Nonprofit Making Organizations 
Introduction 

A nonprofit organization is formed for the purpose of serving a public or mutual benefit other than the pursuit or accumulation of profits for owners or investors. "The nonprofit sector is a collection of entities that are organizations; private as opposed to governmental; non-profit distributing; self-governing; voluntary; and of public benefit.
Nonprofit organizations are usually classified as either member serving (addressing the needs of only a select number of individuals) or public. They take many forms:
· Charities - e.g. American Red Cross, Salvation Army, YMCA

· Foundations - e.g., W.K. Kellogg Foundation, Ford Foundation, community foundations

· Social Welfare or Advocacy Organizations –

· Professional/Trade Associations - e.g., Chamber of Commerce
· Religious Organizations - e.g., churches
Nonprofit organizations can be classified into nine major groups:

· Arts, culture, humanities
· Education
· Environment and animals
· Health
· Human services
· International, foreign affairs
· Public societal benefit
· Religion
·  

Mutual/membership benefit

There are economic, historical, and political theories regarding the reason why nonprofit organizations exist in today's society.

Economic Theories:
Market failure - This theory is based on the premise that not enough people desire a service or program to attract for-profit corporations to provide such services. Also, the fact that an organization exists without a profit-motive instills trust in the constituent.

Government failure - The government will not provide a service because of high cost or limited interest by the public. If there is not a large presence of constituents demanding a response from government, then the government is not likely to act. A small group of individuals can create a nonprofit organization to provide mutually desired services rather then trying to convince a majority of citizens to support such efforts. There is also a cultural resistance to "big" government. Citizens are skeptical about the government being involved in all aspects of community life.

Historical Theory - Communities in America were formed well before formal government. Citizens were forced to come together to address issues within their communities and work together to form a solution. Even when government developed a presence within a community, citizens were afraid of the bureaucracy and often sought out solutions through voluntary association. Religion also provides a strong foundation for charity and humanity through scripture and a sense of duty taught within the church.

Political Science Theory - Nonprofit organizations provide an avenue for civic participation. People are able to assemble and work toward a common goal with an intent to benefit the public. 


Why Non profit Making organizations 
In a book by Lester Salamon called America's Nonprofit Sector, the author concludes that the nonprofit sector exists to serve four critical functions:

Service Provision: Nonprofit organizations provide programs and services to the community. Often times, nonprofits are formed or expanded to react to a community need not being met by the government. Nonprofits also tend to have the ability to act faster than government in response to an issue. Nonprofits do not have to wait for a majority of citizens to agree upon a proposed solution. Rather, they have the ability to react to a specialized need or a request by a small group of citizens.

Value Guardian: Nonprofit organizations provide a mechanism for promoting individual initiatives for the public good. Nonprofit organizations provide a means by which members of a community can take action in an attempt to change the community they live in. These actions may take the form of developing a local neighborhood watch program or, on a larger scale, developing an organization that responds to world relief efforts.

Advocacy and Problem Identification: Nonprofit organizations provide a means for drawing public attention to societal issues. Nonprofit organizations make it "possible to identify significant social and political concerns, to give voice to under-represented people and points of view, and to integrate these perspectives into social and political life" 
Social Capital: In America, the nonprofit sector can be seen as a bridge between capitalism and democracy. Nonprofit organizations develop a sense of community among the citizens by providing a means to engage in social welfare.


Nonprofit organizations receive approximately ten percent of their income from donations. There is a common belief by the general public that this percentage is much higher. In fact, many believe nonprofit organizations receive the bulk of their income from donations. In reality, most of the income received by nonprofits is generated from fees for services, sale of products, or earned interest on investments. The second highest source of income is government grants or contracts. Private giving is merely the third highest source of income for nonprofit organizations. Volunteerism is a key component for nonprofit organizations. Volunteers serve a variety of roles within organizations. Most notably, nonprofit organizations are each governed by a volunteer board of directors. Volunteers are also utilized as fundraisers, service delivery staff, staff management, and in numerous other capacities. Volunteers bring personal experiences and professional expertise to enhance the nonprofit organization. 

What is a non-profit company?

Non-profit companies are organizations regulated by the Companies Act. They are formed to promote art, science, religion, charity or other similar endeavors, or they may be formed solely for the purpose of promoting recreation for their members.

Private vs. Public Non-Profit Companies

There are two types of non-profit companies – private and public.

Private non-profit companies have restrictions on the number of members or shareholders, shares or membership transfers and invitations to the public to subscribe for any shares or debentures of the company. At least two people are needed to form these companies.

Public non-profit companies do not have any of the restrictions of the private companies. At least three people are needed to form these companies.

How is a non-profit company formed?

To form a non-profit company, you must provide a non-profit company name, describe the 'type' of non-profit company, the purposes for which it was incorporated, provide the internal rules for the company, and give an address for the company. 

A list of directors is also required, depending on the type of non-profit company being incorporated. The following information is provided to assist you in this process.

Non-Profit Company Structure

The second step in forming a non-profit company is to set out your Memorandum of Association. The Memorandum of Association document is drawn up specifically for each non-profit company by, or on behalf of the individuals forming the company. This document includes the objects of the company and the type of non-profit company; limited by guarantee, or limited by share. 

The Memorandum of Association must have a clause stating that no dividends or income will be paid to members and that all profits or any income, if any, must be used to promote the company objects. Objects cannot indicate the carrying on of a profit making business.

In a company limited by guarantee, each member agrees to help pay the company’s debts and liabilities before it winds up or stops carrying on its activities. The maximum amount of contribution each member must make must be set out in the Memorandum of Association.

In a company limited by shares, the Memorandum of Association must set out details describing the shares. These details will include that a fixed number of shares must be authorized. An unlimited number is not acceptable. 

The memorandum of association will state that the share structure is divided into shares without a nominal or par value, or divided into shares comprised partly of one of the foregoing classes and partly of the other.

Non-Profit Company Operating Rules

The third step in forming a non-profit company is to set out your Articles of Association which are the operating rules for the company. The Articles of Association document is drawn up specifically for each non-profit company by, or on behalf of the individuals forming the company.

Companies "Limited by Shares" may adopt "Table A" of the Companies Act instead of preparing and filing Articles of Association. If "Table A" is adopted it must be signed by the same people who signed the Memorandum of Association. 
Companies "Limited by Guarantee" may adopt "Table A" of the Companies Act for their Articles. In this case the portion of "Table A" that refers to shares, liens, transfers and alteration of capital, etc. should be removed.

Required Additional Information

When you form your non-profit company, you must tell us where the company is located (registered office) and where you want your mail to go (mailing address) if this address is different. Directors are not always appointed at the time of incorporation. 

If the subscribers of the Memorandum of Association and Articles of Association are stated to be the first directors, then director information will be entered on records by Corporate Registry at the time of incorporation.
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How Does a Nonprofit Differ From a Business?

· When you start a business, it is for the financial benefit of its owners and/or shareholders. Profit is the goal and the business pays taxes on that profit. 

· A nonprofit entity has a mission that benefits the "greater good" of the community, society, or the world. It does not pay taxes, but it also cannot use its funds for anything other than the mission for which it was formed. 

· Nonprofit organizations can and do make a profit, but it must be used solely for the operation of the organization or, in the case of a foundation, granted to other nonprofit organizations. 

· When a for-profit organization goes out of business, its assets can be liquidated and the proceeds distributed to the owners or the shareholders. When a nonprofit goes out of business, its remaining assets must be given to another nonprofit. 

Registration of NGOs in Uganda

In Uganda the Non Governmental Organisations are regulated by the Non Governmental Organisations Registration Act Cap 113 as amended in 2006. The Act governs the registration, management and governance of Non Governmental Organisations. 

The requirements are set out below:

1) You need a letter of recommendation written by Local Council One Chairperson (LC I). This must recommend the organization. On the same letter, the Chairman LC II, LC III and Resident District Commissioner (RDC) should each endorse their signatures and stamp. The organization can use the LC I from the area where it has its Headquarters.

2) The Organization should have written recommendation of two sureties or recommenders who should each write separately recommending the organization. Technical areas of activities need recommendation from the concerned line Ministry/Department.

3) The Organization should have a work plan of its activities to be carried out for the first year of the term of operation. The activities or work plan for the one year should have budget i.e. how much is to be spent on each of those activities (this is tentative budget). The budget should reflect source of funds and the work plan.

4) The organization should have two copies of the Constitution or by By-Laws or Rules and should have a provision in it specifying the purposes for which the funds are to be utilized.

5) The NGO should have an Organizational Chart/Administrative chart showing its leadership.

6) Every indigenous NGO is to pay Ug. Shs. 40,000/= registration fee.

7) Every organization is to fill Form A which should be duly completed and signed by at least two promoters. The names of the promoters should be printed in front of their signatures on the form. Promoters are the owners of the organization.

8) The Organization should bring all its papers/application on a Spring Manila File Cover.

9) On the cover of file, please print in Capital Letters the names of the organization, the address/Box number and telephone contacts in case you are required to appear before the NGO Board.

10) The organization should write a letter to the Secretary NGO Board specifying the area of their operation. This is what will be printed on the permit once granted.

11) Every organization should reserve its name with the Registrar General’s Office at the Ministry of Justice. This is done to make sure that no other organization will use your names or the name of the organization is free to be used by you. In case of subsequent change of names, a reservation must be done again.

12) If the organization has a Foreigner working with it or the Foreigner is coming to join them, the organization should read section 13 of Non-Governmental Act 2006 (amended) and the relevant Regulations.

13) A Foreigner coming to assist the organization by staying with it should bring his/her:

a) Photocopies of his/her qualification papers.

b) Present Immigration Status in the Country.

c) A letter from his/her home Government that the subject has no criminal record i.e. he/she is of good conduct.

d) A letter appointing the subject to the position he/she is going to occupy.

e) All organizations seeking Entry Permits/Visas for foreigners on behalf of the NGO should get endorsement/recommendations from the NGO Board. This is to make sure that the Board/Secretariat is aware of such immigrants working with NGOs and the information of such immigrants is available on the NGOs File.

14) The NGO Board sits once every month. Any registering NGO should expect its Certificate of Incorporation after a month of lodging its papers. This is not always the case and there is often an applications back log and it’s not a guarantee that an application for registration will be completed in a month. 

15) All Lawyers, consultants are advised to come with at least one of the officials of the organization being represented. The Secretariat will not welcome documents without their officials. Collection of Permits/Incorporation Certificates is by any official of the organization. Any other parties sent for that purpose should have authority letters from the organization.
Financial Reporting in NPOs
According to the local laws and regulations of most countries, all registered NPOs are required to maintain a system for recording and submitting all types of financial transactions made by them for the purposes of implementing projects and running their organization. Since finances are a crucial part of organizational management, it is always a better idea to maintain a ‘Financial Policy’ for following procedures to keep the accounting system effective, transparent and easily manageable. These include adhering to the NPO board requirements (in case of NGO) and those of the Companies Act (in cases where the NGO is registered as a company). Reporting to local authorities and other government institutions may also be required, depending on circumstances.

Following a systematic procedure and maintaining a policy on managing of NPO finances is a strong indicator of the good health of an organization. Even donor agencies would be most happy to render immediate funding support to such NPOs which have systematic policies in place for effective financial management. Operational or administrative manuals on conducting day-to-day financial transactions can be strong tools to demonstrate the good governance, transparency and systematic management of an NPO. Besides, such systems also enable in keeping a track of NPO expenditures.

But how can NPOs develop such manual for accounting and financial management? What are the various procedures for managing finances in an NPO? What are different types of systems to be followed for accounts management in NPOs? Is there a sample policy on NPO financial management?

We are providing a detailed explanation of how financial systems work in NPOs and how NPOs can make use of this guidance material to develop their own financial policy for effective organizational management, fulfillment of local statutory requirements and better mobilization of funding for the organization.

a) What goes into an NPO Financial Management Policy?

b) Who develops and updates the Financial Management Policy in NPOs

c) Basis of Accounting and How to maintain Accounting Trail

d) How to Manage Cash Account and Transactions in NPOs

e) What Procedures can be followed for Salaries and Advances in NPOs

f) How NPOs can operate Bank Accounts

g) How NPOs can manage Bank Transactions

h) How to validate bills, invoices, receipts & vouchers for effective NPO accounts management

i) Types of Checks to be adopted for passing Vouchers for Payment

j) How NPOs can maintain Cash Book

k) Types of Books and Documents to be maintained for accounts management in NPOs

l) Procurement, Stock and Inventory Management in NPOs

m) Objectives and Procedures for Purchases in NPOs

n) How NPOs can maintain Stock Register

o) How to develop Financial Planning and Budgeting

p) Budget Management and Planning the Financials

q) How to develop Financial Reports in NPOs

r) Internal Control Measures and Management Information Report

s) How to maintain Fixed Assets Register
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