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Introduction 

This Treasury Management Bulletin provides an update on CIPFA’s work to date 

and planned workload on treasury management. 

This Bulletin covers the following: 

 PWLB Governance Changes 

 Regulatory changes 

 LOBOs 

 IFRS 13 & IFRS 9 

 Islamic Finance 

 Publications Update 

 UK Municipal Bonds Agency 

 

 

Public Works Loans Board Governance Changes 

The Public Works Loans Board (PWLB), which dates back to Public Works Loan 

Act 1875, has powers to lend to local authorities.  The PWLB comprises up to 12 
independent loan commissioners who are unpaid by law and appointed by the 
Crown.  The original role of commissioners was to approve and issue central 

government loans to mainly local authorities. 

The PWLB Commissioners no longer approve loan applications and their original 

decision making powers are now obsolete.  They do not exercise any significant 
functions: they meet every year, noting the loans made and they review the 
annual report to be laid before Parliament.  Many of their original powers have 

been delegated to a secretary and since 2004 decisions on borrowing have been 
devolved to local authorities under the prudential regime. 

The Government inserted a PWLB clause in the Infrastructure Act, which was 
passed on 12 February 2015, which enables the Government to seek 
Parliamentary approval to abolish the PWLB and transfer its functions to another 

body under the Public Bodies Act 2011. 

It is intended that a consultation document will be published in the next 

Parliament subject to confirmation from new ministers.  The consultation is 
expected to last up to 12 weeks, after which a Government response will be 
published.  This is expected to be followed by secondary legislation which will be 

scrutinised by both Houses.  The abolition timing is expected to be late 2015-16. 

In practice it is anticipated that this governance change will mean very little 

change for local authorities who will be able to access new central government 
loans in the same way under the prudential regime, albeit not from the entity 

called the PWLB.  Local authorities holding loans from the PWLB will see no 
changes, except possibly in the name of their creditor. Interest rate policy will 
continue to be a policy matter for HM Treasury. 
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Regulatory Changes 

Following the global financial crisis there have been a number of regulatory 

changes which are likely to have an impact on local authorities treasury 
management.  The regulatory changes which include Basel III developed by the 

Basel Committee on Banking Supervision are intended to strengthen the 
regulation, supervision and risk management of the banking sector. These 
measures aim to:  

 improve the banking sector's ability to absorb shocks arising from financial 
and economic stress, whatever the source  

 improve risk management and governance  

 strengthen banks' transparency and disclosures.  

The reforms target both the individual banking institutions to help increase 

resilience to periods of stress and the system wide risks within the banking 
system itself. 

One of the major impacts for public sector organisations since the financial crisis 
has been the availability of high credit quality counterparties.  This, when 
coupled with the bail-in legislation restricting the ability of governments to bail 

out banks in any future financial crisis, is leading to a change in typical 
investment activity by local authorities. 

When comparing UK local authority investments from 2008/09 to 2013/14 there 
have been a number of changes as demonstrated in the Table below: 

Investments 2008/09 2013/14 
2008/09 to 

2013/14 

Deposits: banks 13,833,376 17,049,546 3,216,170 

Deposits: building societies 6,653,819 2,130,214 (4,523,605) 

Treasury bills(b) 0 1,783,232 1,783,232 

Certificates of deposit: banks 170,000 396,430 226,430 

Certificates of deposit: building 
societies 5,000 8,000 3,000 

British Government (Gilt-edge) 
securities 23,910 1,226,789 1,202,879 

Other financial intermediaries 39,064 48,296 9,232 

Public corporations 107,015 199,862 92,847 

Debt Management Account deposit 
facility 2,528,316 613,710 (1,914,606) 

Money market funds 1,220,554 3,811,732 2,591,178 

Other externally managed funds 2,524,615 1,795,286 (729,329) 

Other investments 1,054,076 3,187,516 2,133,440 

Total investments 28,159,745 32,250,613 4,090,868 
 

   

Source: DCLG Borrowing and Investment Live Tables 

Overall the level of investments has increased by £4bn with increased use 
of banks and Money Market Funds, reduced reliance on building societies, 

the debt management account deposit facility and other externally 
managed funds.  There has been an increased use over this time of 
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secured deposits such as treasury bills, certificates of deposit and gilt 

edged securities.   

Investments in “Other investments” have also increased over this period.  

One investment area which may provide additional security for investors is a 

repo.  The Association of Corporate Treasurers has produced a helpful briefing 
note which covers the practical http://www.treasurers.org/repos/.  The briefing 

note defines a ‘Repo’ as the generic term for repurchase agreements (also 
known as ‘classic repos’) and sell/buy-backs. Repos are agreements to sell 
securities (usually bonds, gilts, treasuries or other government or tradeable 

securities) tied to an agreement to buy them back at a specified later date and 
price. They are a secured money market instrument where the investor receives 

extra protection through the ownership of collateral. 

Another area of legislative change is the Markets in Financial Instruments 

Directive (MiFID).  MiFID has been in force for over six years and is the 
cornerstone of the European Union’s regulation of financial markets. It is being 
revised to improve the functioning of financial markets in light of the financial 

crisis and to strengthen investor protection. 

MiFID II comprises two levels of European legislation - ‘Level 1’, the framework 

legislation and implementing measures, so-called ‘Level 2 legislation’.  In 
January 2014 the European Parliament and Council reached political agreement 
on the final legislative text for MiFID II Level 1 and in June 2014 Level 1 texts 

were published in the Official Journal. 

MiFID II makes some changes to the current client categorisation regime with 

respect to local authorities, with the rationale for the change being to strengthen 
the protections for all clients. The financial crisis and alleged mis-selling 
practices involving local authorities suggested that local authorities may not fully 

appreciate the risks they are exposed to, especially in the case of complex 
products.   Examples of which include interest rate swaps in Italy, risky 

structured loans in France and fixed term deposits with Icelandic banks in the 
UK. 

Under MiFID II local authorities (excluding those that manage public debt at the 

national level) are now to be categorised as retail clients . As retail clients, they 
will still have the ability to opt-up to professional client status if they are deemed 

to meet specific criteria.  In addition, local authorities have been explicitly 
excluded from the eligible counterparty category. 

MiFID II (Annex II) allows retail clients to request to opt-up to elective 

professional client status (either generally or in relation to one or more particular 
services or transactions), provided that certain qualitative and quantitative 

criteria are met (described below) . 

Qualitative test: requires the investment firm to undertake an adequate 
assessment of the expertise, experience and knowledge of the client to give 

reasonable assurance, in light of the nature of the transactions or services 
envisaged, that the client is capable of making his own investment decisions and 

understanding the risks involved 

  

http://www.treasurers.org/repos/
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Quantitative test: in relation to MiFID business, in the course of carrying out 
the above assessment, at least two of the following conditions are met: 

(a) the client has carried out transactions, in significant size,  on the relevant 
market  i at an average frequency of 10 per quarter over the previous four 

quarters;  

(b) the size of the client’s financial instrument portfolio, defined as including 
cash deposits and financial instruments,  exceeds €500,000; ( (c) the client 

works or has worked  in the financial sector for at least one year in a 
professional position, which requires knowledge of the transactions or services 

envisaged. 

MiFID II also allows member states to adopt additional or an alternative specific 
criteria for the assessment of the expertise and knowledge of local authorities 

requesting to be treated as professional clients.  The Financial Conduct Authority 
is currently engaging with stakeholders including CIPFA to develop its policy 

thinking in this area and has also published a discussion paper on those areas of 
MiFID II where it has discretion on how it is implemented in the UK.   

The main section likely to be of interest is Section 5 Professional client business 
– client categorisation and treatment of local public authorities and 

municipalities.   It describes 3 possible options for exercising its discretion in 
relation to the opt-up criteria for local authorities, on which stakeholder views 
are sought: 

Option A: no change to the existing opt-up criteria for local authorities (for both 

MiFID and non-MiFID business), but provide guidance on aspects of it 

Option B: introduce new rules – strengthen the quantitative element of the opt-

up criteria for local authorities for MiFID business 

Option C: change our rules - strengthen the opt-up regime for local authorities 

so that the alternative quantitative opt-up criteria for local authorities mirror the 
MiFID large undertakings test. 

The discussion paper also proposes to extend the re-categorisation of local 
authorities as retail clients to non-MiFID business.  

The consultation closes on 26 May 2015. 

 

 

Lender’s Option, Borrower’s Option Loan 

Lender Option, Borrower Option loans, more commonly known as LOBO’s have 

been used by local authorities for some years, first becoming popular in the late 
1990’s.  They are a loan which includes an option for the lending bank to amend 

the interest rate charged at predetermined intervals (which can be anything 
from 6 monthly, annually or 5 yearly).  If the bank changes the interest rate the 
borrower has the option at that point in time to repay the loan in full with no 

penalty. 

Many local authorities took out LOBO’s.  Total UK outstanding debt for local 

authorities at the 31 March 2013 was £69.2bn, of which the largest proportion, 
74%, is longer term borrowing with the PWLB.  Around £10.9bn is LOBO’s. 

http://www.fca.org.uk/news/dp15-03-mifid-ii-approach
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The Panel considered LOBO’s in its 2012 publication Treasury Risk Management 
Toolkit1.  It provided practical guidance to enable local authorities to establish a 

policy for LOBO’s, evaluate a LOBO offer and to monitor and evaluate the risks 
associated with outstanding LOBO’s.  

There have been a number of recent press articles and Freedom of Information 
Requests about LOBO’s and the Panel has decided, for educational purposes, to 
make the LOBO section of its publication available as part of this Bulletin.  It can 

be found in Appendix A.   

There is currently little appetite or available market for new LOBO’s and local 

authorities are predominantly engaged in managing the risk associated with 
their existing LOBO portfolio. 

 

There are two International Financial Reporting Standards which may impact 

upon financial instruments in local authorities’ financial statements, IFRS 13 
Fair Value Measurement and IFRS 9 Financial Instruments.   

IFRS 13 - FAIR VALUE MEASUREMENT  

The 2015/16 Code of Practice on Local Authority Accounting in the United 
Kingdom (Accounting Code) introduces the requirements of IFRS 13 Fair Value 

Measurement.  

The standard defines fair value as being the price that would be received to sell 

an asset or paid to transfer a liability in an orderly transaction between market 
participants at the measurement date (Accounting Code Paragraph 2.10.2.5). 
The key principle is that a fair value measurement represents an (exit) price for 

an asset or liability from the perspective of market participants at the 
measurement date. 

IFRS 9 - FINANCIAL INSTRUMENTS 

IFRS 9 Financial Instruments has been issued by the IASB with an effective date 
of 1 January 2018 and, subject to EU adoption, is anticipated to be adopted in 

the 2018/19 Accounting Code.  Although this might appear a distant prospect, 
the new Standard could have a financial impact on some local authorities, 

particularly those that hold or are planning to hold investments that would fall 
within the Available for Sale category. 

Currently, Available for Sale financial assets are required to be carried in the 

Balance Sheet at fair value. However, movements in fair value are accrued in a 
revaluation reserve and posted to the CIES only when the investment matures 

or is sold or if it becomes impaired. This classification of financial assets is not 
included in IFRS 9, exposing these investments to the risk of an accounting 

treatment in which fair value gains and losses are posted to the CIES as they 
arise. 

Where the treatments will differ substantially under IFRS 9, CIPFA/LASAAC are 

working with HM Treasury and the other relevant authorities that produce  
manuals under the oversight of the Financial Reporting Advisory Board (FRAB) to 

consider the impact of the implementation of this standard.  

 

                                                           
1
 Treasury Risk Management Toolkit, CIPFA, 2012 available at www.cipfa.org 
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Islamic Finance 

Following the success of the UK government’s oversubscribed Sukuk bond in 
June 2014 and its pledge to make the UK a western hub for Islamic finance, 

CIPFA is now examining how local authorities and other public bodies could 
make use of this source of borrowing to diversify their funding options. 

The move follows a round-table event at CIPFA in October 2014 to explore the 

use of Islamic finance with a broad range of stakeholders from local government, 
the banking sector, specialist Islamic finance legal advisers and a Sharia scholar. 

The roundtable discussed the unique features and benefits of Islamic financial 
products and examined how viable solutions could be developed for local 
government funding.   

Given that it was intuitively felt that there should be a role for Islamic finance in 
local government, CIPFA will facilitate work with Islamic finance providers to 

explore potential products which could be tailored to the needs of local 
authorities and other public bodies. 

The preservation of wealth underpins Islamic finance, which prohibits earning 

wealth falsely through cheating, lack of transparency or by charging 
interest.  The Sukuk bond provides a ‘periodic distribution amount’ to investors 

to meet these restrictions. 

 

 

Publications Update 

In 2014 the Panel updated the Treasury Management Code Guidance for Smaller 
Organisations2.   The Panel updated the Guidance in recognition of the potential 

difficulties that smaller organisations continue to have in implementing the Code 
of Practice for Treasury Management in the Public Services in full. 

The Panel also produced a Capital Strategy3 publication which demystifies the 

jargon around capital and asset planning and is written in a non-technical way 
that will appeal to a wide audience. It points to best practice, based on real life 

examples and experience across the public sector. 

In 2015 the Panel, in conjunction with the Financial Management Panel, is 
updating CIPFA’s Balance Sheet Management4 publication.  The Panels are 

seeking best practice examples of balance sheet management to include in the 
publication, so please contact Mandy.bretherton@cipfa.org if your public sector 

organisation would like to be considered. 

 

  

                                                           
2
 Guidance for Smaller Pubic Service Organisations on the Application of the CIPFA Code of Practice for 

Treasury Management in the Public Service, CIPFA, 2014,  available at www.cipfa.org 
3
 Capital Strategies and Programming, CIPFA, 2014,  available at www.cipfa.org 

4
 Balance Sheet Management in the Public Service: A Framework for Good Practice, CIPFA 2006 

mailto:Mandy.bretherton@cipfa.org
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UK Municipal Bonds Agency 

The UK Municipal Bonds Agency (‘UKMBA’) was developed through the Local 
Government Association with the primary purpose of reducing councils' capital 

financing costs over the long term. It aims to do this by: 

 raising money on the capital markets through issuing bonds; 

 arranging lending or borrowing directly between local authorities; 

 sourcing funding from other third party sources such as banks, 
pension funds and insurance companies. 

There are now nearly 60 councils committed to joining the LGA as investors in 
the Agency.  After two successful capital raises, UKMBA is sufficiently capitalised 

to launch and become a fully independent entity.   

Councils that have supported the establishment of the UKMBA by signing up as 
founder shareholders will receive priority on borrowing and benefit from a 

discount on the cost of using the Agency.  

UKMBA is confident that all borrowers will benefit from a lower cost of funds 

from using the Agency than is currently available from either own name 
transactions or accessing the Public Works Loan Board.  

The UKMBA is in the final stages of preparation and expects to commence delivering 
cheaper financing to councils in the near future. 

If you have any questions about UKMBA, or would like to learn more about 

becoming a borrower, please contact: 

Aidan Brady, Chief Executive Officer 

Email: aidan.brady@locfin.co.uk  

Christian Wall, Portfolio Manager 

Email: christian.wall@locfin.co.uk 

 

 

FEEDBACK/COMMENTS 

If you have any feedback/comments on any item in this bulletin or any questions 
on the work of the panel, please email mandy.bretherton@cipfa.org  

 

Panel Page: http://www.cipfa.org/Policy-and-Guidance/Technical-Panels-and-
Boards/Treasury-and-Capital-Management-panel 

  

http://aidan.brady@locfin.co.uk/
mailto:mandy.bretherton@cipfa.org
http://www.cipfa.org/Policy-and-Guidance/Technical-Panels-and-Boards/Treasury-and-Capital-Management-panel
http://www.cipfa.org/Policy-and-Guidance/Technical-Panels-and-Boards/Treasury-and-Capital-Management-panel
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APPENDIX A 

This section is extracted from CIPFA’s publication Treasury Risk Management 

Toolkit, CIPFA, 2012 available at www.cipfa.org 

SECTION 8 

LOBO loans 

8.1 WHAT IS A LOBO LOAN? 

A Lender’s Option Borrower’s Option loan (LOBO) is a market loan in which 

typically the lender has a periodic opportunity to offer an adjusted rate, and 
the borrower has the option to either accept this rate or repay the loan in 

full at par. As an example, a LOBO may have a headline rate of 4%, and 
the lender has the option to change the rate after five years, and annually 
thereafter. If the lender opts to change the rate, the borrower can accept 

the new rate, or repay the loan. The borrower is therefore exposed to 
interest rate risk or refinancing risk at each option. 

Whilst the name suggests that both the lender and the borrower hold 
options, it is the lender’s option that has economic value. It is the value of 
the options that may enable the headline rate to be lower than that offered 

through PWLB. 

LOBOs are a frequently used borrowing tool in the local authority sector. 

The 2010 Treasury Management Risk Study suggested that 23% of 
borrowings have been through LOBO. LOBOs are market loans; their pricing 

and availability is therefore dependent on the lender’s cost of capital. Since 
2007, there has been a noticeable decline in their availability, probably as a 
result of the credit crisis. 

LOBOs are inherently risky as a result of their embedded optionality. As the 
option to change the rate rests with the lender, it may be assumed that the 

offered rate will always be higher than the headline rate. It is also likely 
that a new rate will be offered in an environment of higher interest rates.  

8.2 MARKET ANALYSIS  

A LOBO loan can be analysed in terms of its financial components, as 
follows: 

1. a loan at a floating rate which reflects the lender’s cost of capital, the 
credit risk of the borrower, and the lender’s profit margin 

2. an interest rate swap converting the variable rate into a fixed rate 

3. a series of options, one for each option date; these are known as 
Bermudan swaptions. 

 

It is likely that the majority of lenders have hedged their interest rate 
exposure and sold the embedded option to an investment bank (which may 

be part of the same lending bank). In this situation, any option call is likely 
to be triggered by the investment bank holding the swaption. The 

embedded options are likely to hold significant value, not least because of 
the number of options extending for many years (sometimes 40 to 60 
years). 
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Following agreement of a LOBO, the interest rate swap and the options will 
be marked to market by the lender and the investment bank. It is possible 

for the swap component to stand at a significant loss without the LOBO 
option being called, because of the value in the outstanding options. 

However, as the years go by there will be fewer options remaining and their 
value is likely to decline. At some date in the future, the value of the 
options may be outweighed by a loss on the swaps, and at this point the 

LOBO option is likely to be called.  

8.3 ESTABLISHING A POLICY FOR LOBOS  

LOBO loans may therefore look attractive to local authorities because the 
value of the options they have given can result in an interest rate which is 
(initially) below PWLB. However, the price for this is the risk that the 

lender’s option will be called at some future date. A LOBO is likely to be 
called when it advantages the lender and disadvantages the borrower (in 

particular, when interest rates are high, and refinancing will be expensive 
for the borrower). There is therefore a high risk that there will be a time, 
part way through the life of an authority’s LOBO portfolio, at a high point of 

an interest rate cycle, when the majority of the LOBO book will be called at 
the next option dates. 

A key difficulty for local authorities using LOBOs is the lack of transparency 
to the authority: it is difficult to understand what is driving the pricing, 

what margin the bank is taking, what level of risk is being taken in the 
option structure, what is the likelihood of option calls, etc. 

There are several ways in which an authority considering LOBO loans can 

set a policy to limit the risks, including: 

 Establish a small maximum percentage of total loan debt which can 

be held in LOBOs. 

 Establish a maximum percentage of total loan debt which may be 
repayable in any year (including all possible LOBO option calls). 

 Spread the option dates on the LOBO loan portfolio evenly over a 
five-year cycle. It is risky to take LOBOs with six-month or annual 

option dates; better to have options at five-yearly intervals which 
can be staggered for different loans. 

 The use of LOBOs should be specifically authorised in treasury 

management practices. 

 ‘Know the product’ is a basic tenet of treasury management. Before 

an authority or a dealer considers taking a LOBO, it is essential to 
gain a good understanding of the product in discussion with advisers, 
brokers or banks. If you are not sure, do not do it. 

8.4 EVALUATING A LOBO OFFER 

When entering into a LOBO, a local authority is accepting refinancing risk 

on the option dates. Treasury managers should therefore review the impact 
of any proposed LOBO on the authority’s debt maturity profile relative to its 
benchmark maturity profile. Is the level of possible loan repayments in any 

year (including possible LOBO option calls) reasonable? 
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When evaluating a LOBO borrowing opportunity, councils should compare 
the rate offered on the LOBO with both swap and PWLB rates. While a 

LOBO’s contractual maturity may be, for example, 50 years, comparing the 
headline rate to that available through 50-year PWLB is overly simplistic. 

The actual maturity may occur on any of the option dates. The lender, the 
broker offering the loan, or the council’s treasury advisor should be able to 
assist the council in understanding the LOBO’s expected life such that an 

appropriate benchmark can be established to determine its relative value 
vs. PWLB and swaps. A simple rule of thumb may be to only accept a LOBO 

rate which is below the PWLB rate at both the first and the last option dates 
(ie below the five-year and the 50-year PWLB rate in the example). 

Authorities considering LOBOs will need to review LOBO quotes over a 

period of time, and understand the way in which pricing is sensitive to both 
swap rates and option value. The value of options is highly sensitive to 

volatility in market (swap) rates. The more unsettled long-term interest 
rates are, the greater the value in the options, and the better the LOBO 
rate should be. An indication of this can be gained by looking at normalised 

sterling volatility on market screens. 

8.5 MONITORING AND EVALUATING THE RISKS OF OUTSTANDING 

LOBOS 

LOBO portfolios should be periodically reviewed to assess the risk inherent 

in the embedded options. For example, it may be appropriate to discuss the 
likelihood of the lender exercising their option well in advance of the 
corresponding date. The likelihood will depend on a number of factors, 

including:     

 market interest rates     

 remaining time value of the embedded options     

 the lender’s cost of capital.  

Determining the likelihood of an option being exercised is a complex and 

subjective calculation and qualitative factors should also be included. 
Councils should include dialogue with their lenders, advisers and other 

LOBO borrowers to further enhance their understanding of the likely 
behaviour. However, it is perfectly possible to estimate a LOBO’s value and 
expected option call date based on reasonable assumptions, and advisers 

or banks should be expected to do this periodically, especially where the 
authority’s LOBO book is large.  

However, the level of uncertainty around the maturity date or option 
exercise date is very high. Authorities might therefore review their maturity 
profiles and refinancing risks based on an early, a middle and a late LOBO 

repayment assumption. 

The valuation number itself is made up of a number of elements (see 

section 7.2 above), and the actual number provides a reasonable indication 
of the appetite of the LOBO provider to either retain or exercise their 
option. Perversely perhaps, but a LOBO with an associated large 

redemption cost indicates that the providing bank is not willing or able to 
exercise their option. While a substantial redemption cost is generally seen 

as negative in PWLB restructuring terms, it actually implies that the 
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refinancing risk is relatively low when applied to a LOBO portfolio. 

Monitoring of indicative LOBO breakage costs is also a very useful way of 

becoming familiar with the individual building blocks that make up a LOBO, 
and also the role that each of these building blocks plays, in deriving the 

overall cost figure. 

Where lenders have sold the embedded option to an investment bank, this 
will likely reduce the lender’s flexibility to exercise their option, as they may 

face significant ‘tear-up’ costs to break the option agreement. In a situation 
where a lender wishes to change the rate, perhaps in the situation of a 

significant increase in their cost of capital, they will carefully evaluate this 
decision against the breakage costs of the option and any other hedges.  

There may be situations where lenders have elected to hold LOBOs on a 

fixed rate basis, and retain the option themselves. This may drive a 
different exercise behaviour from hedged lenders, and borrowers should 

engage in periodic discussions to further understand possible behaviours. 
LOBOs are bespoke, with a variety of possible option terms as well as 
structured coupons (for example, coupons that depend on the level of 

market interest rates, as opposed to a fixed rate). This provides further 
challenge to borrowers looking to transact, monitor or restructure their 

terms. However, the flexibility enables councils to tailor the terms to their 
specific requirements. 

8.6 OTHER LOBO RISK MANAGEMENT TECHNIQUES 

Having an understanding of the likely behaviour of your LOBOs is key in 
allowing a practitioner to model their authority’s overall borrowing profile 

and, in turn, how this compares to their pre-determined liability 
benchmark.   

CIPFA’s Treasury Management Risk Study can assist with ascertaining the 
likelihood of the lenders’ options being exercised.  Through the many 
interest rate scenarios that are used in the analysis, the impact on any 

LOBOs can be clearly identified. Regular updating of this analysis provides 
local authorities with a useful tool in the management of these trades, and 

insight into the circumstances that may lead to options being exercised. 

8.7 SUMMARY 

Before dealing: 

 understand the product before you deal 

 are LOBOs right for your authority at all? 

 establish a cautious limit on total LOBOs 

 establish a maximum percentage of total loan debt which may be 
repayable in any year (including all possible LOBO option calls) 

 track the market and the pricing for a period 

 compare the offered rate with PWLB and swap rates at first and last 

option dates 

 spread the option dates in the portfolio over several years. 
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After dealing: 

 require your advisers to estimate the expected option call date on each 

LOBO, so you can develop an appropriate refinancing strategy 

 monitor the maximum loan maturities each year (including all LOBO 

option calls) against the benchmark maturity profile to identify and 
manage any major risk periods 

 monitor the loan maturity profile on three LOBO loan assumptions, 

representing an early, a middle and a late repayment assumption. 

 

 


