by for example capital receipts or grants funding.

Collar (Money Market Fund)

The fund “collar” forms part of the valuation mechanism for the fund. LVNAV
funds allow investors to purchase and redeem shares at a constant NAV
calculated to 2 decimal places, i.e. £1.00.This is achieved by the fund using
amortised cost for valuation purposes, subject to the variation against the
marked-to-market NAV being no greater than 20 basis points (0.2%). (This
compares to current Prime CNAV funds which round to 50 basis points, or
0.5%, of the NAV.)

Counterparty
Another organisation with which the Council has entered into a financial
transaction with, for example, invested with or borrowed from.

Credit Default Swaps (CDS)

A financial agreement that the seller of the CDS will compensate the buyer in
the event of a loan default. The seller insures the buyer against a loan
defaulting.



Credit Ratings

A credit rating is the evaluation of a credit risk of a debtor, and predicting their
ability to pay back the debt. The rating represents an evaluation of a credit
rating agency of the qualitative and quantitative information, this result in a
score, denoted usually by the letters A to D and including +/-.

Gilts
Bonds issued by the Government.

LIBOR
London Interbank Offered Rate is the rate at which banks are willing to lend to
each other.

LIBID
London Interbank Bid Rate is the rate at which a bank is willing to borrow from
other banks.

Liquidity
The degree to which an asset can be bought or sold quickly.

LVNAV Money Market Fund

Low volatility net asset value. The fund will have at least 10% of its assets
maturing on a daily basis and at least 30% of assets maturing on a weekly
basis.

Minimum Revenue Provision (MRP)
An amount set aside to repay debt.

Money Market Funds

An open ended mutual fund that invests in short-term debt securities. A deposit
will earn a rate of interest, whilst maintaining the net asset value of the
investment. Deposits are generally available for withdrawal on the day.

Public Works Loans Board (PWLB)
The PWLB is an agency of the Treasury, it lends to public bodies at fixed rates
for periods up to 50 years. Interest rates are determined by gilt yields.

Transactional Banking
Use of a bank for day to day banking requirement, e.g. provision of current
accounts, deposit accounts and on-line banking.



