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INTRODUCTION


Many people are undergoing economic hardship. The “Great Recession” had long-lasting effects on the finances of almost everyone in the country. There’s a huge income gap between the haves and the have-nots in the United States. The college graduating class of 2014 had the highest student loan debt ever. And a recent study revealed that one in three Americans is not only in debt, but is also behind on their payments.


People need help, and they need it right now.


Fortunately, for as long as there has been hardship, there have been people who want to help. That’s where nonprofits come in. Nonprofits take on roles that were once handled by government agencies, or step in when government intervention is not enough. They can do everything from feeding the homeless, to building houses after natural disasters, to funding arts and music programs. Starting a nonprofit is a noble goal, but there are many complicated steps to navigate along the way—steps with which this book will help you.


Sometimes it’s hard to know the right questions you need to ask to get started. This book asks—and answers!—them for you. It will guide you through the basic steps of setting up a nonprofit organization: crafting a mission statement, finding staff members, and selecting the members of your board. It will also give you some ideas on how to go about one of the most important tasks of a nonprofit: fundraising. Finally, you’ll be taken through the complicated steps of becoming an official nonprofit: filing your articles of incorporation, crafting a business plan, and filling out the application for federal nonprofit status.


Obtaining nonprofit status for your organization is a major accomplishment that helps assure that your organization will be able to continue your charitable good works for years to come, even after you’re no longer involved. However, the tax-exempt status that comes with being a federally recognized nonprofit is a valuable commodity, one the IRS fiercely protects. At each step of forming your nonprofit, you must be careful in how you write your bylaws, how you conduct yourself, and how you handle your money, in order to avoid jeopardizing your nonprofit status.


In addition to answering all your questions about forming a nonprofit, in the back of the book you’ll find sample Articles of Incorporation, bylaws, and job descriptions, to help you get started when crafting these crucial documents. It’s important to check what your individual state requires when dealing with any official documents. Some states have their own forms, and some states have no forms at all.


This book is not meant to be the only resource you consult; rather it’s a jumping-off point for you to gain a basic understanding about starting a nonprofit organization and obtaining nonprofit status. Later on, as you’re filing your paperwork, use it as a valuable reference guide to make sure you’re meeting every requirement.


Starting a nonprofit is a great adventure that is sure to be challenging but also rewarding. Good luck, enjoy the journey, and start asking questions!




PART I 
Getting Started




Chapter 1
THE BASICS



#1. Why nonprofits?


When problems and issues arise in communities, the people in those communities come together to fix them. Often such movements are led by organizers, whose job it is to bring together like-minded people. For any group of people to make lasting change, there must be some form of organization, a structure that will enable them to raise money, set an agenda, and carry out tasks in service of that agenda.


This is what a nonprofit does.


If you’re involved in a nonprofit, you aren’t doing this organizing to make a profit as you might if you were working in a corporation. What’s important to you is the goal of the nonprofit. Your passion may be for the local community or it may be about a national or global entity. Whatever the case, your nonprofit brings together people with shared interests who want to accomplish something. To that end, they’ve formed a legal entity in which all profits are returned to the organization and the community it serves.


No one questions the need for many of the services that nonprofits or charities assume as necessary for healthy, vibrant communities, so the government grants a lot of leeway in recognition of the sacrifices that individuals involved in nonprofits are willing to make. The government understands that nonprofits exist because of their members’ passion for a cause.


However, regulations governing every aspect of forming and operating a nonprofit organization have become complex. Books such as this one can help you understand and cope with this mountain of rules; as well, you can draw on the expertise of business professionals.



#2. What is a nonprofit?


To understand fully what a nonprofit corporation is, it helps first to understand what a for-profit corporation is. A corporation is a unique legal entity recognized by state and federal governments as completely separate from the people who own it. Corporations are viewed as though they were people, with many of the same rights and privileges, although technically many of the companies only exist on paper.


For-profit corporations have five essential components:




	They may have “limited liability,” meaning investors in the corporation can only lose (or are only liable for) the amount of money they have invested, rather than potentially losing everything they own.


	They maintain a “continuity of existence,” which means that the corporation can literally exist forever, well beyond the lifetimes of the founders or current owners.


	They offer an “ease of ownership transfer” through the sale of shares, rather than selling the actual business.


	They have the ability to raise money or capital through expanded ownership. In other words, if more shares are sold or more partners are brought in, there is no limit to the amount of money that can be raised—and of course, lost.


	They offer shareholders the ability to profit from the growth of the business through the increased value of their shares, when shares are sold on the open market, or through the payment of dividends based on the profit the corporation has generated.





Nonprofit corporations share many of these characteristics. However, unlike for-profit corporations, in which individual owners, partners, or shareholders may personally benefit from the organization, in a nonprofit corporation no individual may directly benefit from any “profit” generated by the organization. Rather, the money generally considered “profit” must be turned back into the organization to continue its work.


Nonprofit organizations can and do make money, although, as stated previously, this money must be returned to the corporation. Nonprofits may also hire staff, engage private consultants, and operate as does any other corporation; the important distinction is that salaries or fees of employees must be established as set amounts rather than—as in a for-profit company—based on the corporation’s financial performance. A sliding-scale compensation structure that depends on the success of the organization would place employees, especially officers, in the position of directly benefiting from the organization. This would be contrary to the tax code and in all probability cause the nonprofit to lose its tax-exempt status.



#3. What are the three main types of nonprofits?


There are three main categories of nonprofit corporations. Under these three categories are more familiar subcategories:




	The public benefit corporation includes the generally understood charitable organizations and social welfare organizations such as those with a 501(c)(3) or a 501(c)(4) classification.


	The mutual benefit corporation, which is not public, might include groups such as homeowners’ associations and private foundations.


	The great other, which includes fraternal societies, labor organizations, farm bureaus, social clubs, veterans’ organizations, cemetery companies, credit unions, and the many other organizations listed under section 501(c) of the Internal Revenue Service code.






#4. What is the difference between a 501(c)(3) and a 501(c)(4) organization?


First, let’s look at the similarities. Both are exempt from paying federal income tax; both must be operated as nonprofits; and are restricted from allowing any individual or shareholder to benefit financially from the work of the organization. In fact, because those particular rules are so similar, any organization that qualifies for 501(c)(3) status also qualifies for 501(c)(4) status.


A 501(c)(4) meets three criteria:




	The group is a civic league or organization that is not organized for profit but is operated exclusively for the promotion of social welfare.


	The group is a local association of employees, the membership of which is limited to the employees of a designated person or persons in a particular municipality.


	The net earnings of the group are devoted exclusively to charitable, educational, or recreational purposes.





You’ll note some similarities to the requirements for the 501(c)(3) status—in particular that the group is, in fact, operating as a not-for-profit. The big differences involve what types of activities the group plans to undertake, with particular focus on political activities.


Whereas a 501(c)(3) is not permitted to advocate for a political candidate or ballot initiative, a 501(c)(4) may do so, as long as the activities fall within its primary purpose. The tradeoff is that contributions to a 501(c)(4) are tax deductible only if the organization is a government agency or is involved in public service. Otherwise, contributions may not be deducted from the personal income tax of the contributor.


If you meet all the other requirements pertaining to both classifications, are not planning to be directly involved in political campaigns, will not be lobbying to a large degree, and plan to solicit tax-deductible donations, consider applying for the 501(c)(3) status.


If, on the other hand, you meet all the other requirements pertaining to both classifications but do plan on being actively involved in political campaigns, will be conducting extensive lobbying, and understand that your contributors will generally not be able to deduct those contributions, then consider the 501(c)(4). Some groups have formed two separate tax-exempt organizations, allowing one part of their organization (the c-3) to fully comply with the lobbying and campaigning restrictions and focus solely on the educational component, while the other (the c-4) conducts political outreach and activities.



#5. What are the federal nonprofit categories?


It’s likely that a 501(c)(3) or a 501(c)(4) classification will be all that is needed for your nonprofit. However, there may be situations where it may be advantageous for you to apply for another determination in addition to a primary classification. As your organization grows to maturity and everyone involved becomes comfortable with the opportunities and the limitations of your tax-exempt status—or if you find your operations are expanding beyond your original mission—you should seek other exemptions, or perhaps form another organization.


The following table shows the current federal nonprofit categories. Each has precise rules governing how funds may be collected, whether contributors may also claim tax deductions for their donations, who may or may not participate in the organization, how money may be spent, and exactly what kinds of reporting are required to maintain nonprofit status.




Types of Nonprofit Organizations



	Section of IRS Code

	Type of Organization






	501(c)(1)

	Corporations organized under an act of Congress






	501(c)(2)

	Title-holding companies






	501(c)(3)

	Religious, charitable, educational groups






	501(c)(4)

	Groups that promote social welfare






	501(c)(5)

	Labor, agriculture associations






	501(c)(6)

	Business leagues






	501(c)(7)

	Social and recreational clubs






	501(c)(8)

	Fraternal beneficiary societies






	501(c)(9)

	Voluntary employees’ beneficiary associations






	501(c)(10)

	Domestic fraternal societies






	501(c)(11)

	Teachers’ retirement funds






	501(c)(12)

	Benevolent life insurance associations






	501(c)(13)

	Cemetery companies






	501(c)(14)

	Credit unions (not established by Congress)






	501(c)(15)

	Mutual insurance companies






	501(c)(16)

	Corporations to finance crop operations






	501(c)(17)

	Supplemental unemployment benefit trusts






	501(c)(18)

	Employee funded pension trusts






	501(c)(19)

	War veterans’ organizations






	501(c)(20)

	Group legal services organizations






	501(c)(21)

	Black lung trusts






	501(c)(22)

	Withdrawal liability payment fund






	501(c)(23)

	Veterans’ organizations (created before 1880)






	501(c)(24)

	Only one organization, Spring Prairie Hutterian Brethren Inc., in Hawley, Minnesota, is registered as a 501(c)(24) entity as a special trust under the Employee Retirement Income Security Act of 1974






	501(c)(25)

	Title holding corporations or trusts with multiple parents






	501(c)(26)

	State-sponsored organizations providing health coverage for high-risk individuals






	501(c)(27)

	State-sponsored workers’ compensation reinsurance organizations






	501(d)

	Religious and apostolic associations






	501(e)

	Cooperative hospital service organizations






	501(f)

	Cooperative service organizations of operating educational organizations






	501(k)

	Child-care organizations






	501(n)

	Charitable risk pools






	521(a)

	Farmers’ cooperative associations






	527

	Political organizations








#6. Do I need an MBA to start a nonprofit?


To a large degree, the founders of nonprofit organizations do not come from the business community. Although a formal business education or background is expected when starting a for-profit corporation, it has been acceptable not to have that background when starting a nonprofit since the earliest days of public charities. The government understands that nonprofits exist because their members are passionate about a cause. As a result, the lack of business skills is occasionally overlooked.


However, a growing number of business professionals are stepping up to offer their assistance in starting nonprofits. If you do not have a business background, don’t worry. There is an entire support system of MBAs to show you the ropes.



#7. How should a nonprofit first engage the community?


Being proactive in your interactions with your neighbors and city officials is essential for your nonprofit’s success. Where and how you choose to set up your organization’s office and operations may affect your neighbors. You may never have given traffic and parking a second thought until now, but they are issues every organization with public or walk-in traffic comes to know well. Parking is the biggest source of problems in neighborhoods where a new organization sets up.


Every time you hold a meeting or a public event, your attendees will park in the street or in a spot that was “reserved.” If you have access to off-street parking, you are well ahead of the game, but the vast majority of groups do not have that option. Engaging the immediate community so that everyone understands what you are planning to do will help neutralize much of the opposition and fear of the unknown that plagues many nonprofits.



#8. How does the Citizens United ruling affect nonprofits?


In January 2008, at the height of Hillary Clinton’s presidential campaign, Citizens United, a nonprofit organization, released a ninety-minute documentary titled Hillary: The Movie. The film expressed opinions about whether or not Senator Clinton, a candidate for the Democratic presidential nomination, was fit for the presidency. The nonprofit produced advertisements promoting the film and wanted to show them on broadcast and cable television and video-on-demand. To pay for these, Citizens United planned to use its general treasury funds. (General treasury funds are all of the assets of an organization that are spent as a normal part of doing business.)


Until this time, federal law prohibited corporations and unions from directly spending their general treasury funds on “electioneering communications” or on speech that expressly advocated the election or defeat of a candidate close to an election; most everyone agreed that Hillary did so. Concerned that spending money in support of the production and distribution of the movie close to an election day might be found to be illegal, Citizens United sued the Federal Communications Commission (FCC) to prevent it from enforcing this law.


The case finally made its way to the U.S. Supreme Court. In January 2010 the Court ruled that corporations and unions have the same political speech rights as individuals under the First Amendment. It found no reason to prohibit corporations and unions from using their general treasury funds to make election-related independent expenditures close to an election or at any time they chose.


So what does this mean for your nonprofit? The Citizens United ruling does not impact a 501(c)(3) nonprofit. Regardless of the changes in election law, the federal tax law that prohibits 501(c)(3)s from supporting or opposing candidates still applies. A 501(c)(3) still cannot endorse candidates or make independent expenditures suggesting who is the “better” candidate.


What the ruling does do, though, is complicate the environment in which many nonprofits operate. It opens the doors to corporate interests, whose policies may be at odds with those of the nonprofit. For example, if a nonprofit organization conducts classes for schoolchildren in nature conservation, advocating practices opposed by a corporation, unlimited corporate money can now be spent to defeat those practices.


However, the ruling also means that your nonprofit can also be a vehicle for political advocacy. Nonprofit 501(c)(4) or 501(c)(6) organizations can make independent expenditures furthering political advocacy using the organization’s general funds to support or oppose candidates for the U.S. House, the Senate, and the presidency, as well as state legislative and judicial offices. Previously, these independent expenditures for political purposes had to be made through political action committees (PACs) using voluntary donations, rather than general treasury funds.


Over all, the Citizens United ruling opens up tremendous opportunities for groups that do not have the 501(c)(3) determination to become more actively involved in the political life of their communities. This decision may, in fact, help further the overall mission of many nonprofit organizations as well as increase the impact of your group on your community.



#9. What kind of time commitment does a nonprofit require?


One of the overlooked elements involved in starting a nonprofit organization, especially a community-based one that will rely heavily on volunteers, is the time commitment for everyone involved. In a mature organization with paid staff, everyone has set hours. When you are relying on volunteers, the scheduling depends on the other things in their lives. The time people can commit to the organization will, necessarily, often take a lower priority. However, with a combination of planning and compassion your volunteers will find ways to balance their nonprofit activity with their other commitments. Of course, if you are one of the main organizers or a member of the board of directors, the new organization will become your constant mental companion.


As much as you may think you can do everything, you can’t! You will need to become comfortable asking other people to take on more responsibilities if you believe they are up to speed on whatever they’re doing.


As the organization grows, it is essential to ensure that members step back when they are overworked or are no longer fully engaged. Encourage yourself or others to take time to recharge the batteries and return fully refreshed and able to handle the responsibilities of the group.





Chapter 2
NETWORKING WITHIN THE COMMUNITY



#10. Where should I set up my office?


It’s essential that your office reflect your relationship with the community. That means, of course, that it needs to be located in the community, in a place where people from the neighborhood feel comfortable coming.


Consider such questions as access to public transportation, ease of parking (always a big issue!), and safety both in and around the office. You also should evaluate whether the space is adequate for your needs. Although the nonprofit may grow and need more space in the future, it would be best if you didn’t have to move for at least a couple of years. Build in some growth room to your first office.



#11. When should I first interact with leaders of the community?


It’s important to meet with local political leaders and introduce yourself to personnel in your city and county administrative offices before you need them. This shows everyone that you are serious about working with the community, even those who may have reservations about your plans. This is an area where your skill as an organizer who is comfortable meeting with strangers is going to help.


Much of organizing a nonprofit comes down to establishing and building relationships with not only those people who are supportive of your plans but also those who oppose your organization. If your plans involve zoning or occupancy regulations, all your skills as an organizer and negotiator will come into play. By working with—rather than confronting—local review boards or citizen groups, you should be fine.



#12. How do I first assess the local media?


Begin by looking at the traditional forms of local media: radio, the daily newspaper, and local television, including any cable access channels. Are there writers at the paper who are sympathetic to your project? How about radio personalities? Is there a nonprofit station that not only accepts community groups but also actively encourages them with free airtime or production assistance for public service announcements (PSAs)?


One of the first things to do is create some PSAs that you can give to these media outlets. A great tool you can use to produce PSAs is a widely available software program called Audacity. Audacity turns your computer into a mini-recording studio, able to produce broadcast-quality audio files. Audacity is remarkably intuitive and can be used with only a little practice; the same can be said for other basic recording/editing programs.


If you don’t already have a local media list, put one together that includes all the outlets, their general contact information, and a rough tracking of both supportive and critical articles they have put out over the past year. You want to get a good sense of where you will find both support and criticism. With that understanding, you will be able to better present the pros and cons of incorporating as a nonprofit.



#13. How do I introduce myself to the media?


If there is a community radio or television station, that should be your first stop. Introduce yourself to the station manager and news director as soon as it is practical. Without the start-up funding necessary to personally contact every individual in your area, learning to work with the media is your best way to reach the largest number of people and will provide a direct means of communicating with your supporters throughout the region. Keep in mind that the people who work in community media need you to help provide content for their programming just as much as you need them to help publicize your activities.


If your organization is statewide or even nationwide in scope, the local broadcast and print outlets can provide direct access to a national audience with the flip of a switch. Over the past decade, new networks serving millions of people have been established; you need to become acquainted with these networks and plan to use them.


As you access available resources of the media, don’t overlook the Internet mailing lists called listservs. Some of these undoubtedly include groups that have the same focus as you do. Now is the time to document every media resource and develop a file listing every element they have that is applicable to your needs.



#14. How do I introduce myself to the local business community?


Start with the local chamber of commerce and other business groups. News of your organization has probably already been circulating, so take the initiative and request an informal meeting with these groups. This meeting will help you position yourself for future cooperation. Create a simple brochure using a desktop publishing program. Have copies available at every meeting you attend, and your crucial first impression as a well-planned, successful venture will be a positive one.


Take the initiative and offer to meet with local businesses. You will encounter people in your community with whom you might never have otherwise met, which will allow you to form potentially advantageous relationships.



#15. How should I use Facebook to reach out to the community?


In the past few years, social media has completely transformed online communication. Users can directly contact hundreds—if not thousands—of people with an immediacy never seen before. Fortunately, the most popular systems have been designed to allow users with minimal technical know-how to make use of the environment fairly quickly.


Facebook (www.facebook.com) allows you to freely interact with others. While there are many more uses for Facebook, you’ll find this aspect of it the most useful for your nonprofit.


In addition to providing a means for people to stay in touch, Facebook also lets organizations have a public, free presence on the web with a potential worldwide viewership. How many people visit your nonprofit’s Facebook page will be determined by how aggressive and active you are in promoting it. As friends become part of your nonprofit’s network, potential visits can increase exponentially within days or weeks.


Unless people have their memberships set to receive updates via e-mail or text, they must go to your Facebook page to see what activities you are posting. As many people are simply unable to track everything going on within their many groups and many friends, cross-promotion becomes very important.



#16. How should I use Twitter to reach out to the community?


While Facebook relies on overlapping, interconnected circles of associates or acquaintances to create the huge networks that are the basis of that system, Twitter (www.twitter.com) allows a lot of people to be alerted simultaneously to the same event.


The people who are following you can be notified of a special event you are presenting, meetings they may want to attend, or anything else the organization feels necessary to communicate to its membership and followers. You can also use your tweets, the 140-character messages transmitted via the Twitter network, to drive traffic to your Facebook page or to your website.


Although Twitter is usually associated with cell phones that have a data plan, it can also be accessed from any computer, making communication directly to your membership an easy process.



#17. How should I use LinkedIn to reach out to the community?


The third system that should form the core of your social media activities is LinkedIn (www.linkedin.com). LinkedIn was not designed for the massive volume of Facebook or the immediacy of Twitter. It’s a networking tool for use by professionals interested in connecting with others in their field.


LinkedIn is not limited to any one profession or area of interest, which makes it a terrific tool for the organizer of a nonprofit. As users indicate their general areas of expertise, locating other people with a shared interest, or professionals you may need for consulting purposes, is just a few clicks away.


In addition to the networking LinkedIn provides, it is also a good means of gathering ideas and unique perspectives presented by other users who regularly post what they are doing and why. The system provides both direct and indirect e-mail exchanges through their e-mail relay service.


People who sign up and use LinkedIn regularly welcome communication. Feel free to send a note to individuals sharing your interest and to those with whom you feel collaboration may be possible.



#18. How should I use Flickr to reach out to the community?


If your organization’s activities are visually appealing, or if you have photographers at every event you present, consider using a social media site expressly designed to both store and show photographs—Flickr (www.flickr.com). Flickr is owned by Yahoo! and will require a Yahoo! account to use, but as with all the other major social media platforms, it allows and encourages logging in from other accounts (i.e., Facebook or Twitter). In turn, this makes it easy to reference back to those sites, as well as have your homepage clearly visible with an active link.
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