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Purpose
This paper outlines a potential change in the emphasis placed on our Trading Company, and a suggested role and outline structure and governance plan to take this forward.
Urgency
Routine.

Access
Open.

Background
A ‘trading company’ in terms of charities legislation in England is just that: a company that trades. The Charities Commission for England states that:

“the purpose of using a trading subsidiary is to benefit the charity in some way, for example to protect the charity's assets from the risks of trading, or to increase the level of financial return to the charity by saving tax. If the charity's assets are employed or put at risk for the benefit of the subsidiary, or its directors, creditors or employees, then that purpose is frustrated. In such cases, the trustees of the charity may be personally liable for any loss of, or decline in value of, the charity's assets.” (Charity Commission website, 10 Sep 2010)

The Cochrane Collaboration Trading Company (the TC) has undertaken the second function – to increase the level of financial return to the charity (the Collaboration) by saving tax. 

The TC is a wholly owned subsidiary of the Collaboration, and has a single legal ‘member’ – the Collaboration. Directors are appointed by the Collaboration’s Directors (Trustees/Steering Group members) and no ratification by the Charity’s members is required (although we do this as a courtesy). Traditionally, the Directors have been former CCSG members, usually Treasurers or Co-Chairs. Their role has been principally to sign off the ‘gift aid’ (tax efficient) payments of our publishing royalties (which are paid to the TC) to the Charity, and they have been scrupulous in examining the relevant accounts and financial statements. They have not been involved in any business decision-making.
Proposal and discussion
This paper links to that on opening new earning opportunities. Some of these are covered by the Charities Commission rules for the operation of TCs because they meet one or both of the following criteria:
1. They impose financial risk, in that the return on investment (ROI) may be insufficient to cover the start-up costs; or

2. They cannot be considered to be linked to the Collaboration’s primary purpose, not least because they are designed to raise revenue.

The key proposal of this paper is that, if the Collaboration moves towards more commercial or financially risky activities, it will need a management and governance structure outside the Charity that can support this, and best take advantage of the opportunities identified. The current Director structure will be insufficient to do this, and unfair to the present incumbents to ask them to take this on.

As noted, traditionally our TC Directors are former CCSG members happy and confident enough to examine the TC accounts rigorously for audit purposes. We have also been lucky enough to have TC Directors who are content to expand this role slightly to additional topics such as our ethical stance with regard to sales, and our strategies for national provisions. However, this is a long way short of what we will require if we are to operate more commercially.

Future TC Director requirement. Operating commercially requires a specific skill set that our ‘usual’ colleagues are unlikely to possess. Commercial acumen, entrepreneurship, business creativity and flexibility are skills learned in a very different school than the hospital ward or university lecture room. So to operate commercially we will need directors with commercial skills.
Where to find these Directors? One option to explore is seeking experienced people who are perhaps looking for a new challenge as a way to “give something back”, and who might take the role on as an addition to a current senior role in a commercial environment (also a good way to make contacts in that area), or as a post-retirement role.
Non-Executives. However, oversight remains important, so the likelihood is that we will need what might be termed ‘non-executive’ directors – perhaps of the current model – to provide that ethical oversight within the TC. Although in some ways similar to the current TC role, this could need a greater time commitment than is currently asked.

TC structure - management. A commercial TC will require commercially-minded managers, working with Cochrane colleagues to help develop their brilliant ideas and transform them into commercial propositions. Again, this skill set is unlikely (although not impossible) to come from amongst our current colleagues. This paper does not develop the management structure further, allowing that an early step would be to engage a senior commercial manager who could develop this. 
Manager vs. Director. A common model for Charity TCs is that the senior managers/executives are the operational Directors, with non-Executives drawn from the Charity. This model is recommended.

TC vs. Charity. A quick point of clarification. Expanding the role of the TC does not mean that we set up a new structure separate from our current structures. Instead, the TC staff will work together with and alongside our current staff. Operationally, the main difference will be that they are paid by a different employer.
Revised TC – culture. Acting entrepreneurially will require a culture shift. Entrepreneurship is about seizing opportunities, particularly revolutionary ones perhaps with short durations. It is about acting nimbly when committing resources despite a lack of predictability or apparent control over the environment. And it is about a flat management structure with multiple informal networks, co-ordinating or replacing key non-controlled resources (in our context, perhaps likely to be principally colleagues’ time). Whilst exciting to some, particularly those for whom independent action in themselves or others is attractive, to others this will be challenging.
What products? A number have been discussed previously, including producing systematic reviews or other related products at a commercial rate, educational activities and conferencing. The list of potential products should be developed later, concentrating on the probable at the expense of the possible.
How to take this forward? Two main options:

1. Act in advance of known or developed commercial activities, set up the structure, establish success criteria, and give the TC its head.

2. Wait until we have some concrete proposals, then set up the structures and resources to allow them to develop.

The snag with option 2 is that, in the absence of identified people with the space to take them forward, ideas stagnate, and potential opportunities are missed. David Tovey and Jeremy Grimshaw, for instance, have outlined some great commercial ideas, and the Steering Group has embraced these, but the CEU workload in particular has been such that it has been impossible to devote any level of time and resources to these. In our usual way, this option requires us to ask already busy people to do more.
The advantage of option 1 is that it creates the space for these ideas to develop, within a governance and management structure ready to react to potential opportunities, and so this option is recommended.
Reality check. If we wish to pursue this idea, there will be opportunity costs for current employees, who will need to devote start-up time immediately and ongoing transactional time to this new venture. We will need to be sure that we are ready to have a more commercial arm operating, and that culturally the Collaboration will be on side with this approach. There is risk involved (see ‘return on investment’ below); initial financial outlay would be needed that might not result in new income.
Resource implications
Start-up costs for a more entrepreneurial TC are likely to be significant, but the objective should be that the TC will recoup these costs and turn to profit within three, and turn a worthwhile positive return on investment within five years. Costs will come under two main categories:
1. Ongoing structural costs of the main management structure (perhaps 3 FTE); and

2. Marginal costs for each project, to be developed within a specific project business plan.

Return on investment, turnover and profit. A key measurable for commercial activities is return on investment (ROI). The old adage is “turnover is vanity, profit king”, i.e. moving a lot of money around is fine, but unless you are turning a profit and paying back your investment, possibly worse than useless.

It is difficult at this stage to quantify ROI, which will depend on the activities pursued. Business ‘angels’ expect a ROI in the order of 26%, but also expect that perhaps one third of the projects they invest in will suffer a substantial financial loss. A target of 7-10% or turnover per annum may be more realistic. Some charities have found that commercial activities are a huge amount of work for little gain. For example, Cancer Research UK (total 2009 charity income GBP £498) runs a TC that concentrates on 579 ‘charity shops’ (recycled clothes and books, greetings cards, etc.). Its income in 2009 was GBP £23 million, generating a profit of GBP £1 million, or 4.4% of turnover, or GBP £1727 per shop. This latter metric shows just how much hard work can be involved in comparatively small gains. It is not proposed that we open shops.
Partnering. There are partnering possibilities here. These could be with other related producers, with Wiley or other publishers, or perhaps with other commercial operators operating in the conferencing or education fields. This could be a useful way to gain knowledge, share investment costs and spread risk.

Impact statement
Re-establishing the TC will require financial resources and a significant investment in time from the Collaboration’s officers and members.
Recommendation
It is recommended that the CCSG considers the potentialities and possible impact of this paper, and considers whether it wishes to establish the TC in the revised format discussed.
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