
FSWG

NONPROFIT INCORPORATION
Under 501(c)(3)

Introduction

During the March 2021 meeting, the Fredericksburg Spinners and Weavers Guild (FSWG)

The membership agreed to form a committee to investigate the possibility of becoming a

501(c)(3) tax-exempt non-profit charitable organization. The committee members are

Lesley Reynolds, Kara Pekar,  Judy Klehm, Diane Kowalski, and Jason Reynolds (an outside

consultant.)



Definition of Terms

501(c)(3): Under the U.S. Internal Revenue Code (IRC) , 501(c)(3) is a specific tax category for

nonprofit organizations that are set up and organized for specific tax exempt purposes,

including charitable, religious, educational, scientific, and literary purposes. A 501(c)(3)

organization is exempt from federal income tax, and donations to 501(c)(3) organizations

are tax-deductible for donors.

Corporation: a company or group of people authorized to act as a single entity (legally a

person) and recognized as such in law

Incorporation: the legal process of forming a corporation

Organization Documents: documents required by the state to formally incorporate the

organization. The documents detail the corporation's purpose and high-level general

operating guidelines.

Nonprofit organization: a group organized for purposes other than profit. “Nonprofit

organizations use their earnings, funds and other resources to further their purposes and

programs, rather than to distribute to owners and investors.”1

Our current situation:

From a legal standpoint, FSWG is not absolutely required to incorporate.2

● Under state law, an organization does not need to be a corporation unless it has

$250,000 or more in total assets.

● FSWG does need a Tax ID Number or Employee Identification Number.  (Note:

Do we have one or the other of these?)

2 The following information comes from Judy Klehm’s accountant.

1 Raines, C. (2017, November 21). What Is the Difference Between a Corporate Charter & a Certificate
of Formation? Small Business - Chron.Com.
https://smallbusiness.chron.com/difference-between-corporate-charter-certificate-formation-34642.
html
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● FSWG can accept donations of either money or goods, as long as we make it clear

to the donor that their contribution is not tax deductible.

● Occasional sales (2 or 3 per year, similar to a garage sale) are legitimate, and do not

require reporting to the IRS. (This (Note: Does this depend on the type of sale? Does it

matter whether FSWG or each individual member is the seller?)

However, this is not the only reason to consider incorporating as a not-for-profit

organization and perhaps applying for 501(c)(3) status.

● Our current financial situation is strained. We don’t have the funds for needed

insurance on our equipment or to cover liability when holding or participating in

events.

● Without incorporation, the private assets of officers and members could be at

risk.

Reasons for FSWG to incorporate as a not-for-profit

Currently, FSWG is an informal organization by legal standards. The Guild already has

bylaws and officers, a bank account, and a rental agreement; however, FSWG is not legally

incorporated in the commonwealth of Virginia. There are several reasons to consider

incorporating as a nonprofit, whether or not we apply for 501(c)(3) status.

● Limited liability. Incorporation grants some legal protection for the officers and

members in case of lawsuits. Since FSWG is not a corporation, our officers’ and

members’ personal assets—including house, vehicles, and retirement savings—are

at risk if someone were to sue the group. Incorporating would limit liability to the

corporation’s assets, protecting the individual members of the organization.3

3 Gilmer, J. (2014, July 21). When Should I Incorporate My Nonprofit? | Blog | Harbor Compliance.
Harbor Compliance.
https://www.harborcompliance.com/blog/2014/07/21/when-should-incorporate-nonprofit/

3



● Credibility. Becoming a nonprofit corporation “adds legitimacy to [an] organization

and its mission. The suffix “Inc.,” a bank account, and existing in the state’s records

are solid trust factors for your community and potential donors.” 4

○ As a nonprofit corporation, we may better position ourselves when dealing

with festivals and event organizers, potential workshop venues, etc.

○ We would also be in a position to attract donations and/or sponsors.

○ It may add credibility for people who are considering joining the Guild.

● Tax purposes. If we decide to become a tax-exempt organization [a 501(c)(3)

nonprofit), incorporation is the first step.

Committee recommendation:

The liability benefits alone probably justify incorporating as a not-for-profit

corporation in Virginia, even if we decide not to pursue 501(c)(3) status.

Benefits of becoming a nonprofit 501(c)(3) charitable

organization

There are several significant benefits of becoming a nonprofit, tax-exempt 501(c)(3)

charitable organization.5

Donations. Contributions to 501(c)(3) charitable organizations are tax-deductible.

Donors would be able to write off their contributions on their taxes, making donation more

attractive to  potential donors.

● Donors would be more likely to give, and to give larger amounts.

● Both monetary donations and gifts of equipment or supplies (looms, knitting

needles, yarn) would be tax-deductible.

● We could ask businesses and corporations for donations:

5 Foundation Group, Inc. (2011, October 26). What benefit does being 501(c)(3) offer my nonprofit
and its contributors? Foundation Group®.
https://www.501c3.org/frequently-asked-questions-2/what-benefit-does-being-501c3-offer-my-nonp
rofit-and-its-contributors/

4 Gilmer, J. (2014, July 21). When Should I Incorporate My Nonprofit? |Blog. Harbor Compliance.
https://www.harborcompliance.com/blog/2014/07/21/when-should-incorporate-nonprofit/
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○ Paper and printing for education and outreach materials, etc.

○ Knitting needles, crochet hooks, yarn, weaving supplies

○ Other equipment, supplies, and services

● Individual donors might be more willing to donate money, equipment, or supplies

if their donation is tax-deductible.

● We could use donations to

○ Extend our outreach into the community in various ways

○ Offer free or low-cost instruction in fiber arts at festivals and in schools,

shelters, hospitals, etc.

○ Offer workshop scholarships for those who could not otherwise afford to

attend

Tax exemption. 501(c)(3) charitable organizations are exempt from paying federal taxes

and possibly, some state taxes as well.

● FSWG would not pay taxes on items we purchase for education and outreach

programs or other purposes.

● We would not pay federal taxes.

● We would still need to collect and pay state sales tax on any items we sell ourselves,

rather than through LibertyTown.

○ Liberty Town handles collection and payment of sales tax on items sold

through them.

○ Items sold by individuals at a yearly or biannual “yard sale” would not fall

under this category, because they are not being sold by FSWG as an entity.

Ability to apply for grants and other public or private allocations available only to

IRS-recognized, 501(c)(3) organizations.

● This could be useful in future, if we wanted to do educational programs in schools,

shelters, hospitals, etc.

Reduced postal rates. 501(c)(3) charitable organizations get discounts on bulk mail

rates. (This does not really affect FSWG at this point.)
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Drawbacks of becoming a 501(c)(3) charitable organization

There are some potential drawbacks of becoming a 501(c)(3) charitable organization.

Cost. There are several unavoidable costs associated with applying for 501(c)(3) status.

● Fees to apply for incorporation, and fees to apply for 501(c)(3) tax-exempt status.

● It may be necessary to consult with an attorney and/or an accountant. It is

possible to go through the process without an attorney, but it may be safer to have

one look over our paperwork before we submit it. We probably don’t need to

consult an accountant, since our finances are pretty straightforward.)6

Limited purpose. 501(c)(3) organizations are limited to certain functions under the

tax-exempt laws. If the organization strays outside those purposes, it may have to pay

taxes or penalties, or even lose its tax-exempt status.7

Since the allowable purposes include education, FSWG would probably qualify.

● Most of our after-meeting programs have an educational purpose. So do our

appearances at festivals and events.

● Monthly meetings are part of running the organization.

● Any workshops we may sponsor are educational. However:

○ Public access: We would probably need to open workshops to people

outside FSWG, perhaps by placing notices in the local yarn shop(s) and

notifying other guilds.

○ Workshop fees: It is fine to charge a fee for a workshop, as long as the Guild

is not profiting from it. Fees should cover the costs associated with giving the

workshop: paying the instructor, renting a space if necessary, and providing

materials.

● It might be wise to revise FSWG’s mission statement slightly in order to highlight

the organization’s educational purposes.

7 LegalZoom. (2021, May 18). Disadvantages of Nonprofit Status. Legalzoom.Com.
https://www.legalzoom.com/articles/disadvantages-of-nonprofit-status

6 Candid. (n.d.). What are the advantages/disadvantages of becoming a nonprofit organization?
learning.candid.org. https://learning.candid.org/resources/knowledge-base/pros-and-cons/#
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○ The current statement reads: “The purpose of the Guild is to provide a

supportive environment for persons interested in weaving, spinning, knitting

and other fiber arts and to teach and promote the knowledge and use of

fiber arts in the community.”

○ An alternative wording could be, “The purpose of the guild is to advance

educational opportunities that promote the knowledge and use of weaving,

spinning, knitting and other fiber arts, while providing a supportive

environment for persons in the community who are interested in the fiber

arts.”

Paperwork. 501(c)(3) organizations must keep detailed financial records and file annual

reports with the Virginia Dept. of Taxation and the IRS. This will add to the Treasurer’s8

duties.

Public scrutiny. The finances of 501(c)(3) organizations are “open to public inspection.

This means that the public can obtain copies of any nonprofit's tax returns, and can find

out its salaries and other expenditures.”9

● “Under IRS regulations, you must provide any member of the public who requests it

with a copy of your application for tax exemption (Form 1023 or 1024) and copies of

your nonprofit’s recent tax returns (Form 990 or 990-EZ). You can charge a

reasonable fee for...copying and delivering them.”10

● This would also be part of the Treasurer’s duties. However, it is unlikely that we will

be asked to provide these records very often.

Lobbying. 501(c)(3) organizations are prohibited from lobbying or making political

contributions. (Note: This should not be an issue for FSWG!)11

11 Candid. (n.d.).
10 Ibid.

9LegalZoom. (2021, May 18). Disadvantages of Nonprofit Status. Legalzoom.Com.
https://www.legalzoom.com/articles/disadvantages-of-nonprofit-status

8 Candid. (n.d.). What are the advantages/disadvantages of becoming a nonprofit organization?
learning.candid.org. https://learning.candid.org/resources/knowledge-base/pros-and-cons/#
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Directors cannot be paid. Since FSWG is an all-volunteer organization, this should

not be a problem, either. If we ever need to hire an accountant or attorney, the Guild would

be allowed to pay them a reasonable amount for their services; they are not directors or

officers.

Assets. Assets of a 501(c)(3) organization cannot be used for the private benefit of the

officers. And if the organization dissolves, “its assets must be given to another nonprofit

organization that has a stated business purpose that is as similar as possible to the

dissolved nonprofit's purpose.” Again, this should not be a problem for us.12

● Officers would be forbidden from using the funds in the FSWG bank account for

personal expenses, and from selling off any equipment and pocketing the proceeds.

However, under this rule officers would still be able to rent or borrow the Guild’s

equipment (looms, spinning wheels, etc.) for personal use, under the same rules

and rental costs (if any) that apply to the general membership.

● If the members decide to disband FSWG in the future, the Guild would need to

donate any remaining funds and all physical assets to another nonprofit fiber guild,

such as MAFA or one of its members.

Final thoughts

● We need additional sources of funding. At our current membership level,

○ we are struggling to pay the studio rent, MAFA dues, and our Handwoven

subscription (which is why we had to increase rental fee paid by those who

keep a loom in the studio.)

○ we don’t have the funds to purchase insurance to cover our physical assets,

nor liability insurance to cover specific events. NOTE: We used to have

insurance, but dropped it because we could not afford it.

● Donations. Corporate and private donors will be more likely to donate to an

organization that has both not-for-profit and 501(c)(3) status.

12 LegalZoom. (2021, May 18). Disadvantages of Nonprofit Status. Legalzoom.Com.
https://www.legalzoom.com/articles/disadvantages-of-nonprofit-status
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● Programs and outreach. Additional funding would allow us to offer more

workshops and classes, and to do more outreach within the community. That in turn

could serve to attract more members.

● Liability: We really need to protect the officers and members from potential

liability. Some people may—and have—been unwilling to serve as officers because

they would have no liability protection.
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