Legal Structures 
There are many different structures that voluntary organisations can adopt.  Below are some that may be appropriate for you to consider.  For more information and support on the best structure for your organisation contact www.businesslink.gov.uk 
Unincorporated Association/community group 

This may be the best option for you if your group is small, has a limited or specific 

purpose, operates on a small budget, does not own property or need to employ staff or 

has no long term commitments or plans to enter into lease agreements for any equipment etc. It is a popular simple structure commonly used by small voluntary organisations. 

This structure is ideal for small groups with a membership, short-term goals, low incomes, and which do not intend to employ staff or acquire property. Unincorporated Associations are quick and cheap to set up. 

Incorporated Organisations 

An organisation that is a corporate body can enter into contracts, hold property, and take 

part in lawsuits, in its own right. It enjoys limited liability. This means that if it has more 

debts that it can pay and is wound up, its members as individuals are only liable for their 

shareholdings or the amount they have each guaranteed. 

Incorporated organisations are more complicated to set up, and more closely controlled by the law, than unincorporated associations. There are four sorts of incorporated structure suitable for voluntary organisations: 

· Company Limited by Guarantee 

· Community Interest Company (CIC) 

· Charitable Incorporated Organisation (CIO) (not available yet) 

· Community Benefit Society (formerly the Industrial and Provident Society) 

Companies Limited by Guarantee 

A Company Limited by Guarantee does not have shares or shareholders, and cannot 

distribute profits. Instead it has members, who may pay a subscription and are each liable for a limited sum if it is wound up (the guarantee). The members elect a board, or 

committee, or directors, and can remove them but the board has day-to-day control. 

A limited company’s rules are set out in a legal document called the memorandum and 

articles of association. This must be carefully drafted, preferably with legal advice, because the company has no power to do anything not covered by it. The Charity Commission has produced a model which is available free of charge. 

Community Interest Company (CIC) 

A new form of company, that has been available since 1 July 2005. Registered at 

Companies House and with the regulator of CICs. Must have objects and activities that are in the community interest – as assessed by the regulator. Community can mean a section of the community (whether in Great Britain or elsewhere). Can be limited by shares or by guarantee. Must have an ‘asset lock’ i.e. memorandum and articles must require any transfer of assets to be for full consideration – unless to another CIC or charity. 

Charitable Incorporated Organisations 

Under the proposed Charities Act 2006, a special form of incorporated body for charities 

has been created called the Charitable Incorporation Organisation (CIO). It will be 

registered and administered solely by the Charity Commission. Charities that are already 

limited companies will be able to convert to CIOs if they wish. The main advantages are 

likely to be a simpler governing document, and no longer having to deal with Companies 

House at all – only the Charity Commission, so there should be less bureaucracy. This form of incorporation is likely to be available sometime in 2009. 

Charitable Trusts 

A charitable trust is a special sort of unincorporated association, set up to administer 

money or property (or both), and which will usually be registered with the Charity 

Commission. Many trusts administer charitable bequests. Some voluntary organisations 

choose to have trusts to hold property for them, or to administer large amounts of money. 

A trust is set up by a legal document called a trust deed. A model trust deed can be 

obtained free from the Charity Commission. The trust consists of a small group of 

trustees, who manage the money or property in accordance with the trust deed. There 

is no membership apart from them. Problems can arise when trustees die or resign, or if 

new trustees want to replace them or run the organisation differently from the founding 

trustees. Since a trust is unincorporated, trustees are personally responsible for its actions and liable if it runs into debt. There are ways of limiting this, but it is advisable to seek legal advice when the trust is set up. 

Friendly Society

Less popular nowadays, this structure dates from the 19th Century when it was designed to offer insurance benefits for members. To become a Friendly Society your group must have a ‘benevolent’ purpose and a minimum of 7 members. 

Advantages  
· Simple to transfer property between trustees 

· Access to arbitration in the case of disputes 

· Eligible to apply for charitable status if your group’s purposes are considered charitable (as defined by current law) and you can satisfy the Charity Test. 

Disadvantages 
· Unincorporated which means personal liability of trustees/members for any debts of the organisation 

· Regulations to abide by:- groups must comply with Friendly Societies Act 1974 and are liable to investigation by Registrar of Friendly Societies 

· Not such a well known structure may complicate dealings with banks and funders 

Community Benefit Societies (formerly Industrial and Provident Societies) 

These are not-for-profit organisations with charitable purposes and a built-in democratic 

structure. They must give all members an equal say in the running of the society. The 

society has corporate status, and can have a share and loan capital, but must pay only 

moderate interest on any loan capital. Industrial and Provident Societies for the benefit of the community cannot register with the Charity Commission, but must register with the 

Financial Services Authority. They can apply to the Inland Revenue Charities Division to be classed as charitable for tax purposes. 

Unincorporated and incorporated – what’s the difference? 

	Unincorporated 
	Incorporated

	Unlimited personal liability (joint & several) 
	Limited personal liability (usually £1), i.e. committed to a maximum loss

	Ownership of property by 

individual people 
	Ownership of property by the organisation

	No statutory framework – no 

governing law (unless a charity) 
	Clear statutory framework (with penalties for non compliance & automatic fines for late returns)

	No real accountability (unless a 

charity) 


	Clear accountability both to members/ shareholders and to a regulatory body

	No automatic set up/running costs 


	Set up and ongoing costs (e.g. filing fees)


Registered Charities 

A charity is an entity that has been set up for purposes which are exclusively charitable 

and for the public benefit. Charitable purposes that are for the public benefit are set 

out in the Charities Act 2006. In order to be a charity, an organisation must be able to 

demonstrate it is set up with aims that are charitable, and that these aims are carried out 

for the public benefit. It is a requirement that applies to each of an organization’s aims, so a charity cannot have some aims that are for the public benefit and some that are not. 

An organisation that is established for charitable purposes in England and Wales must 

register with the Charity Commission if it has income over £5,000 a year. 

What is a Social Enterprise?

‘Social Enterprise' is a loose umbrella term that covers a wide range types of organisations. Typically it means that the profits made by an organisation are used for the benefit of society rather than keeping it for private gain. Social Enterprises are entrepreneurial and trade to make money - so some the skills to run a social enterprise are the same as business skills.
Social enterprise is not a type of legal structure. To become a social enterprise you can be a community group (unincorporated association), limited company, co-operative, or community interest company.

Types of governing document for each legal structure 

	Legal Structure 


	Governing Document

	Unincorporated Association 


	Rules of Association / Simple Constitution

	Unincorporated Charitable Association 
	Model governing document from Charity 

Commission / Charity Law Association

	Charitable Trust 


	Trust Deed from Charity Commission / Charity Law Association

	Charitable Company 


	Memorandum & Articles of Association 

from Charity Commission / Charity Law 

Association

	Company limited by guarantee/shares 


	Memorandum & Articles of Association from Charity Law Association

	Community Interest Company (CIC) 


	Memorandum & Articles of Association from CIC regulator

	Community Benefit Societies 


	Rules

	Charity Incorporated Organisation (CIO) 


	This is not yet available, but will be on the 

Charity Commission Website when it is ready 




