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

•  Understand the different  
statuses available to nonprofits.

•  Understand the benefits and  
limitations of 501(c)(3) status.

What is a 501(c)(3)?
A 501(c)(3) is one of the designations available to nonprofits. (There are also 501(c)(4), (5),(6), etc. We’ll 
talk about that a bit more later on.) 501(c)(3)’s have to have what the IRS calls an “exempt purpose.”  

What purposes are exempt? 
All 501(c)(3)s must have purposes that fall under one of the following categories:1

Most likely, your organization will fit best under the charitable,* educational, or scientific  
categories, but it really depends on your specific organization and its mission.  

If you decide your organization fits under one of those purposes, the next step is to write a 
purpose statement that clearly fits under one of these categories. Your attorney can help you 
draft this to make it as clear as possible to the IRS. In general, though, keep in mind that your 
organization has to be organized and operated exclusively for that purpose. 

That’s a complicated concept. Basically, your organization can have an unsubstantial non-exempt 
activity, but no non-exempt purpose. It’s a question of relative scale, and your attorney can help 
you figure out how it applies in your case, but you should try to fit as many of your plans and 
activities under your exempt purpose as possible. 

That sounds pretty complicated. What’s the benefit of going  
through all that? 
There’s one big benefit to becoming a 501(c)(3): It’s the only designation that would allow donors 
to deduct donations to your organization. For some people and foundations, this makes you  
a more attractive place to give donations or grants. 

But wait—there’s more to the 501(c)(3) designation than just writing 
the right exempt purpose. There are many ongoing requirements  
that 501(c)(3)’s have to meet, including:

Limiting their lobbying. 

According to the IRS, “lobbying” means “attempting to influence legislation.2” 501(c)(3)’s can’t 
have lobbying as a “substantial activity.” The IRS’s definition of “substantial” varies depending  
on the circumstance and you should have your attorney look at your specific case, but if you  
want to spend a lot of time trying to convince the state legislature or Congress to change  
the law, 501(c)(3) may not be right for you. 

Sticking to their exempt purpose. 

We’ve learned that your exempt purpose has to cover all of your substantial activities, but that’s 
actually an ongoing requirement. Even after you’ve gotten your 501(c)(3) status from the IRS,  
you have to stick to that purpose. 
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*“ Charitable” includes “lessening the 
burdens of government,” which may be 
appropriate for permit banking, but it’s a 
complicated thing to prove and will likely 
take some legwork by your attorney.  
Of course, you should consult with  
your attorney regardless of the purpose 
you choose.

• Charitable
• Educational
• Religious
• Literary
• Scientific

• Testing for public safety
•  Fostering national or international amateur sports competition (yes, really)
•  Prevention of cruelty to children
•  Prevention of cruelty to animals

Choosing Your Legal Form



Making sure enough of their financial support is public. 

You can’t be a 501(c)(3) unless a certain percentage of your “income” is from the public. There are other options, like a private  
foundation, for you to pursue if you’re not going to meet that percentage, but this is something to keep in mind. 

Keeping a charitable class that’s open and indefinite. 

This means that you can’t form a 501(c)(3) with a “charitable” exempt purpose that already knows what individual people are going  
to benefit from its activities. In order for your purpose to be truly charitable, it has to benefit an open group of people.3 

 •  For instance, you can’t have a charity that’s meant to benefit commercial fishermen in Chatham, Massachusetts as of 2015.  
Once 2015 ends, no one else can enter that “class” of people who benefits from the charity. 

 •  You can, however, have a charity to benefit fishermen on Cape Cod. As long as fishermen are free to move to and away from  
Cape Cod, there could always be new fishermen in the future that you don’t know about and can’t identify right now.   

On second thought, maybe 501(c)(3) isn’t the right choice for us. What other options are there?
 You could become a 501(c)(5) agricultural organization (the IRS’s definition of “agriculture” includes commercial fishing). These 
organizations are intended to improve products, working conditions, and efficiency within their trade.4

 •  Although your donors can’t deduct their donations to your organization, the organization itself is still exempt from federal income tax.

 •  Since you’re not a 501(c)(3), you can lobby an unlimited amount toward your exempt purpose. 

If you already know of a local nonprofit that’s interested in participating, you could form a for-profit subsidiary of an existing nonprofit.5

 •  This is fairly tricky, since you have to keep the nonprofit and subsidiary completely separate and apart from each other.

 •  Also, since you’re a for-profit company, you do have to pay income taxes, and your funding sources may be complicated. 

Or, you could start up an entirely new for-profit company.

 •  Your options here vary quite a bit depending on the laws of your state.

 •  If your regional Fishery Management Council has a cap on how much quota any one individual can accumulate or control,  
your company may run up against that, since the shareholders of a for-profit company would benefit financially from the  
company’s quota holdings. Consult with your attorney and your local NMFS office to determine if this will be an issue for you. 

Exercise: Now that you know the general pros and cons of being a 501(c)(3), what do you think the pros and cons would be  
in your community, with your group of fishermen?
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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.  

1 For more information on this and the other requirements outlined in this handout, see www.irs.gov/pub/irs-pdf/p557.pdf
2 For more information, see www.irs.gov/Charities-&-Non-Profits/Lobbying
3 For more information, see www.irs.gov/irm/part7/irm_07-025-003.html
4 For more information, see www.irs.gov/Charities-&-Non-Profits/Other-Non-Profits/Labor-and-Agricultural-Organizations
5 For more information, see ww1.insightcced.org/uploads/publications/legal/720.pdf


