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TAX-EXEMPT ORGANIZATIONS  
AND JOINT VENTURES

BACK STORY

example, if the revenue generated from the joint 
venture activity is not “substantially related” to the 
non-profit organization’s exempt purposes, the non-
profit organization must pay federal income tax on 
the income generated from the “unrelated business 
activity,” also known as “UBIT.” A non-profit 
organization with too much unrelated business activity, 
not only pays UBIT, but risks losing its tax-exempt 
status entirely. And, even if the joint venture activity is 
substantially related to the tax-exempt organization’s 
exempt purposes, it is paramount that the non-profit 
maintain effective control of the joint venture.

However, where a tax-exempt organization 
desires to enter into a joint venture activity that is 
not substantially related to the organization’s exempt 
purposes, or that it does not effectively control, a tax-
exempt organization may form a for-profit corporate 
subsidiary as an alternative. The for-profit subsidiary 
then becomes the member in the joint venture LLC. In 
such cases (and with proper structuring), the non-profit 
organization’s tax-exempt status is not jeopardized, and 
its assets are further insulated from possible liability 
from the joint venture.5 

1. These LLC joint ventures are generally not taxable 
themselves, but are flow-through entities for federal tax 
purposes.

2. For the remainder of this article, assume that any non-
profit corporation described is indeed a tax-exempt 
organization recognized under IRC §501(c)(3) (and is 
specifically considered a public charity). 

3. An organization that desires to file for “recognition of its 
tax-exempt status” under IRC §501(c)(3) files an IRS 
Form 1023 application with the IRS. It is important to 
note that, to qualify as tax-exempt under §501(c)(3), an 
organization must satisfy a number of organizational and 
operational requirements apart from the purpose for which 
it was formed.

4. Note that a tax-exempt organization may find itself in 
a joint venture without realizing it: there does not need 
to be a formal agreement evidencing a joint venture 
arrangement; lease arrangements or management 
agreements may be re-characterized as joint ventures in 
certain circumstances.

5. See, e.g., Priv. Ltr. Rul. 9542045 (July 28, 1995).
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In Nevada, a non-profit corporation is formed 
pursuant to Nevada Revised Statutes Chapter 82, 
by filing Articles of Incorporation with the Nevada 
Secretary of State. Without doing more than this, a 
Nevada non-profit corporation pays federal and state 
taxes, just as a Nevada for-profit corporation does. 
Internal Revenue Code (IRC) §501(a), however, 
provides advantageous federal tax treatment to certain 
non-profit organizations, including exemption from 
federal income taxation and the ability to deduct 
contributions by donors. To be recognized as a 
“tax-exempt organization”1 under IRC §501(a), an 
organization must qualify under one of the descriptive 
subsections of IRC §501(c), §501(d) or §401(a). 
Generally, the most advantageous tax benefits are given 
to those organizations that qualify under IRC §501(c)
(3): i.e., those organizations formed for educational, 
religious, scientific and/or charitable purposes.2 

Organizations that receive tax-exempt status 
under IRC §501(c)(3) receive significant federal tax 
benefits; however, the price of tax-exempt status is a 
complex system of federal tax rules and restrictions, 
governing and regulating many aspects of a tax-exempt 
organization’s operations, that can serve as a trap for 
the unwary. The rise in popularity of joint ventures 
between tax-exempt organizations and for-profit 
entities is one area where the federal tax rules are 
complex but worth exploring, as the benefits of joint 
ventures can be significant.

When two or more parties join together to share 
resources in order to advance a specific project, 
usually with profit in mind, they often create a joint 
venture vehicle, usually a limited liability company 
(LLC).3 In recent years, tax-exempt organizations 
have increasingly sought to partner with for-profit 
entities for specific projects through such joint 
venture vehicles.4 For example, consider a non-profit 
university that has developed a new technology or 
invention; by partnering with a for-profit company 
or fund, that contributes capital and expertise to the 
venture, the non-profit university may be able to both 
commercialize the invention on a larger scale and 
to create a new source of revenue that would help it 
further and expand its exempt purposes.  

The Internal Revenue Service (IRS) has blessed 
these non-profit/for-profit joint ventures in limited 
situations. But, proper structuring is essential. For 
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