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CALIFORNIA NONPROFIT LAW ESSENTIALS

IRS Form 1023 Explained: Steps for California
Nonprofits Seeking 501(c)(3) Status

08.19.25 | May L. Harris, Esq., MA

Learn how California nonprofits can secure IRS 501(c)(3) status,
with guidance on Form 1023, budgets, governance, and the 27-
month filing rule.

You’ve incorporated your nonprofit in California, adopted bylaws, and held that first board meeting.

(If you missed those steps, we covered them in California Nonprofit Formation Requirements.) Now

it’s time for the next—and perhaps most important—milestone: applying for recognition of federal

tax-exempt status from the IRS.

Without this critical determination letter, your 501(c)(3) nonprofit can’t offer tax-deductibility to

donors, is unlikely to qualify for grants, and may struggle to gain credibility in the community. It’s a

step every California nonprofit must take, and it requires careful planning. This post is part of our

ongoing Nonprofit Law Essentials guide.

What the IRS Expects to See
Many founders assume the IRS application is a quick formality. In reality, it’s closer to a

comprehensive business plan for your charitable mission. The IRS wants to see that your

organization is organized and operated exclusively for exempt purposes, that it will be financially

accountable, and that it won’t improperly benefit insiders.
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The three areas that often require the most attention of the Form 1023, Application for Recognition

of Exemption Under Section 501(c)(3) of the Internal Revenue Code are the narrative of activities,

the three-year proposed budget, and the governance disclosures.

The Narrative of Activities
The narrative is the story of your nonprofit—what you do, how you do it, and who you serve. But

unlike a marketing pitch, this isn’t about inspiration; it’s about precision.

The IRS wants a clear, detailed description of each program you plan to operate. A strong narrative

will:

Identify your core activities. Are you providing direct services, conducting education,

engaging in advocacy, or some combination?

Explain methods and operations. For example, if you run after-school programs, do you

hire staff, recruit volunteers, or partner with local schools?

Define your beneficiaries. Who specifically will benefit—children in a particular community,

low-income families, the general public?

Clarify your charitable purpose. Tie every activity back to a recognized exempt purpose

under §501(c)(3), such as relief of the poor, advancement of education, or lessening

neighborhood tensions.

Vague descriptions are one of the most common reasons for IRS delays. “We will help the

homeless” is not enough. Instead: “We will operate a weekly meal service that we estimate will

provide 150 hot dinners to unhoused individuals in downtown San Diego, staffed by volunteers

recruited from local church congregations.”

The more specific you are, the easier it is for the IRS to conclude that your work is genuinely

charitable.

The Three-Year Proposed Budget
The IRS also wants to see a snapshot of your financial future. That’s why the Form 1023 require a

three-year proposed budget. If you are filing the Form 1023-EZ, you won’t be required to submit a

budget at all. However, preparing one is still a best practice. Even though the IRS doesn’t ask for it in

the streamlined process, funders and major donors often expect to see a realistic financial plan, and

having one in place keeps your board accountable as you grow.

This is not just a numbers exercise. The IRS uses your budget to test the credibility of your narrative

and to ensure that your financial structure supports charitable, not private, benefit.

A well-prepared budget should include:

Revenue projections. Identify expected sources: individual donations, grants, program

service fees, or other income.

Expense allocations. Break down how funds will be spent across program services,

management and general expenses, and fundraising.
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Consistency with your story. If your narrative describes launching a tutoring program, your

budget should show expenses for educational supplies, staff salaries, or facility use—not a

disproportionate amount spent on administration.

For new nonprofits, projecting three years can feel speculative. That’s okay. The IRS knows you

don’t have a crystal ball. What matters is that your numbers are reasonable, consistent, and

demonstrate a commitment to dedicating resources primarily to charitable programs.

Governance Disclosures
Finally, the IRS scrutinizes your governance practices. They want assurance that your board is

independent, that conflicts of interest are addressed, and that no one will use the nonprofit for

personal enrichment.

The application will ask about:

Board composition. How many voting directors do you have, and are they independent

from one another? The IRS frowns on boards made up entirely of family members or

employees.

Conflict of interest policy. Do you have a written policy, and will you require annual

disclosures?

Compensation practices. If staff or board members will be paid, how will you determine

that salaries are “reasonable” and not excessive?

Fundraising and grants. Will you engage in professional fundraising? Will you make grants

to individuals or other organizations, and if so, how will you monitor them?

None of these questions are intended to trap you—they’re designed to ensure that your nonprofit is

structured to serve the public interest. If your answers demonstrate thoughtful planning and

adherence to best practices, your application is much more likely to be approved smoothly.

Timing: The 27-Month Rule
It’s worth repeating: you must apply within 27 months of incorporation if you want your tax-exempt

status to be retroactive to your formation date. Miss this deadline, and the IRS may only recognize

your exemption from the date of filing forward, which can create real headaches for early donors.

The Big Picture
The IRS application process is not a box-checking exercise. It’s an opportunity to articulate your

mission, demonstrate your financial planning, and show that you take governance seriously. A clear

narrative, realistic budget, and sound policies don’t just get you through the IRS review—they lay the

groundwork for long-term success.

In the next installment of our California Nonprofit Law Essentials series, we’ll turn to California

Charitable Registration, where the Attorney General’s office takes its own close look at your

organization before you can legally solicit funds in the state.
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