What voluntary and community organisations need to know about...
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Closing an organisation
For information purposes only. Not to be used as a substitute for appropriate legal and/or specialist advice.

Important note

Introduction

If your organisation is facing
closure it is important to seek
independent legal advice at the
earliest opportunity.

There are many reasons why an organisation might close:
• lack of funding
• no further need for it to continue (purpose fulfilled)
• merger with another organisation
• proposed registration as a company (requiring closure of the previous
legal entity eg registered charity).
How an organisation closes depends on whether it is:
• incorporated (a company) or unincorporated
• solvent (able to pay its debts) or insolvent.

Winding up an organisation
Winding up is the process of ceasing to operate: stopping activities and
services, dismissing staff, closing premises, paying bills, terminating
contracts, dealing with liabilities and distributing any remaining assets.
When a solvent organisation is wound up it is likely that some assets
will remain after payment of all debts and the costs of winding up. These
assets may be distributed as set out in the dissolution clause in the
governing document (eg to one or more organisations that have similar
objects). Alternatively the governing document may specify a particular
organisation to which the assets must be given.

Dissolution
Dissolution is the final stage in winding up an organisation, the point at
which it legally ceases to exist.

Further information
www.companieshouse.gov.uk
www.charity-commission.gov.uk

Unincorporated organisations
Unincorporated organisations may dissolve themselves using the
procedures in their governing document. The power to decide such
a move usually rests with members of the organisation at a general
meeting. The governing document should state the amount of notice the
management committee must give to members and the proportion
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Closing an organisation contd.
Dissolution contd.
of membership required to agree dissolution. If the organisation is
a registered charity, the Charity Commission must be notified of the
dissolution.
Incorporated organisations
Incorporated organisations come into existence by registration and
cease to exist only when they are formally dissolved and removed from
the relevant registers eg a company must follow due procedures to be
removed from the register at Companies House.

Liquidation
Liquidation is a formal process governed by the Insolvency Act 1986
as amended, and involves selling or disposing of the assets of an
incorporated organisation i.e. a company, industrial & provident society
or charitable incorporated organisation (a registered charity that is also
a company). Liquidation includes distributing amongst those entitled to
it money released from the sale of assets. Liquidation can occur when
the organisation is solvent or insolvent, and either under a court order
(compulsory liquidation) or without (voluntary liquidation).
Where formal liquidation is not necessary, the governing body
ensures that financial liabilities are met, contracts are terminated and
any remaining assets are distributed as specified in the governing
document.

Note
An incorporated organisation in the
process of liquidation, but not yet
dissolved, can still receive legacies. If the
organisation is insolvent the legacy would
become available to meet the company’s
debts.

Insolvency practitioners are individuals, usually accountants or
solicitors, licensed under the Insolvency Act 1986 ss.390-393 to carry
out activities such as administration and liquidation of companies
and industrial & provident societies. They also deal with liquidations
of solvent organisations. Not all have experience of voluntary sector
insolvency. Costs vary and information about previous experience
working with voluntary organisations should, if possible, be obtained.
The Official Receiver is a civil servant in the Insolvency Service
appointed by the court to deal with liquidations.

Transfer and merger
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An organisation may be dissolved without being liquidated or wound
up if its assets, liabilities and work are all transferred to another
organisation or if two or more organisations are dissolved and merge to
form a new organisation. Where there is intention to continue existing
work, relevant employees may transfer under TUPE, the Transfer of
Undertakings (Protection of Employment) Regulations 2006.

Local development & support agencies
www.mvda.info
www.rcvda.org.uk
www.srcga.co.uk
www.teesvalleyrcc.org.uk

