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WASHINGTON STATE LAW ISSUES REGARDING NONPROFITS 

Associations 

Governance Considerations 

A nonprofit association consists of two or more members joined by 
mutual consent for a common, nonprofit purpose.   

Although an association is not required to file Articles of 
Incorporation with the State, it should adopt Articles of 
Association or Bylaws to define and govern the association’s 
internal procedures.   

Advantages 

Less formality in organization 

No State filing or ongoing reporting requirements 

Incorporation not required to apply for tax-exempt status 

Disadvantages 

Risk of personal liability for directors, officers, or members 

Directors, officers, or members of the association may be 
personally liable for any damages relating to the association’s 
activities, including personal injury, property damage, or 
contractual liability.  An association does not have a separate legal 
identity apart from its individual members.  The association’s 
obligations are generally held to be the joint obligations of its 
members.  This means that an individual’s assets may be seized to 
pay for damages, to satisfy debts and contractual obligations of the 
association.   

Legal actions 

An unincorporated association must appear in court in the name of 
the participating individuals, such as directors, officers, or 
members.  Individuals are often reluctant to have their names 
associated with lawsuits.   

Difficulty with property rights  

Associations are not legal entities that can hold property in the 
entity’s own name.  Instead, property will be held in the name of 
the individuals who are members of the association, which may 
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result in arguments over ownership rights in the property.  It may 
be difficult to obtain a bank account in the name of an association.   

  2 

d. 

B. 

1. 

a. 

b. 

c. 

d. 

e. 

Changes in membership affect organizational continuity 

Each time a member joins or leaves the association, the entity 
changes.  Other parties may be unwilling to enter into contracts 
with associations, because the “entity” they would be dealing with 
is in a constant state of flux.  The informality of associations may 
also make it difficult for the organization to attract donations and 
to perpetuate itself when certain individuals leave.   

Corporations 

Advantages 

Liability Protection 

Incorporating allows the entity to be liable for its obligations, 
rather than the individual directors, officers, or members of the 
corporation.  Individuals’ liability is limited when they act on 
behalf of the corporation, as long as they act reasonably and in 
good faith.   

Legal Actions 

A corporation may sue and be sued in its corporate name.  The 
corporation’s individual directors, officers and members are not 
required to be brought into a lawsuit.   

Property Ownership 

Ownership of property is held in the corporation’s name.  It is 
often easier to obtain a bank account as a corporation.   

Perpetual Existence 

A corporation legally exists independently from its directors, 
officers, and members.  It does not change when a member joins or 
leaves the corporation.  Other parties may be more willing to enter 
into contracts with a corporation than an association.   

Legal Guidance on Governance Issues 

Corporations are formed under State corporation laws.  These laws 
guide corporations on organizational structure, voting, and other 
matters.  Corporations are also governed by an established body of 
case law.   
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f. 

2. 

a. 

b. 

c. 

3. 

a. 

(1) 

Merger 

If an organization desires in the future to merge with another 
organization, the merger process is safer and more defined if both 
entities are corporations.   

Disadvantages 

Formality 

Corporations must abide by governance procedures set out in the 
Articles of Incorporation and Bylaws.  Corporations must have a 
board of directors, officers, and hold meetings at least annually.   

Filing and Reporting Requirements 

State law requires corporations to file certain initial and annual 
reports, as described below.   

Duties Imposed on Corporate Directors and Officers 

Directors and officers must perform their corporate duties with 
honesty, in good faith, and with a reasonable amount of care.  If 
they breach these duties, by using their positions in the corporation 
for personal financial benefit or otherwise, they may be personally 
liable to the corporation.  All nonprofit organizations are strongly 
encouraged to adopt a conflict of interest policy.  See the IRS 
sample Conflict of Interest Policy, available at:  
http://www.irs.gov/instructions/i1023/ar03.html (last visited March 
3, 2008).   

Procedures to Incorporate as a Washington Nonprofit 

RCW 24.03:  Washington Nonprofit Corporation Act 

Most nonprofit organizations incorporate under this statute.  
The statute prohibits: 

 Issuing shares of stock 

 Distributing net income to members, directors, or 
officers 

 Loaning money to directors or officers 
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(2) 

b. 

(1) 

(2) 

(3) 

(4) 

(5) 

The statute requires: 

 Name (cannot include “Inc.” or similar corporate 
designation) 

 A board of directors to manage the corporation 

 Filing Articles of Incorporation with the Secretary of 
State 

 Registered Agent and office address 

 Incorporator (personally liable for acts on behalf of the 
organization until it is incorporated) 

 Dissolution provision, designating to whom net assets 
will be distributed upon dissolution of the corporation 

Articles of Incorporation  

Creates the corporation under state law as of the date the 
Articles are file-stamped by the Secretary of State 

Provisions in the Articles of Incorporation control over 
conflicting provisions in the Bylaws 

If the corporation does not intend to apply for Section 
501(c)(3) tax-exempt status, it may use the State’s form 
Articles, available at:  
http://www.secstate.wa.gov/corps/forms/nonprofit.pdf 
(last visited March 3, 2008).   

If the corporation will apply for Section 501(c)(3) status, it 
must include particular provisions in the Articles of 
Incorporation required by the IRS.  See Appendix 1 for 
Sample Articles of Incorporation.   

Required Provisions in Articles of Incorporation: 

 Corporate name 

 Purpose 

 Registered agent and office in Washington State  

 Initial director(s) 

 Incorporator(s) 
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 Dissolution provision 
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(6) 

c. 

(1) 

(2) 

(3) 

(4) 

(5) 

d. 

(1) 

(2) 

(3) 

(4) 

(5) 

e. 

(1) 

Recommended Provisions: 

 Limitation on director liability 

 Indemnification of directors, officers and agents 

Bylaws 

Not filed with the state, but required under the Washington 
Nonprofit Corporation Act, and if the organization applies 
for Section 501(c)(3) status, Bylaws must be attached to the 
application 

Provides rules for the corporation’s governance and 
operation; should be consistent with Articles of 
Incorporation 

Consider concerns for both clarity and flexibility 

The Washington Nonprofit Corporation Act includes some 
required bylaw provisions, along with default rules that the 
corporation may override by providing otherwise in its 
Bylaws. 

For corporations that will have members, see Appendix 2 
for Sample Bylaws.   

Hold an Organizational Meeting 

Adopt the Bylaws 

Elect officers 

Select a bank for the corporation’s account and authorize 
signatories for the account 

Approve any legal documents (contracts, leases, and if 
applicable, the federal tax exemption application)  

Ratify incorporators’ actions and approve reimbursement of 
expenses 

Apply for Federal Employer Identification Number (EIN) 

Even if the corporation will not have employees, the EIN is 
often necessary or helpful when opening bank accounts.  
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An EIN is necessary before a corporation can apply for 
federal tax-exempt status. 

  6 

(2) 

f. 

(1) 

(2) 

(3) 

 

 

 

g. 

(1) 

(2) 

To obtain an EIN, the corporation must file IRS Form SS-4 
by mail, fax, or online.  The online application is available 
at:  
http://www.irs.gov/businesses/small/article/0,,id=102767
,00.html (last visited March 5, 2008).   

Master Business Application 

In order to do business in Washington State, all 
corporations must file a Master Business Application with 
the State Department of Licensing.  See Appendix 3 for the 
form. 

Filing fee of $15, with no renewal requirement.   

Purpose of application: 

registration with Department of Labor and Industries 
for industrial insurance  

registration with Employment Security Department for 
unemployment insurance if the corporation will have 
any employees 

tax registration, if the corporation will have revenues 
from sales or income other than from charitable 
contributions and investment income 

Reporting Requirements 

A Nonprofit Corporation Annual Report must be filed with 
the Secretary of State, Corporations Division.  Failure to 
file and pay the annual fee will result in administrative 
dissolution of the corporation.  The State will send an 
annual notice with the report form to the corporation’s 
registered agent.   

A nonprofit corporation may be subject to State business 
and occupations tax (B&O tax) and retail sales tax.  In 
some cases, fundraising activities may be exempt.   
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C. 

1. 

a. 

b. 

(1) 

(2) 

c. 

d. 

e. 

2. 

a. 

b. 

c. 

Charitable Solicitation Rules 

Registration Requirement 

Most charitable organizations that solicit funds from the public in 
Washington State must register with the Secretary of State prior to 
engaging in solicitation activities.   

Exceptions: 

Organizations that solicit solely from existing members are 
not required to register, but new membership drives are not 
exempt.   

Organizations that raise less than $25,000 per year, where 
all of the organizations’ activities, including fundraising, 
are performed by unpaid volunteers.   

Registration must be renewed annually.   

The organization must notify the Secretary of State of any change 
in information on the filing. 

See the Secretary of State Charities Program website at 
http://www.secstate.wa.gov/charities.   

King County Charitable Solicitation Permit 

In addition to registering with Washington State, organizations 
soliciting funds in unincorporated King County may be required to 
obtain a permit by filing a King County application form.  The 
permit should be obtained at least 30 days before beginning 
solicitations.  Permits are valid for one year.   

The organization must then file financial reports regarding 
charitable solicitations with King County.   

See the King County website at 
http://www.metrokc.gov/permits/business/charitable.aspx.     
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II. 

A. 

1. 

a. 

b. 

2. 

a. 

b. 

c. 

d. 

3. 

a. 

FEDERAL TAX LAW ISSUES 

Section 501(c)(3) Organizations 

Qualification under Section 501(c)(3) 

Exempt purpose 

 “Religious, charitable, scientific, testing for public safety, 
literary, or educational purposes” 

 “Charitable” includes:   

o relief of the poor and distressed or underprivileged; 
advancement of religion, education or science; erecting or 
maintaining public buildings, monuments, or works; 
lessening of the burdens of government 

o promotion of social welfare by organizations designed to 
accomplish any of those purposes 

o lessening neighborhood tensions 

o eliminating prejudice 

o defending human and civil rights secured by law 

o combating community deterioration and juvenile 
delinquency 

Must serve public, rather than private, interests 

Advantages 

Receive tax-deductible contributions 

 Must furnish donor acknowledgments so donors can claim the 
deduction 

Receive grants from private foundations 

No tax on net revenue 

Favorable postage rates 

Disadvantages 

No inurement or private benefit 
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 No part of the corporation’s net earnings may inure to the benefit 
of any private individual 
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b. 

c. 

d. 

e. 

Restrictions on lobbying and political activities 

 No “substantial part” of the corporation’s activities may consist 
of carrying on propaganda, or otherwise attempting to influence 
legislation 

 May make a Section 501(h) election to have lobbying expenses 
measured by objective statutory limits 

 Cannot participate or intervene in political campaigns either on 
behalf of or in opposition to any candidate for public office 

Tax on unrelated business income (UBI) 

 Organizations that are otherwise exempt from federal income tax 
are taxed on income they receive from businesses that are 
regularly carried on and that are not related to their exempt 
purposes.   

 The organization must determine whether its income is from 
sources related to its exempt purposes, and must divide income 
into separate categories depending on its source.   

Tax exemption application – IRS Form 1023 

 See Appendix 4 for the Form, which is available on the IRS 
website at:  http://www.irs.gov/pub/irs-pdf/f1023.pdf (last 
visited March 5, 2008).  The instructions for the form are also 
available on the IRS website.   

 User fee:  $750 or reduced fee of $300 

 In-depth application form; requires attachment of detailed 
description of the organization’s current and planned activities 
and current and projected financial data 

 Private foundation vs. public charity classification.  Directors of 
a public charity should not be related to each other by either 
family or business relationship.   

Reporting requirements 

 IRS Form 990 
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 Organizations that normally receive less than $25,000 in gross 
receipts are not required to file Form 990, but are now required 
to file an “e-Postcard” with the IRS.  An explanation and link to 
the online form are available at:  
http://www.irs.gov/charities/article/0,,id=169250,00.html (last 
visited March 5, 2008).  Failure to file for 3 years may result in 
revocation of tax exemption.   

  10 

B. 

a. 

b. 

c. 

C. 

1. 

a. 

b. 

2. 

a. 

b. 

3. 

a. 

b. 

Fiscal Sponsor Arrangements 

Generally, grants or contributions are made to an existing Section 
501(c)(3) organization, which oversees the use of the funds. 

The Section 501(c)(3) organization agrees to act as a fiscal sponsor 
for a smaller organization.  The Section 501(c)(3) organization will 
then grant the funds to a small organization, which must report 
back to the Section 501(c)(3) organization regarding use of the 
funds.   

The arrangement should be set out in a written agreement between 
the Section 501(c)(3) organization and the small organization.   

Section 501(c)(4) Organizations 

Qualification under Section 501(c)(4) 

Exempt purpose 

Civic leagues or organizations operated exclusively to promote 
social welfare 

Net earnings must be devoted to charitable, educational, or 
recreational purposes 

Advantages 

No tax on net revenue 

Can engage in legislative activities 

Disadvantages 

No deduction for contributions 

No inurement or private benefit 

 No part of the corporation’s net earnings may inure to the benefit 
of any private individual 
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c. 

d. 

III. 

Tax exemption application – IRS Form 1024 

 Much simpler than IRS Form 1023 for Section 501(c)(3) 
organizations 

Reporting requirements 

 IRS Form 990, or “e-Postcard” for small organizations 

FURTHER READING 

“How to Form and Maintain a Nonprofit Corporation in the State of Washington,” 
published in 2001 by the King County Bar Association, available at:  
http://www.kcba.org/ScriptContent/KCBA/publications/pdf/nonprofit/NPHandboo
k.pdf (last visited March 5, 2008).   

 

 

Appendix 1 Articles of Incorporation Form and Sample (publication of the King 
County Bar Association) 

Appendix 2  Sample Bylaws (publication of the King County Bar Association) 

Appendix 3  Master Business Application  

Appendix 4  IRS Form 1023 
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