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Commercial Activity Policy 

 
1. Policy Statement and Purpose 

To provide guidance for those undertaking commercial activity.   
 
The policy gives an overview of things to consider before undertaking commercial or non-primary purpose 
activities within the University.  Any staff across the University who are responsible for agreeing terms of trade 
and costing these activities with third parties must apply this policy. 
 
This policy exclude any primary purpose trading which directly advances the University’s core activities of 
teaching, research and knowledge exchange.   
 
Commercialisation for translating new ideas and discoveries or exploiting Intellectual Property isn’t covered in 
this policy, other than advice on how to contact Edinburgh Innovations. 
 

2. Definitions 
Throughout this Policy: 
 
‘Trading’ is where the University sells goods and/or services to third party customers. 
 
‘Primary purpose trading’ means trading carried out by the University that advances the University’s 
charitable purposes and provides a public benefit.  Profits from primary purpose trading are exempt from 
direct tax if they are applied solely for the charitable purpose of the University.  
 
‘Ancillary trading’ means that the trading does not directly advance a charitable purpose; but contributes to 
its success.  Ancillary trading can still be said to be exercised in the course of the carrying out a primary 
purpose.  If HMRC are satisfied that the trading is ancillary, it is therefore part of the primary purpose trade 
and will be exempt from direct tax.  An example is fees from veterinary schools where the public can take 
animals for treatment in return for fees and such treatment is available to be used in teaching experiences. 
 
‘Commercial activity’ or ‘non-primary purpose trading’ means where the principle purpose of the activity is to 
raises funds for the University but does not directly advance the University’s charitable purposes or provide 
public benefit.  Additional tax liabilities can arise from this type of trading.  There are also Charity Law 
implications to consider.  The University can undertake non-primary trading as long as there is no ‘significant’ 
risk to the resources of the University.   
 
‘Full economic cost’ means direct or fixed costs, plus any indirect or variable overhead costs.  For example, 
the cost to run a piece of equipment will take into consideration, depreciation charge, materials used, staff 
time/costs required to run the equipment and also estates costs (electricity and share of allocation of building 
maintenance). 
 
‘Surplus’ means the amount of money left after removing the full economic cost of delivering goods and/or 
services.  
 
‘Risks’ mean where the University may incur risk of financial loss; incur legal liability; loss of reputation; 
crystallise or increase tax liabilities for the University. 
 
‘Due diligence’ means that an exercise of care is undertaken before entering into an agreement or financial 
transaction with a third party. 
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3. Introduction 

The University of Edinburgh is a charity and there are different tax treatments for different types of income 
and expenditure. The three key areas of activity within the University are Teaching, Research and 
Knowledge Exchange.  
 
TRAC (the Transparent Approach to Costing) has enabled the University to develop a greater awareness of 
costing and pricing through full economic costing. Universities are, generally, seeking to further embed 
TRAC within their management processes and decision-making. Determining whether to undertake activities 
on a commercial basis should now involve ensuring that the full economic costs of such activity are 
considered. Prices of services may then be set with the knowledge of full costs and market conditions.  
Trading 
Before engaging in any trading, the activity must be assessed to identify if it satisfies a primary purpose, is 
ancillary or non-primary purpose.  If you are unsure of which category your activity falls under than please 
contact Financial Information, Reporting & Strategy Team (FIRST) or the Tax Team.   
 
For additional guidance on the different types of trading refer to the following link 
https://www.oscr.org.uk/media/3092/v10_charities-and-trading-guide_pdfpdf.pdf 
 
If the activity is deemed to be non-primary purpose then careful consideration should be given when deciding 
if activity can be undertaken within the University.  If the trading activity is considered to be of significant risk, 
then a decision needs to be made if the activity should be carried out at all.  Guidance must be taken from 
the Director of Operations within the Corporate Services Team. 
 
Where it is decided that the activity will still be carried out, consideration must be given as to whether the 
activity should be carried out in a subsidiary company of the University.  The Director of Operations, Legal 
Services (legalservices@ed.ac.uk) and the Business Planning team should all be involved at this stage.   
 
As a guide, when any of the below apply, consideration must be given to undertaking the trading activity 
through one of the University’s subsidiary companies: 

 The trading activity does not directly advance the University’s charitable purposes and is not 
ancillary or small scale. 

 There is significant risk to the University from the activity. 
 A taxable profit is forecast. 

 
Where none of the above apply and non-primary purpose activities are carried out by a School, Department 
the College/Support Group Accountant must be informed.  In turn they must also inform central Finance, 
including the Tax team of any non-primary purpose activities that are being undertaken or likely to be 
undertaken in the near future.   
 
When trading with third parties, there are a number of issues that need to be borne in mind. Schools 
considering the provision of goods and/or services to third parties must ensure that they have accurately 
identified the trading purpose of the transaction and have taken advice where necessary regarding potential 
taxation implications that may arise for the University.   
 
Due diligence must be undertaken before entering into a new business relationship with a third party.  This 
process helps to mitigate any risk the third party may pose to the University and/or its assets.   
 
A due diligence process should also be carried out at least once a year on all current third party relationships 
to ensure they continue not to pose any significant risks towards the University.  This process should be 
undertaken by those responsible for managing the existing third party relationship. 
 
The Guidance Note at Section 9 of this policy, gives some basic steps on how to undertake customer due 
diligence.  
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4. Pricing 
Pricing of goods and/or services should have regard to both (a) the full cost of producing the goods or 
delivering the service, and (b) an assessment of what the market will pay.  Specific advice on the pricing of 
individual goods and/or services may be sought from College/Support Group Accountants. 
 
The price of goods and/or services should generate a desirable level of income in order to cover the full cost 
and produce a surplus.  It is the responsibility of budget holder/approving line manger to ensure that the 
surplus generated is acceptable. 
 
For instances where using the full cost pricing method is not considered appropriate or where a surplus can’t 
be produced for reasons such as current market conditions, the justification for such decisions must be 
approved by the budget holder/approving line manager. 
 

5. Terms of Trade 
Terms of Trade, also known as Conditions of Sale, Terms and Conditions or Terms of Business, are 
designed to protect the buying and selling party’s rights, to limit potential liabilities and provide some degree 
of security for the recovery of the debt, following the supply of goods or services. 
 
It is essential that both contracting parties (i.e. buyer and seller) agree Terms of Trade between them 
before, or at the time that a contract is made. This will set the ground rules between them. It will mean 
that both parties know exactly what is expected of them and may prevent unnecessary disputes.   
 
For advice on setting up a commercial contract with a third party please contact the Legal Services team: 
legalservices@ed.ac.uk or visit https://www.ed.ac.uk/legal-services  
 
For general advice about Terms of Trade, or on the process for raising invoices, please contact the Income 
Section of the Finance Department: finance.helpline@ed.ac.uk or +44 (0)131 651 5151 (option 1). 
 
Areas which are covered include:  

 Quality 
 Price 
 Quotations 
 Delivery/date/arrangements 
 Risk and property/retention of title 
 Terms of payment 
 Time limit for raising disputes 
 Right to interest and compensation for debt recovery costs 
 Loss or damage in transit 
 Acceptance of goods 
 Variations to contract 
 Patent rights/indemnity 
 Force majeure 
 Jurisdiction/applicable law 
 Assignment and subletting of contract 
 Right to progress and inspect goods 
 Warranties and liability 
 Severability 
 Insolvency and bankruptcy 
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Before entering into a new contract with a third party, it is important that the below policies are also 
considered.   
 
Anti-Bribery and Corruption  
https://www.ed.ac.uk/files/atoms/files/bribery-anti_bribery_and_corruption_policy.pdf  
 
Fraud  
https://www.ed.ac.uk/files/atoms/files/fraud_policy.pdf  
 
Anti-Money Laundering Policy  
https://www.ed.ac.uk/files/atoms/files/anti-money_laundering_policy_approved_20_11_2018v1.1.pdf  
 
Gifts and Hospitality Policy 
https://www.edweb.ed.ac.uk/files/atoms/files/gifts_hospitality_policy.pdf 
 

6. Value Added Tax - the VAT status of goods  
For both primary and non-primary purpose activity, due consideration must be given to the VAT (indirect) 
and direct taxation implications.  The University is a VAT registered entity and in most transactions VAT is 
payable on goods and services bought, and VAT is chargeable on goods and services sold. Please refer to 
https://www.edweb.ed.ac.uk/finance/about/sections/vat-tax/how-to-understand-vat 
 
Primary and non-primary purpose activity can also give rise to direct taxation issues which may affect the 
University’s annual Corporation Tax Return.  It is important that any trading activity is raised with the Tax 
team prior to undertaking any new trading activities. 
 
VAT and taxation is a complex area and advice may be sought from the Tax team on 
finance.helpline@ed.ac.uk. 
 

7. Subsidiary Company 
The rationale for the formation of a subsidiary will normally be for one of the reasons listed below: 
- The non-primary purpose activity is likely to generate sizeable surplus which will generate taxable profit 

and the University wishes to take advantage of the gift aid regime which enables subsidiaries to pass its 
distributable profits to the University tax free. 

- The non-primary purpose trading carries risk and placing these activities into a separate legal entity 
moves these risk from the University. 

 
Refer to guidance on Subsidiary Companies and Internal Trading at: 
https://www.edweb.ed.ac.uk/files/atoms/files/gifts_hospitality_policy.pdf 
 

8. Commercialisation 
In University parlance, the term "commercialisation" is usually applied in a context where Intellectual 
Property is to be exploited. It may cover knowledge exchange activities. Depending upon the circumstances, 
it may result in the establishment of spin-out or start-up companies, or consultancy contracts or commercial 
research projects being undertaken. These activities are supported by Edinburgh Innovation (EI). Further 
information can be found on EI's website https://www.ed.ac.uk/edinburgh-innovations or 
https://www.ed.ac.uk/edinburgh-innovations/for-staff/commercialisation-routes.  
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9. Guidance Note – How to undertake basic due diligence checks: 
 
Due diligence is fundamental when it comes to knowing your customer and who you are dealing with.  
Customer due diligence can help avoid losses due to fraud, fines and reputational damage for the University 
by verifying their details.   
 
Staff involved in agreeing new third party contracts with customers must undertake the basic level of customer 
due diligence for all new contracts being entered into and every 12 months for existing customers. 
 

 Basic Google internet search on the Company or individual names 
 Companies House search (if UK company) 
 Check Company’s website 
 Review Company’s Annual Report 
 Ensure the company or individual isn’t based in; linked to; or is state-owed by a country which the 

UK Government has imposed financial sanctions.  Details can be found at: 
https://www.gov.uk/government/publications/financial-sanctions-consolidated-list-of-
targets/consolidated-list-of-targets 

 
 
If any potential risks are flagged from the above checks, consideration needs to be given on whether the 
customer relationship should be entered into by the University.  Advice can be sort from the Head of 
School/Department or the Finance department finance.helpline@ed.ac.uk or +44 (0)131 651 5151.   
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10. Support  

Please contact Finance.helpline@ed.ac.uk or 0131 651 5151 (option 1) for further information.  

Please contact Finance.helpline@ed.ac.uk if you require this Policy in an alternative format. 

11. Equality and diversity      
The Equality Impact Assessment has been completed and there are no equality and diversity impacts of this 
Policy. 

12. Approval and review 
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