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

•  Understand the legal,  
logistical requirements for  
becoming a 501(c)(3).

•  Determine who will be  
responsible for fulfilling  
these requirements in  
your organization.

Okay, so now we know the basic requirements for becoming  
and staying a 501(c)(3).
Quick refresher—in general, 501(c)(3)’s must: 

•  Have an exempt purpose that’s acceptable to the IRS and that encompasses all of the 
organization’s ongoing activities.

  The IRS will only accept exempt purposes that fall under one of these categories: charitable, 
educational, religious, literary, scientific, testing for public safety, fostering national or international 
sports competition, prevention of cruelty to children, or prevention of cruelty to animals.

• Limit their lobbying.

• Get a certain percentage of their income from public support.

• Have an open and indefinite charitable class.

What other concerns are there for leasing quota as a 501(c)(3)?
One big issue to keep in mind is the unrelated business income tax, or “UBIT.” UBIT is a 
complicated thing,1 and it’s definitely a good idea to get your lawyer’s input on how it applies to 
your specific case. But in general, if an organization gets income from an activity that’s not related 
to its exempt purpose — meaning that activity doesn’t “contribute importantly” to achieving that 
purpose2 — it will have to pay income taxes on that income, even though it’s a 501(c)(3). 

What this means in our case is that we’ll have to draft our statement of purpose very carefully so 
that it not only meets the IRS’s requirements for exempt purposes, but that it also makes leasing 
quota an important part of achieving that purpose. 

For instance, if your organization’s purpose is to protect small-boat fishing in your community 
and you lease all of your quota to factory trawlers, you might have to pay taxes on that leasing 
income. Arguably, leasing quota to factory trawlers doesn’t contribute to achieving your purpose 
of protecting small-boat fishing. Again, this is something you’d have to review with your lawyer to 
see how it works in your specific case, but it’s a good idea to draft your exempt purpose with your 
leasing plans in mind. 
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This material is provided as a general informational service to friends of Catch Together. It does not constitute, and should not be construed as, legal advice on any specific matter, nor does it  
create an attorney-client relationship. You should not act or refrain from acting on the basis of this information. This material may be considered Attorney Advertising in some states. Any prior  
results discussed in the materials do not guarantee similar outcomes. Links provided from outside sources are subject to expiration or change.  

Exercise: Now that we’ve learned about all the requirements of exempt purposes (fits under the IRS’s acceptable categories,  
applies to all your planned activities, related to leasing), what are some phrases that you think should be included in your  
organization’s exempt purpose?

 
Exercise: What are some activities that your organization is going to pursue?

1 For more information on how the IRS defines UBIT, see www.stayexempt.irs.gov/Existing-Organizations/Unrelated-Business-Income-1
2 See www.irs.gov/publications/p598/ch03.html
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