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3

INTRODUCTION 
When a congregation begins to explore 
income generating activities through social 
enterprise or renting property there often is 
anxiety around tax status. We have created 
this tool to help you ask the right questions 
related to the tax issues as it concerns 
income generating activities and churches.
 
This tool is designed to increase your 
confidence as it relates to tax issues, 
build your capacity to understand the tax 
implications, and to help you as you align 
money and mission.

This information should not be construed as tax or legal advice. It is 
always advisable to consult legal and account counsel for your specific 
situation. Wegner CPA (wegnercpas.com) and The Law Offices of Marc 
J. Lane, P.C (www.MarcJLane.com) helped in the development of this 
guide and can serve as resources for further information.
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http://wegnercpas.com
http://www.MarcJLane.com
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Review Property Tax implications which vary by state AND municipality. Consider the following questions:
1.	 Is the activity a property use that is exempt from property taxes? Property use is often considered 

separately from nonprofit purpose and an income tax exempt use may not mean the use is exempt 
from property taxes. 

2.	 What % of the space is used for the activity?
3.	 If taxable - can you pay property tax on just the actual square footage used for the taxable activity?
Seek legal and accounting advice.

BEFORE  
YOU BEGIN
Consider these questions when starting a social enterprise.  
This is NOT legal or tax advice - consult an attorney and/or 
tax advisor on all decisions before acting.

Sale of goods or services with similar frequency and/or 
consistency to comparable commercial activities?YES

NO

YES NO

1. Carried out almost exclusively by volunteers? and/or 

2. Consist of selling only merchandise which has been 
received as a donation? (Ex. a thrift shop)

Infrequent activities may be exempt from federal 
income tax BUT seek accounting/legal advice

Conducted on a larger 
scale than is reasonably 
necessary to further the 

church’s exempt purposes?

Generate more 
than $1000 per year 

in income?

Substantially related to the church’s exempt 
purpose (mission)? Note: The test is based on how 
funds are GENERATED, not how funds are USED.

Likely no tax issues - consider the activity a “program”

YES

YES

YES

YES

YES

Likely no Federal 
Income Tax due BUT 
review for Sales Tax 

and Property Tax

Activity could jeapordize tax exempt 
status with IRS - seek legal advice

Will need to file a 990-T with the IRS 
and likely pay UBIT (Unrelated Business 

Income Tax). May also need to make 
estimated payments throughout the 

year. Review with tax expert. AND 
review for Sales Tax and Property Tax.

REVIEW SALES TAX LAW 
Sales tax may be due wherever you have an economic 

nexus (employees, incorporation, $ amount of sales, etc.). 
Rules vary greatly by state and depend upon what is 

being sold. Seek legal and accounting advice in your state. 

Is income generated from 
activity “excessive” in relation 

to total organizational income 
(more than 20%)?

Likely no Federal 
Income Tax due BUT 
review for Sales Tax 

and Property Tax

Not all taxes can, or should, be avoided just because the social 
enterprise is run by a church or nonprofit. And sometimes the 
simplest solution may be to include some or all taxes in the 
business plan for the venture. 

The more closely aligned an activity is to the primary purpose of 
the org the less complicated tax issues may be.  

Some things to keep in mind  
throughout this process: 

START HERE

“Is/does this activity we are 
considering or engaging in...”

A trade or business  
producing income from 

the sale of goods or 
services?

NO

NO

NO

NO

NO

Note: As a nonprofit entitity you may also be able to purchase materials 
or products (including construction materials during building) without 
paying sales tax on the cost of those materials. Sales tax as a customer 
is different from remitting sales tax as a seller.

Note: the focus is on the income-producing activity itself, and not how 
the funds are used.

Any venture along the decision tree cannot 1. Result in direct and/
or substantial benefits to private interests; and/or 2. Unjustly 
enrich any individuals who are in a position to influence the use 
of the organization’s assets (this does not prohibit appropriately 
paying employees). 

Different legal structures can be created which may help, or 
hinder, the tax implications (such as a subsidiary LLC, etc.). 

ALWAYS seek local legal and accounting assistance BEFORE 
making any decisions or starting a social enterprise. Budget funds 
to pay for expert legal and accounting assistance as part of any 
feasibility study and launch of a new revenue generating activity.
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What else do you need to know?

What are your next steps?

Who else needs to see think about this in your congregation?

QUESTIONS:

This tool is one in a series 
of resources designed to 
help congregations figure 
out their future economic 
models. Join the RootedGood 
Mycelium Network at 
rootedgood.org for access to 
more tools and resources. 

HOW TO  
DEVELOP WELL

HOW TO  SELL WELL

HOW TO  
RENT WELL
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Stay in touch!

rootedgood.org

facebook.com/rootedgood

https://rootedgood.org/
https://www.instagram.com/rootedgood/
https://rootedgood.org/
https://rootedgood.org/
https://www.facebook.com/rootedgood/

