
Why are we ‘incorporated?’
Community groups start life as ‘unincorporated associations.’ Legally, this means a collection of individuals who choose to act together. Each individual has personal, unlimited liability for any debts. Each individual is personally responsible for legal agreements made by the group. 

Many groups continue as unincorporated associations. This is fine as long as responsibilities for money and property are kept low and there are no contracts to worry about. But once groups have significant amounts of money, and contracts for staff and buildings, then it is important to find a legally safe way of working. 
Incorporating with ‘Limited’ status gives two legal privileges:
· The members have ‘limited liability.’ Each member is personally responsible only for the amount of money they agree to. In many cases, this is as little as ten pence

· The group is a ‘legal person.’ It can sign contracts as a corporation - not as a group of individuals

The management committee is often called the Board. The members of the Board or management committee are legally called the Directors.

What are the duties of Directors?

Directors have a legal duty to 

· act together 

· act in the interests of the company, not in the interests of any particular organisation or section of the community.  

How did we become ‘limited’?

You will be one of these:
· Company registered with Companies House (www.companieshouse.gov.uk.). The constitution is called the ‘memorandum and articles of association.’  Under the 2006 Companies Act, the Memorandum just records the intention to set up a company, and the Articles is the constitution saying how the organisation is run. Before the 2006 Act, the Memorandum sets out objects and powers, and the Articles say how the company is run. 
· Society, previously known as an Industrial and Provident Society (I&PS), registered with the Financial Conduct Authority (www.fca.org.uk) (previously the Financial Services Authority, which took over this role from the former Registrar of Friendly Societies). A Society is either for the ‘benefit of the community’ or for the ‘benefit of members’ (co-operatives).The constitution is called the ‘Rules’. The relevant legislation is now the 2014 Co-operative and Community Benefit Societies Act. 
 The main differences are
· Company law is more flexible than Society law. For example it is easy to give rights to different sections of the community (eg giving tenant members a set number of places on a board) under company law

· It is easier, cheaper and quicker to register a company than a Society. 
· It is easier to amend the constitution of a company than for a Society. Usually companies can change their constitution by a resolution. A Society has to register changes with the Registrar and pay a fee.

· A Society always has Shareholders – there is no option to limit liability ‘by guarantee’ (more on this next).

The costs and complications of registering a Society are less if using a service from a Sponsor. The usual sponsor for TMOs is PEP.
What does “limited by guarantee” mean?

Companies are either
· Limited by shares: The members buy and own shares in the company, or

· Limited by guarantee: this means that the members guarantee to pay some of the debt if the company winds up (decides to pack in)

In a typical company limited by guarantee, a member guarantees to pay ten pence towards any debts left over when the company packs in. But it is not necessary to collect any money from people when they join. 
What is a ‘community interest company’?

The ‘CIC’ is a form of company allowed since July 2005. It may be limited by shares or by guarantee. It is especially created for ‘social enterprises.’

The main features of a CIC are:

· It is a trading company with a social or community purpose

· There is an ‘asset lock’ to ensure that the business and its assets must always be used for the social purpose. 

· Investors can get a ‘dividend’ (a share of the profit) but there is a limit on how much this can be. There is also a limit on the interest that can be paid to lenders

· The directors (legally) can be paid

· A CIC cannot be a charity

For more details go to www.cicregulator.gov.uk
What is ‘charitable’?

A charity is any organisation that works only for charitable purposes and is for public benefit. A charity can be:

· A trust (a group of individuals who set up a charity)

· An unincorporated association

· An incorporated association - including companies and Societies

A charity works for the benefit of the public, not just for one particular section or group. TMOs are usually for the benefit of the members, not for the public, so generally a TMO is not a charity. However there may be advantages in setting up a separate charitable organisation.
The benefits of charitability are:

· exemption from many taxes including corporation tax

· ability to receive gifts and claim back the tax that the giver has paid 

· exemption from stamp duty 

· relief from a large portion of council rates

For more information on charities go to www.charitycommission.gov.uk.
Charitable purposes under the 2006 Charities Act are:
a) the prevention or relief of poverty;

b) the advancement of education;

c) the advancement of religion;

d) the advancement of health or the saving of lives;

e) the advancement of citizenship or community development;

f) the advancement of the arts, culture, heritage or science;

g) the advancement of amateur sport;

h) the advancement of human rights, conflict resolution or reconciliation or the promotion of religious or racial harmony or equality and diversity;

i) the advancement of environmental protection or improvement;

j) the relief of those in need, by reason of youth, age, ill-health, disability, financial hardship or other disadvantage;

k) the advancement of animal welfare;

l) the promotion of the efficiency of the armed forces of the Crown or of the police, fire and rescue services or ambulance services;

m) other purposes currently recognised as charitable and any new charitable purposes which are similar to another charitable purpose.
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