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I ntr oduction

Congratulationd Y ou have made thefirst giant step in starting a new
nonpofit organization. You have decided to turn a good idea into a redl
project. Now it@ time to get to work and put those ideas into action. This
manud will guide you in the right direction on matters such as setting up a
boad, getting technical assistance, incorporating, and filing for tax
exemption. There are many booksand sources of information tha will hdp
you with these and other questions Use as many of these sources as
possible; you can never know too much about how to set up your
organization and there is no subditute for knowing it yourself.

Community Accouniants sincerely thanks Richard Bove, JD, CPA of
Coopes & Lybrand for his review of this manud.

Community Accountants provides accouning-related services through
volunteers to hdp Delaware Valley nonpiofits and small busnesses become
self-sufficient. Services indude direct service, workshops boad member
referral, hotlineg, and publications For more information about our services
please call (215)951-0330 ext 125.

To hdp ge you in the right frame of mind, Joan Flanagan lists the
following @o®0in her book, The Sucessful Volunteer Organization.

DO set clear gods with tangible results

DO have atimetable for reaching those gods

DO start raising fundsand building a suppot network right away

DO recruit members and volunteers tha have skills tha you need to
runyour organization propely

DO set up and organized bookkesping system right away
And oneDONQ: DONCT GIVE UP



Note: This publication is intended as a guide and is not a subditute for
professiond accountant or legd services. In addition, it does not reflect
changes in the laws, regulations tax rates and the like occurring after its

publcation.

Revised July 2006



Getting Started

Getting your new nonprofit rolling will be much easier if you start by

addressing three critical issues. You need a purpos, you need a plan, and
you need people.
A Purpoe may sound almog too basic to discuss, but the importance of
having a clear, condse statement describing the mission of your organization
cannot be overemphasized. Everyone you deal with- funding sources,
coulters, boad members, the IRS- will want to know what your organization
does. The pumpos mug be clear and simple, reflect the gods of your group
and yet allow room for growth and some diversity. Y ou will find tha, as you
become involved with all thelittle daly details of running an organization, it
Is hdpful to have a mission statement to remind you and your partners of
why you got started in thefirst place!

Thenext step is to write a plan for your organization. Y ou know what
gods your group wants to reach but you need to map out how you are going
to work towardsthese gods.

Joan Flanagan simplifies the planning process by asking the basic
news story questions Who?What? When? Where? Why? How? And a new
oneHow much?

WHO means making one list of the people who share the group
interests and gods and another list of people who possess the skills and
contacts you will need to run the organization. Think how you van best use
these people as youwork onthe plan.

In addition, make a list of people who will oppo® your plan and
decide how they will affect the success of the group. Now is the time to

anticipae problems so you can incorporate the solutionin to your plan.



WHAT is answered by your purpos? Take those general gods and
break them down into specific tasks. Make these tasks measurable by usng
daes and numbers so you know when the tasks are completed.

WHEN requires a calenda showing all events, activities, due dates
and gods for the next year.

WHERE means where your group will meet and also where you will
do your work. For example, a historical socety may have monthly meetings
at a member@® home but it may be renovaing a historic home at a different
location.

WHY is answered in your purpo<. IT isimportant to be able to spdl
outthereasonsfor your group@ existence so you can explain them to others.

HOW are the activities you will organize going to meet your gods.

HOW MUCH means putting down the dollars and cents of carrying
outyour plans. You will have expenses from the moment you beng and you
need to keep track of them and find a way to pay them. Two thingsneed to
be doneimmediately. First, ask for money from the people who want and
need your group. Second, find a responsble person to keep track of the
income and expenses and ask him or her to prepare a monthly report of the
groupsCfinances.

Once you have written down the answers to theses questions you will
have a plan to keep you moving in the direction of your gods.

Thethird step if to recruit the people needed to run your organization.
We are al familiar with the people who start and seem to run organizations
single-handadly, but in reality these people have a large suppots network
backing them up. Look for two specific groupsof people to work with you.
First, develop a group of dedicated suppoters who will serves as the boad

of directors. Second,find volunteers to he p run the program.



Board of Directors

The boad of directors is responsble for making decisions for the
organization. Legdly, it is responsble for the govening of the organization
and for its adheence to state and federal laws. Typical boads have from
seven to 21 membes and are made up of officers who have specific
responsbilities (President, Vice-President, Secretary, and Treasurer) and
others committed to the group, who make decisions as a team. The theory
behind establishing a boad of directors is tha a group is likely to make
correct decisitonsmore often than any oneindividud.

When setting up a boad, many people recommend recruiting boards
members who fall into oneof three categories.

Wealth: Those tha can suppot you with money

Work: Those who will volunteer thar time and talents

Wisdomt Those who have expertise in areas you do not

Of course, theideal boad member is dedicated to your purpos, raises
funds recruits volunteers and members, works hard, and is enthugastic. In
reality, there are very few people who meet all the criteria. Your gods
should be to develop a boad tha, as a whole, encompasses al the needed
qudities.

While you may be tempted to try and attract prominent community
leaders or celebrities to your boad because they have something special to
offer the group, it may be better to wait until you are a more established
organization. These individuds tend to be in demand and while they may be

very committed to your purpose, they may have a limited amount of time



and energy to devote to your organization. If you want to get threes people
involved immediately, set up an advisory coundl. This coundl will not have
the govening responsbilities of the board but will be available to assist in
certain areas of the expertise such as offering legd or financial advice or in
arranging special fundraising events.

Whaever you do, never turn away anyonewho shows an interest or a
willingness to hdp. Keep in contact even if you don®have an immediate
place for them. At some point in thelife of your organization, you will need
ther hdp.

Volunteers

Onegroup of people you need to recruit immediately are professionds
willing to volunteer thar time. These professionds indude an accountant
and a lawyer at the very least. Bankers, insurance agents, marketing
specialists, and others should be contacted as the need arises.

There are many sources available in which to find professiond
volunteers. Start with friends and relatives of yourself and your boad
members. In some cities, there are organizations tha specifically provide
professiond services to the nonpofit community (see appendix 1).
Professiond sodieties and assodations usually have a community relation@
representative responsble for projects tha hdp community groups ldentify
these people and let them know how they can hdp your group. Make sure it
Is very clear you are looking for volunteer services and then, once you have
found volunteers, remember tha the services are FREE, pr provided at a

greatly reduced fee. Do everything you can to make the volunteer@ job



easier induding being on time, prepaing in advance for meetings and
regularly sending thank you notes.

Working with volunteer professionds and boad membes | s
rewarding for everyone You learn new skills that can hdp you meet your
god, the professiond get the satisfaction of helpinga community group and

the community gets the competent organization.

I ncor poration and Tax Exemption

If you are planning to initiate programs and raise money to support
programs through your organization, you will need to become a tax-exempt
organization. You may choos to be a trug or a non-profit corporation.
Genegal, a corporate form is the mog preferred form of tax-exempt
organization. These steps make your organization a sepaate legd entity
(Corporations Trud, or Assodation) and permit you to opeate without
paying income taxes to the IRS (tax exemption). In addition, dondions to
many tax-exempt organizations give some contributors dedudions on thar

income tax form.

Bylaws

Once you have written a plan for the group and have elected a boad
of directors, the next step is to write bylaws. By laws are the rules by which
your organization will run and are hdpful when filing for incorporation?

Bylaws indudeinformation such as the name and purpo< of the group,who



can become a member and how, when meetings are hdd, what officers are
needed and how they are chosen, duties and terms of the officers and other
rules needed to condud busness

Bylaws should be written by a committee of three or four and
presented to and approved by the boad of directors. When writing bylaws
there are afew rulesto keep in mind:

1. Use Smple language and few words but clearly describe the

meaning of each rule.
2. Do notwrite any rulestha areillegd

3. Make suretherules are reasonable for your organization

Sample bylaws are in Appendix 3. These bylaws can be used as a
modd, but should not jugt be copied without congdering whether they are
appropriate for your organization and whether your organization needs
additiond bylaws.

You should aways have bylaws drafted when you incorporate or
shortly thereafter. Incorporation establishes the organization as a unique
legd entity in the state in which it opeated. You cannotfile for tax exempt
status with the IRS untl you are incorporated or formed as a trus or
assodation, mos organization choos to incorporate. Advantages of

incorporationsand tax exemptionsare:

1. Limited legd liability. The members of the group are not
liable for corporate debts, only the organization itself is
liable but directors can be liable for certain misdeeds as an

officer. D& O insurance may cover some liability.



2. Tax Exemption. No corporate income taxes need to be pad
other than a special tax on Qunrelated busness income.O

3. Tax dedudion. Some contibutors to tax exempt
organizations can dedud these contributions on ther federal
Income tax return.

4. Increased fundng base. Mog govanment agendes,
founddionsand corporate fundes require tha you have tax-

exempt statusin order to receive thar grants.

Articles of Incorporation

In Penngylvania and mog other states, incorporation involves filing
articles of incorporation with the state. Contact the secretary of state and ask
for al forms, ingructions and sample articles of incorporation.

Itisagoad ideato file your articles of incorporationin away tha will
be acceptable to the IRS when you file for your tax-exempt status (i.e.,
refrain from all political activity, limit lobbying activity, upon dissolution
assist to other 501C Get a copy of IRS Publication 557, Tax Exempt Status
of Your Organization fromthe IRS (for ordering forms, see phonenunber at
the end of this manud). This publication describes how the IRS wants you to
fill outyour articles of incorporation.

Sample articles of incorporation are in Appendix 4. These, too, can be
used as a modd, but should not be used without consdering the specific

needs of your organization.



Types of Tax Exempt Organizations

The first step is to make some decisions about which categories the
organizations will fir into for IRS purposes. At the back of Publication 557
thereisalist of types of tax-exempt organizationsand wha groupsfall into
each section of thetax code In mog cases your group will fall into either the
501()(3) or 501 (c)(4) categoty.

Genegally, 501(c)(3) organizations are those that are organized for
chaitable purposs. These pumposs indude chaitSable, eductiond,
religious scientific, literary, testing for public safety, fodering amateur
sports competitionsor for the prevention of crudty to children and animals.

The organization mug exclusvely engage these purposes. Creators of
tax-exempt organization cannot benefit directly or indirectly from he
earnings of a tax-exempt organization. These tax-exempt organizations are
entities, which are autononousand are public entities.

501 (c)(4) organizations are organized exclusvely to promote sodal
welfare. The main difference between 501()(3) and 501 (c)(4) organizations
Is that (c) (3) organizations can spend up to 20% of thelr budgets (not to
exceedsthar budgets for lobbying. A second difference is that contributions
to 501(€)(3) organizations are dedudible on some donosOtax returns
contributionsto 501()(4) organizations are not

Unless your group obvioudy falls into one of the other 501() groups
it will probably bea (c) (3) or (c) (4). Since this is a complicated area and
one where the rules change from time to time, it is probably best to check

with your attorney or someoneexperiences in these areas.

IRS Requirements within the Articles of Incorporation



1. The IRS wants to know abou your purpose, profits, lobbying and
assets. All this information comes from the pumpos section of the
Articles of Incorporation. You shoud read Publication 557 for
specific guiddines on how to work this information

2. ThelRS wants to know that the group is organized and exclugvely for
oneof the pumposes (charitable, religious, etc.) mentionad earlier.

3. If you have any net income or profits from the busness of your group,
the IRS wants to know that this QorofitOwill be used for the specific
purpose listed previoudy.

4. The IRS wants to know how much lobbying your group plans to do.
Althoughnot every nongofit group participates in lobbying activities,
for those who do, the IRS wants to know all thefinandal details. This

issue should be discussed early in theformation of your group.

ThelRS recognizes two types of lobbying: grass roots lobbying which
influences public opinion and, therefore, legidlation officials and
employees or legislators. Briefly, the IRS will alow tax-exempt
organization to spend up to 20% of the first $500000 in total
expenses on lobbying. If you spend more than this limit the excess
expense s are subject to a 25% excise tax. If you spend more than
150% over the limits for four years you will likely lose your tax-

exempt status.

Discuss with your attorney and your board how much, if any, lobbying you
plan to do and file form 5768, Election/Revocation of Election by an Eligible

Setion 501 (c) (3) Organization to make expenditures to Influence



Legislation. Publication 557 describes in more detail the lobbying rules and
limitations

5. Findly, the IRS wants to know tha if you go out of busness or
dissolve, al the assets (money, fumiture, equipment, etc.) will be
tranderred to another 501 (c) (3) organization. This assures the IRS
tha you are not taking advantage of the nonpoofit status to set up a
profit making company. Mog states require this provision before they

will allow you to incorporate as a nonpiofit corporation.
When you file your incorporation pgoers, you will receive a

corporate seal and some official forms. Keep these in a safe, accessible

place.

Tax Exemption- Filing Form 1023

If you have decided to file for tax exemption unde section 501 (c) (3),
get a copy of IRS Form 1023 Application for Recognition of Exemption. If
you fall into one of the other categories, conalt Publication 557 for the
requirements for your type of group. You will mog likely file Form 1024.
Thefollowing sectionsrefer to Form 1023and will beclearer if you have it
in frontof you as you read along.

At first glance, Form 1023 may appear overwhdming, but once you
have read through the questions and eliminaes al the pages tha do not
apply to your group, it become a more manageable task. Publication 557

gives some specific guiddine on how to answer the questions,. Make sure



you read the questions carefully and answer them completely in the
terminology used by the IRS.

Parts | and Il of the Form 1023 ask you who you are, wha you have
doneand wha you are going to do. Since you have, aready put togahe a
plan, filing out this part of theform should gofairly well.

Part 11 involves technical requirements,. The firs question asks how
much time has passed between your incorporation and the filing of Form
1023.1f more than 15 months have passed, the organization needsto meet a
number requirement for the nonprofit status to be retroactive to the
incorporation date. Particular is it has been more than 15" months, it may be
best to conalt with an attorney concerning your options in filing for

nonpofit status.

Public Charity Vs. Private Foundation

The IRS congders an organization to be a private foundation unless it
falls into a category specificaly excluded from private founddion status
These excludeal categories are describes in derail in Chapter 3 of Publication
557. They are known as section 509 (a) (1), (2), (3), or (4) organizations.
Carefully read the sectionsdescribing the excluded categories and determine
where your organization qudifies. If noneof the 509 (a) categories describe
your organization, then it will be congdered a private founddion.

If you are private founddion, you next need to determineif you are a
private operating foundaion. Private opeaating founddions are similar to
private foundaions in many ways. There are advantages to becoming a
private opeaating founddion such as excise tax exemption. Agan,

Publication 557 lists the conditions under which your organization may



qudify for private operating founddion status, this is a difficult section due
to the terminology used by the IRS and you may need to conailt with your
attorney and accountant before completing it.

Advance Ruling vs. Definitive ruling

If you determine tha your organization is ot a private foundaion
because it fits into oneof the 509 (a) categories, you mug decide wheter you
will apply for adefinitive ruling or an advance ruling. The IRS will not issue
a definitive ruling of nonpofit exemption to an organization tha has an
initial opeaation year of less than eight months

If you are a brand new organization, you mus apply for an advance
ruling. The IRS will issue a temporary nonprofit exemption ruling (advance
ruling) tha applies for five years. Undea an advance ruling, you may opeaate
for this period of time as a nonpoofit organization. At the end of the advance-
ruling period, the IRS will request some additiond information about the
organization and, is there are no changes in the opeaations that will affect
your nongofit exemption eligibility; you will be issued a pemanent of
definitive ruling.

If you are requesting a definitive ruling, you will have to proveto the
IRS tha you are not a private founddion by specifying the basis for your
clam of nonprivate founddion status This will determine the specific
schedules you mug then complete. Agan, you may need to conault your
accountif you are required to complete these sections

If you are applying for an advance ruling, you mug also fill in Form
872C in the back of the 1023 package. This form alows the IRS to impose



an excise tax on investment income earned during the advance ruling period
if it is determined tha the organizationis a private foundation.

Part 1V, the find section of the form, asks you to submit finandal
statements for the current year and for each of the three years immediately
before it. If your organization has existed less than four years, complete the
statements for each year in existence, If it has existed less than oneyear, you
need to submit budgés for the next two years. Your accountant should be
able to hdp putthefinandal information together in theright format.

Along with the application for tax-exempt status, be sure to incdude
therequired fee and Form 8718. Request for tax exempt status unde section
509 (a) (except a section 401(a) trust) by an organization whos gross
receipts have not exceeded (or are not expected to exceed) $10000annudly,
averaged over its first four taxable years, mus indude a user fee check of
$150. All other requests for recognition of tax-exempt status unde section
501 (a) or 521 (except a section 401 (a) trus) mus indude a user fee of
$465. A private foundaion which has completed a section 507 terminaion
and which seeks a determinaion letter that it is now a public charity, mus
indudea use fee of $200.

Processing Form 1023

Carefully review the 1023 application form and also ask your attorney
and accountant to review theform. Any omissionsor errors will increase the
amount of time it takes the IRS to approve the application or could even
result in a denial of the application. Use the checklist induded in the 1023
packageto make sure you have induded all the prope information. Signand

mail theform to the correct address and keep a copy in yourfiles.



If you do not hear from the IRS office within three months call the
local IRS office and ask for the number for tax exemption information. In
some cases, the applications do not reach the prope depatments and you
will have to mail another copy. Keep in toudh with the IRS to assure that
your application will be processed propely.

If your application is accepted, you will receive a determination letter
from the IRS recognizing your tax-exempt status. If you applied for an
advance ruling, theletter will state the date your advance-ruling period ends,
what your accounting year is and who to contact at the IRS with questions F
you requested a definitive ruling you will receive the same type of letter
stating tha you have received nonpofit status DO NOT LOSE THESE
LETTERS. Fundes and other organizationswill often want to see proof for
the RS tha thegroupisa501(c) (3) organization and you will need to send
them a copy of the deermination letter. Send a copy, never the origind
letter. It is a part of your pemanent records and should be kept with your
incorporation forms and seal. In addition, you will need to retain these
doauments for your public disclosure requirement (Form 990, 1023, and
Articles of Incorporation).

If your application s rejected you will receive a Qproposed adverse
determination letterO denying the exemption. The boad has 30 days to
appeal top the Regiond Director of Appedls. Follow the appeal procedures
in Publication 557 and Publication 892 Exempt Organzation Appeal
Procedures for Unagreed Issues. Check with your attorney and quickly (you
only have 30 days) take the propea actions

In addition to IRS requirements, many states, induding Penng/lvanaa
and New Jersey, require nonpiofit organization to file annud reports. Check



with your state to determine what is required of your organization. Contact
numbers for Penngylvania and New Jersey are listed in the appendix.

The steps to becoming a nonprofit organization may appear
overwhdming, picky, and sometimes ridiculous buttheresults are worth the
time it takes to get nonprofit status. Once you receive aruling from the IRS,

thank all the volunteers who hdped with this step, and congratulate yoursel !



Alternatives

There are some groupswho may not benefit from or may not be able
to ga tax-exempt status. To follow are some aternaives. You should
conallt with an attorney to determine if any of these would be more
advantageousfor your group.

1. Do not organize. Aslongas you are not doing any solicitation for
funds you can remain an informa group. While this is an
attractive alternaive because there are no filing requirements, your
resources are severely limited.

2. Become part of your group that is already tax-exempt. In this
case you have the advantage of an established organization®
knowledge and resources,. You may be restrained by the larger
group® limitations but you can aways break off into a separate
grouplater.

3. Become a different type of nonprofit. You may be able to
organize as a coopeaéative or an assodation. Check with your state
or your attorney for details on how to organize as one of these
entities.

4. Become a Obr profitOorganization. | f you think your group can
suppot itself by charging for its services, this may be a good
choice. The advantages are tha you can lobby, make money, and
do not have to stick to a specific mission or purpo<.

Disadvantages are tha you cannot solicit dondions or funding to
suppot yourself and you have to pay taxes on any profits

generated by the busness.



Congratulationd Y ou have completed the process for becoming a nonpiofit
organization. Now you can begin your operations work towards your gods

andraise funds

Resour ces

These resources are in the Philaddphia area. Other areas may have similar
organizations.

Community Accountant: 3721 Midvde Avenue Philaddphia, PA 19129.
(215) 951-0330 ext 125. Provides free accouning-related services to hdp
nonpofits become self-sufficient

LaSalle University Nonprofit Management Development Center:
Philaddphia, Pa 19141.(215) 951-1454. Provides core training program for
nonpofit executive directors and boad members through peer support
groups specialize workshops individudized management suppot, boad
placement, and gradude courses.

Nonprofit Technology Resources. 437 Poplar Street, Philaddphia, Pa
19123.(215)922-0227.Provides computer training and suppat.
Philadelphia Volunteer Lawyers for the Arts: 251 South 18" Street,
Philaddphia, PA 19103.(215 5453385. Provides legd assistance to arts
groupsthat qudify for services.

Regional Foundation Center: Free Library of Philadephia, Logan Squae,
and Philadelphia, PA 19103. (215) 686:5423. Reference center materials
indude information on corporate and founddion giving, fundraising

grantsmanship, nonpiofit management, and philanthropy.



Whereto ga and mail forms

Federal Forms

ToOrder: FormsDistribution Center
P.O. Box 25866
Richmond,VA 23261

(800)829-3676

Philadelphia Area, mail to:
Interna Revenue Service
Philaddphia, PA 19255
(215) 5749900

Pennsylvania State Forms

Bureau of Charitable Organizations Registration:
Commonwealth of Penngylvania
Depatment of State
Bureau of Charitable Organizations
308 North Office Building
Harrisburg, PA 17120
(717)7831720



I ncorporating:
Commonwealth of Penngylvania
Depatment of State
Corporation Bureau
P.O. Box 8722
Harrisburg, PA 171058722
(717)787-1057

Sales Tax Exemption:
Depatment of Revenue
Bureau of Busness Trug Fundtaxes
Registration Division
Depatment 280901
Harrisburg, PA 171280901
(717)787-8201

New Jersey State Forms
Division of Consumer Affairs
Charities Registration Section
124 Hasey Street
Newark, NJ 07102
(201)504-6200



M odel Bylaws

The following bylaws are presented in a generic form that can be
adaptd to the needs of individual organizations You do not hawe to use all
these articles and you may ass as many as needed to propealy run your

organization.

Congde the needs and goals of your organization before adoping
bylaws, and conault with your attorney and accountant during the process.
There are a wide variety of optionsregarding membership, governanc, etc..
and these professionals can hdp your organization make the mog of the

options
Article 1: Name

Thename of this organization shdl be
Article 2: Purposes

Thepurmpos of this organizationis :

1. To promote the development of:

2. To assist members to achieve:
3. To make scholarshipsavailable to:



Article 3: Member ship

If amembership organization
3.1 Types of membership shdl congst of active and honaary
membership.
a. Active membership requires tha the member be
b. Honomry membership may be conferred upon an
individud providedEand is chosen by the executive
boad for such honor Such member is entitled to the
same privileges as an active member.
3.2 Qudificationsfor admittance to this organization are:
3.3 Application for membership mus be sponsred by two
members in goodstanding of the organization.
3.4 Annud dues shdl beE. Payable to the Treasurer not later
thanEe ach year.
3.5 A membe who resignsin goad standing (dues pad up to

date) may reapply for membership within a period ofE

If anon-membership organization:

3.1 The Corporation shdl have no members.

3.2 The Directors may create such classes of Gnembership,Osuch as
contributing members or honomary members, as the Directors see
fit, but such persons shdl not have the rights of members unde
the Penngylvania nornprofit Corporation Law of 1988,as amended
(the ActQ.



Article 4 Board of Directors

4.1 The boad shdl congst of the elected officers and the appointed
committee heads

4.2 Theboad shdl handle theregular busness of the organization.

4.3 Meeting. Regular meetingsof the executive boad shal be hddE

4.4 Quorum. A quomum for condudion the business of the executive
boad shdl be not less thanE members of the board empowered

to vote.
Articles 5 Officers and Committee Chair per sons

5.1 There shdl bethefollowing elected officers.
a. President
b. Vice President or Vice Presidents
c. Recording Secretary

d. Correspondng Secretary

e

. Treasure

5.2 An officer who does not comply with assigned responsbilities may
be relieved of office by majority vote of the executive boad. The
president with the approvd of the boad shall make appantment of a
replacement.

5.3The head of committees shdl be appointed by the President
immediately after ingallation.



Article 6 Elections

6.1 a Nominaions A nominaing committee congsting of a charperson
and two members shdl be elected at the time of regular elections At
the end of the term, ther duty is to nominating committee for the next
administration.

b. Report of the nominaing committee shdl be made at the
(date)E meeting.
c. Nominationsfromthefloorwill bein order at theEm eeting.



