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STARTING A NON-PROFIT ORGANIZATION 
 

KEY OVERVIEW: 

1. Non-profits DO PAY some taxes, but are exempt from federal and some State taxes. 

2. An individual forming a non-profit can take a salary from it, but Board members may not [very 
heavily audited for this spending] 

3. Not making a profit does not mean that it can’t have adequate cash flow, which is essential to its 
performing its major tasks  

 
BACKGROUND 
 
Many individuals wanting to start a non-profit do so because they think grant monies are waiting for 
them. They don’t realize the strong role the Board of Directors or Board of Trustees plays in the overall 
running of the non-profit. The board selects and employs the Executive Director and is the legal 
employer of all paid staff. 
 
The Founder must realize that if they assume the role of Executive Director, this position reports 
directly to the board. The Board may dismiss this individual and replace them with another if the board 
determines the founder is not performing his/her role in a satisfactory manner. Many non-profits fail 
because they don’t have the right people with the right skills on the board. 
 
The majority of non-profits fail due to lack of funds. Many people believe that there are many grants 
available or that many people will contribute to their cause. The vast majority of grants are very 
restricted for the fund's use. Unless you have a mission that has a very strong ‘pull from your heart', it is 
difficult to have a significant number of people contribute the funds needed to be successful. 

Understand what a non-profit is: an organization whose primary objective is to support some issue or 
matter of private interest or public concern (such as the arts, charities, education, politics, religion, 
research, or some other endeavor) for non-commercial purposes. There are different kinds of non-
profits, one of them being a 501(c) (3). Before you spend your money, at least consult with an attorney 
who is experienced in the area of non-profit law so that you do not make one of the many major 
mistakes that people make when they try to incorporate by themselves. 

Non-Profit entities generally fall into 4 categories: Voluntary health and welfare organizations (Red 
Cross, Girl Scouts, United Way, American Heart Association, YMCA, etc.);  Health care organizations; 
Colleges and Universities; Other non-profits such as: Labor Unions, professional organizations, 
performing arts associations, political organizations, social organizations, museums, community 
organizations, etc. 
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FORM A NON-PROFIT  

Determine if it is in your best interest to form a non-profit. Many times you will be able to locate another 
organization that has goals similar to what you want to accomplish. It may make more sense to partner 
with them than to start your own. By joining an existing non-profit with similar goals, you may be able to 
influence this organization to accomplish your goals. Your local United Way can give you information on 
other non-profits in the area with whom you might work. If you decide to go ahead you will generally 
need to start by forming a corporation. Legal counsel is recommended at this step.  

1. When your corporation is set up you may want to file for 501(c) (3) recognition. This requires 
approval by the IRS and requires completing and filing form 1023. This form can be downloaded 
from http://www.irs.gov/pub/irs-pdf/f1023.pdf  pages). The instructions can be downloaded from 
http://www.irs.gov/instructions/i1023/index.html.  (37 pages) 

2. For Ohio, information for non-profits on taxes and other issues can be found at: 
https://www.sos.state.oh.us/globalassets/publications/busserv/nonprofit.pdf 
 

Non-Profit organizations derive most of their resources from providing services, donor contributions, 
and borrowings.   Donor contributions may be subject to restrictions either as to what they can be used 
for, or when they can be used.   Recipient organizations are legally bound to adhere to these donor 
restrictions. 

DIFFERENCES 

Generally, the major characteristics that distinguish a non-profit from a for-profit entity are that non-
profit entities: (1) receive significant amounts of resources in the form of contributions from providers 
who do not expect to receive monetary benefits in return; (2) operate for purposes other than to earn 
profits; (3) lack defined ownership interests that can be sold, transferred, or redeemed and (4) rely 
heavily on the Board members to assist in fund raising.   Non-profit entities possess these 
characteristics in varying degrees. 

There are many types of non-profit organizations, each with its own code number. For instance some 
non-profit corporations are classified as 501(c)(6) organizations. They may be a Chamber of 
Commerce or other business-related organization. The 501(c)(3) designation is the most common and 
applies to "charitable" organizations exempt from income and (sometimes) property tax, and able to 
receive tax-deductible charitable contributions.   

 Much of the operation of a non-profit is the same as the operation of a for profit corporation.  A non-
profit organization needs a tax id (EIN) as does a for-profit business. However, the bookkeeping and 
financial reporting standards are different from a for-profit business and it is recommended that your 
staff and accountants are trained and experienced in Non-Profit Accounting.  

 Here are some differences 

1. A non-profit may have a Board of Trustees or a Board of Directors. A for-profit corporation has 

only a board of directors 

http://www.irs.gov/pub/irs-pdf/f1023.pdf
http://www.irs.gov/instructions/i1023/index.html#_blank
https://www.sos.state.oh.us/globalassets/publications/busserv/nonprofit.pdf
http://www.muridae.com/nporegulation/documents/exempt_orgs.html#_blank
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2. They may need to file a tax return (form 990) rather than a regular tax return. 

3. They must have by-laws that regulate their conduct. This document outlines the rules governing 

the group and can have legal ramifications including fiduciary responsibilities. 

4. The Executive Director must report to the Board. 

 
If you would like to request a Cincinnati SCORE counselor please click here. 
 
Disclaimer 
 
The information contained in these briefs is for general information only. While we endeavor to keep the 
information up to date and correct, we make no representations or warranties of any kind, express or 
implied, about the completeness, accuracy, reliability, suitability or availability with respect to the 
information, products, services, or related graphics contained in the briefs  Through these briefs you 
may be able to link to other websites which are not under the control of SCORE therefore the inclusion 
of any links does not necessarily imply a recommendation or endorse the views expressed within them. 
Any reference from SCORE to a specific commercial product, process or service does not constitute 
or imply an endorsement by SCORE or SBA or SCORE Chapter 34 or the United States Government 
of the product, process, or service or its producer or provider.  
 

https://greatercincinnati.score.org/mentors

