
By the end of this  
lesson you will be  
able to:

 Understand what it means  
to be a nonprofit.

What is a nonprofit?
Simply put, a nonprofit is an organization that can’t give its income to shareholders — 
in fact, they can’t have shareholders at all. That restriction leads to many more detailed  
benefits and restrictions, which we’ll get into below, but that’s the bottom line. 

Many people think of 501(c)(3) when they think of nonprofits, but in fact, there are many  
other types of nonprofits. In the next lesson, we’ll talk more about the difference between  
those types. But for now, know that there’s more to nonprofits than your average 501(c)(3). 

What’s the benefit of becoming a nonprofit? 
The main benefit of being a nonprofit is that your organization is exempt from taxes. If you qualify 
under your state nonprofit laws, your organization may not have to pay state sales, property, or 
income taxes. If you qualify under federal IRS regulations, your organization doesn’t have to pay 
federal income taxes.*

What are the restrictions on nonprofits? 
It probably won’t surprise you to learn that in order to be exempt from federal income tax, there 
are a lot of rules that you have to follow. Many of these stem from the basic idea that a nonprofit 
doesn’t have shareholders. For example: 

Nonprofits must be careful of private benefit and inurement.

•  We’ll discuss these concepts further in a future lesson, but for now, know that essentially,  
insiders—and even members of the public—can’t get too much of a personal benefit from  
the nonprofit.

•  This complicates matters when you have a fishing organization that wants to distribute  
quota to fishermen. 

They have to pay a filing fee and go through the (long) process of applying for status with  
the IRS and registering with states.

• This will likely delay your fundraising timeline.

Exercise: Now that you know the general pros and cons of being a nonprofit, what do you 
think the pros and cons would be in your community, with your group of fishermen?
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* For more information, see  
www.stayexempt.irs.gov/Resource- 
Library/What-is-the-difference- 
between-nonprofit-tax-exempt- 
and-charitable

This material is provided as a general  
informational service to friends of  
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on the basis of this information. This 
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