
Incorporation of Charities 
 
Should we incorporate? 
 
Most associations are unincorporated charities. This means that they have no 
legal personality of their own. 
As such they cannot  

 enter into contracts 
 hold title of property 
 sue or be sued 

in their own name. 
The management committee ‘loan’ their legal personalities to the association 
to transact its business. The members of the management committee, as the 
trustees, are therefore jointly and severally liable for the operation of the 
charity. For any charity which has employees, owns property or has long-term 
financial commitments such as a lease, incorporation is likely to be something 
to be seriously considered. 
 
What does incorporation mean? 
 
Organisations incorporate to limit the liable of the management committee. 
The company is recognised in law as having an independent legal personality. 
As such it can 

 enter into contracts 
 hold title of property 
 sue or be sued 

without ‘loaning’ the legal personality of the members of the management 
committee. 
 
What are the advantages/disadvantages of each structure? 
 
Unincorporated Organsiations 
 
This structure is usually used by smaller  local organisations such as amateur 
sports clubs, playschemes etc with few if any employees. 
The advantages are 

 Easy to set up 
 Elect local people to manage 
 No other registration required other than charity commission (if 

necessary) 
 Easy to wind up 

 
The main disadvantage is that members management committee of the 
organisation can be individually or jointly sued for breach of contract and may 
incur unlimited personal liability.  
 
However, this is unlikely where the trustees have acted in good faith and 
exercised due diligence. 
 



 
Incorporated Organisations 
 
The advantages are  
Shares cannot be held in a limited company so charities are limited by 
guarantee. The personal liabilities of the members are limited to say £1. As 
mentioned above the company has its own legal personality and can therefore 
act in its own name. 
Incorporation may give greater confidence to some grant-making bodies and 
is becoming more important as organisations bid for and enter into contacts 
and commissioning. 
 
The disadvantages are 
The time and money spent on administration and the cost of incorporation. 
Sections or sponsored activities cannot be formed with some level of 
independence, as many community associations operate. 
The company is regulated by both company and charity law. 
The managing trustees have responsibilities as directors. 
 
Incorporation does not give the charity the right to trade. It is still 
restricted to the small trading limitations under the charity and HMRC 
regulations 
 
The Charitable Incorporated Organisation (CIO). 
 
The Charities Act 2011 (which consolidated most of the previous acts) 
introduced a new form of incorporation. The CIO gives the charity limited 
liability status. Incorporation will be through the Charity Commission and will 
be free of charge. The implementation date is still to be announced, as some 
of the regulations will need parliament’s approval. 
 
The advantages and disadvantages of the alternative structures are too 
numerous to list here. The following links offer much more guidance to enable 
organisations to make an informed decision. 
 
http://www.sandy-a.co.uk/managing.htm 
 
http://www.communitymatters.org.uk/resources.aspx?Keyword=cio&Resource
TypeID= 
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