AHEAD’S INFORMATION SHEETS FOR ORGANISATIONAL DEVELOPMENT

STRUCTURES OF ORGANISAITONS

What’s in a name?
Voluntary—not-for-profit—charitable—third sector—non-governmental
organisation (NGO)

As the above list indicates, organisations are often known by many different names, all of which
can apply to the organisation but which have their own specific meanings. The result is often very
confusing, especially for those people newly come to work with these organisations.

Below is a brief summary of some of the important terms you are likely to come
across and what they mean.

Voluntary organisation

This is the catchall word used most often used to describe these type of
organisations. The most obvious implication of this word is that the organisation
that is being referred to carries out its work through volunteers. However the word
‘voluntary’ is also used for organisations such as the Royal National Institute for
the Blind (RNIB), which has many paid staff and millions in income.

One common point for the vast majority of all voluntary organisations is that they
are governed by a group of volunteers. There are also many different names for
this group of people: trustees, management committee, executive committee, or
board of directors, but all refer to the same thing, a group of people who give their
time freely for the management of the organisation. These people probably do not
meet every day, and may only meet a few times a year, but the ultimate
responsibility for the organisation is theirs.

However the term ‘voluntary’ says nothing about the actual activities an
organisation might carry out, its legal structure or the rules by which it is
governed. Indeed, it is very hard to say what exactly makes an organisation
voluntary, as an organisation many have hundreds of paid staff and only a dozen
volunteers.

Despite this, the term is a useful starting point that applies to most of the
organisations that Islington Voluntary Action Council (IVAC) advises and who may
use this information. As it has a generally accepted, but hard to define, public
meaning, it is also a useful way of letting people know that you are not a public
organisation but that you have socially-minded aims and objectives.

Not for profit/non-profit

This term can also be applied to many voluntary organisations. However the use of this term does
not mean that these organisations cannot make a profit. Any organisation that continually ran into
debts is likely to go bankrupt, which is of no good to anyone! Instead this term is used as
shorthand for the clumsier phrase, ‘non-profit-distributing’.
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To qualify as a non-profit, an organisation must have a clause in its governing
document (see ‘charity’) stipulating that it cannot distribute any of its income,
either as money or in some other manner, to the committee or any of its
members. Often this is extended to state that none of the committee can be
employed by the organisation. As a result the people who are involved in running
the organisation are seen as acting out of reasons other than their own profit.

This is contrasted with private business, where the directors or the members of
the company expect to receive a percentage of the income of the organisation (ie
the organisation is for-profit). While this explains why voluntary organisations that
employ many staff are still considered voluntary (because the group of people in
charge cannot receive a profit for their work) it also has all the drawbacks of the
term ‘voluntary organisation’.

Non-governmental organisation and third sector

If voluntary organisations are different from private companies, they are also
different from the government, even though the government and voluntary
organisations often have the same aim of benefiting people, and commonly work
side-by-side. Ultimately, however closely voluntary organisations and
governments work together, the organisations are still independent of the
government, with committees freely appointed according to the rules of the
organizations, and not the decision of the government.

Moreover, while the government is often interested in helping as many people as
possible, voluntary organisations are usually interested in helping specific types of
people: those who live in a certain area, or who are of a certain age or ethnic
background, for example.

This is why these organisations have been described as non-governmental
organisations (NGOs for short), especially for international organisations, to
separate them from the many government-run organisations that are also in
operation in the same fields.

The fact that voluntary organisations resemble both private and government
organisations in different ways, but are also unique to themselves has also led to
the term ‘third sector’, just as you have ‘private sector’ and ‘statutory sector’.

Charity

Often when people use the word ‘charity’ they believe they are referring to
voluntary organisations. Often they use the word in the same way as they use the
words ‘company’ or ‘association’ (see below), but to describe an organisation that
carries out activities with the aim of improving people’s lives and not simply for
profit.
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In fact the word ‘charity’ is used to describe an organisation whose aims/objects
fall within a set of definitions established by law as charitable. These definitions
are generally called the four heads of charity:

Relief of financial hardship
Advancement of education
Advancement of religion
General community purposes.

In all four cases the organisation must demonstrate that its activities have a
significant public benefit. An organisation that is set up to benefit a named
individual (for example an appeal to raise funds for one person to receive medical
treatment) could not be registered as a charity, despite its laudable aims, because
it is only seeking to benefit one person.

If an organisation carries out one or more of these objects (and no other non-
charitable object), is not replacing statutory services nor carrying out political
activities, and its management committee are unpaid and entirely independent of
any other body, then it is likely to be a charity.

There is often a large difference between what the law views as charitable and the
public view. For example, charities are able to charge for their services, and are
not allowed to engage in political activities. The latter point means that Amnesty
International is not a charity, because of its stated aim in persuading governments
to change their laws to ratify human rights within their countries.

If you think that your organisation is a charity, you are legally required to apply to
the Charity Commission for registration onto the public registry of charities. The
Commission will decide whether the application meets the criteria for a charitable
organisation, and may suggest amendments to your objects. If you are successful
then they will issue a registration number, and the organisation must state that it is
a charity in all its publicity and comply with the Commission’s regulations.

As well as saying something about the type of organisation, having a charitable
registration implies an organisation has the following attributes:

A board of trustees—As mentioned previously, this is the group of people who volunteer to
govern the charity. All charities are legally required to have a board of trustees of at least three
people, although the board may be called by many different names: management committee,
executive committee, board of directors. Whatever the name, they are all trustees with the same
responsibilities.

A legal structure—Charities must have a legal structure. The three most
common types are described below. A charity’s legal structure is determined by its
governing document.

A governing document—This is the document that lists the rules by which the
charity must be run. Usually these include the objects of the charity, who can be a
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member, how the trustees are appointed and other organisational details.

Being a charity is a legal obligation and does not bring as many benefits as are
generally assumed. Please consult IVAC for more details on these, and the
restrictions that bind charities.

Legal structures for organisations

Whether you are a charity or not, you must have a structure to your organisation.
Broadly speaking there are three types of structures available to people wishing to
set up a voluntary organisation. Other types of structure do exist, but are much
rarer and likely to apply in only specific cases. Contact the capacity building team
at IVAC for further information on this.

All organisations have a governing document which contains the rules on how the
committee are appointed, who can be members, what the objects are, how
general meetings are run and how to wind up the organisation.

Unincorporated associations

These are associations of people (the members) who have come together to achieve the objects
set out in the constitution. The members then elect a management committee to run the
association under the terms of the constitution (the governing document for associations).

Associations that carry out charitable activities can register as charities with the Charity
Commission, being known as charitable associations. Most voluntary organisations/charities use
the structure of an association.

Pros

e Cost nothing to establish, and very quick to set up (technically exists as
soon as the constitution is signed and the members agree at meeting).

¢ No other agency need become involved (unless you are applying to be a
charity)

e Privacy—not answerable to outside group (save perhaps funders, and if
you are a charity, then the Charity Commission)

e Democratic constitution

Cons

e Associations have no legal existence. All assets are held in the name of the
individuals whose sign the bank account, contracts etc. These individuals
are holding them on trust on behalf of those people who will benefit from
the objects of the organisation.

e As a result when there is a change of trustees, there is usually a need to
change signatories etc, which can cost money, certainly in terms of
administration.

[ ]
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e Members of committee can be held personally liable for obligations and
debts of the organization. However, courts have generally looked upon
these matters in the trustees’ favour where trustees have been shown to
have acted responsibly and with care and so protected the trustees from
claims

e Difficult to borrow money, unless individuals do so on behalf of the
association. Those individuals then become liable for the repayment of that
money.

Trusts

Trusts are commonly established by bequests, with the purpose of achieving certain objects of
interest to the person making the bequest. They have a trust deed as their governing document.
Usually the founders of the trust appoint the first trustees and the board of trustees then selects
subsequent trustees as needed.

Trusts that carry out charitable activities can register as charities with the Charity Commission,
being known as charitable trusts. Often grant-making bodies are trusts.

Pros

e FEasy to set up and quite cheap—you may need to pay £5 stamp duty to
Inland Revenue
e As with an association

e Trusts are undemocratic, and usually reflect the personal preferences of
the founders, rather than the needs of any specific community.
e As with an association

Incorporated company limited (by guarantee)

Unlike the previous two, a company has a legal existence, in the same way you or | do.
Companies can hold property in their own right, borrow money and carry out many of the functions
of any person.

A company’s governing document is called a memorandum and articles of association (often
known as the ‘mem and arts’. Like an association, a company is formed by a group of people who
have come together to achieve the objects set out in the memorandum of association. The
members then elect the board of directors.

Companies that carry out charitable activities can register as charities with the Charity
Commission, being known as charitable companies. This is the preferred structure for most
voluntary organisations/charities which employ staff and enter into complex contracts etc.

Pros

e Companies have a legal existence, so actions are taken in the company’s
name, rather than those of the individual trustees. This means that there is
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no need to change signatories when trustees change, and ownership of
property and contracts is clearer.

e Companies are allowed the limit the liability of members and trustees to a
nominal sum (between one to ten pounds) in the event of the company
winding up and having debts.

o But the directors would be personally liable for losses and debts
where they had;

e Acted fraudulently

e Acted in breach of trust, i.e against the objects of the company or
do not take due care when making decisions.

e Continued to run the company when they know, or ought to
know, it has no reasonable chance of avoiding insolvent
liquidation

e Companies are democratic organisations, but membership can be
restricted giving them the same type of structure as trusts.

e May be easier to borrow money (but banks may ask for personal
guarantees)

Cons

e Companies must follow the Companies Act and, if a charity, must also
follow the Charities Act, increasing the amount of administrative work
involved.

e If the company winds up, all members are required to pay the sum listed in
the memorandum of association to contribute to any liabilities or debts.

e Companies cost money to set up. There is a £20 administration fee from
Companies House, and it is likely that the witnesses needed on some of
the forms will charge a fee for the service (ie solicitors, notaries public)

Example
Using the above terms, let’s look at IVAC.

We could be considered to be a voluntary organisation, as our executive
committee are all volunteers. We are also a charity, registered with the Charity
Commission under number 291890, as our objects are “to promote any charitable
purpose for the benefit of the community in the London borough of Islington”, and
we have a board of trustees (the executive committee).

For our governing document we have memorandum and articles of
association, which means that we are a company, although we call the board of
directors the executive committee. Our members are the many voluntary
organisations within Islington. These meet every year at an Annual General
Meeting to elect the executive committee.
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Further information

The best place to look is the Charity Commission’s website—www.charity-
commission.gov.uk.

You can also order booklets CC21 and CC22, Registering As A Charity and
Choosing and Preparing A Governing Document from their helpline on 0870
333 0123. These books give further details on what a charity is, and explain in
more detail the different types of governing documents and legal structures
available.

For information on setting up a company, contact Companies House on 0870
3333636, or visit www.companies-house.gov.uk.

This document was produced by Islington Voluntary Action Council (IVAC) — web
site www.lvsc.org.uk

LVSC produces a book, Voluntary but not Amateur, which sets out all of the
steps involved in setting up a voluntary organisation. You can order one from
them on 020 7700 8107, or visit www.lvsc.org.uk.
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