
NATIONAL TAX ASSOCIATION PROCEEDINGS

260

NO N P R O F I T  O R G A N I Z AT I O N S  P R O V I D E 
signifi cant services to American society. 
Their role is important in operation of 

hospitals and educational institutions, in provision 
of assistance to children, the elderly, and other 
vulnerable populations, in provision of religious 
support and guidance, in support of cultural activi-
ties, and so on. Their numbers are signifi cant and 
increasing. The IRS master fi le of exempt organiza-
tions exceeded 1.128 million in fi scal 2007 – and 
the roughly 350,000 religious congregations are 
not required to fi le with the IRS and roughly half 
of these have not chosen to do so. Private partner-
ships and various forms of corporations fi led 9.704 
million returns in 2007 so these nonprofi t orga-
nizations do represent a relatively large number 
among entities providing services to the public. 
Their numbers are growing robustly: the average 
annual rate was 5.0 percent from 1997 to 2007, 
compared with a rate of 3.43 percent for returns 
from the private businesses previously noted (U.S. 
Department of the Treasury, selected years). 

As Brody and Cordes (2006) point out, chari-
table organizations “have long enjoyed a special 
relationship with the tax collector.” (p. 141) That 
relationship is tax exemption. As state and local 
governments struggle for revenue, it is not surpris-
ing that taxes not paid by nonprofi t organizations 
fall under scrutiny. The question is whether this 
special relationship should continue in the face of 
fi scal problems that may constrain the provision of 
government services. As Brody (2002) observes, 
“…to question the nonprofi t tax exemption is not 
to question the value of nonprofi ts themselves.” 
(p. 145) The question is whether a different format 
for assistance would be more appropriate, whether 
the exemption creates undesirable economic distor-
tions and bias against other organizational formats, 
whether exemptions are reasonably designed, 
and whether the revenue lost by the exemption 
is reasonable. In diffi cult fi scal conditions, this 
last concern is particularly important. This is an 
opportune time to consider whether the sales tax 
treatment of nonprofi t organizations makes sense 
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within the standard principles for structure of state 
retail sales taxes. 

Bowman and Fremont-Smith (2006, p. 207) 
estimated lost state and local tax revenue in 2001 
to be from $9 to 15 billion for the property tax not 
paid on property held by nonprofi t organizations, 
$2.5 billion from the sales tax not paid on nonprofi t 
organization purchases, and $3.8 – 4 billion for cor-
porate income tax not paid by these organizations. 
While the losses total only 2 percent of total state 
and local tax revenue in that year, their revenue 
impact is not equally distributed across jurisdic-
tions and the tax saving varies across services 
with possible discrimination against nonexempt 
providers being more signifi cant in some business 
service areas than other. 

Analysis of these exemptions has focused on 
income and property tax provisions, with consider-
ably less attention given to their treatment by sales 
taxes, because of the relative amounts of likely 
revenue loss.1

Nevertheless, the sales tax exemption merits 
attention. First, the potential revenue is not insig-
nifi cant and fi scal battles are fought over much less 
than $3 billion per year. Second, the sales tax is an 
obvious wedge between nonprofi t and proprietary 
fi rms. Questions of competitive balance between 
nonprofi t and proprietary fi rms remain unresolved 
and balance matters both in regard to what entities 
purchase and in regard to what entities sell (to the 
extent that the nonprofi t is involved in commercial 
or quasi-commercial activities). And third, possibly 
most importantly, for many nonprofi t organiza-
tions, the sales tax exemption of purchases amounts 
to more money saved than does the property tax 
exemption: with commercial property tax rates 
typically in the range from 1.6 to 2.5 percent and 
a growing number of jurisdictions with combined 
state and local retail sales tax rates of 8 to 10 per-
cent, it is clear why this is true.2 Unless the value 
of potentially taxable property (mostly real estate) 
owned by the nonprofi t is more than 3 to 4 times 
the value of potentially taxable purchases (supplies, 
utilities, materials, etc.), the sales tax potential 
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will be larger and, as more governments do a sales 
tax for property tax switch to constrain property 
tax rates, the number of nonprofi ts who fi nd the 
sales tax exemption to be more signifi cant will 
increase. For these reasons, this consideration of 
sales tax treatment of nonprofi t organizations fi lls 
an important niche for sales tax policy. It becomes 
even more important if states and localities more 
aggressively expand their sales tax bases to include 
sales of services, the source of considerable revenue 
to many nonprofi t organizations. It would be desir-
able if state and local actions made sense within 
accepted standards for tax policy, in other words, 
that they did not interfere with market allocations 
of resources, did not involve excessively high 
additional cost of administering or complying with 
the tax, provided high transparency in operation of 
the tax, did not needlessly reduce productivity of 
the tax system, and provided for what is judged to 
be a fair distribution of tax burdens. 

EXEMPTING NONPROFIT ORGANIZATIONS

How nonprofi t organizations should be treated 
by sales taxes has been considered far less fre-
quently than has their treatment by income and 
property taxes.3 Most discussions of tax preferences 
have been general or have explicitly focused on 
income or property taxes, so their application to 
sales taxation must usually be by logical extension. 
There are four logical strands in the analysis of why 
nonprofi ts should enjoy tax exempt status.

First, Brody (2002) points out that a considerable 
force for exemption is inertia: “We have always 
done it this way.” (p. 146) The relationship is no 
longer particularly based on thought and reason. 
It is there primarily because that relationship is 
the one that has emerged from the past. However, 
as Brody observes, legislatures could revise the 
structures (and states do, in fact, make changes 
in the workings and limits of sales tax treatment 
of nonprofi t organizations and the federal govern-
ment periodically examines possible abuses by 
nonprofi t organizations), so it is important to move 
beyond this point in considering the tax relationship 
between governments and nonprofi t organizations.

Second, it has been argued in regard to income 
taxation that the operations of nonprofi t organiza-
tions simply do not belong in the tax base. Bittker 
and Rahdert (1976) “argue that nonprofi t organiza-
tions engaged in ‘public service’ activities, broadly 

conceived should be wholly exempted from income 
taxation, because they do not realize ‘income’ in 
the ordinary sense of the term and because, even 
if they did, there is no satisfactory way to fi t the 
tax rate to the ability of the benefi ciaries to pay.” 
(p. 305) The exclusion of any income earned by 
a nonprofit organization is part of the normal 
structure of the income tax and would not even be 
considered a tax expenditure – it just isn’t part of 
the tax base by defi nition. However, this argument 
does not extend to the treatment of nonprofi ts by 
sales taxes. Nonprofi ts would be purchasing the 
same inputs in the same markets as proprietary 
fi rms and, to the extent they sell goods or services 
that would otherwise be taxable, those sales would 
ordinarily not be distinguishable from comparable 
sales by proprietary fi rms. While one may argue 
that nonprofi t organization income does not count 
on the same basis as income of a proprietary fi rm, 
that argument would not be sustainable in regard 
to retail sales taxes. 

Third, it is argued that nonprofi t organizations, 
by their mission, ought to receive the government 
subsidy that exemption provides. Nonprofi t orga-
nizations serve public functions, thereby reducing 
the need for government spending in the provision 
of services that otherwise would require public 
fi nancing. As Hyman (1990) summarizes, “By 
relieving a portion of the governmental burden, the 
exempt organization earns its exemption.” (p. 357) 
It is also argued that nonprofi t organizations deliver 
certain programs or approaches that benefi t the 
community, in terms of community involvement, 
pluralism, accountability and responsiveness, and 
public spiritedness that are not available through 
either government or proprietary entities. That 
work deserves support through tax exemption. In 
other words, the organizations receive tax exemp-
tion as a mechanism for subsidizing the contribu-
tion that they make for society, when both markets 
and government fail to adequately provide services, 
an argument that would apply to all taxes.4 Brody 
(2002) nicely sums it up in regard to the property 
tax exemption, although the argument is equally 
applicable to all exemptions: “For all its impreci-
sion, tax exemption keeps government out of the 
charities’ day-to-day business, and keeps charity 
out of the business of petitioning government 
for subvention.” (p. 146) While the magnitude 
of the implicit subsidy is not transparent and not 
controlled through an appropriation process, it is 
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a subsidy that is provided at modest transaction 
cost, including all costs of deliberation, delivery, 
and administration.5 

And, fi nally, it has been argued that nonprofi t 
organizations would be diffi cult to tax. As pre-
viously noted, nonprofit organization income 
could be diffi cult to measure on a standard fully 
comparable to that used for proprietary fi rms. 
Many nonprofi t managers lack skills appropriate 
to sophisticated tax compliance. However, this 
diffi cult argument makes sense only to the extent 
that the nonprofi t organization is directly involved 
in compliance. That certainly is not the case for 
real property taxation, where most of the work is 
done by government agents rather than the property 
owner, and is less the case for sales taxation of non-
profi t purchases, where collection and payment is 
usually the responsibility of the vendor rather than 
the buyer.6 The only place that the argument might 
hold is in regard to taxability of sales by a nonprofi t 
organization—the compliance requirements for the 
sales tax might be excessive for small nonprofi ts 
or nonprofi ts making few taxable sales. In neither 
of these instances would nonprofi ts be particularly 
different from smaller proprietary fi rms, however, 
so the case for special treatment even here is not 
compelling. 

The primary argument for sales tax exemption 
for nonprofi t organizations therefore hinges on a 
desire to subsidize the activities of the organization, 
presumably because the organization provides a 
service that would otherwise be underprovided. It 
is a tax expenditure argument: ultimately, it refl ects 
the judgment that customers / benefi ciaries of the 
nonprofi t organization should receive a subsidy. 

The argument against exemption focuses on 
competition. As Hyman points out, “Tax subsidies 
are not costless. They distort the market, they place 
a greater burden on non-exempt taxpayers, and 
they refl ect a judgment that the conduct is worth 
encouraging.” (Hyman, 1990, p. 380) When a non-
profi t organization provides services comparable to 
those offered by a proprietary fi rm, it has a potential 
competitive advantage over that fi rm. Whether the 
advantage is unfair or not ultimately depends on 
whether the nonprofi t provides a service with exter-
nal benefi ts – possibly service quality assurance 
from providers not driven by the profi t motive or 
service to disadvantaged populations – and whether 
the extent of that benefi t is consistent with the 
revenue lost from the exemption. But the strength 
of this defense declines as commercial nonprofi ts, 

those collecting most of their revenue from sales 
rather than donations, increase in signifi cance and 
as their services become virtually indistinguishable 
from those provided by proprietary fi rms. Subsidies 
can correct market failures, but if proprietary fi rms 
are in the market with nonprofi t organizations, it 
is more diffi cult to argue for the subsidy on the 
basis of market failure and to argue that only the 
nonprofi t organization merits the subsidy. 

The implication of the argument against tax 
exemption is that public subsidies should be more 
transparently provided and should be driven by 
the end services provided by the entity, public, 
proprietary, or nonprofi t, not the organizational 
structure of the entity. The benefi cial outcome, not 
the organization structure of the producer, should 
drive subsidy policy, including subsidy delivered 
via the tax system. 

SALES TAX TREATMENT OF NONPROFIT 
ORGANIZATION: AN OVERVIEW

Nonprofi t organizations may be exempt from 
sales tax on their purchases or from the require-
ment that they collect tax on their sales. In both 
instances, it is likely that the organization, if liable 
for the tax, would act as a conduit of actual tax 
burden to patrons by adjusting prices or levels of 
service to them in reaction to the tax, much as we 
expect proprietary fi rms to adjust to excise taxes by 
changing their operations to leave themselves in the 
best after tax position. The difference is that the tax 
consequences for the proprietary fi rm may reduce 
return to its owners. Because nonprofi ts may not 
enrich owners or those closely associated with its 
operations, that burden would presumably be out 
of the question for them. There is no known formal 
incidence theory applicable to nonprofi t organiza-
tions, but it will be presumed here than any sales tax 
paid or collected by a nonprofi t would be primarily 
borne by those served by the organization through 
higher prices paid (if any) or reduced services. 

States differ in the way in which nonprofit 
organizations are treated by their sales taxes. The 
beginning point for the exemption programs is reg-
istration with the state for exempt nonprofi t status. 
Hyman (1990) observes: “As a practical matter, 
all of the states uses the federal exemption statute, 
section 501(c)(3) of the Internal Revenue Code, as 
the starting point for their tax exemption statute.” 
(p. 331) However, not all states provide sales tax 
exemptions for nonprofi ts or, if they do, they are 



101ST ANNUAL CONFERENCE ON TAXATION

263

extremely narrow in coverage. Few have a com-
plete link with the federal provision for their sales 
tax, but the states with exemptions for nonprofi ts 
have built their lists with the federal structure in 
mind. Exempting states often require a federal 
501(c)(3) determination before providing exemp-
tion, others do not directly reference the federal 
code but provide a listing of types of organizations 
that essentially overlaps the federal law, and a few 
states automatically qualify organizations that have 
received federal determination (Massachusetts and 
Michigan, for instance). 

States usually provide the exemption through 
(1) an exemption certifi cate that is either specifi c 
to nonprofi ts or more frequently the same as used 
for other exempt purchases (Alabama, Arizona, 
Colorado, Florida, Georgia, Idaho, Indiana, Iowa, 
Kansas, Kentucky, Louisiana, Maine, Maryland, 
Massachusetts, Minnesota, Nebraska, New Jersey, 
New Mexico, New York, North Dakota, Ohio, 
Oklahoma, Pennsylvania, Rhode Island, South 
Carolina, South Dakota, Tennessee, Texas, Utah, 
Vermont, Virginia, Washington, West Virginia, 
Wisconsin, and Wyoming); (2) a certifi cate with 
a determination letter (Connecticut, Michigan); 
(3) an exemption letter (California, Mississippi, 
Missouri, Nevada); or (4) providing an exemption 
number (Illinois). No proof is required in Arkansas 
and North Carolina provides relief by refund rather 
than suspension of the tax at purchase. 

Purchases

The states vary widely in the extent to which 
nonprofit organizations are provided purchase 
exemption.7 The states can be broadly divided into 
three groups: the states with no general exemption 
for purchases by nonprofi t organizations, the states 
with broad exemption for all nonprofi t organiza-
tions, and the states with exemption for a number 
of classes of nonprofi t organizations. States with 
no general exemption include Alabama, Hawaii, 
South Carolina, and Washington. States with 
the broadest, most general exemption include 
Colorado, Connecticut, Florida, Illinois, Indiana, 
Kentucky, Maryland, Massachusetts, Michigan, 
Ohio, Pennsylvania, Rhode Island, South Dakota, 
Tennessee, Texas, Utah, Vermont, Virginia, West 
Virginia, Wisconsin, and Wyoming. The third 
group of states provides no general exemption for 
nonprofi t organizations but provides exemption for 
certain types of nonprofi t organizations (e.g., senior 
citizen centers, or for certain named organizations, 

such as Arkansas Poets Roundtable or American 
Red Cross). In these states, organizations must get 
special legislation to provide them with the exemp-
tion, rather than be included in a general exemption 
program. North Carolina provides relief through 
a refund system, rather than exemption, and the 
refunds are for listed types of service organizations. 

It is not clear whether the pattern is from clear 
policy or from the termite effect gnawing at the 
tax base, but the trend is toward more exemptions, 
including movement toward general exemption as 
opposed to having a long list of exempt organiza-
tions, as with a recent change in Virginia. The 
broad exclusion has the advantages of greater 
transparency and reduced decision costs. Some 
organizations do qualify for purchase exemption in 
multiple ways, as with a school or hospital operated 
by a religious organization. 

Another variation across states is in respect to the 
extent to which nonprofi t organizations may allow 
others to use the exempt status of the organization 
for tax-free purchases of materials used in work 
for the nonprofi t. Some states permit contractors 
working for the organization to purchase certain 
materials and supplies without tax, thus behav-
ing as if the organization were purchasing them 
directly and simply hiring the contractor to put 
them together. In other words, the exemption for the 
nonprofi t passes through to the contractor. States 
broadly providing a pass through include Colorado, 
Indiana, Kansas, Maine, Maryland, Massachusetts, 
Mississippi, Missouri, New Jersey, New York, 
North Carolina (by refund), Ohio, Rhode Island, 
Utah, and Vermont. For an organization involved 
in large infrastructure contracts, for instance, a 
nonprofi t hospital building a new facility, the cost 
advantage of such a pass-through arrangement 
could be considerable. Other states do not provide 
the provision, or do so only on an extremely limited 
basis. In this case, the extra cost of the embedded 
tax would almost certainly fl ow through to an 
impact on those served by the organization. 

Another arrangement whereby the exempt status 
passes to the purchaser is in regard to Red Cross 
client assistance cards. These cards are cash cards 
provided as a component of their disaster and other 
relief programs. States vary in the extent to which 
they automatically provide sales tax exemption to 
purchases made with these cards. States providing 
this exemption include Alabama, Arkansas, Cali-
fornia, Florida, Idaho, Illinois, Kansas, Kentucky, 
Louisiana, Nevada, North Carolina, North Dakota, 
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Ohio (limited), Oklahoma, Pennsylvania, Rhode 
Island, South Carolina, South Dakota, Texas, Utah, 
Vermont, Virginia, West Virginia, and Wisconsin. 
Colorado refunds tax paid. Of course, many pur-
chases made with these cards, particularly grocery 
store food, would be exempt in most states in any 
case, but the assistance cards can be used for other 
purchases as well and the exemption is carried with 
the card and purchaser, not conditioned on the 
exempt nature of what is being purchased. But this 
does represent sales tax relief provided in targeted 
fashion to the most deserving individuals.8 It is far 
more targeted than popular commodity exemptions 
for food and prescription medicines that are typi-
cally found in state sales tax structures. 

Sales

The second sales tax impact on nonprofi t orga-
nizations is in regard to taxability of their sales, an 
issue of growing concern because more nonprofi t 
organizations are engaged in commercial activity 
than in the past. Indeed, data for 2005 show that 
public charities received 50 percent of their total 
revenue from fees for services and goods from 
private sources, as opposed to investment income, 
private contributions, or government grants (Black-
wood, Wing, and Pollak, 2008, p. 3). The exemp-
tion for sales is of consequence to the modern 
nonprofi t organization, but to different degrees. 
Nonprofi t organizations provide a range of goods 
and services to their clients, with those products 
ranging from being purely public (public green 
space) to purely private (horseback riding lessons). 
The ones at the more private end of the range are 
more likely to operate with charge fi nancing and 
to have private competitors (Fischer, Wilsker, and 
Young, 2007). For these, the question of how the 
sales tax will treat their sales is of considerable 
signifi cance. 

Tax treatment of sales is, of course, not an issue 
for nonprofi ts that give their services away – they 
have no sales revenue upon which the tax can 
be levied. While a purist might argue that these 
services represent consumption on the part of the 
recipient, it would be a stretch to try to apply the 
tax to some imputed value, as well as not being in 
keeping with the operational logic of the rest of the 
sales tax – not to mention being a bit repulsive to 
sensibilities when a meal served at no charge to a 
destitute individual in a community kitchen would 
bring a sales tax liability. But nonprofi ts do make 
sales and sales tax laws treat these sales in different 

ways, often distinguishing between sales that are 
related to the basic mission of the nonprofi t and 
sales that are only for fund raising.9

As with tax treatment of purchases, it is possible 
to divide states into three categories in regard to 
tax treatment of sales. A small group of states do 
not exempt sales by nonprofi t organizations. These 
states include Alabama, California (limited excep-
tions), Hawaii, Idaho, Kansas, Nebraska (limited 
exception), Oklahoma, and South Dakota. Another 
small group provides a broad exemption. These 
states include Arizona, Arkansas, Iowa, Missouri, 
Nevada, New Mexico, New York, and Utah. The 
third group provides a special exemption for fund-
raising activities with provisions that are often 
similar to those for casual or isolated sales by other 
entities. These exemptions are for transactions not 
related to the primary mission of the organization. 
States provide fund-raiser limits that may prescribe 
the number of permitted days of the sale per year, 
set limits on the proceeds from the sales, may limit 
the sales to donated property, may require a special 
state permit for the fund-raiser, may be limited to 
certain items (Girl Scout cookies), or may limit the 
price per item in the exempt sales. Where there are 
limits, their focus appears aimed toward reducing 
the possible discrimination against proprietary 
vendors selling roughly the same items. The spe-
cial nonprofi t fund-raiser provisions require that 
proceeds be used for the charitable purposes of the 
organization and often require that the organization 
pay tax when they purchase items for sale in the 
exempt fund-raiser. 

POLICY CONSIDERATIONS FOR THE DESIGN 
OF SALES TAX TREATMENT OF NONPROFITS

A policy for sales tax treatment of nonprofi t 
organizations should be consistent with the general 
principles for sales tax policy. The presumption of 
retail sales taxation is that household consumption 
expenditure represents a logical basis for dividing 
the cost of government and that the sales tax burden 
is on customers. Hence, all such spending should 
be included in the tax base to mitigate distortion, 
to prevent inequity created by household consump-
tion preferences, and to permit the lowest possible 
statutory tax rate. The presumption is against all 
exemptions and exclusions except those neces-
sary to defi ne the base. That strategy is likely to 
keep economic distortions and disincentives to 
the lowest feasible level, to reduce complications 
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and distractions that elevate administrative and 
compliance costs, and to provide greater transpar-
ency in regard to the true burden of the tax on the 
private economy. 

Those principles suggest the following sales tax 
policy toward nonprofi t entities:

 First, sales tax exemptions for nonprofi t orga-
nizations should focus on the customers/users of 
services or goods. If both nonprofi t and proprietary 
organizations sell a particular good or service, 
whether that product should be taxable should not 
depend on the organization of the seller but rather 
on the nature of the buyer. Is it reasonable to sub-
sidize the consumption of that product because of 
external benefi ts from its consumption or because 
of the nature of these consumers? If so, then there is 
logic for exempting such sales. The exemption for 
purchases made with Red Cross client assistance 
cards provides a useful approach for targeting the 
subsidy from sales tax exemption to deserving 
consumers. If governments are also providers 
of the good or service, then their sales should be 
exempt or not based on that same criterion. As 
states expand their sales tax base to include sales of 
services, a logical treatment for sales by nonprofi t 
organizations becomes more important because 
many of these organizations provide services, 
rather than sell goods, and operate as service pro-
viders in markets also served by proprietary fi rms. 
Exemption policy needs to be based on the nature 
of the customer or the product, not on the nature 
of the producer.

 Second, nonprofi t organizations are producers 
of goods or services and should not be treated as if 
they were consumers of the inputs they purchase. 
Their purchases of inputs should be tax exempt 
in order that the tax they pay not become a con-
cealed (and potentially pyramided) tax burden 
on the customers to whom they provide services. 
The same producer purchase exemption policy 
should be given all production entities, whether 
they are organized as a nonprofi t, proprietary, or 
government organization. Should the product being 
sold generate external benefi ts, then a case can be 
made for exemption on sale and there is no sense 
to trying to recoup that revenue loss by apply-
ing tax to the input purchases. By similar logic, 
the exemption pass-through system represents a 
useful approach to preventing pyramiding and to 
reducing an incentive to structuring contract work 
in an artifi cial way to minimize sales tax liability. 

States do like to grab some revenue by applying 
tax at some point in the production stream, as when 
a nonprofi t organization that does not charge for 
its services or that sells services or goods that are 
exempt must pay sales tax on its purchases. In that 
case, the clients of the nonprofi t almost certainly 
bear the hidden and embedded burden of that tax 
payment. This treatment violates the fundamental 
principles of consumption taxation: a purchase 
deemed inappropriate for sales taxation ought 
not bear sales taxation through the back door of 
taxation of inputs. It is a policy travesty to deem 
the customers of a nonprofi t organization worthy 
of exemption when the organization makes sales 
to them and then to try to recoup lost revenue by 
taxing inputs purchased by that organization. States 
particularly concerned about abuse of a purchase 
exemption could consider adopting the refund 
approach used in North Carolina, in which the relief 
decision is in the hands of the revenue department 
rather than the vendor.

 Third, the treatment of fund-raiser sales is 
strangely inconsistent with treatment of comparable 
sales under the income tax. Under the income tax, 
income received from activities that are not related 
to the core mission of the nonprofi t organization 
are taxed under the unrelated business income tax.10 
The tax seeks to prevent nonprofi t organizations 
from gaining a competitive advantage over propri-
etary enterprises. But many states provide special 
provisions allowing exempt sales for fund-raising 
events that deal in products explicitly different 
from that which its mission involves, exactly the 
sort of sale that would almost defi nitely involve 
unfair competition. Purchasers at these events 
seldom would qualify for the subsidies implicit 
in the exemption and the items being sold are 
unrelated to the exempt purpose of the nonprofi t. 
States generally manage this anomaly through the 
occasional or isolated sale exception, but do need 
to resist special pleadings from nonprofi ts under the 
guise of using sales revenue to support their other 
good works. Handling the fund-raiser through the 
occasional or isolated exception also relieves the 
nonprofi t entity from sales tax compliance work, 
with which many are not familiar, while keeping 
them on the same competitive basis as comparable 
sales by proprietary entities.

Finally, there are advantages to a general non-
profi t purchase exemption approach, rather than 
the efforts made to limit exempt status to selected 
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organizations. Unless the organization is exempt by 
name (e. g., the Girl Scouts), exemption under one 
category may extend to other operations, as with a 
religious order with exemption on that basis oper-
ating a low-income housing project. The subsidy 
bleeds over and comparable providers lacking the 
religious connection are not able to provide benefi ts 
of subsidy to their clients. Because organizations 
could be exempt under various nonprofi t catego-
ries, an avoidance of distortion and of inequitable 
treatment between operating units implies that a 
sales tax subsidy should be targeted on customers 
and not on the mechanism or entity of provision. 

SUMMARY AND CONCLUSION

Growth of nonprofit organizations appears 
likely to continue and the sales tax exemption 
will become of greater importance as statutory 
sales tax rates increase and as states place greater 
constraints on the levy of property taxes. Sales tax 
policy toward nonprofi t organizations should treat 
them as alternate to government and proprietary 
fi rms for service provision. The policy should seek 
evenhandedness across providers, in order to avoid 
artifi cial favoritism of one organizational structure 
over others. Subsidy policy (i. e., exemption of 
purchase or sale) should focus on the customer 
and not on the organization structure. That is the 
logic most consistent with the normal standards 
for sales taxation. 

Notes

 1 It is useful to compare these tax loss numbers with 
state and local tax payments by proprietary businesses. 
Phillips, Cline, and Neubig (2008) fi nd general sales 
tax paid on business inputs to be 22.9 percent of total 
taxes paid by businesses, second only to 35.1 percent 
from property taxes.

 2 Property tax rate estimate from Cordes, Gantz, and 
Pollak (2002). Sales tax rates from CCH Tax Research 
Network.

 3 Every state exempts charitable nonprofi t organizations 
from property and income taxation, although they do 
differ in what is a charity (Bowman and Fremont-
Smith, 2006, p. 201). There are, however, differences 
in the exemption itself for sales taxation, as well as in 
the sorts of charities eligible for the exemptions.

 4 The question is why the subsidy should be through 
less-than-transparent tax expenditures as opposed to 
the far more apparent and controllable direct expen-
diture approach.

 5 As a tax exemption, however, it does complicate tax 
administration and compliance, thus increasing the 
cost of collecting the tax. In other words, it reduces 
costs associated with subsidization but increases the 
cost of tax collection.

 6 Sales tax exemption does require the nonprofi t pur-
chaser to provide documentation of the reason for the 
exemption, so the exemption involves somewhat more 
compliance burden on the purchaser than would taxa-
tion. The compliance burden would be on the nonprofi t 
in regard to sales, should they be in a taxable category.

 7 Categorization of tax treatment of nonprofi t organiza-
tion sales and purchases is based on information from 
the CCH Internet Tax Network; RIA (2008); and forms, 
certifi cates, regulations, and other documents of the 
individual state tax departments.

 8 The Federal Emergency Management Administration, 
an agency of the federal government, also provides 
purchase cards to disaster victims. Although the pur-
pose of the cards is the same as those issued by the 
Red Cross, not all states provide the same purchase 
exemption status to both.

 9 There can be unusual consequences of nonprofi t sales 
activity. West Virginia employs a “support test” for 
qualifi cation of nonprofi t purchase exemption. In Da-
vis Memorial Hospital v. West Virginia State Tax Com-
missioner (2008), a nonprofi t hospital was denied sales 
and use tax exemption because gifts, grants, charitable 
contributions, or membership fees made up less than 
half of its support – the hospital charged patients and 
the West Virginia Supreme Court of Appeals included 
these charges as part of the hospital’s support. The hos-
pital had argued that, because its charges were derived 
from its exempt purpose, these revenues should be 
excluded from the support test calculation. The Court 
disagreed. Most commercial nonprofi t organizations 
would fi nd this to be a troubling interpretation.

10 Under the federal income tax., unrelated business 
income is from a trade or business that is regularly 
carried on and is not substantially related to achieve-
ment of the tax exempt purpose. That the resulting 
income is used to further an exempt purpose is not 
relevant. The sales tax fund-raiser exemption explicitly 
relieves unrelated transactions, although the exemp-
tion usually requires that the activity not be a regular 
event, and requires that proceeds be used to support 
the exempt purpose.

References

Bittker, Boris I. and George K. Rahdert. The Exemption 
of Nonprofi t Organizations from Federal Income Tax. 
Yale Law Journal 85 (January 1976): pp. 299-358.

Blackwood, Amy, Kennard T. Wing, and Thomas H. Pol-
lak. The Nonprofi t Sector in Brief, Facts and Figures 
from the Nonprofi t Almanac 2008: Public Charities, 



101ST ANNUAL CONFERENCE ON TAXATION

267

Giving, and Volunteering Washington, D. C.: Urban 
Institute, 2008.

Bowman, Woods and Marion Fremont-Smith. Nonprofi ts 
and State and Local Governments. In Elizabeth T. 
Boris and C. Eugene Steurle, eds., Nonprofi ts and 
Government, Collaboration and Confl ict. Washing-
ton, D.C.: The Urban Institute, 2006, pp. 181-218.

Brody, Evelyn. Legal Theories of Tax Exemption: A Sov-
ereignty Perspective. In Evelyn Brody, ed., Property-
Tax Exemption for Charities. Washington, D.C.: The 
Urban Institute, 2002, pp. 145-172.

Brody, Evelyn and Joseph J. Cordes. Tax Treatment of 
Nonprofi t Organizations: A Two-Edged Sword? In 
Elizaabeth T. Boris and C. Eugene Steuerle, eds., 
Nonprofi ts and Governments, Collaboration and 
Confl ict (2nd ed.) Washington, D.C.: Urban Institute, 
2006), pp. 141-180.

CCH Tax Research Network. Database subscription avail-
able from CCH, Inc., Wolters Kluwer, Chicago, IL.

Cordes, Joseph J., Marie Gantz, and Thomas Pollak. 
What Is the Property Tax Exemption Worth? In 
Evelyn Brody, ed., Property-Tax Exemption for 

Charities. Washington, D.C.: The Urban Institute, 
2002, pp. 81-114. 

Davis Memorial Hospital v. West Virginia State Tax Com-
missioner. No. 33862 (2008).

Fischer, Robert L., Amanda L. Wilsker, and Dennis R. 
Young. Exploring the Revenue Mix of Nonprofi t 
Organizations – Does It Relate to Publicness? Atlanta, 
GA: Georgia State University, 2007. Andrew Young 
School of Policy Studies Working Paper 07-32.

Hyman, David A. The Conundrum of Charitability: 
Reassessing Tax Exemption for Hospitals. American 
Journal of Law and Medicine 16 (1990): 327-380.

Phillips, Andrew, Robert Cline, and Thomas Neubig. 
FY07 State and Local Business Tax Burden Study. 
Washington, D.C.: Ernst and Young/Council on State 
Taxation, 2008. http://www.statetax.org/StateTaxLi-
brary.aspx?id=17768 

RIA. 2008 Guide to Sales and Use Taxes. New York.: 
Thomson/RIA, 2008

U.S. Department of the Treasury. Internal Revenue 
Service. IRS Data Book. Washington, D.C., selected 
years.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


