
00:00:05 Welcome to incorporation two Oh one, starting your non-religious. Non-profit the 
reason to form a nonprofit versus a for-profit organization is two-fold. One is so that you can 
raise money for your mission via tax, deductible contributions, and two it's so that you are not 
required to make a profit to serve the shareholders or members of your organization, but 
instead, so you can operate for the public benefit. 
 
00:00:35 Please make sure that you are forming your nonprofit for these reasons. And not 
because you don't like business, or because you don't want to be in business as the founder of 
a nonprofit, you will still be in business just in service to your mission and not to yourself or the 
other owners of your business, because there won't be any other owners. You should think of 
your nonprofit business as a business that has no owners or shareholders. 
 
00:01:03 And that does not pay taxes as a regular business would, but it is still a business 
in the sense that it needs to bring in money and it has expenses. And the money that it brings in 
has to be sufficient to cover those expenses. And some of those expenses can be paying you to 
operate the nonprofit so long as you don't violate any rules against self-dealing by overpaying 
yourself, 
 
00:01:28 or co-mingling your personal assets with those of the non-profit a charitable 
organization or a nonprofit in the United States can take a few different forms. In all cases, the 
organization begins with the business entity, which can be formed in a couple of different ways. 
I'll discuss in this video based on your state law. Then the tax status is determined with a filing 
to the IRS, 
 
00:01:55 which happens with an application called a 10 23. So I'll also discuss that. So just 
like with a for-profit entity, you have your business entity for liability protection purposes under 
state law, and you have your tax filing with the IRS to get your tax classification. So you could 
see just like any business. And as with all businesses incorporating a nonprofit goes as follows. 
 
00:02:22 Number one, choose a business name, number two, incorporate your entity 
through the state. Number three, apply for your tax status. In this case, a tax exemption at the 
federal level with the IRS number four, apply for a state tax exemption. If necessary, number 
five, prepare your bylaws. Number six, appoint your directors. Number seven, 
 
00:02:48 hold a meeting of the board. And then number eight, obtain your necessary 
licenses and permits. See a nonprofit as a business. It's just been given tax status by the 
internal revenue service because it furthers a religious scientific charitable education, literary 
public safety or cruelty prevention, mission, or area of work. The term non-profit is meant to 
describe a nonprofit organization, 
 
00:03:16 not operating primarily to make a profit. Instead it's an organization whose 
mission focuses on furthering a social cause or a shared goal or mission currently publication 
five, five, seven from the internal revenue service details, the tax code regulations for 



organizations and breaks the nonprofit types into 29 different segments under section five Oh 
one C we're only going to talk here about the most common type, 
 
00:03:45 the five Oh one C3 as it applies to religious organizations that qualify as churches 
and those that don't the starting point for all nonprofit organizations is for you to clarify your 
mission. Are you intending to be a fundraising organization that raises money to distribute funds 
to other operating nonprofits? Or are you going to operate and provide services yourself? If you 
are going to operate and provide services, 
 
00:04:15 what, and who will those services benefit? If you are going to be raising money, 
will the money you raise be primarily from one or a few donors, or are you going to raise money 
from the general public? If you are going to raise money from just one or a few donors, you'll 
likely be considered a private foundation rather than a public charity, 
 
00:04:38 and that has different tax benefits to your donors or to you if you're the primary  
donor. Now, if you're not sure about these tax implications and whether they matter to you 
discuss that with legal counsel, supporting you, if you are going to be operating and providing a 
service, will your activities be for religious scientific, charitable educational, literary public safety 
or cruelty prevention purposes if you're operating for non-religious purposes, 
 
00:05:11 but instead for scientific charitable educational, literary public safety or Pulte 
prevention purposes, you will need to create an entity which could be a corporation or a trust or 
even an unincorporated association. Now let me just rule out the unincorporated association 
form. It's not ideal for you. If you want any liability protection at all. The corporate form provides 
the most liability protection for the directors of a non-profit than a trust would for the trustees of a 
trust. 
 
00:05:45 So if you've been considering, well, maybe I should have a trust. Maybe I should 
have a corporation consider that trustees of a trust have a fiduciary duty to the trust 
beneficiaries. This is a higher standard of care. Then the board of directors has to a corporate 
form. In addition, corporations can have perpetual life, whereas trusts in most States, can't due 
to something called the rule against perpetuities. 
 
00:06:13 Although 20 States have now repealed the rule against perpetuities. So if you are 
going to use a trust structure for any reason, make sure that the state that you're governed by 
allows for perpetual trusts. So that was a lot of detail that ultimately you're going to talk to your 
lawyer about, you're not going to make this decision alone. Okay? And you shouldn't be making 
this decision alone. 
 
00:06:36 This is a decision that you want to be making with the help of legal counsel. So 
just make sure that you understand enough of what I said here so that you can enter into a 
conversation with your legal counsel about these decisions. Once you've decided on your 
corporate form, or maybe you decided to use a trust, then you're going to file form 10 23 with 



the IRS. 
 
00:06:59 That's what's going to establish your tax exempt status as a five Oh one C3. Now 
you can do this on your own without a lawyer, but it will be much easier for you. If you work with 
a lawyer or someone who has experience with form 10 23, before you go out on your own at the 
very least go to the council of nonprofits website and review the resources they have for you 
there, 
 
00:07:24 they're extremely comprehensive and can guide you step by step through the 
process. Now, again, just want to remind you do not form a nonprofit just to avoid the business 
aspects of business. If you are forming a nonprofit, do it because that's what your mission 
requires so that you're able to raise money through tax deductible contributions to your mission 
instead of by selling services or products. 
 
00:07:50 That's the ultimate deciding factor. Where's the money gonna come from for your 
business and who is the profits going to benefit if it needs to be you or your shareholders? It's a 
for-profit entity. If the money is going to come from tax deductible contributions, and there's 
going to be no owners or shareholders, then a nonprofit could be the right structure. 
 


