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we received from the resort and the 

CVB, we were uncomfortable asking oth-

ers in the hospitality industry to sponsor 

the meeting. And since the attendees 

were from two states, sponsorship would 

only make sense to those who served 

both the Georgia and Florida markets. 

These factors, coupled with the post-

September 11 downturn, left us without 

other corporate support.

The economic slowdown also cut into our 

attendance. Despite considerable market-

ing efforts and the presence of a well-

respected speaker at a desirable location, 

we were able to attract only about 30 at-

tendees. Fortunately, the registration fees 

and the help from the resort and CVB 

allowed us to break even. In retrospect, if 

either of us had conducted this meeting 

alone, we would have lost money.

Despite the fi nancial diffi culties, our 

efforts were justifi ed when we reviewed 

the evaluations. The comments were 

overwhelmingly positive. Many of the as-

sociation executives in attendance begged 

us to conduct the programme annually. 

That’s exactly what we did afterwards.
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A separate entity may also be unintentionally 

created by the participating parties.  An unin-

corporated organization with two or more 

members may be classifi ed as a partnership 

if its members carry on a trade, business, 

fi nancial operation or venture and divide its 

profi ts. Accordingly, the joint venture may 

be deemed a partnership regardless of the 

intent of the parties or whether the parties 

entered into a partnership agreement.  Lack 

of careful planning may therefore result in 

each party being liable for the sole action of 

the other if such action was carried out in 

the name of the partnership.

CAN NONPROFITS ENGAGE 
IN JOINT VENTURES?
Nonprofi t organizations may engage in joint 

ventures with other organizations, whether 

nonprofi t or for-profi t, with certain limita-

tions. The primary limitations for a charita-

ble nonprofi t:  (1) the operation of the joint 

venture must be consistent with the char-

ity’s operation primarily for exempt (e.g., 

charitable and educational) purposes; and 

(2) the operation of the joint venture must 

not result in any prohibited private benefi t.  

The law with respect to these limitations has 

evolved with several seminal cases and IRS 

revenue rulings.

WHY DO NONPROFITS AND FOR-
PROFITS ENTER INTO CROSS-
SECTOR JOINT VENTURES?
Nonprofi ts may enter into joint ventures 

with for-profi ts to raise capital, to access 

the expertise possessed by their for-profi t 

co-venturers, and to take advantage of op-

portunities otherwise unavailable to them.  

For-profi ts may enter into joint ventures 

with nonprofi ts to access new sources of 

capital, to exploit specifi c assets owned by 

the nonprofi t (such as intellectual property 

rights), to take advantage of available tax 

credits, and to acquire greater community or 

political support. In addition, for-profi t social 

enterprises may be motivated to enter into 

joint ventures with nonprofi ts to further the 

philanthropic goals of their owners.

WHAT ARE THE TYPES OF 
JOINT VENTURES BETWEEN 
NONPROFITS AND FOR-PROFITS?
For tax purposes, one major distinction in the 

types of joint ventures between nonprofi ts and 

for-profi ts is with respect to the nonprofi t’s 

contribution of its assets to the joint venture.

1. Whole joint ventures (also, in the context 

of hospitals, commonly referred to as 

whole hospital joint ventures). The non-

profi t contributes all or substantially all of 
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its assets to the joint venture and receives 

a partnership or membership interest in 

the joint venture entity.

2. Ancillary joint ventures. The nonprofi t con-

tributes only part of its assets to the joint 

venture, and the nonprofi t’s participation in 

the joint venture is not its only activity.

Another important distinction among cross-

sector joint ventures is the legal form of the 

joint venture entity:

1.  General Partnership. Pass-through entity 

for federal tax purposes. Typically, part-

ners share management responsibilities 

and each is jointly and severally liable for 

the debts of the partnership.

2. Limited Partnership. Pass-through 

entity for federal tax purposes. General 

partners are liable for the debts of the 

partnership; limited partners (those that 

do not participate in the manage-

ment of the entity) are generally 

liable only to the extent of 

their investments in the 

partnership.

3.  Limited liability com-

pany (LLC). Typically, a 

pass-through entity for 

federal tax purposes. 

Owners (members) 

have limited liabil-

ity protection and are 

generally liable only 

to the extent of their 

investments in the LLC 

(even if they participate in 

management of the entity).

4.  Corporation. May or may 

not be a pass-through entity 

for federal tax purposes. Own-

ers (shareholders) have limited 

liability protection and are gener-

ally liable only to the extent of their 

investments in the corporation (even if they 

participate in management of the entity).

WHAT ARE SOME OF THE INTER-
ESTING HYBRIDS INVOLVING 
NONPROFITS AND FOR-PROFITS?
1.  Venture philanthropy. This often involves 

individuals and for-profi t organizations 

funding and providing other support (e.g. 

management and consulting services) 

to benefi ciary organizations through 

a nonprofi t corporation (the venture 

philanthropy entity). Under this arrange-

ment, there are two separate relation-

ships: (1) the individuals and for-profi t 

organizations have a relationship with 

the venture philanthropy entity as donors 

and volunteers; (2) the venture philan-

thropy entity has a relationship to its 

benefi ciary organizations. The second 

relationship is more than the relationship 

between a grantor and grantee. Accord-

ing to Venture Philanthropy Partners, 

such relationships are often ‘more of an 

active, involved partnership’.

 

While technically, the second relationship 

is among two or more nonprofi ts, it is 

the individual and for-profi t donors/vol-

unteers that are typically referred to as 

the venture philanthropists. As they are 

the ultimate source of the funding, and 

direct source of the services, received by 

the benefi ciaries, they may see them-

selves as the joint venturers. However, 

the venture philanthropy entity provides 

a prudent vehicle for protecting the do-

nors/volunteers from unwanted exposure 

to liability.

2. Divisions of for-profi t organizations 

devoted to philanthropy. While it is not 

uncommon for very large business 

corporations to form corporate founda-

tions that fund philanthropic causes 

consistent with promoting the business 

of their affi liated corporations, the busi-

ness corporation and the foundation may 

never formally engage in a joint venture.  

However, there has been a recent trend 

of for-profi t organizations informally 

devoting resources to a division of 

the business which will adminis-

ter the for-profi t’s philanthropic 

activities, possibly including those 

engaged in by its corporate foun-

dation.

The most notable example is 

Google and Google.org, the um-

brella under which Google is putting 

its philanthropic efforts, including 

the work of the Google Foundation.  

It will be interesting to see whether 

operation of a for-profi t corpora-

tion’s philanthropic activities through 

a division or subsidiary of the for-profi t 

entity will change the relationship between 

the for-profi t umbrella and the nonprofi t 

corporate foundation and whether coordina-

tion between the two will result in new joint 

ventures.

To view the article, 

visit www.nonprofi tlawblog.com/

home/2006/10/nonprofi t_joint.html 




