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1 Commercial Strategy Overview

SSDC recognises that we existinarapidly changingworld and are workingin a challenging financial environment,
whichisforecastto become even more demandinginthe comingyears. We wantto meetthese challengesand
exceedthem, survive and thrive in this environment, become aleading council thatis financially self-sufficient and

delivers high quality services toits customers and communities.

To dothis, itisaccepted that we need to change our culture, thinking, and ways of working and embrace and deliver
commercialism throughout the Council atevery level.

Overthe next pages, the Commercial Strategy will focus on outlining ouraims and objectives, how we will achieve
themand know that we have been successful. This will be presented as follows:

The commercial strategic aims describe what we are goingto do tosupportthe overall Council objectives and

strategy.

The rationale explains why thisisimportantandthe current context.

The objectives explain what we will need to do or put in place to achieve ourstrategicaims

The measures describe how we will evaluate our success

1.1 Commercial Strategic Aims

Updatingand improving
systems and governance

Embedding commercial
thinking throughout the
whole organisationand
each projectcycle

Developinginnovation,
income generation, growth
and trading opportunities

Being more commercial,
business likeand generating
income whilst remaining
focussed on our core purpose -
to supportand deliverforour
communities

Building strong
partnershipsand
collaborative ways of

working

Inspiringacommercial

culture across the Council,
the wider publicsectorand
partnerships

Improving commercial
leadership, awareness
and competency at all
levels
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1.2 Rationale - Why do we need a Commercial Strategy?

All publicsectororganisations currently find themselves in an extremelychallenging environment, with mounting
financial pressure, reduced resources and greater market competition for services.

South Somerset District Council (SSDC) faces arevenue budget gap whichis currently estimated to be £4.7m (MTFP
2017-18). However, we know thisislikely to grow overthe comingyears due to factors beyond our control. The
Transformation programme willmake us more modern and efficientand is due to be fullyimplemented by the end
of 2018. Transformation will deliver £2.5m of savings. The remainder of the revenue shortfall must be found through
commercialism and income generation if we are to avoid cutting services.

There will inevitably be, uncertainties in future Government funding, business rate retention and increasing
demands on costs of services, including housing. These are some of the reasons forthe financial shortfall whichis
anticipated toincrease inthe future.

SSDC recognises this ongoing need and the requirement to take a more commercial approach to be self-sufficient
financially and ensure that services are not adversely affected, so that we are ‘future-proofed’ and thrivinginto the
future.

13 How do we achieve Council objectives through our Commercial Strategy?

For SSDC commercialism means the ability to think and act more business-like when considering the ways we
manage, operate, deliverand resource our services and productsin orderto deliver best value for communities and
customers.

Commercialism does not mean just making a profit. It includes:

e Consideringthe whole life cost of policy decisions, including marketimpact and benefits realisation.

e Improvingefficiency of service delivery —reducing costs and streamlining processes

e Maximisingvalue formoney from contractual relationships

e Making robust decisions onaconsistent basis with evidence and asound business case

e Considering new andinnovative ways of generatingincome

e Takinganinvestmentbasedapproach tothe use of financial resourcesincluding assessing the return from
the investmentinterms of financialreturn, delivery of the council’s priorities and added value to our
communities

This means making sound and cleardecisionsin usingourresources, investing publicfunds to become more efficient
and generate income forthe Council to deliver better services whilst retaining a clear focus on our communities. This
will affect different parts of the Council in different ways and to varying degrees, as some services will never be fully
commercial.

However, commercial principles can be applied to most operations and must be considered when reviewing all
policy objectives and direction. It will involve physical, technical and cultural change with strong and effective
leadership and managementatall levels and throughout the organisation.

To achieve these requirements we will need toworktoa clear Commercial Strategy and deliverits objectives on
time and on target.

2|Page



We needtounderstand that embracinga more commerecial culture, in both ourthinking and actions will be of
paramountimportance to help us deliver revenue and high quality services, effectively and efficiently.

We will need to be ambitious and innovativein ourthinkingtoinvestto earn and save additional, secure and long
termrevenue streamsinorderto supportthe service delivery objectives. By adopting this mind-setand achievingin
all of these areas we will ultimately be in abetter position to meetthe wider Council objectives.

1.4 What is the outcome?

Revenue shortfalls will be met, with the organisation wide incometarget of £3m per annumincome by the end of
2021. Whilstthe currenttargetis £4.7m (thisincludesthe forecast savings from the Transformation Programme of
£2.5m) the savings gap will grow inthe comingyears. Therefore, we are forecastingto deliveran estimated £2m
from property rationalisation and investment, an additional £0.75m from improved management of ourreserves
and a further £0.25m from renewable energy and otherinternal business service improvements. If thistargetis
reached, total combined savings of £5.5m will be made across Transformation and all otherareas above.

However, commercialism work will evolveand continue into the future to meet or exceed ongoing revenue targets
wherever possible.

In summary SSDCwill continue to grow its revenue through commercial, ambitious and innovativeinvestment,
development, and costreduction of its services.

By deliveringthe Commercial Strategy which aligns with and supports the Council Plan and complements other
corporate strategies such as Finance and Information Technology SSDCwill:

e developintoamore cohesive and ambitious, economically efficient organisation

e become a partnerof choice for the community and commercial sectors by demonstratingits commercial
awareness and effective delivery of services

e bea desirable andrespected employerthatinvestsinits staff and attracts the next generation

e becomealeaderinitsfield, delivering high quality, efficient, effective and timely services to its communities
and customers.

In deliveringthe Commercial Strategy SSDCwillalso contribute to achievingits Vision:

Great to Excellent to Leading Delivering
work for work with the way for our
communities
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Section 2 Commercial Approach to Income Generation

2.1 Commercial Approach - Our Core Principles and Methodology

This strategy applies whenever we spend money with external suppliers, enterinto or manage ourcommercial

arrangements, generateincome or make acommercial decision. Whilst the Commercial Services teams will lead on
delivery, they willalsoworkin partnership with all service teams across the organisation and externally with
partnersand customers.

However, we recognise that notall services can ‘trade’ or charge for what they dofor customers to generate a direct
income, but to some degree commercial strategy principles could stillapply; whereas we believe that otherservices
can be more innovative but have neverbeen encouraged orenabled todo so ina commercial manner until now.

211

2.1.2

2.1.3

214

SSDC will adoptacommercial approach across the organisation, which allows everybody to share their
ideas through the Income Generation Board and by working with the Service Income Team. This will
allow avenuesforall ideas within internal business services and with external partners and customers to
the Council to be evaluated swiftly, usingarobust early assessment criteriamodeland fully costed
business case approach. In this way we can take forward the right projects, measure efficiencies,
deadlines andincome, through to delivering the final project.

We have enterprising staff, partners and members, their skillsand ideas need to be clearly and
effectively communicated and harnessed to help achieve our commercial strategy. We will investin our
staff training to enhance staff skills and raise the level of commercial expertise across the Council; which
we see as an investment and of value to our organisation not a cost.

Stakeholders, staff and customers willfeelengaged and valued in our new commercial and innovative
approach, realistictargets and projects will be agreed having engaged with them to obtain views, inputs
and buy-in.

We acceptthat the Council will need to take more riskthanin recenttimes inorderto achieve its
ambitionsand commercial success. This risk should be balanced with an efficient and proportional
regard to governance, policy, management, processes and systems to ensure robust decision-making,
performance and success of new commercial enterprises, contracts and partnerships. All of which will
continue to evolve and be refined overtime to ensure that the Council adherestoits statutory
responsibilities and that publicmoney continues to be appropriately invested, used and accounted for.
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Section 3 Organisation Wide Objectives for2017 — 2021
3.1 Business Services Objective

Each and every business service will look to enhance its yield by 5% perannum commencingin 2017/8 by reviewing
fees, charges, processes, the cost of deliveringits services and the potential to deliver new added value services.

Thiswill be done in conjunction with the Commercial Service Income Team, which will comprise agroup of like-
minded skilled and experienced officers, working with each service as a ‘critical friend’ to achieve acommon goal.
They will assist the internal business services and offer advice and specialist experience to draw uponin order take
the bestinnovative ideas forward toimprove service yields by 5% perannum, with a comprehensive proposaland
business planforapproval and implementation.

3.2 Income Generation Objective

The proposed Investment Assessment Team and Income Generation Board comprising members and senior officer
representatives will providea ‘think tank’ to considerand debate broaderincome generationideas, including
external investment proposals and partnership working. These proposals willbe measured against agreed
assessmentcriteria, in ordertoensure it meetsthe required returns/objectives and so that investment of public
moneyis applied with proportionate and efficient regard to procurement and governance procedures. Wherever
appropriate this will be undertaken fully prior to the formal decision making processes to ensure that only valid
projects with real meritare taken forward.

The headline financial objective is to progress proposals that offeratarget 7% netreturnacross the first five years,
are income producing withinthe first 12 months and provide a consistent balance to the overall investment
portfoliointerms of security, liquidity and yield. In order to manage risk, all projects will be in accordance with
reviewed and updated procurement and governance procedures. These will be regularly reviewed, updated and
refinedin orderto ensure flexibility with operational needs, so thata proportionate and efficient reliance can be
appliedintheiruse.

3.3 Other Corporate Plan Objectives and Social Value

Otherprojectsthat donot meetincome generation criteria, but do provide some financial returnand also bring
collective benefittothe community in accordance with our wider Corporate Plan objectives will be considered witha
different form of assessment criteria but similar decision making process; albeit their primary objective may not be
to generate income butto deliveraservice of community benefit i.e. economicdevelopment, jobs, health, welfare,
leisure, housing need etc.
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Section4 SpecificProperty, Land and Development Objectives
4.1 Overview

In orderto become an enterprisingand commercially focused Council which achieves its vision,SSDCwill need to
make effectiveuse and investinits skills, existing land and property assets, as well aslook toinvestin development
and regeneration of infrastructure, land, housing, commercial property and renewable energy sources.

By investingin schemes and projects thatimprove productivity and reduce costs the Council will generate extra
revenue.

Generatingsignificant levels of new income for the Council will helpitto become financially sustainable for the
future.

Deliveringthese objectives will help to shape and improve publicservices and enable economicgrowth across the
District.

These assets and attributes will be applied to redefine and redesign how we work, where we work, who we work
with and influence how we take investment decisions forward.

4.2 Commercial Services and Income Generation Directorate

Investmentinresource and skills to deliver - In redefining and redesigning how we work and who we work with,
investmentinanewrole for Director of Commercial Services and Income Generation has already been appointed.
This Director will oversee an additional investmentin a Property, Land and Development Managerand team
comprising bothin-house and specialist external resource whererequired.

The in house team will be appointed over the comingyearand should be partly in place by end of 2017, with
external elements being recruited asand when required. The remainder of this Directorate aligns with the
Transformation programme and comprises existing commercial services.

Thereisalso an additional new Commercial Directorate role proposed to assist with the Income Generation
objective. Thisrole will be recruited on a ‘self funding’ basis for new business and income generation. A budget for
thisnew role will need to be approved. The Income & Opportunity Development Manager will be tasked with
overseeingand managing existing business units and developing them into self-contained and independent profit
centres (such as the Yeovil Innovation Centre) and investigating new business and income opportunities and taking
these projects forward to fruition on a similar basis of funding and development.

Both Transformation and Commerecial Services & Income Generation will be pivotal in delivering the overallinitial
income target of £4.7m by 2021 and look to exceed thisif possibleto reach the target of £5.5m if possible, in order
to ‘future-proof itself against additional revenuerequirements notyetknown. (See proposed estimated breakdown
at 1.4).

4.3 Defined Areas of Commercial Investment & Income Generation

4.3.1 New lnvestmentin Commercial Property and Land Assets - Investto Earn

In orderto reach our annual income targets, immediateinvestmentinincome producing assets achieving atarget of
7% netincome (or more) across our land, commercial and housinginvestment portfolio, has been proposed as part
of this strategy, to be formally agreed. Inconsidering such opportunities a predetermined set of assessment criteria
for each proposed investment project will be used and abusiness case for proceeding completed in each case to
ensure transparency, due diligence, governance and consistency to aid achievement of our objectives.
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The decision making process willreflect the specificcircumstances of each case. Where the criteriaare met, itis
intended thatthere willbe aschedule of delegation agreed that enables positive decisions to be made thatrespe ct
market requirements for swift action and confidentiality.

Proposals can be broughtforward by the relevant Managers and/or Officers. Itis proposed that the Income
Generation Board will consider non confidentialand non time sensitive opportunities. Ideas that are to be taken
forward, confidential and time sensitive will have early due diligence undertaken by asmall and dedicated
Investment Assessment Group (IAG). If a unanimous recommendation to proceed is made by the IAG (comprising
the Property, Land and Development Manager, Director of Commercial Services & Income Generation, S151 Officer,
Monitoring Officer, and Portfolio Holder) it will be recommended to the CEO for a final decision in consultation with
the Council Leader. They will have agreed delegated authority limits forindividual transactions and be empowered
to make decisions to proceed, wherethe circumstances require, and to report these to the Income Generation
Board, DX and Council in due course.

There will also be regular performance monitoring to demonstrate how the investments are performing overtime,
and to enable portfolio reviewto take place to maximise benefit overtime.

4.3.2 Existing Commercial and Operational Asset Management - Invest to Save

The Council already owns a significant number of valuable property and land assets from which commercial value
can be derived. The Property Project Review June 2017 by David Lock Associates (confidential report) makes a
number of recommendations which will inform the agreed way forward and objectives forthe comingyearsto
contribute towardsincome generation.

The headline recommendations are to retain, investin, regenerate and considerdisposal of anumber of these
assets. Action will be takenin line with theserecommendations when approved.

The overarching principle forexisting assets will be that unless they either contribute positively to a policy objective,
and represent value for money compared to other waysin which the same benefit could be achieved, or provide an
adequate financial return oninvestment, they should be considered fordisposal.

The overall aimisto move to a balanced, more financially beneficial, well managed estate thatincludes awell-
performinginvestment portfolio.

4.3.3 RenewableEnergy Schemes - Investto Save and Investto Earn

A number of renewable energy measures and projects will be investigated to manage our existingand future energy
costs and requirements on our own operational property as well as opportunities forinvestment purely for income
generation.

A valid business case in line with assessment criteria willneed to be metand also considered within the overallasset
portfolioinordertoensure correct governance and a balanced investment and income portfoliois maintained,
havingregard to investmentriskin new technology, in terms of security, liquidity and yield in financial terms.

4.3.4 Housing Development, Sale and Retention - Invest to Earn and Corporate Objective

By the end of 2017 the Council will investigate the benefits of the best vehicle orvehicles to take forward investing
inhousingland and mixed use development projects including Wholly Owned Companies, Joint Venture and
Commercial Partnerships. It will source expert advice in Company set up, trading ventures and VAT implications to
ensure thatit then creates the most commercially appropriatevehicle forthe range of projects it progresses. It will
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developinhouse skills and partnership working to ensure that projects taken forward are suitably resourced to
deliverthe project objectives.

In developing Housing the initial objective is to provide Market Housing to help deliverthe local market needs and
sell the completed units to recover development costs and make a setincome target 10% Profiton Cost. Once this
has been achieved any remaining units still available will be considered for Market and Affordable Rent dependent
on bothlocal housing need and achieving the overall net target return of 7% across the investment portfolio. These
units will be retained by the Council forlongtermincome production and capital value growth.

A further potential benefit that will be soughtis to partner with developers onlocal schemes with the intention that
any directinvestment made by SSDCis matched by the developer, thus using SSDC’s involvement and cash flow to
kick start the delivery of more units to the marketina shortertimescale.

The Council’s exposureto the housing market will be monitored overtime as part of its overall investment portfolio,
so that the impact of changesin market conditions can be considered.

4.3.5 Regeneration

Major Regeneration Schemes—SSDC already has a number of majorregeneration schemes planned, such asthe
Chard Regeneration Scheme and the Yeovil Refresh, and these are projects with their own strategies and plans for
delivery, buttheylinktothe Commercial Strategy objectivesinthe longerterm and the same principles applyin
executingthese projects.

OtherStrategicRegeneration - there are also anumber of smallerand more local schemestargeted at specificneeds
such as the Yeovil Innovation Centre Phase 2and Delivering Employment Land across the District, which are both
current projectsand ongoinglongerterm projects.

Regeneration usually takes alongertime untilitisincome producingthan directincome generationinvestment. It
oftenrequires more resource, capitalorgrant fundinginthe early stages and usually relies on partnership working
with third parties. However, regeneration schemes and projects do also meet other SSDC Corporate Objectives, such
as economicdevelopment, housing, jobs and infrastructure.

Regeneration delivers both tangible commercial and community objectives resultinginincome generation forthe
widerdistrictinthe mediumtolong-term, as well as directly to the Council through business rates or council tax, for
example.

Therefore our Commercial Strategy is just as applicable to regeneration proposals,asitis forincome generation. The
mainvariance isthe timescale forincome delivery. Therefore the council will continue to progress, considerand
assess Regeneration proposals overthe life of this Commercial Strategy, using aninvestment based approach that
seekstocreate viable regeneration schemes that not only pay forthemselves but generate areturn onthe
investmentoverthe longerterm. Asaresult, these will become the income generation deliverables forthe future
SSDC Commercial Strategies. If SSDCis to adopt commercialisminits thinking and actions the Commercial Strategy
can not apply only until 2021 but mustlook to continually generate incomefor the future.

4.3.6 Liquid Assets - Investto Earn

SSDC have cash reservesthat will be reviewed continually under Finance and Treasury Management policies, to
ensure thatthe bestyields and returns are achieved whilst maintaining, suitable levels of security and liquidity to
ensure a balanced portfolio for the organisation both ensuring the smooth running and maximising returns wherever
possible.
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The Council also has access to low cost borrowing. As part of the commercial strategy the Finance department will
review each proposal forinvestment and income generation prospects to ensure that proposals which meet our
investment criteriaare progressed. This will be undertaken through keen commercial management and
consideration of all financial vehicles available to us. These may include short term low cost borrowing from other
organisations, borrowing from the Public Works Loan Board, or investing cash reservesintoincome generating
financial products forthe bestreturns overthe shortand longerterm.

4.4 Summary

Directors will overseeall commercial business activities ensuring that they are appropriately governed, scrutinised,
managed and monitored. Managers and officers throughout the organisation willalso be empowered and
responsible to considerand progress proposals such as:

e Capital receiptsgenerated from assetsales

e Assetretentionandenhancement

e Borrowingproposals, internal and external

e Capital spendingdecisions

e Externallendingdecisions

e Income generation proposals and trading opportunities

Ultimately, all investment decisions will be made having applied arobust business case orevaluated against agreed
key assessmentcriteria priorto progressing.

A set of financial and non-financial criteriawill be used to assess which schemes and projects progress.

Final decisionsforlargerinvestments and income generating proposals will be taken by the appropriate officers and
members under the reviewed and pre-agreed governance and procurement procedures.
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5 How will we know that we have been successful?

5.1

5.2

Commercial Objectives willbe measured overall by the level of additionalincome generated,
but alsoina numberof other ways, forexample;

Embed a commercial culture across the organisation through developing and upskilling our staff to empower
them to be more commercially aware, enterprisingand innovative.

Anincrease in commercial activitydemonstrated by the level of additional income beingachieved, such as
an increase in total contribution to fixed costs and overheads (by %) and contribution to staff costs (by %) .
Reducingthe net budget of a service by reducing variable costs of that service.

Additional investmentincome will be measured and monitored interms of increase in turnover, profitand
returnon investment, as appropriate

Income targets will be agreed with and setforteams that can/are charging for services and efficiency targets
agreed with and set forall teams.

Ongoingrefinement of individual commercial objectives

The refined and detailed commercial objectives within each business service are yetto be agreed and
finalised, butthese will be linked to and complement our corporate, financial and treasury management
strategies. Inthe meantime, the following overarching targets are proposed and may be defined further
during 2017.

To make £2.5m savings through the Transformation programme by the end of 2018.

To setup a Commercial Property, Land and Development Team, in place for 2018 — (new roles outside of
Transformation Programme) delivering New Income Housing, Energy, Property, Land and Development.

To deliveraminimum of £2.2m perannum of revenue by 2021 (with a target of £3m) through commercial
activity and/or existing asset management, be that renewables, commercial or residential investment,

regeneration ordevelopment, with atarget netreturn of 7% across all new commercial proposals.

To deliverthe Property Project review recommendations for existing assets including potential for disposal,
forinvestmentin change of use and retention orletting of existing assets by 2021.

To review all fees and charges and look to increase themin line with inflation annually, orwhere more
appropriate every three years, in orderto maintain ‘true value’ and cost effective fees and charges.

To delivera5% perannum improvementinyield across all internal services by the end of 2018 and ongoing.
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