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ANNUAL TREASURY MANAGEMENT REVIEW 2022/23 
 

  

1. INTRODUCTION 
 

This Council is required by regulations issued under the Local Government Act 2003 
to produce an annual treasury management review of activities and the actual 
prudential and treasury indicators for 2022/23.  This report meets the 

requirements of both the CIPFA Code of Practice on Treasury Management, (the 
Code), and the CIPFA Prudential Code for Capital Finance in Local Authorities, (the 

Prudential Code). 
 
During 2022/23 the following reports have been submitted: 

• an annual treasury strategy in advance of the year (Council 2 March 2022)  

• a mid year (minimum) treasury update report (Audit and Governance 23 

November 2022 and Council 14 December 2022) 

• an annual review following the end of the year describing the activity 

compared to the strategy (this report)  

In addition, this Council has received quarterly treasury management update 
reports on 5 October 2022 and 15 March 2023 which were received by the Audit 

and Governance Committee. 
 

The regulatory environment places responsibility on members for the review and 
scrutiny of treasury management policy and activities.  This report is therefore 

important in that respect, as it provides details of the outturn position for treasury 
activities and highlights compliance with the Council’s policies previously approved 

by members. 
 
This Council also confirms that it has complied with the requirement under the 

Code to give prior scrutiny to all of the above treasury management reports by the 
Audit and Governance Committee.  Member training on treasury management has 

not been undertaken during the year however property fund manager 
presentations have been provided during the year in order to support Members’ 
scrutiny role. 

 
The Treasury Management function is administered by Public Sector Partnership 

Services Ltd on behalf of the Council.  
  

2. THE COUNCIL’S CAPITAL EXPENDITURE AND FINANCING 2022/23 
 
The Council undertakes capital expenditure on long-term assets.  These activities 

may either be: 

• financed immediately through the application of capital or revenue resources 

(capital receipts, capital grants, revenue contributions etc.), which has no 
resultant impact on the Council’s borrowing need; or 

• if insufficient financing is available, or a decision is taken not to apply 

resources, the capital expenditure will give rise to a borrowing need.   
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The actual capital expenditure forms one of the required prudential indicators.   

The following table summarises actual capital expenditure and how this was 

financed.  Full details of the 2022/23 expenditure can be found at Appendix ‘A1’. 

 

£’000 General Fund 2021/22 
Actual 

2022/23 
Revised 
Budget 

2022/23 
Actual 

Capital expenditure 9,173 69,532 17,265 

Financed in year (8,793) (69,532) (17,265) 

Unfinanced capital expenditure 380 0 0 

 
 

3. THE COUNCIL’S OVERALL BORROWING NEED 
 

The Council’s underlying need to borrow for capital expenditure is termed the 

Capital Financing Requirement (CFR).  This figure is a gauge of the Council’s 
indebtedness. The CFR results from the capital activity of the Council and resources 

used to pay for the capital spend.  It represents the 2022/23 unfinanced capital 
expenditure (see above table), and prior years’ net or unfinanced capital 
expenditure which has not yet been paid for by revenue or other resources. 

 
Part of the Council’s treasury activities is to address the funding requirements for 

this borrowing need.  Depending on the capital expenditure programme, the 
treasury service organises the Council’s cash position to ensure that sufficient cash 
is available to meet the capital plans and cash flow requirements.  This may be 

sourced through borrowing from external bodies (such as the Government, through 
the Public Works Loan Board (PWLB) or the money markets), or utilising temporary 

cash resources within the Council. 
 
Reducing the CFR – the Council’s underlying borrowing need (CFR) is not allowed 

to rise indefinitely.  Statutory controls are in place to ensure that capital assets are 
broadly charged to revenue over the life of the asset.  The Council is required to 

make an annual revenue charge, called the Minimum Revenue Provision – MRP, to 
reduce the CFR.  This is effectively a repayment of the borrowing need. This differs 
from the treasury management arrangements which ensure that cash is available 

to meet capital commitments.  External debt can also be borrowed or repaid at any 
time, but this does not change the CFR. 

 
The total CFR can also be reduced by: 
 

• the application of additional capital financing resources, (such as unapplied 
capital receipts); or  

• charging more than the statutory revenue charge (MRP) each year through a 
Voluntary Revenue Provision (VRP). 

  

The Council’s 2022/23 MRP Policy, (as required by DLUHC Guidance), was 
approved as part of the Treasury Management Strategy Report for 2022/23 on 2 

March 2022.  
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The Council’s CFR is shown below, and represents a key prudential indicator.   
 

CFR (£’000) 31 March 
2022  

Actual 

31 March 
2023 

Estimate 

31 March 
2023  

Actual 

Opening CFR Balance  22,444 22,444 24,018 

Add Unfinanced Capital Expenditure 380 0 0 

Minimum/Voluntary Revenue Provision 1,194 0 (4,898) 

Total CFR 24,018 22,444 19,120 

 

Borrowing activity is constrained by prudential indicators for gross borrowing and 
the CFR, and by the authorised limit. 

 
Gross borrowing and the CFR - in order to ensure that borrowing levels are 
prudent over the medium term and only for a capital purpose, the Council should 

ensure that its gross external borrowing does not, except in the short term, exceed 
the total of the capital financing requirement in the preceding year (2021/22) plus 

the estimates of any additional capital financing requirement for the current 
(2022/23) and next two financial years.  This essentially means that the Council is 

not borrowing to support revenue expenditure.  This indicator allows the Council 
some flexibility to borrow in advance of its immediate capital needs in 2022/23.  
The table below highlights the Council’s gross borrowing position against the CFR.  

The Council has complied with this prudential indicator. 
 

 31 March 
2022  

Actual 
£000’s 

31 March 
2023  

Estimate 
£000’s 

31 March 
2023  

Actual 
£000’s 

Gross Borrowing Position  20,000 20,000 20,000 

CFR 24,018 22,444 19,120 

 
 
The authorised limit - the authorised limit is the “affordable borrowing limit” 

required by S3 of the Local Government Act 2003.  Once this has been set, the 
Council does not have the power to borrow above this level.  The table below 

demonstrates that during 2022/23 the Council has maintained gross borrowing 
within its authorised limit.  
 

The operational boundary – the operational boundary is the expected borrowing 
position of the Council during the year.  Periods where the actual position is either 

below or over the boundary is acceptable subject to the authorised limit not being 
breached.  
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Actual financing costs as a proportion of net revenue stream - this indicator 

identifies the trend in the cost of capital (borrowing and other long term obligation 
costs net of investment income) against the net revenue stream. 
 

 2022/23 

Authorised limit £44m 

Maximum gross borrowing position £20m 

Operational boundary £38m 

Average gross borrowing position £20m 

Financing costs as a proportion of net revenue stream -2.89% 

 

 
4. TREASURY POSITION AS AT 31 MARCH 2023 

 
The Council’s debt and investment position is organised by the treasury 
management service in order to ensure adequate liquidity for revenue and capital 

activities, security for investments and to manage risks within all treasury 
management activities. Procedures and controls to achieve these objectives are 

well established both through member reporting and through officer activity 
detailed in the Council’s Treasury Management Practices. At the beginning and the 
end of 2022/23 the Council’s treasury position including accrued interest was as 

follows: 
 

 

Investments and Cash and Cash Equivalents held as at 31 March 2023 including 
accrued interest were as follows: 

  

 
 

31/3/22 

Principal & 

Accrued 

Interest 

£000’s 

Rate/ 

Return 

% 

Average 

Life 

 In 

Years 

31/3/23 

Principal & 

Accrued 

Interest 

£000’s 

Rate/ 

Return 

% 

Average 

Life 

In  

Years 

Fixed Rate Temporary 
& PWLB borrowing  

20,000 2.465 46.73 20,000 2.465 45.73 

CFR 24,018   19,120   

Over/(under) 
borrowing 

(4,018)   880   

Total investments 
(including Cash and 
Cash Equivalents) 

-82,514 3.343 0.49 -86,814 3.751 0.48 

Net investments -62,514   -66,814   



APPENDIX ‘A’ 
 

INVESTMENT 
PORTFOLIO 

Actual 
31/03/22 

£000’s 

Actual 
31/03/22 

% 

Actual 
31/03/23 

£000’s 

Actual 
31/03/23 

% 

Treasury Investments 

Banks 41,047 85 58,398 97 

Local Authorities - - - - 

Total managed in house 41,047 85 58,398 97 

Money Market Funds 7,500 15 1,513 3 

Total managed 

externally 

7,500 15 1,513 3 

Total Treasury 

Investments 

48,547 100 59,911 100 

Non Treasury Investments 

Property Funds 30,451 90 22,761 85 

Invest East Lindsey 3,516 10 4,142 15 

Total Non Treasury 
Investments 

33,967 100 26,903 100 

 

Note: The value of Property Fund investments have gone down by £4.5m during 

the financial year. The Council has received asset sale distribution payments from 
the M&G Fund of £3.2m which has contributed to the overall reduction in property 
fund investments at the year end. No new investments have been made in this 

investment type in 2023/24. 

 

SUMMARY Actual 
31/03/22 

£000’s 

Actual 
31/03/22 

% 

Actual 
31/03/23 

£000’s 

Actual 
31/03/23 

% 

Total Treasury 

Investments 

48,547 59 59,911 69 

Total Non Treasury 

Investments 

33,967 41 26,903 31 

Total of all Investments 82,514 100 86,814 100 

 

 

The maturity structure of the investment portfolio was as follows: 

 2021/22 
Actual 

£’000 

2022/23 
Actual 

£’000 

Investments 

  Longer than 1 year 
  Under 1 year 

       Total 

 

33,967 
48,547 

82,514 

 

25,152 
61,662 

86,814 
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The exposure to fixed and variable rates on investments was as follows: 

 31/3/22 

Actual 
£’000 

31/3/23 

Actual 
£’000 

Fixed rate  
31,000 

(38%) 

53,424 

(62%) 

Variable rate  
51,514 

(62%) 

33,390 

(38%) 

 

5. THE STRATEGY FOR 2022/23 

 
5.1    Investment strategy and control of interest rate risk 
 

 
 
Investment returns picked up throughout the course of 2022/23 as central banks, 

including the Bank of England, realised that inflationary pressures were not 
transitory, and that tighter monetary policy was called for. 
 

Starting April at 0.75%, Bank Rate moved up in stepped increases of either 0.25% 
or 0.5%, reaching 4.25% by the end of the financial year, with the potential for a 

further one or two increases in 2023/24. 
 
The sea-change in investment rates meant local authorities were faced with the 

challenge of pro-active investment of surplus cash for the first time in over a 
decade, and this emphasised the need for a detailed working knowledge of 

cashflow projections so that the appropriate balance between maintaining cash for 
liquidity purposes, and “laddering” deposits on a rolling basis to lock in the increase 
in investment rates as duration was extended, became an on-going feature of the 

investment landscape. 
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With bond markets selling off, equity valuations struggling to make progress and, 
latterly, property funds enduring a wretched Q4 2022, the more traditional 

investment options, such as specified investments (simple to understand, and less 
than a year in duration) became more actively used.   
 

Meantime, through the autumn, and then in March 2023, the Bank of England 
maintained various monetary policy easing measures as required to ensure specific 

markets, the banking system and the economy had appropriate levels of liquidity 
at times of stress. 
 

Nonetheless, while the Council has taken a cautious approach to investing, it is 
also fully appreciative of changes to regulatory requirements for financial 

institutions in terms of additional capital and liquidity that came about in the 
aftermath of the Great Financial Crisis of 2008/09. These requirements have 
provided a far stronger basis for financial institutions, with annual stress tests by 

regulators evidencing how institutions are now far more able to cope with extreme 
stressed market and economic conditions. 

 

5.2      Borrowing strategy and control of interest rate risk 
 

During 2022/23, the Council maintained an under-borrowed position.  This meant 
that the capital borrowing need, (the Capital Financing Requirement), was not fully 

funded with loan debt as cash supporting the Council’s reserves, balances and cash 
flow was used as an interim measure. This strategy was prudent as investment 

returns were initially low and minimising counterparty risk on placing investments 
also needed to be considered. 
 

A cost of carry generally remained in place during the year on any new long-term 
borrowing that was not immediately used to finance capital expenditure, as it would 

have caused a temporary increase in cash balances; this would have incurred a 
revenue cost – the difference between (higher) borrowing costs and (lower) 
investment returns.  As the cost of carry dissipated, the Council sought to avoid 

taking on long-term borrowing at elevated levels (>4%) and has focused on a 
policy of internal borrowing.  

 
The policy of avoiding new borrowing by running down spare cash balances has 
served well over the last few years.  However, this has been kept under review to 

avoid incurring higher borrowing costs in the future when this Authority may not 
be able to avoid new borrowing to finance capital expenditure. 

 
Against this background and the risks within the economic forecast, caution was 
adopted with the treasury operations. The Section 151 Officer therefore monitored 

interest rates in financial markets and adopted a pragmatic strategy based upon 
the following principles to manage interest rate risks: 

 
• if it had been felt that there was a significant risk of a sharp FALL in long 

and short-term rates, (e.g., due to a marked increase of risks around relapse 

into recession or of risks of deflation), then long term borrowings would have 
been postponed, and potential rescheduling from fixed rate funding into 

short term borrowing would have been considered. 
 

• if it had been felt that there was a significant risk of a much sharper RISE in 
long and short-term rates than initially expected, perhaps arising from an 
acceleration in the start date and in the rate of increase in central rates in 
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the USA and UK, an increase in world economic activity or a sudden increase 
in inflation risks, then the portfolio position would have been re-appraised.  

Most likely, fixed rate funding would have been drawn whilst interest rates 
were lower than they were projected to be in the next few years. 

 

Interest rate forecasts were initially suggesting only gradual rises in short, medium 

and longer-term fixed borrowing rates during 2022/23 but by August it had become 
clear that inflation was moving up towards 40-year highs, and the Bank of England 
engaged in monetary policy tightening at every Monetary Policy Committee (MPC) 

meeting during 2022, and into 2023, either by increasing Bank Rate by 0.25% or 
0.5% each time.  Currently the Consumer Price Index (CPI) measure of inflation is 

still above 10% in the UK but is expected to fall back towards 4% by year end.  
Nonetheless, there remain significant risks to that central forecast. 

 

 
 

 
 
 

PWLB rates are based on gilt (UK Government bonds) yields through HM Treasury 
determining a specified margin to add to gilt yields.  The main influences on gilt 
yields are Bank Rate, inflation expectations and movements in US treasury yields. 

Inflation targeting by the major central banks has been successful over the last 30 
years in lowering inflation and the real equilibrium rate for central rates has fallen 

considerably due to the high level of borrowing by consumers: this means that 
central banks do not need to raise rates as much now to have a major impact on 
consumer spending, inflation, etc. This has pulled down the overall level of interest 
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rates and bond yields in financial markets over the last 30 years.  Indeed, in recent 
years many bond yields up to 10 years in the Eurozone turned negative on 

expectations that the EU would struggle to get growth rates and inflation up from 
low levels. In addition, there has, at times, been an inversion of bond yields in the 
US whereby 10-year yields have fallen below shorter-term yields. In the past, this 

has been a precursor of a recession. 
 

However, since early 2022, yields have risen dramatically in all the major 
developed economies, first as economies opened post-Covid; then because of the 
inflationary impact of the war in Ukraine in respect of the supply side of many 

goods.  In particular, rising cost pressures emanating from shortages of energy 
and some food categories have been central to inflation rising rapidly.  

Furthermore, at present the US Federal Open Market Committee (FOMC), European 
Central Bank (ECB) and Bank of England are all being challenged by persistent 
inflation that is exacerbated by very tight labour markets and high wage increases 

relative to what central banks believe to be sustainable. 
 

Gilt yields have been on a continual rise since the start of 2021, peaking in the 
autumn of 2022.  Currently, yields are broadly range bound between 3% and 

4.25%. 
 
At the close of the day on 31 March 2023, all gilt yields from 1 to 50 years were 

between 3.64% and 4.18%, with the 1 year being the highest and 6-7.5 years 
being the lowest yield.   

 
Regarding PWLB borrowing rates, the various margins attributed to their pricing 
are as follows: - 

 
• PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 

• PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 
• Local Infrastructure Rate is gilt plus 60bps (G+60bps) 

 

There is likely to be a fall in gilt yields and PWLB rates across the whole curve over 
the next one to two years as Bank Rate first rises to dampen inflationary pressures 

and a tight labour market, and is then cut as the economy slows, unemployment 
rises, and inflation (on the CPI measure) moves closer to the Bank of England’s 
2% target. 

 
As a general rule, short-dated gilt yields will reflect expected movements in Bank 

Rate, whilst medium to long-dated yields are driven primarily by the inflation 
outlook. 
 

The Bank of England is also embarking on a process of Quantitative Tightening, 
but the scale and pace of this has already been affected by the Truss/Kwarteng 

“fiscal experiment” in the autumn of 2022 and more recently by the financial 
market unease with some US (e.g., Silicon Valley Bank) and European banks (e.g., 
Credit Suisse). The gradual reduction of the Bank’s original £895bn stock of gilt 

and corporate bonds will be sold back into the market over several years.  The 
impact this policy will have on the market pricing of gilts, while issuance is 

markedly increasing, is an unknown at the time of writing. 
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6. Borrowing Outturn 
 

Treasury borrowing – The Council has not undertaken Treasury borrowing during 
the financial year 2022/23. 
 

Non-Treasury borrowing – In December 2018 the Council borrowed £20m from 
the Public Works Loan Board at an average fixed rate of 2.465%.  This borrowing 

is for a period of 50 years and the loans are maturity loans meaning the £20m 
principal will be repayable after the 50 year period.  This borrowing incurred 
interest charges of £493,000 during 2022/23. 

 
Borrowing in Advance of Need - The Council has not borrowed more than, or in 

advance of its needs, purely in order to profit from the investment of the extra 
sums borrowed. 
 

Rescheduling – No rescheduling was done during the year as the average 1% 
differential between PWLB new borrowing rates and premature repayment rates 

made rescheduling unviable. 
 

7. INVESTMENT OUTTURN FOR 2022/23 
 

Investment Policy – the Council’s investment policy is governed by DHLUC 

guidance, which was been implemented in the annual investment strategy 
approved by the Council on 2 March 2022.  This policy sets out the approach for 

choosing investment counterparties, and is based on credit ratings provided by the 
three main credit rating agencies, supplemented by additional market data (such 
as rating outlooks, credit default swaps, bank share prices etc. 

 
The investment activity during the year conformed to the approved strategy, and 

the Council had no liquidity difficulties. 
 
Resources – the Council’s cash balances comprise revenue and capital resources 

and cash flow monies.  The Council’s core cash resources comprised as follows: 

 

Balance Sheet Resources (£’000) 31 March 2022 31 March 2023 

Balances 1,822 1,822 

Earmarked Reserves 31,423 24,914 

Usable Capital Receipts 3,068 3,495 

Capital Grants Unapplied 11,239 26,164 

Total 47,552 56,395 

 

The Council held average treasury investment balances of £66.0m during 2022/23 
which were internally managed, achieving an average rate of return of 2.457% 

compared with the average 3 Month Sterling Overnight Index Average (SONIA) 

rate of 2.721%.  
 

The Council also held average non-treasury investment balances of £24.6m at cost 
which were externally managed. These balances were held in property funds and 
achieved net average returns of 3.381%. 
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In addition to this the Council also held an average of £4.2m in loans to Invest 
East Lindsey which are classified as long term debtors at an average rate of 4.00%. 

 
The combined rate of return on all investments averaged 2.769%. 
 

The Council’s 2022/23 original budget for net investment income was £1.303m. At 
the end of the financial year net investment interest earned was £2.622m which 

was £1.319m above the budget figure.  Treasury investments interest was  
£1.621m, property fund investment income £831k and InvestEL loan interest 
£170k.  

 
Full details of property fund investments held by the Council and the 2022/23 

performance is shown in Section 9 of this report. 
 

 

8. THE ECONOMY AND INTEREST RATES (Commentary provided by Link 
Group) 

 
UK.  Economy. 

 
Against a backdrop of stubborn inflationary pressures, the easing of Covid 
restrictions in most developed economies, the Russian invasion of Ukraine, and a 

range of different UK Government policies, it is no surprise that UK interest rates 
have been volatile right across the curve, from Bank Rate through to 50-year gilt 

yields, for all of 2022/23. 
 
Market commentators’ misplaced optimism around inflation has been the root 

cause of the rout in the bond markets with, for example, UK, Eurozone (EZ) and 
US 10-year yields all rising by over 200bps in 2022.  The table below provides a 

snapshot of the conundrum facing central banks: inflation is elevated but labour 
markets are extra-ordinarily tight, making it an issue of fine judgment as to how 
far monetary policy needs to tighten.   

 
Q2 of 2022 saw UK Gross Domestic Product (GDP) deliver growth of +0.1% quarter 
on quarter (q/q), but this was quickly reversed in the third quarter, albeit some of 

the fall in GDP can be placed at the foot of the extra Bank Holiday in the wake of 
the Queen’s passing.  Q4 GDP was positive at 0.1% q/q.  Most recently, January 

saw a 0.3% month on month (m/m) increase in GDP as the number of strikes 
reduced compared to December. In addition, the resilience in activity at the end 
of 2022 was, in part, due to a 1.3% q/q rise in real household disposable incomes. 

A big part of that reflected the £5.7bn payments received by households from the 
government under the Energy Bills Support Scheme.   

 
Nevertheless, CPI inflation picked up to what should be a peak reading of 11.1% 
in October, although hopes for significant falls from this level will very much rest 

 UK Eurozone US 

Bank Rate 4.25% 3% 4.75%-5% 

GDP 0.1%q/q Q4 

(4.1%y/y) 

+0.1%q/q Q4 

(1.9%y/y) 

2.6% Q4 

Annualised 

Inflation 10.4%y/y (Feb) 6.9%y/y (Mar) 6.0%y/y (Feb) 

Unemployment Rate 3.7% (Jan) 6.6% (Feb) 3.6% (Feb) 
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on the movements in the gas and electricity markets, as well as the supply-side 
factors impacting food prices.  On balance, most commentators expect the CPI 

measure of inflation to drop back towards 4% by the end of 2023.  As of February 
2023, CPI was 10.4%. 
 

The UK unemployment rate fell through 2022 to a 48-year low of 3.6%, and this 
despite a net migration increase of c500k.  The fact remains, however, that with 

many economic participants registered as long-term sick, the UK labour force 
shrunk by c500k in the year to June.  Without an increase in the labour force 
participation rate, it is hard to see how the UK economy will be able to grow its 

way to prosperity, and with average wage increases running at over 6% the 
Monetary Policy Committee will be concerned that wage inflation will prove just as 

sticky as major supply-side shocks to food (up 18.3% year on year (y/y) in 
February 2023) and energy that have endured since Russia’s invasion of Ukraine 
on 22 February 2022. 

 
Bank Rate increased steadily throughout 2022/23, starting at 0.75% and finishing 

at 4.25%. 
 

In the interim, following a Conservative Party leadership contest, Liz Truss became 
Prime Minister for a tumultuous seven weeks that ran through September and 
October.   Put simply, the markets did not like the unfunded tax-cutting and heavy 

spending policies put forward by her Chancellor, Kwasi Kwarteng, and their reign 
lasted barely seven weeks before being replaced by Prime Minister Rishi Sunak and 

Chancellor Jeremy Hunt.  Their Autumn Statement of the 17 November gave rise 
to a net £55bn fiscal tightening, although much of the “heavy lifting” has been left 
for the next Parliament to deliver.  However, the markets liked what they heard, 

and UK gilt yields have reversed the increases seen under the previous tenants of 
No10/11 Downing Street, although they remain elevated in line with developed 

economies generally. 
 
As noted above, GDP has been tepid throughout 2022/23, although the most 

recent composite Purchasing Manager Indices for the UK, US, EZ and China have 
all surprised to the upside, registering survey scores just above 50 (below suggests 

economies are contracting, and above suggests expansion).  Whether that means 
a shallow recession, or worse, will be avoided is still unclear.  Ultimately, the MPC 
will want to see material evidence of a reduction in inflationary pressures and a 

loosening in labour markets.  Realistically, that is an unlikely outcome without 
unemployment rising and wage settlements falling from their current levels.  At 

present, the bigger rise in employment kept the International Labour Organisation 
unemployment rate unchanged at 3.7% in January. Also, while the number of job 
vacancies fell for the ninth consecutive month in February, they remained around 

40% above pre-pandemic levels.  
 

Our economic analysts, Capital Economics, expect real GDP to contract by around 
0.2% q/q in Q1 and forecast a recession this year involving a 1.0% peak-to-trough 
fall in real GDP. 

 
The £ has remained resilient of late, recovering from a record low of $1.035, on 

the Monday following the Truss government’s “fiscal event”, to $1.23. 
Notwithstanding the £’s better run of late, 2023 is likely to see a housing correction 
of some magnitude as fixed-rate mortgages have moved above 4.5% and 

affordability has been squeezed despite proposed Stamp Duty cuts remaining in 
place. 
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As for equity markets, the FTSE 100 started 2023 strongly, rising to a record high 

of 8,014 on 20th February, as resilient data and falling inflation boosted earnings. 
But global equities fell sharply after concerns over the health of the global banking 
system emerged early in March. The fall in the FTSE 100 was bigger than the drop 

in the US Standard & Poors (S&P) 500. Indeed, at around 7,600 now, the FTSE is 
5.2% below its record high on 20th February, while the S&P 500 is only 1.9% lower 

over the same period. That’s despite UK banks having been less exposed and 
equity prices in the UK’s financial sector not falling as far. It may be due to the 
smaller decline in UK interest rate expectations and bond yields, which raise the 

discounted value of future earnings, compared to the US.  
 

USA. The flurry of comments from Fed officials over recent months suggest there 
is still an underlying hawkish theme to their outlook for interest rates.  Markets 
are pricing in further interest rate increases of 25-50bps, on top of the current 

interest rate range of 4.75% - 5%. 
 

In addition, the Fed is expected to continue to run down its balance sheet once the 
on-going concerns about some elements of niche banking provision are in the rear-

view mirror.   
 
As for inflation, it is currently at c6% but with the economy expected to weaken 

during 2023, and wage data already falling back, there is the prospect that should 
the economy slide into a recession of any kind there will be scope for rates to be 

cut at the backend of 2023 or shortly after. 
 
EU. Although the Euro-zone inflation rate has fallen below 7%, the ECB will still be 

mindful that it has further work to do to dampen inflation expectations and it seems 
destined to raise rates to 4% in order to do so.  Like the UK, growth has remained 

more robust than anticipated but a recession in 2023 is still seen as likely by most 
commentators. 
 

9. OTHER ISSUES 
 

IFRS 9 fair value of investments – When producing the 2022/23 financial 
statements the Council has adhered to this accounting standard. This standard 
prescribes the way financial instruments are valued in the accounts and also how 

risk is measured and accounted for. 
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Non Treasury Investments : Property Funds – The Council owns investments 
in commercial property funds and a breakdown of the initial purchase cost is shown 

in the following table: 
 
Pooled Investment Fund (Revenue Expenditure) 

 
Fund Date of 

Purchase 
Net Asset 

Value at Date 
of Purchase 

£ 

Premium/ 
(Discount) on 

Purchase 
£ 

Premium/ 
(Discount) on 

Purchase 
% 

Total Cost 
 
£ 

Hermes 
Property Unit 
Trust 

24/06/16 
30/09/16 
26/01/17 
02/10/17 
28/11/17 
26/12/17 
26/04/19 
TOTAL 

1,621,443 
234,555 
556,376 
344,460 
248,899 
192,410 
694,860 

3,893,003 

48,643 
5,435 

33,547 
9,087 
5,686 
3,517 
1,033 

106,948 

3.00 
2.32 
6.03 
2.64 
2.28 
1.83 
0.15 
2.75 

1,670,086 
239,990 
589,923 
353,547 
254,585 
195,927 
695,893 

3,999,951 

 
Property Funds (Capital Expenditure) 

 
Fund Date of 

Purchase 
Net Asset 

Value at Date 
of Purchase 

£ 

Premium/ 
(Discount) 

on Purchase 
£ 

Premium/ 
(Discount) on 

Purchase 
% 

Total Cost 
 
 
£ 

Schroder UK Real 
Estate Fund 

07/07/16 
07/10/16 
01/12/17 
07/09/18 
TOTAL 

2,021,637 
505,375 

1,478,726 
813,680 

4,819,418 

(25,629) 
(6,373) 
18,280 
(5,659) 

(19,381) 

(1.27) 
(1.26) 
1.24 

(0.70) 
(0.40) 

1,996,008 
499,002 

1,497,006 
808,021 

4,800,037 

Threadneedle 
Property Unit 
Trust 

31/08/18 
28/09/18 
31/10/18 
TOTAL 

2,902,441 
483,966 

1,267,037 
4,653,444 

86,572 
16,116 
42,855 

145,543 

2.98 
3.33 
3.38 
3.13 

2,989,013 
500,082 

1,309,892 
4,798,987 

BlackRock UK 
Property Fund 

 
28/09/18 

 
4,734,550 

 
65,482 

 
1.38 

 
4,800,032 

M&G Investments 
UK Property Fund 
(after repayments) 

 
14/09/18 

 

 
959,583 

 
 
 
 

 
105,707 

 
2.25 

 
1,065,290 

 
 

AEW UK Core 
Property Fund 

 
31/10/18 

 
4,505,538 

 
294,462 

 
6.54 

 
4,800,000 

TOTAL 
 

19,672,533 591,813  20,264,346 
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The table below provides an analysis of the revenue returns (dividend distributions) received during the financial year and an analysis 
of the change in the Net Asset Values of each fund since purchase and also during the 2022/23 financial year. 

 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 

 

Purchase 
Cost 
(£) 

Revenue 
Received 
2022/23 

(£) 

Projected 
Annualised 
Distribution 

Yield 
2022/23 

Net  Asset 
 Value 

At 31/3/23  
(£) 

Total Gain/ 
(Loss) 
Since 

Purchase 
(£) 

2022/23 
Gain/ 
(Loss) 

(£) 

2022/23 
Annualised 

Fund 
Capital 

Gain/(Loss) 
Since 
1/4/22 

2022/23 
Combined 

Return 

Federated Hermes Property 
Unit Trust (Revenue Fund) 

3,999,951 131,406 3.29% 4,020,539 20,588 (762,204) (15.94%) (12.65%) 

Schroder UK Real Estate 
Fund 

4,800,037 195,247 4.00% 4,754,523 (45,514) (1,134,076) (19.26%) (15.26%) 

Threadneedle Property Unit 
Trust 

4,798,987 194,887 4.06% 4,157,655 (641,332) (875,329) (17.39%) (13.33%) 

BlackRock UK Property Fund 4,800,032 135,231 2.82% 4,471,342 (328,690) (979,220) (17.97%) (15.15%) 

M&G Investments UK 
Property Fund (after 
distribution payments) 

1,065,290 37,054 N/A 1,203,195 137,905 (48,942) N/A N/A 

AEW UK Core Property Fund 4,800,000 137,464 2.86% 4,153,479 (646,521) (725,249) (14.87%) (12.01%) 

TOTAL 24,264,297 831,289  22,760,733 (1,503,564) (4,525,020)   
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The 2022/23 unrealised losses on the Hermes Property Fund of £762,204 have 
been transferred to the Pooled Investment Funds Adjustment Account in 

accordance with statutory override SI2018/1207. The balance on this account now 
stands at £20,539. 
 

The total unrealised losses on the capital property funds during 2022/23 was 
£3,762,814. The total cumulative net unrealised losses on the capital property  

funds now stands at £2,071,647. 
 
The M&G property fund has now paid a cumulative total of £3,734,710 in respect  

of property sales. These receipts have been used to finance the minimum revenue 
provision charge which reduces the historic unfinanced capital expenditure by a 

corresponding amount. 
 
A minimum revenue provision of £3,596,806 and a voluntary revenue provision of 

£1,301,411 has been made in the 2022/23 accounts.   
 

The total cumulative minimum revenue provision relating to the Council’s property 
fund investments is £3,596,810 and a total voluntary revenue provision of 

£1,662,055 has been made.  
 

The table below provides details of the 2022/23 budget for property fund 
distributions and borrowing costs along with the provisional returns received for 

the year. The final column shows the total distributions since the property funds 
were purchased.  

 
It can be seen from the table above that the net revenue distribution received by 

the Council during 2022/23 was £338,289. The cumulative net distribution since 
purchase has now increased to £2,775,897. 

Financial Institution Actual   
Dividend 

Distribution 
Received   

Pre 2022/23           

Dividend 
Distribution 

Budget 
2022/23 

Dividend 
Distribution 

Received 
2022/23 

Total 
Distribution 

Received 
Since 

Purchase 

Federated Hermes Property Unit 
Trust 

727,525 117,859 131,406 858,931 

Schroder UK Real Estate Fund 779,317 141,434 195,247 974,564 

Threadneedle Property Unit 
Trust 

703,245 196,734 194,887 898,132 

BlackRock UK Property Fund 531,654 144,948 135,231 666,885 

M&G Investments UK Property 
Fund  

581,963 163,395 37,054 619,017 

AEW UK Core Property Fund 742,212 197,216 137,464 879,676 

Total Revenue 4,065,916 961,586 831,289 4,897,205 

Borrowing Costs (1,628,308) (493,000) (493,000) (2,121,308) 

Net Revenue Position 2,437,608 468,586 338,289 2,775,897 
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 2022/23 Capital Programme and Outturn  

 

 
 

 

Capitalised Planned 

Enhancements 
492 367 -125

Car Park Resurfacing 250 70 -180

Gibraltar Rd Wall Collapse 179 167 -12

Disabled Facilities Grants 1,562 1694 132

Pumping Works on Foreshore 146 0 -146

Vehicle Purchases 27 0 -27

IT Investment 1,185 880 -305

Community Housing Fund 654 0 -654

Traveller Sites 690 0 -690

PSPS Investment 249 68 -181

Public Sector Hub 4,006 3,906 -100

London Road 175 5 -170

Kingfisher Enhancements 109 6 -103

Green Homes Grants 1,979 2,257 278

Sustainable Warmth 7,321 2784 -4537

Fitness Suite Refurbishment 276 342 66

Pride in East Lindsey 63 65 2

Changing Places 300 0 -300

Total Non-Towns Fund Projects 19,663 12,611 -7,052

Leisure and Learning Hub 8,853 744 -8109

Sutton on Sea Colonnade 6,014 105 -5909

Skegness Foreshore 4,726 20 -4706

Skegness Railway Station 2,098 147 -1951

Skegness Town Centre 

Transformation
661 972 311

Police Training Centre 2,105 990 -1115

Multi-User Trail 1,427 292 -1135

Learning Campus 11,854 720 -11134

Skegness Cultural 1,402 102 -1300

Campus for Future Living 6,034 516 -5518

Sandilands 2,974 0 -2974

Mobihub 1,401 2 -1399

Mablethorpe High Street 320 44 -276

Total Towns Fund Projects 6 49,869 4,654 -45,215

Grand Total 69,532 17,265 -52,267

Scheme

Revised 

Budget 

2022/23 

£’000

Variance

(under)/over 

£’000

Actual 

2022/23 

£’000
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2022/23 Capital Expenditure Financing 
 

General Fund 2022/23 Capital Funding and Outturn 

Financing 

Revised Budget 
2022/23 £'000 

Outturn 2022/23 
£'000 

Variance 

(under)/overspend 

 £'000 

Grants & Contributions (50,117) (11,627) (38,490) 

Capital Reserves (4,788) (1,224) (3,564) 

Capital Receipts (3,105) (1,467) (1,638) 

Direct Revenue Financing (11,522) (2,947) (8,575) 

Total (69,532) (17,265) (52,267) 

 


