
2020 STYLE EXERCISE 

 

The following is an excerpt from a law review article, which has been intentionally doctored to 

break rules of both the Bluebook and the Chicago Manual of Style. There are TEN Chicago 

Manual errors. Your task is to identify and correct each of these mistakes. The Chicago errors 

are located solely in the above-the-line text.  

 

B. Policy Basis for the Charitable Exemption  

Although charities have enjoyed tax-exempt status under every revenue law since Congress 

first imposed peacetime corporate taxes in the late nineteenth century,1 the legislative record sheds 

little light on the rationale for the exemption.2  Because tax exemption for religious and educational 

institutions has ancient historical roots Congress may have considered the rationale so self-evident 

as to not require an explanation.3  

A range of theories purporting to explain the exemption have been suggested by scholars.  

They draw primarily on economics, but occasionally introduce factors such as altruism; pluralism; 

and critical race theory.4  The dominant perspective is that the exemption exists to subsidize and 

encourage private sector provision of positive social outputs that would otherwise be 

undersupplied.5  The supreme court stated the rationale as follows:  

“Charitable exemptions are justified on the basis that the exempt 

entity confers a public benefit—a benefit which the society or the 

community may not itself choose or be able to provide, or which 

supplements and advances the work of public institutions already 

supported by tax revenue. History buttresses logic to make clear that, 

to warrant exemption under § 501(c)(3) an institution must fall 

 
1 Tariff Act of 1894, ch. 349, § 32, 28 Stat. 509, invalidated by Pollock v. Farmers’ Loan & Tr. Co., 158 U.S. 601, 

637 (1895). See also U.S. Const. amend. XVI; Revenue Act of 1913, ch. 16, § II(G), 38 Stat. 114, 172. 
2 Boris I. Bittker & Georget K. Rahdert, The Exemption of Nonprofit Organizations from Federal Income Taxation, 

85 YALE L.J. 299, 302, 304 (1976) (noting that the enacting Congress “devoted little discussion” to the matter and 

concluding that “legislative history of the tax exemption reveals no systematic analysis”). 
3 See John W. Whitehead, Tax Exemption and Churches: A Historical and Constitutional Analysis, 22 CUMB. L. REV. 

521 (1992) for an overview of tax exemption for religious institutions from ancient civilizations to the present day. 
4 For excellent synopses of these theories, see David A. Brennen, A Diversity Theory of Charitable Tax Exemption ± 

Beyond Efficiency, Through Critical Race Theory, Toward Diversity, 4 PITTSBURGH TAX REV. 1 (2006); Nina J. 

Crimm, An Explanation of the Federal Income Tax Exemption for Charitable Organizations: A Theory of Risk 

Compensation, 50 FLA. L. REV. 419 (1998). 
5 Atkinson, supra note 31 at 405. 



within a category specified in that section and must demonstrably 

serve and be in harmony with the public interest.”6  

 

 In short, charities provide outputs that Congress have deemed beneficial to society.7  Some 

of these outputs are classic public goods: They are non-rivalrous, meaning that one persons’ 

consumption does not detract from another’s, and non-excludable, meaning that anyone can access 

the good regardless of whether they have paid for it.8 Pure public goods are rare, but may include 

outputs, such as public radio and clean air.  Non-rivalry and non-excludability create a strong 

incentive for individuals to freeride, consuming public goods without contributing to their 

production.9 In competitive markets, freeriding means that public goods will be underfunded and 

therefore supplied at less than socially optimal levels.10  

 Similar logic applies to quasi-public goods, which have characteristics of both public and 

private goods, and private goods with positive externalities, such as education and healthcare.11 

Most charity outputs fall into these categories.  Because their marginal societal benefit exceeds 

their marginal private benefit, private purchasing decisions will not generate the optimal level of 

output.12  

 Governments can mitigate this market failure by directly providing undersupplied goods or 

subsidizing private suppliers.  Subsidies may be direct, in the form of public spending, or indirect, 

 
6 Bob Jones University v. United States, 461 U.S. 574, 591–92 (1983). 
7 Id. In addition to aligning with the permissible statutory purposes, charities must comport with established public 

policy.  Id. at 591.    
8 Tyler Cowen, Public Goods and Externalities: Old and New Perspectives, in PUBLIC GOODS AND MARKET 

FAILURES: A CRITICAL EXAMINATION 3 (Tyler Cowen ed., 1988). 
9 Brian Galle, Keep Charity Charitable, 88 TEX. L. REV. 1213, 1215–1216 (2010) [hereinafter Keep Charity 

Charitable]. 
10 Id. at 1216. 
11 Brian Galle, The Role of Charity in a Federal System, 53 WM. & MARY L. REV. 777, 787–88 (2012) [hereinafter 

The Role of Charity]; Keep Charity Charitable, supra note 36, at 1216 note 8.  
12 Keep Charity Charitable, supra note 36, at 1216. 



in the form of preferential tax treatment.13 While direct subsidies are more efficient than indirect 

subsidies, scholars have suggested reasons to prefer indirect subsidization.  First, indirect 

subsidization allocates the cost disproportionately to those persons who most value the outputs 

(i.e. donors).14 Second, having taxpayers select the subsidized organizations through their 

donations builds civic engagement.15 Third, an indirect approach may help to ensure that subsidies 

reach minority groups that would not have enough political power to compete for direct 

subsidies.16  In order to realize these advantages, members of the public must provide funds to 

suppliers and, therefore, must have some degree of confidence in their performance.  

 According to Professor Hansmann, this need for public confidence explains why the 

subsidies are reserved for nonprofit organizations, even though for-profit companies are, at least 

in theory, equally capable of producing charitable outputs.17 Hansmann identified the hallmark of 

nonprofit organizations as the “nondistribution constraint,” which precludes the dissemination of 

net earnings to owners, managers, or other insiders.18  

 

 
13 Daniel E. Pozen, Remapping the Charitable Deduction, 39 CONN. L. REV. 531, 552–53 (2006) (“In Congress, the 

courts, the media, and now academia . . . the deduction is widely viewed as a government subsidy . . .”). 
14 See, e.g., Mark P. Gergen, The Case for a Charitable Contributions Deduction, 74 VA. L. REV. 1393, 1399–1406 

(1988). 
15 See, e.g., David M. Schizer, Subsidizing Charitable Contributions: Incentives, Information, and the Private 

Pursuit of Public Goals, 62 TAX L. REV. 221, 229 (2009); but see Mark A. Hall & John D. Colombo, The Charitable 

Status of Nonprofit Hospitals: Toward a Donative Theory of Tax Exemption, 66 WASH. L. REV. 307, 355–57 (1991) 

(pointing out that the exemption only benefits those organizations that have positive net revenues and therefore less 

need for subsidization than those that merely break even or operate at a loss). 
16 Hall & Colombo, supra note 42, at 392–93. 
17 See generally Henry B. Hansmann, The Rationale for Exempting Nonprofit Organizations from Corporate Income 

Taxation, 91 YALE L.J. 54 (1981) [hereinafter Rationale]; Henry B. Hansmann, The Role of Nonprofit Enterprise, 89 

YALE L.J. 835 (1980) (hereinafter Role of Nonprofit Enterprise). See also Daniel Shaviro, Assessing the “Contract 

Failure” Explanation for Nonprofit Organizations and Their Tax-Exempt Status, 41 N.Y.L. SCH. L. REV. 1001, 

1003–04 (1997) (conceding that he differs with Hansmann ‘in little beyond emphasis’). 
18 Role of Nonprofit Enterprise, supra note 44, at 838. 


