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You are viewing the abridged version of Tax Exempt 501c3 Status for Homeschool
Organizations.  If you desire the full-length version as an ebook or in print please
visit www.HomeschoolCPA.com/books.html.

Thank you to all the homeschool leaders, homeschool groups, and nonprofit
organizations that have taught me so much.

Copyright © 2008 by Carol L. Topp, CPA
All right reserved

No part of this book may be reproduced without written permission of the author except
for brief quotations and for reviews

Please visit www.HomeschoolCPA.com or e-mail the author at
Carol@HomeschoolCPA.com
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As the homeschooling movement grows, so do our support groups, co-ops, music and
sports programs! This growth means more organization and more structure and needed
for homeschool groups. Perhaps your group is thinking about being officially recognized
as a nonprofit organization. You’ve heard terms like ‘non-profit’, ‘tax-exempt’ and
‘501c3’. Do you understand what they mean? You may wonder what nonprofit status
might mean for your group-good and bad. What are the benefits? What will it cost in
dollars and time? Is your group ready?

This book will help you sort out the decisions you need to make. I will discuss the pros
and cons of being a nonprofit corporation and obtaining 501c3 tax exempt. Unlike other
books on this subject, I am writing specifically to homeschool organizations. I know how
they operate. I understand their mission. I also know what it is like to be a homeschool
leader. You want clear answers. You don’t have time to read a lot of books or web sites.
You have no desire to become an expert in nonprofit law, you just want to run a program
that benefits homeschooling families.

My goal in this book is to clear the confusion and offer practical assistance. I hope you
find it helpful. If you need more information than this introductory book, consider
purchasing my full length book Tax Exempt 501c3 Status for Homeschool Organizations
available at www.HomeschoolCPA.com. This 60-page book includes additional
information on

·  Nonprofit Incorporation: What is it and do you need it?
·  The Application Process: IRS Form 1023

·  Mission Statement
·  A Board and Bylaws
·  Financial Statements

·  We’re Tax Exempt! Now What?
·  Annual Reporting to the IRS and Your State
·  Restrictions and Limitations
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I, Carol L. Topp, CPA, am a home schooling mother of two daughters.  As a Certified
Public Accountant (CPA), I have served on several not-for-profit boards.  I have helped
several homeschool groups receive their tax-exempt 501c3 status with the IRS and
prepare their annual reporting to the IRS (Form 990).  I know how to organize a non
profits’ books and records and how to create a budget (and stay with in it!).

I am the author of Homeschool Co-ops: How to Start Them, Run Them and Not Burn Out
(Aventine Press 2008) and several articles on operating a homeschool nonprofit that have
appeared in The Old Schoolhouse and Home Education magazines. I also enjoy
conducting workshops on non-profit management to homeschool leaders.

My professional affiliations include the Ohio Society of CPAs, The Society of Non
Profits, the National Association of Tax Professionals, the Ohio Society of CPAs
Speakers Bureau and member of the Ohio Society’s Non Profit Section.

Using my accounting skills to help non-profit organizations brings me a lot of joy, as
does as serving of the board of my home school co-op.  My family lives in Cincinnati,
Ohio. My website is www.HomeschoolCPA.com
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From the Internal Revenue Service comes this definition of a 501c3 organization:

“(3) Corporations, and any community chest, fund, or foundation,
organized and operated exclusively for religious, charitable, scientific,
testing for public safety, literary, or educational purposes, or to foster
national or international amateur sports competition, or for the prevention
of cruelty to children or animals, no part of the net earnings of which
inures to the benefit of any private shareholder or individual, no
substantial part of the activities of which is carrying on propaganda, or
otherwise attempting, to influence legislation, and which does not
participate in, or intervene in (including the publishing or distributing of
statements), any political campaign on behalf of (or in opposition to) any
candidate for public office.” 1

If that is too full of “legalese” for you, try this definition from Wikipedia, the free on-line
encyclopedia:

Section 501(c)(3) is just one of the sections in the Internal Revenue Code which
grants tax exemption to non-profit organizations, but it is also the most common
one. For this reason, non-profit organizations in general are often referred to as
"501(c)(3) organizations" or similar.

501(c)(3) status is important to many charitable groups. Not only does the group
avoid paying taxes on income, but the donor may deduct their donations from
their income for tax purposes. Some individuals and groups (and virtually all
foundations) will not give to a charity if it does not have 501(c)(3) status.
Therefore, loss of this status can be harmful to a charity's existence. 2

This is a pretty good definition. As you can see, there are many types of organizations
that can be called 501c3. Everybody from Focus on the Family to the Humane Society
                                                          
1 http://www.law.cornell.edu/uscode/html/uscode26/usc_sec_26_00000501----000-.html
2 http://en.wikipedia.org/wiki/501(c)
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are 501c3 organizations. A homeschool organization could be classified as an educational
organization or perhaps a sports organization or even a literary organization. Usually
homeschool organizations are formed for educational purposes.

What if You’re Not a Charity

Don’t be confused by the word “charity”. It means more than helping the poor. It means
promoting the common good through education, the arts, civil rights, public works and
other meaningful en devours. Your group does not have to operate as a charity, meaning
free tuition, free books, etc. unless it desires to do so. Most homeschool co-ops don’t
offer scholarships or offer free classes. They have an educational purpose, but not a
charitable focus. Some homeschool groups might have a charitable emphasis and several
have established special funds to help financially strapped families. Their main purpose,
though, is still education, not charity.
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Seeking 501c3 tax exempt status is strictly optional. Many small nonprofit organizations
mistakenly believe that they must file for 501c3 status when the reach a specific dollar
amount, but the status is not required of your organization. Your homeschool
organization does not have to apply for 501c3 status if they do not desire its benefits.  I
discuss the benefits of 501c3 status in this chapter, but first will clarify the role of the
Internal Revenue Service and your state government.

The IRS Grants Tax Exempt Status

It is the federal government’s role to offer what the Internal Revenue Service (IRS) calls
“tax exempt” status (also known as 501c3 status). The IRS does not confer “non-profit
status” to an organization; that is the role of state government. The IRS only looks at non-
profits to determine if they should be granted the coveted “qualified charity” status. This
is coveted because donors can then deduct their gifts on their tax returns.

When the IRS grants “qualified charity” status to non-profit organizations it is seeking to
discover if the organization has legitimate charitable purpose. They will check for a board
of directors, bylaws, a mission statement, and a budget that does not seek personal gain
for the founders. The tool the IRS uses is a 28-page application called Form 1023. The
IRS requires a $300 or $750 application fee based on the size of the organization and
annual reporting, again based on the size of the organization. It is frequently suggested
that organizations get legal and accounting assistance in preparing the Form 1023
application.
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What Does Your State Require?

A non-profit organization works with both state and federal governments.
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It is the Secretary of State’s job to incorporate your organization as a not-for-profit
corporation. The Secretary of State acts as a record keeper, wanting to know if anyone is
doing business in their state under an assumed name. Their role is to protect the citizens
of the state from crooks and thieves. The state also wants to know if a business exists so
that it can collect taxes. A non-profit organization should file with the Secretary of
State’s Office as a non-profit corporation so it doesn’t get taxed on any financial surplus.

Each state is slightly different in their requirement for filing as a non-profit corporation.
The state’s goal is to offer non-profit status to only organizations that have a legitimate
charitable purpose. Your organization should have a mission statement that briefly
describes your purpose.

A single individual cannot start a non-profit all alone. It should be a team effort. Your
state will require an established board of directors. Choose at least three people to serve
as President, Secretary and Treasurer. Five directors is usually recommended. The real
paperwork comes when you have to write up bylaws. Keep your bylaws general and
brief. When you have a mission statement, board and bylaws, you are ready to call your
state’s Secretary of State’s office and request a non-profit incorporation application (it
may also be found on-line).

���	���������������
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Some states want to know if your group is soliciting donations, even if you are not a
501c3 organization and even if you are not a nonprofit corporation. They usually call this
notification a Charity Registration. Charity registrations are usually done through the
Attorney General’s Office. The Attorney General acts like a sheriff on the lookout for
crooks. They want to know who is selling merchandise as a fundraiser and who is asking
for donations. The Charity Registration form can be simple or rather complex. They
usually want board member's names, dates of the fundraiser, information on how the
funds are raised, details on how the funds will be used, and a financial statement every
year.
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Common Non Profit Forms

A nonprofit organization can exist in several forms from a simple unincorporated,
informal organization all the way to a large, structured tax exempt organization. To help
your sort out the various terms, I have created this pyramid. The bottom of the pyramid is
the least organized type of homeschool group. As you climb up the pyramid, the
organization increases in structure by adopting bylaws, forming a board, obtaining
nonprofit incorporation and ultimately applying for tax exempt status.

It is typical for homeschool groups to start at the unincorporated level (at the base in the
graphic above). They can exist at that level for as long as they wish and only progress to
another level as their program and membership demands increase.

Be aware that seeking 501c3 tax exempt status is strictly optional. Your homeschool
organization does not have to apply for 501c3 status if they do not desire its benefits
(largely tax deductible donations). Many small nonprofit organizations mistakenly
believe that they must file for 501c3 status when the reach a specific dollar amount, but
the status is not required of your organization.

Unincorporated Organization-informal
Small, cash based, no board, no bylaws

Unincorporated Organization-formal
Medium-sized, checking account, board, bylaws

Non Profit Corporation
Medium or large size, cash surplus, board, by
laws, Article of Incorporation

501c3 Tax Exempt Status
Large, board, bylaws, 3 years budget,
Incorporated

Incorporation filed with
Secretary of State

501c3 status granted by IRS
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Benefits of 501c3 Status
There are several benefits of 501c3 status tax exempt status. By far the most valuable
benefit is the ability to provide a tax deduction to your donors for their contributions.
Other benefits include discounts, prestige and participation in special programs.

�	��������	��
The greatest benefit of 501c3 status is not for the charity, but for its donors. Any
contributions of cash or property to a qualified charity are tax-deductible. This is an
important benefit and many organizations pursue the paperwork of 501c3 status simply to
receive more donations. If you are seeking government or charitable foundation grants,
you will need 501c3 status.

����	����
Other benefits of 501c3 status include special discounts on postage and discounts on rent
or equipment offered by some businesses. Some states offer special status to non-profits
such as sales-tax exemptions on purchases or property tax exemptions. Check with your
state’s Attorney General’s Office to see if 501c3 status is required for these benefits.

��������
One intangible benefit of the 501c3 status is prestige. When I see a non-profit
organization list that they are “a 501c3 non-profit organization” I know that they are
serious in their mission. I know that they expect to be around awhile and they went to
extra effort to be accountable. It gives me assurance that they are trying to run a
responsible organization.

����������	�����
Some special programs, especially fund raising programs, are only open to 501c3
organizations. Some homeschool co-ops apply for 501c3 status just to participate in some
fund raisers.

Disadvantages of 501c3 Status
The disadvantages of 501c3 tax exempt status include fees, paperwork, government
imposed limitations and annual reporting to the IRS and your state.

�	��
The costs to apply for 501c3 tax exempt status can add up. The application fee to the IRS
is $300 for organizations with gross annual revenues under $10,000. The fee increases to
$750 for organizations with gross annual revenues over $10,000.

Add to the IRS fee, the fees for state incorporation, which can vary widely. My home
state of Ohio charges $150 for nonprofit incorporation, while our neighboring state,
Indiana charges $30. Visit http://www.hurwitassociates.com/ for a listing of
incorporation fees for your state.
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Many organizations hire professional assistance from either a lawyer of an accountant to
help them with the IRS application (Form 1023). Fees can range from $500 to $1500 and
up. On my website, I compare prices for several professionals that assist nonprofits in the
501c3 application process. Visit www.HomeschoolCPA.com and click on the Services
page. Naturally, my current fees are listed there also.

������	��
The paperwork to apply for 501c3 status can be daunting. The application form for the
IRS (Form 1023) is 28 pages long! The instructions for Form 1023 are another 38 pages
long! Form 1023 asks for these documents:

·  Bylaws
·  Articles of Incorporation or “organizing documents”
·  Policy manuals
·  Mission or purpose statements
·  Explanation of activities
·  History of your organization
·  List of Board Members names and addresses
·  Three years of financial statements
·  List of donors and amounts donated

Some organizations may find they need to spend time assembling the paperwork before
they can begin the 501c3 application process.

��������	��
One of the greatest detriments to 501c3 tax exempt status is the limitations the IRS
imposes. Particularly limiting is the political involvement of 501c3 organizations. The
IRS never intended for 501c3 organizations to collect tax deductible donations that could
then be funneled to a political candidate. For that reason, 501c3 organizations are limited
in their political activities. A 501c3 can lobby for legislation, but cannot endorse a
candidate for local, state or federal office. Nonpartisan educational activities are allowed.
For homeschool groups this means you can write letters and inform your memberships
about bills and referendums (i.e. legislation) that may impact their homeschooling or
parental rights. You may not endorse or promote a candidate for office.

Many groups find these limitation quite easy to live with because they mainly are active
in educational lobbying and not political candidate endorsement. But occasionally a
candidate runs for office that is so homeschool-friendly that a group wants to support him
or her. One solution to these groups is to split off their political activities and form a
separate 501c3 organization for their educational activities.

����������	�����
Another disadvantage of 501c3 status is the annual reporting. Your contact with the IRS
is not over when you receive your letter of 501c3 status (called a determination letter).
Most 501c3 organizations must file an annual information return called Form 990 with
the IRS. This is not a tax return, because tax-exempt organizations are not generally
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required to pay income tax3, but it certainly looks like a tax return! The IRS asks detailed
questions about activities, finances, fundraising, donations and board members.
Organizations with annual revenues under $25,000 are exempt from filing this annual
information return. Your homeschool group may be small enough to avoid this filing
requirement.

If you do need to file a 990, I recommend you get an accountant to assist you. The form
990 is more complicated than many corporate tax returns. Find a professional that is
knowledgeable about nonprofit accounting. Many accountants focus on businesses and
personal taxes, but not the specific laws for nonprofits. Through my accounting practice I
offer 990 return preparation. I also will review a 990 return you prepare. Visit my website
www.HomeschoolCPA.com for current prices.

Your state may also have reporting requirements, although many states accept the IRS
Form 990. This avoids duplication of effort. Visit http://www.hurwitassociates.com/ for a
listing of reporting requirement for your state.

Do not let this list of disadvantage discourage you from pursuing 501c3 status. I do not
mean to scare you off, but to help you to know the obstacles in the path. Most groups find
these limitations or disadvantages easy to live with and decide the advantages of 501c3
tax exempt status far outweigh the disadvantages.

                                                          
3 501c3 organizations do not pay tax on the exempt function income.  If they have income from sources
unrelated to their exempt purpose, they may be subject to an unrelated business income tax (UBIT).
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I have mentioned the paperwork, fees and suggestions of legal and accounting advice to
establish your group as a recognized not-for-profit. Before you even begin the application
process, your organization will have to establish a Board of Directors and bylaws and
either a constitution or Articles of Incorporation.

Are You Ready?
The IRS application for 501c3 tax exempt status is not an easy process. The IRS designed
it that way! According IRS statistics, about 70% of applications for tax exempt status are
not granted. This is usually because the applicant drops out of the system, not because the
IRS rejects them. The IRS actually approves 99% of applicants who complete the
process. Applicants drop out because they decide the process was not worth it. The IRS
questions and requests for more data discourage them. Sometimes the organization
cannot supply what the IRS is requesting such as bylaws, board members’ names,
conflict of interest policies, etc. In order to have success with the 501c3 application, you
must have your “ducks in a row”.

Here is a check list to see if your organization is ready:

�  Do you have a mission statement?
�  Do you have a board of directors, regular meetings and a method to elect the board?
�  Do you have bylaws and articles of incorporation or a charter, usually called the

organization’s governing documents?
�  Do you keep minutes of your meetings?
�  Do you have three years of financial history or can you estimate two years of future

financial statements?
�  Would you be willing to forgo any political candidate endorsements? (501c3

organizations may not endorse political candidates)
�  Do you have enough money to pay the IRS filing fee of $300-$750?

If you said no to any of these items, you are not ready for 501c3 application. Work to get
your board organized and the paperwork ready and the process will go smoothly.
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Writing a Mission Statement
Mission statements are a concise way to state your organization’s purpose. They help
focus and clarify the goal of your organization. Mission Statements must do two things. It
must tell others who you are and it must remind you of what your focus should be both
now and in the future

� 
���!�� �"#������	�� 
�
A mission statement answers two questions:

·  Who are you? Are you defined geographically, by religious affiliation, by age of
students, by skills or styles or by curriculum choice? Who is your target audience?
Parents, kids, athletic students, musical students, high school students? etc…

·  Why do you exist? Is it to encourage parents, support students, offer information,
offer opportunities, promote homeschooling or to influence legislation?

A mission statement does not answer the HOW question (“How do you accomplish your
purpose?”). The HOW question would be a description of your activities, such as: hold
classes, run a sports program, organize field trips, etc…The description of your activities
should be in another statement called a Program Statement.

"���
·  Use words like: try, seek, influence, or encourage.
·  Keep your mission statement short. Ideally one sentence or about 50 words.
·  Be accurate. Do not make your purpose unattainable or sound loftier than you can

accomplish. Your organization cannot be all things to all people.
·  Put your mission statement everywhere. Put it on letterhead, posters and on a sign

at every board meeting.

Establishing a Board of Directors
Forming a board to help in leadership should not be difficult if you seek qualified people,
ask them for specific duties and form committees for large tasks. Choose people of
integrity with gifts of organization and discernment. Look for people who show an
interest and commitment to you group. If they have experience in serving on a charitable
or church board it would be extremely helpful. Approach potential board members
personally, emphasize their strengths and contributions to your organization, and ask if
they would be willing to help in a leadership role.

$	����	��������
As responsibilities increase, the size of the board should increase. Most boards assign
committees to handle many tasks. Committees meet outside of board meetings. A co-op
of 20-100 families might have a board of about four or five members and two to five
committees.
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Committees for a homeschool co-op might include these:

·  Registration
·  Building Use
·  Classes & Teachers
·  Events
·  Financial
·  Fund raising

Committees for a homeschool support group might include:
·  Membership
·  New Member Info & Welcome
·  Events & Field Trips
·  Legislative Liaison

Writing Bylaws
The IRS will request to see a copy of your bylaws. They are a part of your organizing
documents along with your Articles of Incorporation. Sample by laws and Articles of
Incorporation can be found in the full length version of this book and on-line at
www.HomeschoolCPA.com .

"&������	���	
�'�����
Bylaws spell out how the organization will operate and they also configure the board of
directors. Bylaws specify the organization’s rules of internal operation. For example the
bylaws specify the number of members of the board, the length each member serves on
the board, the officer positions, and how meetings are conducted. One of the first duties
of the board of directors is to write and approve the bylaws.

�&����	�%����!�����(	���'�����
·  Name: The legal name of your organization not its “doing business as” name.
·  Purpose: Be very specific. Use a mission statement or a Bible verse if desired.
·  Location: Name your city, county and state
·  Qualifications of members: Examples of qualifications for membership might

include: payment of dues, agreeing to a statement of faith, legally homeschooling
according to state laws.

·  Meetings: How often will the board meet? Is a quorum required? Is majority vote
required? Will proxy votes be allowed? How will the meetings be announced?

·  Board of Directors and Officers: Will the board be elected by members or self
elected? Will the terms be one year or more?

·  Position descriptions for President, Vice President, Treasurer and Secretary
·  What are the qualifications of board members? Should they be a member of the

group for at least a year before serving on the board?
·  How to resolve conflict? Include Biblical standards if desired or mention general

guidelines. If you adopt an official Conflict of Interest policy include it here.
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·  Committees: How are committees formed? “At the request of board” is a common
clause found in bylaws.

·  Tax Exempt Provisions: If your organization will be filing for 501c3 tax-exempt
status with the IRS special wording will be required. (See Instructions for Form
1023 at www.irs.gov ).

�&����	����)��
���	
�(	���'�����
Do not include in your bylaws day to day operating policies such as:

·  Dress codes
·  Discipline policies
·  Schedules
·  Names of officers

These items are subject to frequent changes should not be in your bylaws. Bylaws should
not be confused with your organization’s daily operating policies. Try not to be too
specific in your bylaws. I’ve seen by laws that mention where meetings take place.
Meeting location can change frequently and should not be in the bylaws. A general
guideline like “Quarterly meetings shall be held” is more flexible. Leave the details to
operating policies. Put all these day-to-day type of items in another document such as a
Policy Manual or an Operating Handbook.
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A good way to start writing your bylaws is to review bylaws of other organizations,
including churches. Some nonprofits put their bylaws on their website and you can read
them on-line. You could also get advice from a lawyer or accountant familiar with
nonprofit organizations to help write your bylaws. Sample bylaws are available at
www.HomeschoolCPA.com under Resources.
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�  Choose a name for your organization. (While you’re at it, select and reserve a Web

domain name.). Research the IRS Charities web site at www.irs.gov/eo, the Internet,
and your state’s Secretary of State’s Office to be sure the name has not already been
taken.

�  Choose a board of directors. Often only three people are needed, a president/director,
a treasurer and a secretary. More is better, including a vice-chair/vice-director.

�  Write Articles of Incorporation including a statement of your purpose. See
www.HomeschoolCPA.com/Resources for sample Articles of Incorporation for
homeschool organizations.

�  Incorporate as a non-profit organization in your state. This is usually accomplished
through the Secretary of State’s Office. Visit http://www.hurwitassociates.com/ to
view your state’s requirements.

�  Obtain a Federal Employer Identification Number (EIN) by submitting IRS Form SS-
4. Visit www.irs.gov and search for EIN. You can apply on-line, by phone, or mail.

�  Develop organizational bylaws—the rules by which you will operate. See
www.HomeschoolCPA.com/Resources for sample bylaws for homeschool
organizations.

�  Hold your first board meeting. Get approval of the bylaws.

�  Set up a budget. See my ebook Money Management for Homeschool Groups at
www.HomeschoolCPA.com for help in setting up a budget.

�  Read all you can on filing for tax exempt status. Review IRS Publication 557,
instructions for filing for tax exemption.

�  Have the board vote to approve 501c3 tax-exempt status and authorize funding.

�  File IRS Form 1023 preferably within 27 months of the date of incorporation. Seek
professional assistance.
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If this introductory book was helpful to you, I recommend that you consider purchasing
my full length book

���������	�
��
���	�	������������
�������������	��� ����������	�
��
���	�	������������
�������������	��� ����������	�
��
���	�	������������
�������������	��� ����������	�
��
���	�	������������
�������������	��� �

available at

www.HomeschoolCPA.com.

This 60-page book includes everything in this book and additional information on

Nonprofit Incorporation: What is it and do you need it?
What is Incorporation
Do You Need to Incorporate?
What Does Incorporating Involve?
Choosing Your Name Carefully
Seven Great Reasons to Incorporate

The Application Process
IRS Form 1023
Mission Statement
A Board and Bylaws
Financial Statements

We’re Tax Exempt ! Now What?
Annual Reporting to the IRS and Your State
Disclosure Requirements
Donations
Political limitations
Conflict of Interest

Appendices
Sample Mission Statements
Sample Bylaws
Sample Articles of Incorporation
Sample Conflict of Interest Policies


