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I.  MATERIALS 

1. Nonprofit Organizations Cases and Materials, by James J. Fishman and Stephen 
Schwarz, Fifth Edition (The Foundation Press, Inc. 2015) (cited as F & S). 

2. Selected Sections Nonprofit Organizations Statutes, Regulations and Forms, by 
James J. Fishman and Stephen Schwarz (The Foundation Press, Inc. 2015) (cited as 
Statutes). 

3. Supplemental Reference Materials (in digital format on course web page), C.F. 
Mueller Co. v. Commissioner, 190 F.2d 120 (3rd Cir. 1951). Washington Investment of 
Trust Funds (Uniform Prudent Investor Act) (RCW 11.100); Washington Charitable 
Trusts (RCW 11.110); Washington Charitable Solicitation Act (RCW 19.09); 
Washington Social Purpose Corporation (RCW 23B.25); Washington Nonprofit 
Corporation Act (RCW 24.03); Washington Nonprofit Miscellaneous and Mutual 
Corporations Act (RCW 24.06); Washington Prudent Management of Institutional Funds 
Act (RCW 24.55). California Flexible Purpose Corporations Cal. Corp. Code Sections 
2500 to 3503; California Benefit Corporations Cal. Corp. Code Sections14620 to 14631. 
“The Social Purpose Corporation Doing business with a conscience,” NW Lawyer, Sep. 
2014, 22-25 (cited as Supplemental Materials). 
 

II. SCOPE AND PURPOSE OF CLASS 

The purpose of this course is to introduce students to nonprofit organizations and the issues they 
face.  The first set of classes will provide an overview of, rationales for and a framework to study 
the nonprofit sector.  The second set of classes will focus on state laws that affect nonprofits: 
formation, dissolution and operational issues, including the duties of care and loyalty faced by 
directors and trustees.  The third set of classes will focus on federal income tax laws applicable 
to tax exempt organizations: requirements for exemption; inurement, private benefit and 
intermediate sanction rules; limitations on lobbying and political campaign activities; and 
commercial activities, including the unrelated business income tax.  We pay particular attention 
to public benefit organizations and the 501(c) (3) public charity. 

 

III. EXPECTATIONS AND EXAMINATION 

My expectation is that students will attend class, come prepared and participate in a meaningful 
way.  Please let me know if you will be absent. Students will be called on in class and assigned 
to be experts for problem sets.  Consistent thorough preparation and meaningful participation, 
including during but not limited to expert days, may raise a grade by up to 25%.  There will be 
one three-hour final exam during which students may consult: 1) F & S; 2) Statutes with any 
handwritten annotations; 3) printed copies of Supplemental Materials with any handwritten 



annotations; 4) handouts distributed in class; and 5) class notes, outlines or other materials 
prepared by you or with other students in the class. 

 

IV. AVAILABILTY 

I will be available to meet with students or answer questions immediately after class or at a 
mutually agreeable time.  I can be reached at: (206) 660-9050 or ajlairson@hotmail.com. 

 

V. SYLLABUS 

Listed below is the syllabus for the class.  If there are revisions during the course, then I will 
alert you to them in a timely manner. The Fishman and Schwarz casebook references a 
significant number of citations to state statutes, model acts, the Internal Revenue Code and 
applicable regulations. Read only the statutes, acts, and regulations that I have listed in the 
syllabus which are specific to this class and will result in much less reading for you. 

 

January 4: Introduction and Framework for Understanding Nonprofit Organizations 
(NPO’s) 

Discussion of: 1) the distinguishing characteristic of NPO’s—the nondistribution constraint; 2) 
the positive and negative attributes of the nonprofit sector; 3) the social welfare organization; and 
4) the public policy rationale for granting favorable tax treatment to NPO’s. 

F & S:  3-19, 21-33. 

Supplemental Materials: “The Social Purpose Corporation.” 

 

January 9: Introduction and Framework for Understanding Nonprofit Organizations 

Discussion of: 1) the legal framework for understanding NPO’s; 2) the different types of NPO’s; 
3) legal form options; 4) basic statutory approaches to the nonprofit corporation, including the 
Model Nonprofit Corporation Act (Third Edition); and 5) general requirements for federal 
income tax exemption under Internal Revenue Code (IRC) Section 501(c) (3). 

F & S:  33-39, 43-53, 271-78, 646-53, chart on 656-57. 

Statutes: Model Nonprofit Corporation Act (Third Edition) (MNCA) 1.40(3) Business 
corporation defined; 1.40(5) Charitable corporation defined; 1.40(6) Charitable purpose defined; 
6.40 Distributions prohibited. IRC 501(c) (3) (charitable purposes listed). Treas. Reg. 1.503 (c) 
(3)-1(a) (organizational and operational tests); (b) (organizational test), (d) (1) (i) and (ii) 
(exempt purposes in general); (d) (2) (charitable defined). 

 

January 11: Formation and Purpose of Nonprofit Organizations under State Law 

Discussion of: 1) formation of the nonprofit corporation; and 2) purpose of the organization. 

F & S:  55-59, 61 note 1, 63-65, 71 note 5, 291-99. 



Supplemental Materials: C.F. Mueller Co. v. Commissioner, 190 F.2d 120 (3rd Cir. 1951). 

Statutes: MNCA 1.40(37) Member defined; 1.40(39) Membership corporation defined; 1.40(41) 
Nonmembership corporation defined; 2.01 Incorporators; 2.02 Articles of incorporation; 2.03(a) 
Incorporation; 2.05(a) Organization of corporation; 2.06 Bylaws; 3.01(a) Purposes; 3.02 General 
powers. Restatement (Third) of Trusts 28 Charitable Purposes.  IRC 501(c) (3) (charitable 
purposes listed). Treas. Reg. 1.503(c) (3)-1 (b) (organizational test); (c) (1) (operational test 
primary activities), (c) (2) (distribution of earnings), (d) (1) (i) and (ii) (exempt purpose in 
general). 

 

January 16: Dissolution and Distribution of Assets of Nonprofit Organizations under State 
Law 

Discussion of: 1) charitable gifts made with or without restrictions to a nonprofit organization; 2) 
dissolution; and 3) distribution of assets of an NPO. 

F & S: 89-98, 73-89. 

Statutes: Restatement (Third) of Trusts 66 Power of Court to Modify: Unanticipated 
Circumstances; 67 Failure of Designated Charitable Purpose: The Doctrine of Cy Pres. Uniform 
Prudent Management of Institutional Funds Act, Section 6 Release or Modification of 
Restrictions on Management, Investment or Purpose. Treas. Reg. 1.501(c) (3)-1(b) (4) 
(distribution of assets on dissolution). MNCA 12.03 Restrictions on disposition of assets; 14.05 
(c) and (d) Effect of dissolution. 

 

January 18: Operation and Governance of a Nonprofit Corporation under State Law 

Discussion of: 1) responsibilities of the Board of Directors; and 2) the duty of care, including the 
trust and corporate standard of care. 

F & S: 109-14, 119-22, 127-43, 146 note 2. 

Statutes:  MNCA 2.02 Articles of incorporation; 8.01 Requirement for and functions of board of 
directors; 8.02 Qualifications of directors; 8.03 Number of directors; 8.04 Selection of directors; 
8.05 Terms of directors generally; 8.06 Staggered terms for directors; 8.07 Resignation of 
directors; 8.08(a) (1), (b) Removal of director by members or other persons; 8.10 Vacancy on the 
board; 8.11 Compensation of directors; 8.20 Meetings; 8.21 Action without Meeting; 8.24(a)-(d) 
Quorum and voting; 8.25 Board and advisory committees. 

 

January 23: Operation and Governance of a Nonprofit Corporation under State Law 

Discussion of the duty of loyalty. 

F& S: 149-71 note 8. 

Statutes: MNCA 2.02 (c) Articles of incorporation (liability of directors of noncharitable 
corporations); 8.30 Standards of conduct for directors; 8.31 Standards of liability for directors; 
8.32 Loans to or guarantees for directors and officers; 8.33 Directors’ liability for unlawful 
distributions; 8.60 Conflict of interest transactions: voidability. 



January 25: Operation and Governance of a Nonprofit Corporation under State Law 

Discussion of 1) duty of obedience; and 2) investment responsibility. 

F& S: 181-84, 189-98. 

Statutes: Uniform Prudent Management of Institutional Funds Act (UPMIFA). 

 

January 30: Federal Taxation of a Public Benefit Nonprofit Organization 

Discussion of: 1) requirements for federal income tax exemption; 2) the organizational and 
operational tests; 3) the meaning and scope of charity; and 4) the distinction between public 
charities and private foundations. 

F & S:  271-78 (previously read), 291-99 (previously read), 649-57 (previously read), 665-72, 
682-89. 

Statutes:  IRC 501 (a) Exemption from taxation; 501(c) (3) List of exempt organizations. Treas. 
Reg. 1.501 (c) (3)-1(a) (organizational and operational tests); (b) (1)-(4) (organizational test); (c) 
(1)-(3) (operational test); (d) (1) (i) and (ii) and (2) (exempt and charitable purpose defined). 

 

February 1:  Definition of Charitable Purpose 

Discussion of: 1) the public policy limitation on charitable organizations; and 2) the meaning and 
scope of charity as applied to hospitals and other health care organizations. 

F & S: 344-63, 365 from note 5-69 to note 8, 299-312, 317 note 5. 

Statutes: Treas. Reg. 1.501 (c) (3)-1(d) (1) (i) and (ii) (exempt purposes in general), (2) 
(charitable defined), (3) (educational defined). 

 

February 6: Selected Charitable Organizations 

Discussion of the meaning and scope of charity as applied to: 1) community development 
organizations; 2) entities that protect the environment; 3) educational organizations, including 
those that advocate a particular view; 5) religious organizations; and 6) churches. 

F & S:  326-31, 333-37, 371-74, 382-86, 387-88, 394-400, 401 note 5. 

 

February 8: Inurement and Private Benefit 

Discussion of: 1) inurement; and 2) private benefit. 

F & S:  416-24, 429-31, 226-33. 

Statutes:  IRC 501 (c) (3).  Treas. Reg. 1.501 (c) (3)-1(c) (2) (distribution of earnings); (d) (1) 
(ii) (public benefit required). 

 

  



February 13 and 15: Intermediate Sanctions 

Discussion of intermediate sanctions: 1) applicable tax-exempt organizations; 2) disqualified 
persons; 3) initial contract exception; 4) excess benefit transactions; 5) penalties on disqualified 
persons and organization managers; and 6) rebuttable presumption of reasonableness. 

F & S: 432-42. 

Statutes: IRC 4958 (taxes on excess benefit transactions). Treas. Reg.1-501(c) (3)-1(f) (1) (2) 
(i) and (ii) and (iii) (interaction between 501(c) (3) and 4958). Treas. Reg. 53.4958-1 (taxes on 
excess benefit transactions); 53.4958-2(a), (1) & (2) (applicable organizations); 53.4958-3 
(definition of disqualified person); 53.4958-4 (excess benefit transactions); 53.4958-6 (rebuttable 
presumption); 53.4958-7 (correction). 

 

February 20:  Lobbying Limitation 

Discussion of: 1) the no substantial part test; and 2) the 501(h) expenditure test election. 

F & S: 445-59 to Allocation of Mixed Purpose Expenditures, 460-61. 

Statutes:  IRC 501(c) (3). Treas. Reg. 1.501(c) (3)-1(c) (1) (operational test primary activities) 
and (3) (i), (ii), (iv) and (v) (action organization). 

 

February 22: Political Prohibition 

Discussion of: 1) political campaign limitation, including constitutional issues; and 2) 501 (c) (4) 
organizations. 

F & S: 463-76, 494-99, 500-01. 

Statutes: IRC 501 (c) (3); 501 (c) (4) (social welfare organization); 504(a) (no conversion to (c) 
(4)); 527 (a), (e) (1) & (2) (political organizations); 4955 (a), (b), (c), (d) (1), (f) (2) and (3) 
(taxes on political expenditures). Treas. Reg. 1.501 (c) (3)-1(c) (1) (primary activities) and (3) 
(iii) (action organization defined). 

 

February 27: Substantial Nonexempt Purpose 

 Discussion of: 1) commerciality doctrine; and 2) commensurate-in-scope doctrine. 

F & S: 527-36, 542-47. 

Statutes:  Treas. Reg. 1.501 (c) (3)-1(b) (1) (i) (purpose in organizational documents); 1.501 (c) 
(3) --1(c) (1) (primary activities under operational test); 1.501 (c) (3)-1(e) (organizations 
carrying on trade or business). 

 

March 1: Unrelated Business Income Tax 

Discussion of unrelated business income tax, including: 1) taxable and excerpted activities; 2) 
exclusions; 3) advertising; 4) intercollegiate athletics; 5) museum gift shops; and 6) corporate 
sponsorship. 



F & S: 549, 560-84 only to note 4, possibly 588-91. 

 

March 6: Guest Lecturer from Perkins Coie, Lorri Dunsmore 

Discussion of: 1) final examination details; and 2) application for Section 501(c)(3) Exemption 
on Form 1023. 

Statutes: Form 1023. 

 


