LEADERSHIP TULSA

Boardsmanship Basics:


What is a Non-Profit Organization?
Non-Profit Organizations (also commonly called NPOs, not-for-profit or tax-exempt organizations) exist as a special class of legal entities that share some traits with private for-profit business and other traits with public or governmental agencies.  The NPO is a private sector business with a public service mission!   

How to choose the right organization structure

Not all organizations are appropriately incorporated as non-profits.  How an organization should organize depends on its mission.   The mission simply defined is: “This organization does what for whom?”   If the mission is one for “public service” the organization might be able to incorporate as a non-profit.    If the mission is one where a primary goal is to make money for owners, a private for-profit status might be more appropriate.  

Key traits of a non-profit organization

Non-profit organizations:

· Operate for the greater good of the community.

· Are governed by a board of directors.

· Can solicit charitable contributions and confer tax benefits to their donors.

· Do not have to pay income taxes on income generated through activities that fulfill their mission. 

Some other surprising facts:

· Non-profits are not wholly tax-exempt; they must pay payroll taxes on any employees, they must pay sales taxes on any merchandise they sell in the course of running their business, and they might have to pay unrelated business tax if they run any side businesses.

· In the state of Oklahoma, non-profits (except churches, schools & museums) must also pay sales tax on items they purchase from area retailers (a fact that is often confused because other states exempt these taxes).

How does one become a non-profit organization?

Organizations that wish to operate as non-profits, solicit charitable donations, and avoid income taxes must get the proper legal designation to do so.   Because the government is foregoing important sources of income, they want to ensure that the non-profit is legitimately fulfilling a public service mission, operated properly according to the statutes that govern non-profits, and not created to benefit a small class of people such as its own board members.  

An organization seeking non-profit status would first incorporate at the state level.  This requires that you make several important decisions such as appointing incorporating board members, establishing by-laws, and selecting a principal business address and an organization name.   These decisions are submitted with the proper forms to the State of Oklahoma with a small fee.  An attorney can easily help with this process.
The process does not end there, however.  To receive all the benefits of non-profit status, an organization must also apply for tax-exempt status with the IRS.   This can only be done after incorporation has already been granted at the state level.   The IRS has a very large book of codes governing who is accepted as tax-exempt from among their applicants and the form 1023 is quite lengthy.  To learn more you would request publication 557 from the IRS.  Although there are many forms of tax-exempt status that an organization might seek, the most common form for community organizations is called the 501(c)3.   You will often hear this terminology referred to when applying for a grant or other funding because it is the most common form bringing charitable contribution exemptions.  

The forms you fill out help the IRS determine what your charitable purpose might be, how you receive most of your income, if your organizers stand to benefit personally from the formation of your non profit, and other important questions governing whether you deserve tax exempt status.   If your organization has not been in operation very long they might give you a provisional status and ask that you report back in a period of time.   The letter the IRS sends you conferring your tax exempt status is like gold and should be carefully preserved.  Many grant making agencies will ask you for a copy of this letter when you apply for funds.

Once you receive tax-exempt status you must prove that you continue to operate in a manner consistent with the regulations.  To do this, you must submit a yearly form, not unlike the yearly income tax forms that individuals and corporations submit, called a 990.  Only organizations with $20,000 or more in revenues have to submit this form annually.   

The IRS requires that 501(c)3 organizations cannot get involved with partisan politics or spend a substantial part of their income on lobbying.   They must declare any payments they make to directors and highly paid staff members.  Their funding must come from a variety of sources including general public support.   However, contrary to popular belief, there is no requirement that not-for-profit organizations cannot make a profit!   The difference is what they do with any profits they do make; these profits can not be distributed to any “ownership” or board members.  Profits should be plowed back into the programs and mission of the organization or put in a “rainy-day-fund” to protect against future events.  

Where for-profit corporations have stockholders, not-for-profit corporations have stakeholders – people who have an interest in the success of the organization and the fulfillment of the organization’s mission.  Primary among these are the organization’s own board members.   Once incorporated as a non-profit however, the organization does not belong to any one group of individuals, but to the whole community.  The board of directors operates the organization on behalf of and to the benefit of the whole community.
See Board Responsibilities







































