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	SUMMARY OF PROBLEM
Our client has been in touch to seek professional advice about the formation of a Limited Liability Company and the sole aim of the company is to give back to the community; help the community. The task at hand is to research how this venture be finalised and research the relevant law regarding the formation of a limited liability company and special issues about its subsequent governance.






	KEY WORDS OR PHRASES
· Construction of a community centre on a waste ground in the United Kingdom (UK).
· Setting up a limited company in the UK with special rules with the sole aim to help the community.
· Relevant laws regarding the formation of a limited company in the UK with the sole aim to give back to the community.
· Special issues about the subsequent governance of limited company in the UK with the sole aim to give back to the community.







	RESEARCH TRAIL
My research has commenced. My research always begins by identifying key laws first. I also used Leganto on my resource list and I decided to begin with the following textbooks:
1. Learning legal rules: a students’ guide to legal method and reasoning by Holland, James A., Webb, Julian S., 10th edition
2. Legal Skills by Finch, Emily, Fafinski, Stefan. 8th edition.
3. Lawyers’ Skills by Webb, Julian S. Maughan, Caroline., Maughan, Mike, Keppel-Palmer, Marcus, Boon, Andrew
4. Westlaw UK. Thompson Reuters (Finch and Fafinski, 2021).
I am looking at the Companies Act. 
· Companies Act 2006
· Companies Act 2006 (legislation.gov.uk)
· s 3 Companies Act 2006- Limited and Unlimited Companies
· Companies Act 2006 (legislation.gov.uk)
· s. 4 Private and Public Companies
· Companies Act 2006 (legislation.gov.uk)
· s. 6 Community Interest Companies
· Companies Act 2006
· https://www.legislation.gov.uk/ukpga/2006/46/contents
· Companies Act 2006, s.3
· https://www.legislation.gov.uk/ukpga/2006/46/section/3
· Companies Act 2006, s.6
· https://www.legislation.gov.uk/ukpga/2006/46/section/6
· Companies Act 2006 (legislation.gov.uk)
· Part 2 of the Companies (Audit, Investigations and Community Enterprise) Act 2004 (c. 27)
· GOV. UK Limited companies
· Set up a private limited company - GOV.UK (www.gov.uk)
· Set up a limited company: step by step
· https://www.gov.uk/set-up-limited-company
· Set up a limited company with special rules if your sole aim is to help the community.
· GOV.UK - Setting up a social enterprise
· https://www.gov.uk/set-up-a-social-enterprise 
· GOV.UK
· The Community Interest Company Regulations 2005 s 2(a)- legislation.gov.uk
· https://www.legislation.gov.uk/uksi/2005/1788/contents/made
· https://www.gov.uk/limited-company-formation
· Set up a charity GOV.UK
· https://www.gov.uk/setting-up-charity
· Finding new trustees (CC30) GOV.UK
· https://www.gov.uk/government/publications/finding-new-trustees-cc30
· Charity types: how to choose a structure (CC2a) GOV.Uk
· https://www.gov.uk/guidance/charity-types-how-to-choose-a-structure?step-by-step-nav=3dd66b86-ce29-4f31-bfa2-a5a18b877f11
· Public benefit: rules for charities
· Public benefit: rules for charities - GOV.UK (www.gov.uk)
· Charities and tax
· https://www.gov.uk/charities-and-tax
· coop
· Support for your co‑op | Co-operatives UK
· What is a co-op
· What is a co-op | Co-operatives UK
· Co-operatives UK coop
· https://www.uk.coop/
· Co-op values and principles
· Co-op values and principles | Co-operatives UK
· Start a public service mutual
· Start a public service mutual - GOV.UK (www.gov.uk)
· Introduction to Public Service Mutuals GOV.UK
· https://www.gov.uk/guidance/introduction-to-public-service-mutuals
· To develop the construction of a community centre on some waste ground in the local area.
· https://www.london.gov.uk/sites/default/files/community_projects_handbook_web.pdf
· https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1005759/NPPF_July_2021.pdf
· https://sharedassets.org.uk/wp-content/uploads/2020/10/Our-Place-Reclaiming-land-FINAL.pdf
· The relevant law regarding the formation of a limited company with special rules with the sole aim is to help the community.
· https://www.gov.uk/set-up-a-social-enterprise
· The Legal Structure of a Community Interest Company
· BIS Guidance-Chapter one Introduction GOV.UK- Department for Business, Energy and Industrial Strategy 2016
· https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/626088/cic-12-1333-community-interest-companies-guidance-chapter-1-introduction.pdf
· Office of the Regulator of Community Interest Companies; corporate governance Department for Business, Energy and Industrial Strategy 2016
· https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/605421/13-712-community-interest-companies-guidance-chapter-9-corporate-governance.pdf
· https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/641412/13-786-community-interest-scompanies-frequently-asked-questions.pdf
· GOV.UK Community Interest Company
· CIC model constitutions: introduction - GOV.UK (www.gov.uk)
· Model constitution: memorandum of association
· model-memorandum-of-association-limited-by-guarantee.doc (live.com)
· Model constitution: articles of association
· model-articles-of-association-limited-by-guarantee-small-membership.doc (live.com)
· GOV.UK Community Interest Company- What the Office of the Regulator of Community Interest companies does.
· Office of the Regulator of Community Interest Companies - GOV.UK (www.gov.uk)
· Council on Foundations
· International Center for Not-For-Profit-Law (ICML)
· NonProfit Law in England and Wales
· https://www.cof.org/country-notes/nonprofit-law-england-wales
· Guidance: Incorporation and names: GOV.UK
· https://www.gov.uk/government/publications/incorporation-and-names/incorporation-and-names
· Company Interest Company (CIC)
· https://www.gov.uk/government/publications/incorporation-and-names/incorporation-and-names#ciconline
· Special issues about the subsequent governance of a limited company with special rules with the sole aim is to help the community
· CIC business activities: forms and step-by-step guidelines 2021
· https://www.gov.uk/government/publications/community-interest-companies-business-activities/cic-business-activities-forms-and-step-by-step-guidelines
· Tax
· Finance Act 2016- legislation.gov.uk
· https://www.legislation.gov.uk/ukpga/2016/24/contents/enacted/data.htm
· Finance Act 2016- legislation.gov.uk paragraph 16 section 19
· https://www.legislation.gov.uk/ukpga/2016/24/schedule/19/enacted
· Income Tax Act 2007 legislation.gov.uk
· https://www.legislation.gov.uk/ukpga/2007/3/contents
· Income Tax (Trading and Other Income) (ITTOIA) Act 2005 legislation.gov.uk
· https://www.legislation.gov.uk/ukpga/2005/5/contents
· Taxation of Chargeable Gains (TCGA) Act 1992 legislation.gov.uk
· https://www.legislation.gov.uk/ukpga/1992/12/contents/enacted
























	RESEARCH FINDINGS (Webb et al, 2019)
Our Client Mr Bashir wants to set up a limited liability company and he is a successful property developer 
How to set up a business depends on what sort of work you do. It can also affect the way you pay tax and get funding” (GOV:UK a).
A limited lability company is a company ‘limited by shares’ or ‘limited by guarantee’. Limited by shares companies are usually businesses that make a profit. A company is a ‘‘limited company’’ if the liability of its members is limited by its constitutions. It may be limited by shares or limited by guarantee. If their liability is limited to the amount, if any unpaid on the shares held by them, the company is ‘‘limited by shares………’’ (s. 3 Companies Act (CA) 2006). Our clients want a limited company that gives back to the community and not for profit making. Clearly this is not for him. 
Limited by guarantee companies are usually ‘not for profit’. “If their liability is limited to such amount as the members undertake to contribute to the assets of the company in the event of it being wound up, the company is ‘’limited by guarantee’’ (s. 3 CA 2006). They are legally separated from the people who run it. Its finances are usually separate from the personal finance of its owner, and it invests profits it makes back into the company (GOV.UK a). This looks more like what our client wants. Our client wants to develop the construction of a community centre. That means he would contribute to the assets of the company. We may be looking at a limited liability company limited by guarantee’’. So, we would explore this option.
Obviously, it is going to be a private company, that is, a Private Limited Liability Company because it is not selling shares to the public. ‘’A ‘’private company’’ is any company that is not a public company’’ (s. 4 (1) CA 2006). 
A Private Company limited by guarantee is a type of company normally set up by non-profit-making organisations like charities. “Most companies limited by guarantee contains a non-profit distribution clause. A company limited by guarantee does not have shares or shareholders but members. It must have at least one director and members which could be the same person” (Jones, 2019. P.443).
Our client wants to set up a business that helps people or communities. That means that we would be looking at a business structure that has social, charitable, or community-based objective. This business structure is a social enterprise and being a social enterprise is not specific to a particular legal framework/structure. There are many different legal structures that a social enterprise could choose. For example, a social enterprise could be a Community Interest Companies (CICS), a Charity or charitable company, a charitable incorporated organisation (CIO), A co-operative or a community benefit society (Public Mutual Interest).
I would be looking at each of these social enterprises:
1. A Community Interest Companies (CIC) is a particular legal structure, one of the many different legal structures that a social enterprise could choose. A CIC is a special type of limited company which exists to benefit the community rather than the private shareholders or members (GOV.UK b). They are set up under the provisions of the Companies (Audit Investigations and Social Enterprises Act 2004). The company will carry out its activities for the benefit of the community or a section of the community (s. 2(a) The Community Interest Company Regulation 2005).
 “A Company limited by shares, or a company limited by guarantee and not having a share capital may be formed as or become a community interest company (s.6(1a) Companies Act 2006).
A CIC is regulated by office of the regulator of CIC. They decide whether an organisation is eligible to become, or continue to become, a community interest company (CIC). It is responsible for investigating complaints-taking action if necessary and it provides guidance and assistance to help people set up CICs (GOV.UK c) 
To set up a CIC, you will need the following:
· A ‘community interest statement’, explaining what the business plans to do. In this case, our client ‘community interest statement’ could be, ‘set-up a non- profit community centre that would be of great benefit to all members of the community’.
· An ‘asset lock’- a legal promise stating that that the company’s assets will only be used for its social objectives and setting limits to the money it can pay to shareholders. 
· A constitution- you can use the CIC regulator’s model constitution.
· To get your company approved by the community interest company regulator, your application will automatically be sent to them. The CIC regulator has guidance on setting up a CIC. It could also be set up online. To register CIC online with Companies House, it costs £27.
· You will need to create a Government Gateway user ID and password for your company. You cannot use your personal Government Gateway ID. You can also set up a CIC by post. Use the forms from the CIC regulator to register a CIC by post (GOV.UK b).
2. A charitable organisation or a charity is an organisation that is set up to help the public. Charities are regulated by the Charity Commission and the Charity Act (CA) (2011).
A charity must have ‘charitable purposes’ that helps the public. This is known as being ‘for public benefit’) CA (2011), s 1(a). Charitable purposes include things that contribute to Citizenship or Community development (GOV.UK d). ‘Public Benefit’ means that your charity must have only charitable purposes which must be for public benefit. Your ‘charity purpose’ is what it is set up to achieve and the purpose must be beneficial to the public. The Charity Acts 2011 calls this the ‘public benefit requirement’. To satisfy the ‘public aspect’ the purpose must benefit the public in general, or a sufficient section of the public. What is a ‘sufficient section of the public’ varies from the purpose to purpose. In general, for a purpose to be a charitable purpose. It must satisfy both the benefit and public aspects (GOV.UK e (2014).
 There are rules for charities. Charities must register with the charity commission, have trustees who govern its affairs and have regard ‘to the charity commission’s public benefit guidance when carrying out activities. ‘Charity Trustees’ are persons having the general control and management of the administration of a charity (CA 171). It is the responsibility of the trustees to run the charity in a way that carries out its purposes for the public benefit. They are to make decision to ensure your charity’s purpose provides benefit, manage risks of detriment or harm to your charity’s beneficiaries or to the public in general that might result from carrying out the purpose (Identify risks of harm, minimise the risk), make decisions about who benefits in ways that are consistent within the purpose and also to make sure any personal benefits are no more than incidental (GOV.UK f(2014). The charity must submit a report each year to the charity commission on how it has carried out its charitable purposes for the public benefit and confirm that, in doing so, they have regard to the charity commission’s public benefit guidance where relevant (s.162 CA 2011).
3. Co-operative is a business or organisation that’s owned and controlled by its members, to meet their shared needs, it exists for the benefit of its members, who may be customers, workers, suppliers or the wider community. A co-op supports the community. Co-ops are set up as charities. They are exempt from Corporation tax, capital gain tax, paying stamp duty and tax on properties purchased by them as long as the profit are used to achieve the charities’ purpose (Co-operatives UK coop a).
4. If you work in the public sector, you may be able to set up a public sector mutuals. Public Service Mutuals are organisations that have left the public sector but continue delivering public services. Employee control plays a significant role in their operation. There are many forms of mutuals. Mutuals are free from government control and help their staff deliver and improve their services as they know best. Mutuals let dedicated public servants combine their passion for helping others with their desire to provide world-class services and share in their rewards of success (GOV.UK g)

































	ADVICE TO CLIENT (Holland and Webb, 2019)
I will establish the following concerning each of these social enterprises but please note that social enterprises are not exempt from tax for HMRC. They are treated the same way as limited companies for tax purposes though there are some tax breaks available for social enterprises and charities.
1. Mutuals can also be co-operatives or social enterprises. The advantage of setting up a public service mutuals is that you can run a service more effectively, achieving better outcomes for users. You can deliver more effectively, saving on costs and time, you have identified a gap in service provision, you want greater control and autonomy over the service you work in (GOV.UK h). The disadvantages are that organisations may bring their bureaucracy system to the business, since it is employee controlled, there may be turnover of employees or monopoly, since it is fully owned and managed by their members, it could lead to factionalism. They are free to do what they like because they are free from government control. You may not want to go through this route because just like the co-operatives, finding like-minded people may be a challenge and you have not worked in the public service (GOV.UK g).
2. Co-operatives are easy to start, membership is open to the public and the members have equal voting rights, and their liability is limited. They are also exempt from Income tax. But they usually have limited finances because it is what the members contribute that is ploughed into the business, there is high interest rate. Most times the members are not motivated, and this might lead to disagreement between members, creating factions. There are also stringent rules that govern co-operatives and undue government interference. I may not advise you to go for a co-operative because you may need to be looking for like-minded people who may want to invest in the community centre. What if they are not forth coming?  Also, how do you deal with the high interest rate (GOV.UK a).
3. CICs are set-up so that an individual like you can set up a limited company in order to benefit the community. They are more commercial in nature and can also benefit from some of the advantages of limited liability company. They are not subject to Government interferences like a charity. As a director of a CIC, you can be renumerated while trustees in a Charity are purely volunteers. Like any limited company, CICs must register with the Companies House. There are also ongoing formalities every year. You would need to submit the company’s annual report including the annual confirmation statement and file the company’s account each accounting year. You may want to consider this option
4. To set up a charity, you must have charitable purposes for public benefits that help the public such as community development which is what you want to do. To set up a charity, you may need to find trustees for your charity, you may need at least three, choose a name for your charity, choose a structure, create a governing document, register with the charity commission and with the HM Revenue Customs (HMRC) (GOV.UK d). You may also want to consider this option.
Comparing a CIC with a Charity, these are the following findings:
By contrast, to a Charity, CICs have no tax breaks. They are not exempt from any tax payment, even if their sole aim is entirely charitable. They pay Corporation tax as a registered company on all profits, income, and gains. It’s asset locked body that must ensure any profits or losses are used for the benefit of the community. That may make most organisation whose sole aim is to give back to the community choose to operate as charities.  While on the other hand, Charities enjoy tax breaks. The obvious benefit of being to a charity is the tax reduction that comes with it. As a matter of fact, charities do not pay Corporation tax. Most income and gain, as well as earnings from certain activities, are exempt from taxation for charities as long as they use the money for charitable purposes. They can also claim back tax on any revenue they have received in the past, tax deducted, for example, bank interest and income tax paid on donations called Gift Aid (GOV.UK i).
CICs have limited access to grants or other schemes which are available to Charities. Businesses that have Corporate Social Responsibility (CSR) which govern who they can give money to are likely to give money to charities above CICs’.
Charities enjoy more public awareness than CICs. Charities are more likely to attract volunteers who would be ready to offer their time service to them than CICs. People tend to trust charities more, place a higher value on them than CICs’ because they believe Charities are doing a good cause even though CICs’ are also social enterprises, and so they are more likely to get more donations than CICs.
CICs cannot transfer their assets or profit should it becomes insolvent. They may only transfer it to a social enterprise like a charity or another CIC.
Much is expected from CICs in terms of reporting than Charities. In addition to ongoing formalities with the CA and HMRC, they are also required to submit CICs are required to submit an annual public interest report while charities are subjected to a public interest benefit test under the new Charities Act.
Once registered, CICs it cannot be converted to an ordinary company, it can only be dissolved, assets transferred to any other CIC or a charity.
Charities may have the problem of the trustees not taking responsibilities and thereby leaving the responsibilities for active members and the chair. Board work best when everyone takes responsibility rather than leave everything to the chair (Eastwood and Williams 2017).
CIC and Charities are both legal structures that can be used if one wishes to set up a social enterprise.
 The choice between the two is dependent on you.
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ACTS/STATUE
Charities Act 1992 and 2011
Business and Planning Act 2020- Relevant planning permission or deemed to be granted- s.17(1)
Charities Protection and Social Investment Act 2016
Companies Act 2006
Companies (Audit, Investigations and Community Enterprises) Act 2004
Co-operative and Community Benefits Societies Act 2014
Corporation Tax Act 2010
Equality Act 2010
Finance Acts 2010 and 2011
Income Tax (Earnings and Pensions) (ITEPA) Act 2003
Income Tax (ITA) Act 2007
Taxation of Chargeable Gains Act 1992
Transparency of Lobbying, Non-Party Campaigning and Trade Union Administration Act 2014
Taxation of Chargeable gains (TCGA) Act 1992
Taxes Management Act (TMA) 1970
Town and Country Planning Act 1990- Act regulating the development of the land in England and Wales-towns and Country planning
The Community Interest Company Regulation 2005




