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INTRODUCTION 

A characteristic feature of the post-communist countries is the fact that in those countries it is much simpler to create the legal conditions for the establishment of the civic non-profit sector than it is to create the economic conditions necessary for its existence.

Of the top ten most serious problems felt by the representatives of non-profit organizations in the Czech Republic the top three are:1
· the lack of contributions from private individuals;

· insufficient tax relief for donors;

· the lack of financial support from the state.

In the post-communist countries, the non-state, non-profit sector emerged at a time when the political structure was becoming freer. Its short period of existence has, however, proved to be no substitute for the long, gradual development that took place in other democratic countries. 

No culture of philanthropy has yet managed to emerge, neither has it proved possible to gather the wealth needed to provide a resource for philanthropy. It is not yet clear which public services the state intends to provide itself, and which it intends to entrust to other subjects, whether non-profit or profit-making. So far there has been no transformation of the organizations maintained from the state budget or by state grants, even though the state universities, for example, were transformed into publicly beneficial organizations on 1.1.1999. It is not yet clear to what extent the civic non-profit sector will be a sustainable subject alongside the state and the business sector.

The aim of this study is not to evaluate the role of the non-profit sector in society, but rather to describe the emerging economic environment in which non-state, non-profit organizations (NNO’s) operate. The other aim is to investigate the relationship between foundations’ assets and their sustainability. This study is a modest and imperfect contribution to those two topics.

1. THE ECONOMIC ROLE OF NNO’s TEN YEARS ON

The European Commission’s 1997 report entitled “Promoting the role of voluntary organizations and foundations in Europe” notes:

“....the sector in question has shown itself capable of opening up new possibilities of contributing not only to an improvement in the quality of life, but also to an increase in employment and economic growth. For that reason, it should receive support, to enable it to play an even more important role in creating job opportunities:”2
The economic role played by the sector in the Czech Republic is described in the publication “A Development Strategy for the Non-profit Sector”3 published by the Donors Forum in January 2000. According to it, the sector’s share of total employment in 1995 was 1.7%, or 3.4% of jobs in the service sector. If we calculate voluntary work in terms of full time work, the share of the non-profit sector rises from 1.7% to 2.7%. 

These figures were ascertained for the international John Hopkins University project, which attempted to form a comparative and quantitative overview of the economic contribution and role of the non-profit sector in the world in 1995. The project included 22 countries, included four from Central and Eastern Europe (the Czech Republic, Hungary, Slovakia, Romania and, to a partial extent, Poland).

The project classified organizations with the following features as belonging to the non-profit sector:

1) an organized or institutionalized structure;

2) private status, separate from the state administration;

3) non-profit aims – they do not keep profits for themselves;

4) self-governing status;

5) voluntary work.

The chosen system of classification also embraces churches, political parties, trade unions, professional associations, business associations, housing cooperatives, radio and television.

The usefulness of such a broad approach is open to question. For example, the European Commission expressly excluded from its report on “Promoting the role of voluntary organizations and foundations in Europe” political parties, churches, trade unions and employers organizations.

The Czech Government’s advisory body, the Governmental Council for Non-state Non-profit Organizations, also includes in its definition of the non-state, non-profit sector only foundations and foundation funds, publicly beneficial societies, civic associations and service-providing church-run facilities.4 

Defining the non-profit sector as broadly as possible, has, it seems, a mainly  political motive. The authors of the John Hopkins University project also incline towards that view in their consideration of non-profit sector organizations:

“....politicians in many parts of the world are beginning to seek alternative ways of combining the advantages of the market with the benefits of wider social protection. This search can be seen in the emphasis which Tony Blair gives to the “third way” in Great Britain, or when Gerhard Schröder talks about the “new center” in Germany. The French prime minister summed up this trend in his declaration: “Yes to a market economy. No to a market society”. Thanks to their unique position outside both the market and the state, their closeness to the citizen, their flexibility, their ability to focus private initiatives in support of public benefit, and their rediscovered contribution to the creation of “social capital”, civil society organizations have become strategically important participants in the search for the “middle way” between total reliance on the market and total reliance on the state. In recent times this way has gradually been gaining ground....

The ability of the non-profit sector to take part in this search as a full partner in its own right is, however, seriously threatened by the dire lack of basic information about this sector and how it works.”5
The civic non-profit sector urgently needs convincing figures to show the importance of its  role in the economy life of the nation. The American expert Robert N.Thomas, who studies the sustainability of the non-profit sector in Central and Eastern Europe, notes:

“....Non-profit organizations must speak the language of government, economics and finance. The non-profit be able to show the public sector its contribution to society and the economy.”6 

The range encompassed by the statistics is, of course, important. Whether a broader or narrower conception of the civic non-profit sector is adopted will have other practical consequences both for cooperation within the sector and for its relationship with the Government. In this study we shall attempt to examine the non-profit sector in the narrower definition, encompassing the four types of NNO monitored by the Czech Government. The statistical data about the non-profit sector in the Czech Republic will therefore, of course, be different from those in the “Development Strategy for the Non-profit Sector”.

2. EXTERNAL ECONOMIC RESOURCES OF NNO’s

In examining the economic resources of NNO’s we can distinguish between external and internal sources. NNO’s own money-making activity and membership fees are classified as an internal resource.

What external sources does the economic environment offer civic non-profit organizations? We shall look at seven of them:

1) tax relief on NNO’s own activities,

2) donations,

3) foreign donors,

4) tax relief for donors,

5) sponsorship,

6) public budgets,

7) lotteries and consumer games.

2.1 TAX RELIEF ON NNO’s OWN ACTIVITY

Not only the income from NNO’s own activity, but also the tax relief offered on it may be considered to be a resource for the non-state, non-profit sector. In this way the state supports the existence of civic organizations established for non-commercial purposes. If NNO’s provide profit-making services, they are obligated to use the untaxed profit from them to provide further services. If the state taxed those services, it would have to expend the money gained in tax on obtaining similar services. Because some activities can be highly profitable, the state protects businesses, which must pay tax on income from those activities, from unfair competition. That is why tax relief for civic non-profit organizations is limited.

All member states of the EU give some voluntary organizations – those which are of public benefit – a certain level of tax relief, either by exempting them from the taxes levied on commercial companies and other profit-making businesses and setting lower tax rates for them, or by setting a minimum level of income, below which they do not have to pay tax.7
In the Czech Republic NNO’s may reduce their income tax base by 30% or a maximum of 3 million CZK. For example, if the tax base is 9 million, then 2.7 million is untaxed, saving 

837 000 CZK. § 18 of the law on income tax requires NNO’s to account for each activity separately. What does that mean in practice? It means that while an entrepreneur can reduce his tax by compensating for a loss on one activity with a gain on another, NNO’s have no such possibility. They cannot cover a loss on one activity by a gain on another. NNO’s are, however, exempt from tax on interest from financial resources held in a current account. They also enjoy tax relief on inheritance and gift tax and property tax.

Foundations have a special advantage. They can register their assets at a commercial court as foundation assets. Interest, dividends, income from property rents, and author’s and patent rights from registered foundation assets are exempt from income tax.

2.2 DONOR CULTURE

European Commission research shows that donations to the organizations monitored in the EU totaled 15.9% of their total income (external and internal sources) and 29% of their total external resources.8
Donations from legal entities and physical persons in the Czech Republic

Donor culture depends on the wealth, traditions and customs of a country. Fifty years of communism disrupted the Czech tradition of charity and, in the eyes of the population,  increased the responsibility of the state for the public sector. Nevertheless, the extent of charity in the Czech Republic today is not insignificant. It showed its potential, for example, after the devastating floods in Moravia in the summer of 1997

Donations from legal entities9

1995
1996
1997
1998

Number of tax  returns submitted
135 476
155 261
175 982
190 378

Total tax liability in thousand CZK
61 666 868
50 749 152
75 330 397
62 243 391

Number of taxpayers giving donations
8 325
8 338
10 843
8 654

Total amount of donations in thousand CZK
971 660
854 907
908 673
750 769

This table and the following one include donations to civic, non-profit organizations, state maintained organizations, churches and local communities.

Donations from physical persons10

1996
1997
1998

Number of tax returns submitted
-
1 205 548
1 323 629

Total tax liability in thousand CZK
-
28 008 647
30 931 601

Number of taxpayers giving donations
-
77 370
64 102

Total amount of donations in thousand CZK
494 00011
644 345
583 422

This table only includes donations from persons submitting tax returns. The amount of donations from other persons are not known precisely, but it is not insignificant, as, for example the estimate of the Ministry of Finance shows. The estimate of donations from other physical persons for 1996 was between 350 to 400 million CZK.12
Grants from foundations

European Commission research shows that foundation grants to organizations monitored in the EU came to 4.95% of their total income (external and internal sources) and 9% of total external resources.13
The Director of the Donors Forum Helena Ackerman estimates that over 50% of all foundation grants in the Czech Republic were provided by foundations associated within the Donors Forum. In 1998 the total of their grants came to 349 000 000 CZK.14 The total of grants from all Czech foundations can therefore be estimated at about 698 million CZK. When considering foundations as resources for the non-profit sector we should, however, subtract from that figure grants given to physical persons. Unfortunately no estimates of that amount are available.

2.3 FOREIGN DONORS15 

European Commission research shows that donations from abroad to the organizations monitored in the EU came to 5.5% of their total income (external and internal sources) and 10% of their total external resources.16
The important role played by foreign donors in the development of the civic non-state sector is widely recognized in the Czech Republic. For example, the Charles Stewart Mott Foundation granted 114 million CZK in 1993-1998, while Dutch foundations granted 70 million CZK in 1996-1998. In addition to private foundations, government agencies also contributed donations. In 1991-1997 the government of the United State of America alone provided the non-profit sector in the Czech Republic with a total of 135 million USD, which, calculated at a rate of 33 CZK to the dollar comes to 4 billion 455 million CZK.

Some of the largest Czech foundations (Civil Society Development Foundation, Open Society Fund, Environmental Partnership for Central Europe) were established with resources from abroad and receive substantial foreign resources. For example, in 1998 the Open Society Fund received 103 million CZK, the Civil Society Development Foundation received 80.5 million CZK, the Environmental Partnership for Central Europe 6.7 million CZK and the Via Foundation 1.9 million CZK – making a total of 192 million CZK.

The Czech Government minister responsible for the non-state, non-profit sector, Jaroslav Bašta, noted at a meeting with ambassadors on 15.6.1999: “During the past decade the governments of your countries and the European Commission have often understood the need to development a civil society better than the government of my country.”

One important result of the appraisal of a decade of foreign aid was the recent establishment of the Fund for Civil Society in Central and Eastern Europe, which has resources of 75 million USD from private American foundations. Its grants are intended to support a sustainable civil society and non-governmental sector in Bulgaria, Hungary, Poland, Slovakia, Slovenia, Rumania and the Czech Republic in the new decade.

A future source of finance for NNO’s from abroad could be the EU structural funds which the European Commission has earmarked for development programs for regions of the countries applying for EU membership. Exact figures on foreign donations are not available. We can only account for some sources: 

Foreign donations to the non-profit sector

1996
896 811 000

1997
941 989 000

1998
291 533 000

1999
241 437 000

2.4 TAX RELIEF FOR DONORS

All member countries of the EU provide a certain level of tax relief to those who donate to voluntary organizations and foundations, whether they be individuals, companies or other types of organization…. Some member states give tax relief to donors to all voluntary organizations and foundations active in sectors of public benefit. Others have stricter criteria and restrict tax relief…17
By the term “donation” we mean financial or other support provided for a publicly beneficial purpose as defined in law, without any service in return. In giving a donation, a donor may, or may not take advantage of tax relief. For example, in 1996 NNO’s received donations with an estimated value of 350-400 million CZK from donors who did not advantage of tax relief.18
According to Czech income tax law, a physical person may deduct the value of donations from his tax base provided it comes to at least 2% of the tax base or at least 1000 CZK. The maximum amount that can be deducted is 10% of the tax base. A legal entity may deduct the value of its donations from its tax base provided it comes to at least 2000 CZK and does not exceed 2% of the tax base. In both cases, tax relief is conditional on the donation being given for purposes specified either in § 15 of § 20 of the income tax law.

The motives of donors

The level of donating is influenced by the tax relief given to donors. Tax relief is, nevertheless, not the motive for giving a donation. A donor always gives from his private assets and must have a reason for doing so. That reason could be a sense of responsibility towards a particular problem affecting society and the desire to contribute to a civic organization involved in solving that problem. The motive could, however, be completely different. In the USA, for example, the main motive for donating is to save one’s own soul. 

Tax relief and the restrictions placed on it affect donors only indirectly. Tax relief for donors does not ensure that donors will exist. In the Czech Republic neither legal entities nor physical persons make full use of the maximum limit for tax-deductible donations, which is 2% and 10% respectively. 

Percentage of donations out of total tax liability19

1995
1996
1997
1998

Legal entities
1,58 %
1,68 %
1,21 %
1,21 %

Physical persons
-
-
2,3 %
1,89 %

The loss to the state

At an income tax rate of 31%, donations from legal entities, each donation of 1000 CZK consists of two sources:

· 690 CZK from the donor’s own pocket

· 310 CZK paid by the state (the donor’s tax saving).

Tax relief for donors reduces the state’s tax revenue and, therefore, the amount of money it has to finance services for society. The state can only provide tax relief if it knows that by giving up 310 CZK in tax revenue it will help NNO’s acquire another 690 CZK which the donor would otherwise keep for his own uses. This kind of tax support for the non-profit sector is profitable for the state, providing, of course, that the tax-deductible donations are used for purposes which the state itself deems to be of public benefit.

Tax relief for donors can also be viewed as the taxpayers’ contribution to NNO activities.

The state’s loss of tax revenue in 1996

Legal entities
333 million

Physical persons declaring tax
102 million

Other physical persons
60 - 80 million

Marek Honetschläger notes that:

In this hidden way, the Czech Republic has “invested” a total of 495 to 515 million CZK in non-profit organizations. We are, however, unable to ascertain what share goes to non-government, non-profit organizations and what share to government organizations or organizations in some way linked to the government (in particular village authorities) .20
In the following years the total value of donations increased very little. On the other hand, the tax rate for legal entities was reduced and the progressive taxation bands for physical persons were extended. These developments considerably reduced the cost to the state of supporting NNO activities.

2.5 SPONSORSHIP

The terms “sponsorship” and “sponsor” have not yet been legally defined and are sometimes used within the non-profit sector to mean “donating” and “donor”. A sponsor gives financial or material resources or services and receives a service in return, which distinguishes him from a donor, who gives a donation and receives nothing in return. A sponsor has a commercial contract with the sponsored party, not a donating contract.

From the point of view of taxation, the level of sponsorship is not limited, unlike the limit of 2% or 10% of the tax base on donations from legal entities or physical persons. A sponsor’s contribution is included in full in company costs and therefore reduces the sponsor’s taxable profits, unlike a donation, which cannot be declared as costs, but can only be deducted from the tax base. A sponsor’s contribution is taxable income, and the recipient must include it in his income tax base, unlike a donation, which is exempt from tax for the recipient.

From the point of view of the sponsor, sponsorship is an investment, the aim of which is to produce profit. By making a contribution the sponsor wants to influence the public and the largest possible number of potential consumers. That is why businesses chiefly sponsor areas of activity and organizations which have media appeal. The most popular area is sport. In return for sticking an advertisement on the front of its players’ shirts an ice hockey club such as HC Vítkovice, for example, can ask for 4 million CZK from the sponsor.21 

Sponsorship is not, however, the same as advertising. Sponsorship and advertising may indeed take the same form – the promotion of a product or brand in return for payment – but their aims are different. The aim of advertising is merely to sell a product or brand. Sponsorship, in addition to that, supports a particular public beneficial purpose, in part by enabling the general public to attend sports, cultural, charity or other events. The sponsor companies presume that they can a public relations advantage over those companies that merely promote themselves or their products using traditional advertising. Sponsorship and advertising are two different paths. Benetton advertises its brand name on billboards, for which it pays an advertising agency. The car company Škoda promotes itself by having its symbol in the middle of an ice hockey rink, for which it pays by sponsoring ice hockey.

Sponsorship represents a significant source of finance. Civic non-profit organizations are not, however, its only beneficiaries. Sponsorship may go to a talented skier or a joint stock company claiming to be a sports club. NNO’s have to compete for sponsorship and it depends on them alone whether or not they will be successful in obtaining it.

Sponsorship is available to a more limited circle of NNO’s than donating. It focuses mainly on organizations which have “something to sell”. In the language of marketing, in depends on the “supply of marketable products”. Many NNO’s succeed in providing sponsors with publicity, social events, contacts at specialist conferences, cultural festivals or television charity campaigns. 

2.6 PUBLIC BUDGETS

European Commission research shows that state contributions to the organizations monitored in the EU came to 28.6% of their total income (external and internal sources) and 52% of their total external resources.22 

In the period 1996-1998 ten ministries contributed finances to civic associations in the Czech Republic, whereas church-run facilities were supported only by the Ministry of Health, the Ministry of Employment and Social Affairs and the Ministry of Culture.23 Publicly beneficial societies first received contributions in 1998, in their case from the Ministry of Culture, Ministry of Employment and Social Affairs and the Ministry of Health. 

In 1996-1998 foundations received state contributions only from the Ministry of Culture. Since 1.1.1999, when the law on foundations and foundation funds came into effect, foundations can no longer receive contributions from the state budget.

State contributions in 199824
Culture
64 314 000
3 %

Education, research
194 000 000
9 %

Health
643 922 000
29 %

Social affairs
435 571 000
20 %

Ethnic minorities
46 320 000
2 %

Environment
19 640 000
1 %

Recreation for children and youth
133 622 000
6 %

Sport
545 033 000
25 %

Other
106 000 000
5 %

Total
2 188 899 000
100 %

What was the volume of finances provided at the level of the district offices (territorial units of state administration) in 1998? A total of 144 million CZK was distributed. The largest share went to organizations involved in the preservation of historic church buildings (50%) and social work (30%).

Figures for the distribution of resources to the different types of organization are very distorted by imprecise data. Civic associations received 73% and church-run facilities 19% of the total contribution from ministries. Of the financial resources provided by the district offices, 22% went to civic associations and 74% to church-run facilities.

2.7 LOTTERIES AND CONSUMER GAMES

According to the law on lotteries and similar games no.202/1990 Sb. the percentage of income from a lottery to be used for publicly beneficial purposes must be stated in the lottery’s licence.

Resources from lotteries used for publicly beneficial purposes in 199825
Sport
824 175 000

Social and health purposes
1 000 000

Total resources obtained from consumer competitions in 1998 came to only 997 000 CZK.

In the Czech Republic about 45 billion CZK are gambled every year, of which 80% is returned in winnings. Two thirds of gambling is on gaming machines.

In Britain in 1994 a National Lottery was established. Every week up to 100 million lottery tickets are sold at a price of one pound each. Of every pound, 28 pence goes to culture, sport, charity, education and other publicly beneficial purposes.26
The proposals for changes to Slovak law no.194/1990 Zb. on lotteries and other similar games submitted by the Committee of the Third Sector (which represents Slovak NNO’s) may be of interest to Czech NNO’s:

We propose fundamental changes to the law on lotteries and other games. The law should allow the establishment of a national lottery, the income from which would be allocated to publicly beneficial purposes as defined by law. The revenue from the national lottery will be income for the national foundation, whose independent administrative board will decide on the distribution of the resources.

The revenue from gambling games will be income for the non-state fund of physical culture, which will be administered by the Slovak Olympic Committee.

The third permitted group of lotteries and games will operate only on a local basis and the revenues they produce will provide income for towns, regions or community foundations…

The law on lotteries and other games focuses on the operation of lotteries and games as a commercial activity and fails to emphasize their role as a non-budgetary source of income to finance publicly beneficial activities. It does not define adequately enough the operating costs of lotteries and games, one result of which was the situation at the company a.s.Tipos, where an increasing turnover was accompanied by falling revenue. In addition, the law does not require the public monitoring of the use of the revenue, which gives the public the impression that lotteries are run to produce winnings for a few and massive profits for the operators.

An emphasis on the financing of publicly beneficial purposes (charity, the conservation of historic monuments, environmental protection…) should change people’s attitude towards lotteries and games and make them think: ”I am supporting a good cause and, if I’m lucky, I may win.” 27
2.8 THE TOTAL EXTERNAL INCOME OF NNO’s

The figures for the volume of NNO income we have stated so far are not as complete as we would require. The figures for contributions from district offices and foreign donations are incomplete. The figures for donations from physical persons and legal entities include donations to state-maintained organizations and local authorities. The donations made in 1998 by persons who do not submit tax returns are estimated on the basis of the 1996 figures at 350 million CZK. The  level of contributions to NNO’s from the budgets of local authorities are not known. 

The figures on donating do not include donations in the form of public collections, which must be quite considerable. In May 2000, for example, the League against Cancer’s flower day brought in over 14 million CZK, while the preliminary total of the Help the Children appeal organized by the Civil Society Development Foundation and Czech Television is over 6 million CZK.

We have no precise figures on foundation grants. We estimate them to be about 698 million CZK, which is twice the amount of the grants made by members of the Donors Forum. The grants, however, include those made to physical persons. The main problem with classifying foundations as sources of finance for the non-profit sector lies elsewhere, however. Foundations are not only a source of contributions, but also recipients of them. We must, therefore, avoid counting part of the inflow of finances to the sector twice: once in the figures on donations and again in the figures on foundation grants.

Let us consider the amount distributed by foundations in grants in 1998 to be the same as their income in that year. The income of foundations, which totaled 698 million CZK, consist of donations from abroad, revenue from their own assets, income from their own activity and donations from Czech donors. Let us take the total income of Czech foundations from foreign donors to be the 192 million CZK ascertained by the Donors Forum for 1998. If we estimate the income of foundations from assets to be about 30 million CZK and the income from other own activities (sponsorship, commercial activity permitted by § 23 of the law on foundations and foundation funds) to be 40 million CZK and if we subtract the total of those three sums, which comes to 262 million CZK, from the total income of 698 million CZK, then the remainder received from Czech donors comes to 436 million CZK.

If we include foundation grants totaling 698 million CZK, we must therefore on the one hand reduce the figure for foreign donations by 192 million CZK, and on the other hand reduce the figure for donations from Czech sources by 436 million CZK. From this hastily executed calculation it should be clear how difficult it is to obtain reliable data.

Bearing in mind these, and other reservations, we can now calculate NNO’s total external income for 1998. This “total” should be regarded as an attempt to obtain an approximate picture of the situation.

NNO’s income in 1998 from external sources

Contributions from ministries
2 188 899 000

Contributions from district offices 
144 000 000

Lotteries and games
826 172 000

Private donations*
1 248 191 000

Grants from Czech foundations**
698 000 000

Foreign donors ***
99 162 000

Tax revenue lost by the state
495 000 000

Total
5 699 425 000

* Figure does not include donations to foundations

** Figure includes resources from abroad which were re-granted by Czech foundations

*** Resources provided to Czech NNO’s directly from foreign donors

To obtain a complete picture of NNO’s income, we would have to add, in addition to the reservations mentioned above, data about the income from NNO’s own profit-making activity and membership fees. However, not even estimates of those figures are available.

When we look at the conclusions presented in this chapter we could, obviously, ask: What use are they?

The function of this chapter is not to present results, but to call for further research. We can, however, regard the data presented in the chapter as a generally reliable indication of the lower limits of the income of Czech NNO’s in 1998.

3. THE SLOVAK AND HUNAGARIAN EXPERIENCE

3.1  A COMPARISON OF TAX RELIEF IN THE CZECH REPUBLIC AND    SLOVAKIA

What differences have arisen by the year 2000 in two countries which started out in 1992 with the same conditions? In Slovakia the activities for which non-profit organizations were created are exempt from tax. In the Czech Republic even those activities are taxed. In the Czech Republic the part of NNO’s income tax base which is exempt from tax has a maximum limit of 100 000 CZK. In Slovakia the limit goes up to 300 000 SVK. Czech law provides tax relief on NNO’s tax base above that limit, while in Slovakia no tax relief is provided on the tax base over the level of 300 000 SVK. Legal entities pay 31% income tax in the Czech Republic and 29% in Slovakia. 

In the Czech Republic NNO’s interest from current accounts is exempt from tax, while income from term deposits, deposit certificates and bonds must be included in the tax base. In Slovakia all accounts, deposit certificates and bonds are taxed, but at a rate of only 15%. In the Czech Republic foundations can register their own assets as foundation capital at a commercial court. Income from registered foundation capital is exempt from income tax. In Slovakia no such possibility exists. 

Tax relief for donors who are legal entities is the same in both countries. In the case of physical persons there is a difference. Physical persons can donate a maximum of 10% of their tax base, providing their donation comes to at least 500 SVK in Slovakia, whereas the minimum level in the Czech Republic is 1000 CZK. The most important difference between tax relief for NNO’s in the Czech Republic and Slovakia is described in the following paragraphs.

3.2 THE HUNGARIAN AND SLOVAK MODELS

In addition to the tax relief mentioned above, the state may use other mechanisms to support publicly beneficial activities. One of them is the right of taxpayers who are physical persons to allocate 1% of their income tax to civic non-profit organizations.

In December 1996 the Hungarian Parliament passed a law allowing taxpayers to allocate 1% of their income tax to civic non-profit organizations. An amendment to the law on income tax was passed by the Slovak National Council (Parliament) and, since 1.1.2000, § 48 of the law has offered  the same possibility. According to that paragraph of the law, taxpayers who are physical persons have the right to allocate 1% of their tax to a publicly beneficial purpose. The taxpayer may choose either a physical person or a legal entity to whom the 1% is given. Unfortunately, Slovak taxpayers still have to wait to make use of the law, because, although the amendment to the law has been in force since 1.1.2000, the paragraph in question does not come into effect until 1.1.2002.

One percent of physical persons’ income tax in Hungary came to about 4 billion forints.28 In the first year after the passing of the law one third of all taxpayers made use of the provision. At a conversion rate of 0.14, it means that Hungarian NNO’s gained the equivalent of 200 million CZK. In Slovakia it has been estimated that if a third of Slovak taxpayers made use of the law, Slovak NNO’s would acquire approximately 100 million SVK, which, at a conversion rate of 0.85, comes to 85 million CZK.29 The most interesting point about the Hungarian and Slovak laws is not, however, the size of the sum obtained, but where the money goes. 

By passing laws which allow physical persons to allocate 1% of their income tax to civic non-profit organizations of their own choice, Hungary and Slovakia have taken an important step towards the decentralization of sources of finance. This improves the position of regional and smaller non-profit organizations, which cannot afford to send people to the capital city to lobby on behalf of their organization. 

One percent of income tax is not a donation in the normal sense of the word. The citizen (taxpayer) must pay that 1%, but he can decide whether to pay it to the state or to an NNO. In the Czech Republic 1% of the income tax of physical persons in 1998 came to 309 million CZK. If the Hungarian or Slovak law applied here and one third of taxpayers made use of it, NNO’s would gain 103 million CZK.

4.  THE CZECH STATE’S VIEW OF NNO’s

For fifty years the life of society was dominated by the state-run sector. The fall of communism brought about the rapid development of new areas: private business and civil society. Through privatization the state changed its relationship with private business. The development of new relationships between civic organizations and the state, both in the economic sphere and in the area of decision-making processes, will take much longer. 

The basic economic environment for the activity of civic non-profit organizations was created by income tax law no.586/1992 Sb. It defined NNO’s as legal entities not established for commercial purposes, to which the state gives tax relief on their activities. The law also set out the publicly beneficial purposes to which donors may contribute and enjoy tax relief on their donations. Since the legalization of civic activities in 1990, the following types have been legally defined with increasing precision:

· associations of assets and the provision of donations for publicly beneficial purposes

· the provision of publicly beneficial services

· the creation of members’ organizations to promote the interests of their own members or for public benefit.

In the first quarter of 1999 the following numbers of organizations were registered in the Czech Republic: 607 foundation funds, 245 foundations, 480 publicly beneficial societies, 38 096 civic associations together with 25 578 of their legally recognized organizational units and 168 church-run facilities.30 

The legal framework established for the activity of the non-state, non-profit sector is, admittedly, imperfect and underdeveloped. Nevertheless, it would not be a fundamental political problem to amend it. Ten years after the fall of communism no political force questions the right to exist of civic non-profit organizations.

4.1  THE END OF THE STATE MONOPOLY ON PUBLIC SERVICES

For fifty years the state provided services and the citizens received them. Ten years is too short a time in which to sweep away the communist legacy of an all powerful state. We can, however, aspire to the Western European model, in which the government takes on a large portion of the responsibility for providing social services, rather than the American model, in which the government relies more on civic institutions and finances them. Institutions maintained or supported by public finances and set up by the state or local authorities to provide public services have lost their monopoly. Alongside the state, non-profit sector there is now also the civic, non-profit sector.

State and civic non-profit organizations may, in many areas of the life of society, carry out the same activity. According to the prevailing conditions, the activity may be better performed by the state or by a civic organization. It is to the advantage of the citizen if both types of organization compete to provide the highest possible quality of services. What is the state´s view of purchasing services from NNO´s?

Every year the Chamber of Deputies of the Czech Parliament decides on the profile of expenditure from the state budget, and because, as has been shown many times, there is no way to satisfy all the demands made on the budget, it is necessary to set priorities, rather than follow the principle of majority rule. The predominant volume of resources is usually committed to those services which the Constitution defines as functions of the state which the state administration must provide to the citizen…

The state may use the expenditure allocated to public services either by operating those services itself, or by supporting the provision of the services by the so-called non-state sector, in which both profit and non-profit organizations may operate. The extent to which the state is a direct provider of public services is a matter of tradition, economic power, the structure of society and other factors.

The current government and Parliament has an interest in developing such independent initiatives, which may have the further effect of creating competitive pressure to improve the quality of service provision by state or local authority organizations. 

The main, and very difficult problem is setting the level of financial support for those non-state organizations. Obviously, the allocation of resources to the non-state sector may result in a reduction of resources committed to the state sector. It is also obvious that the state can direct the final use to which the resources are put much more easily and thoroughly within the state sector than in the non-state sector. The non-state sector, though, often possesses greater enthusiasm, better knowledge of the environment and needs and greater effectiveness. On the other hand the end result of its operations is subject to greater risk and there is the danger that it will give disproportionate emphasis to minority and subjective needs rather than to the needs of the majority of citizens.31 

Civic organizations do not, however, compete with state organizations on equal terms. They must request financial support for their services. They have no automatic right to it. State organizations receive financial support because of the mere fact of their existence and need not demonstrate either their viability or quality. Civic organizations providing services are viewed as a supplement to the state organizations.

4.2  THE CLASH OF POLITICAL IDEAS

The relationship between the state and NNO´s is still in the process of formation. The period 1992-1996 was undoubtedly the most confrontational. In the opinion of Jiřina Šiklová,

The debate about the third sector characterized the “split” between

 the Prime Minister and President at that time

and  she regards the clash between them as being of “landmark importance” for our state.32
Let us briefly remind ourselves of the nature of that conflict:

The state should not be based on the idea that it, and it alone, knows best what society needs and that it alone should finance that area from centrally levied taxes. Centralized financing leads inevitably to centralized management. In this area too, we should trust the citizens more and enable them to take on more responsibility. This means nothing less than delegating to other subjects, in a properly thought-out way, part of the function of redistributing resources.33 (President Václav Havel)

Publicly beneficial services should be provided primarily by the state (or local authority), because they are a civic matter and only public institutions represent us, the citizens, on the basis of the authority they have from democratic elections (….). If the state gives up part of the tax revenue from some citizens, it denies the citizens the services which it is supposed to provide itself out of tax revenue.34 (Prime Minister Václav Klaus) 

The “Development Strategy for the Non-profit Sector” describes the government´s policy in 1992-1998 as “a policy of restraining the development of the non-profit sector and its influence on the life of society”.35 The governments of Josef Tošovský and Miloš Zeman turned the situation round. The Minister responsible for the non-profit sector Jaroslav Bašta described the relationship of the government to NNO´s in the following way:

I do not regard civic non-profit organizations as rivals, but rather as partners of the state in solving the problems of society. I regard them as one of the forms of caring for the citizens and society.36  

Practical evidence of this turn-around came in 1999 with the decision of the Chamber of Deputies of the Czech Parliament on stages I and II of the distribution of resources from the Foundation Investment Fund to Czech foundations.

4.3 THE DIVISION OF GOVERNMENT RESPONSIBILITY FOR NNO´s

The government body for the affairs of the civic, non-profit sector in the Czech Republic is the Governmental Council for Non-state Non-profit Organizations. From 1992 on there was only the Governmental Council for Foundations. In resolution no.233 of 30.March 1999 the Government extended the responsibilities of that body to the whole of the non-profit sector and turned it into the Governmental Council for Non-state Non-profit Organizations.

The Council is an advisory body to the Government and its members are appointed by the minister from the ranks of the representatives of state administrative bodies and all types of non-state, non-profit organizations. The two groups are represented in roughly equal numbers. According to its statute, the Council prepares the groundwork for the planning and implementation of government decisions on support for non-state, non-profit organizations.

The role of the Council is not enshrined in law. It was established only by a government resolution. According to the law, practical decisions affecting the non-profit, non-state sector are the exclusive responsibility of the individual ministries. This approach to the problems of the non-state, non-profit sector is therefore, to a certain extent, contradictory.

The Council is the body which deals with non-profit sector as a whole, while the ministries regard its role as trespassing on their responsibilities. Up until 1999 the Czech Government did not deal with the non-state, non-profit sector as a whole. It was the minister Jaroslav Bašta who changed that situation.

In October 1999 the Czech Government discussed for the first time the comprehensive document entitled “An analysis of the financing of civic associations, church-run facilities, publicly beneficial societies, foundations and foundations funds from the state budget of the Czech Republic”. This analysis had been in preparation since 1997. However, neither minister Bratinka, nor minister Mlynář had managed to submit it to the government. 

The Government´s interest in the whole sector bore fruit in the form of two resolutions in October 199937 and March 200038, with the practical result that the Government entrusted the Minister, who is also Chairman of the Council for Non-state Non-profit Organizations with two new tasks:

1) To submit to the Government every year by 31st  .May “a proposal for the main areas of state policy on financial support for non-state, non-profit organizations” for the following year.

2) To prepare and arrange every year by 30th June  “the publication of Information on the Provision of State Financial Support for Non-state, Non-profit Organizations” in the following year.

4.4 THE NEW DUTIES OF THE GOVERNMENT MINISTER

The new duties of the Minister, who is also the Chairman of the Council for Non-state Non-profit Organizations may be seen by NNO´s as two new “powers against narrow departmentalism”. Because they are annual duties, they could become the starting point for deeper changes.

“Information on the Provision of State Support for Non-state, Non-profit Organizations” will be published annually in the press and on the Internet. It will provide civic organizations will a summary of information about the programs being supported, the types of organizations supported, the dates of the competitive tender and contacts. The decision-making process in some ministries has been burdened by personal connections with the recipients of state contributions. It is closed to new organizations and depends more on a small number of officials rather than an exchange of expert opinions. The “Information” will make state policy on financial support more transparent and more open to public scrutiny and criticism.

“The proposal for the main areas of state policy on financial support to non-state, non-profit organizations” will, for the first time, allow the Government to assess financial support as a whole and compare the claims of individual programs and the support given to different types of organization. It is the ministries which decide on the priorities for state policy on financial support and on the level of support to be given to individual activities. The proposal of each ministry is based on its budget in the preceding years. The result is, that in many cases priorities have not yet reacted to the change from communism to democracy.
State resources provided to non-state, non-profit organizations in 1998 came to a total of 2 billion 188 million CZK. If we add to that the non-budget revenue from the lottery, the total rises to 3 billion 14 million CZK. Of that total 46% went to sport, 21% to health care, 14% to the social field, 6% to education and research, 4% to recreation for children and youth and 1% to the environment. Why should resources be distributed in this way? Is it the result of a conscious setting of priorities by the Government, or is it simply a continuation of the budgetary traditions of the various ministries?

There is a difference between entertainment, recreation and charity. However, the situation has not changed; a golf club still has the same claim to state support as a home for disabled children. Here we touch on a deeper problem affecting Czech governments: when distributing their package of financial support to civic, non-profit organizations they have not, so far, thought of any criteria better than traditional practices.

In a similar way, tax relief for donors is the same whether they are giving to ice hockey, hunting, a school or orphans. The social priorities for distributing state resources could be defined more precisely, for example, by distinguishing between publicly and mutually beneficial organizations. The annual discussion of the “proposal of the main areas of state policy on financial support to non-state, non-profit organizations” could provide the Government with more inspiration than before.

5.  NNO´s VIEW OF THE CZECH STATE

How should we view the role of NNO´s in society? Let us take a look at the way they are viewed in, for example, the USA. We could, like Hilary Clinton, stress education for democracy:

Society can often be described by a simple metaphor, such as a three-legged stool. One leg is the state, the second leg is the economy and the third leg is civil society. It is clearly impossible to sit on a stool which has only one or two legs, or one which has one leg longer or shorter than the others. We need three firm legs of equal length. They must provide each other with mutual support… The concept of civil society includes the family, religion, special interest groups, art, culture and education and, most importantly, it is a school for turning people into citizens. The economy provides employment and income…It can create consumers and producers, but not citizens. Not even the state can create citizens. It is a demanding task that can be fulfilled only by civil society.39
We could, like Lester M. Salamon, stress the role of the non-profit sector for the needs of society:

The non-profit sector provides a safety valve for identifying and reacting collective needs which are not met either by the government or the market.40
5.1 ILLUSIONS ABOUT ONE´S OWN UTILITY

Civic organizations have a tendency to regard the state as a brake on their publicly beneficial activity:

The state keeps cutting the meager resources it gives.

We help the state. It should help us.41
NNO´s find it difficult to accept the fact that the state provides support from a limited budget. They tend to believe an oversimplification: we know how to distribute money better than the state.

The American expert Robert N. Thomas, who studies the sustainability of NNO´s in Central and Eastern Europe notes:

All to often the leaders of the non-profit sector expect others to evaluate their work according to how much personal sacrifice and commitment they have devoted to social issues.42 

Even the “Development Strategy for the Non-profit Sector” criticizes the demands made by NNO´s, although it does so in generalized terms:

…. The volume of state aid to the non-profit sector has not kept up with the steep growth in the number of NO´s. The number of civic associations and their legally registered organizational units increased by 21 times between 1989 and 1996, while the volume of support given to civic associations hardly doubled between  1993 and 1996. It is therefore evident that the state did not react flexibly enough to the steep increase in the number of NO´s.43
5.2 ILLUSIONS ABOUT THE ROLE OF A POLITICAL MINORITY

Some NNO´s get involved in politics and the decision-making processes, thereby carrying out an important social function. At the seminar organized by the Chamber of Deputies of the Czech Parliament for non-profit organizations in January 1999, the representative of the organization Transparency International described the attitude of state officials towards NNO´s as one of

chasing away pestilential insects.

The source of conflict can, of course, be the attitude of the NNO´s themselves, when they forget that they do not have the same role in politics as political parties. As a representative of Greenpeace said at the same seminar:

NNO´s must have the opportunity to contact  state officials on a daily basis and to comment on the legislative proposals of all the ministries.

Democracy is not only government by the majority, but government by the majority with protection for the minority. In a democracy the minority must have the right to try to convince a majority to support its opinion. The problem of intervention by a minority can be seen from the report that in the amendment to the law on environmental protection currently being prepared, the Ministry of Transport is demanding that insignificant pressure groups be prevented from blocking construction work that is in the public interest, and that a minimum of 2000 people be required to set up an association of any type. The Ministry for the Environment opposes the idea, and proposes instead a minimum of 50 people. Today it is possible for a civic association to be set up by only three people, who thereby become participants in the planning process.44
5.3 NNO´s AND THE STATE: CONFRONTATION OR COOPERATION?

In the first version of the “Development Strategy for the Non-profit Sector”, which was given to me to comment on, I came across the following remarkable sentences:

It was the state which, a long time ago, confiscated the assets of NNO´s and then, many years later, gave them back only decaying buildings. It created its own non-profit sector (organizations maintained from the state budget), to which it gives preference over independent NO´s. The state is the non-profit sector´s biggest debtor…

The state is presented here as NNO´s greatest enemy. It does not matter whether it is a communist or democratic state. It is, simply, the state – still the same enemy. There is, however, another view:

The term “non-profit organization” is rather unfortunate… In reality, what we, for want of a better term, call non-profit organizations really represent care for both citizens and society. In that sense it is, in my opinion, unnecessary to distinguish at a certain level between the state and non-profit organizations. The state is, in its way, a non-profit organization. A decent state is a non-profit organization. A democratic state is, in its way, a non-profit organization, with the special provision that it has a monopoly on the use of violence and the creation of laws and, possibly, currency and a few other things. In my opinion, a decent state does not differ from non-profit organizations in any other way.45 

The American expert Robert N. Thomas notes:

The non-profit sector will find that it can more effectively achieve its aims by building a strong relationship of cooperation with the governmental and business sectors.46
6. FOUNDATIONS

6.1. THE DIFFICULT PATH TO LEGISLATION

In Poland, Solidarity and the Church forced the passing of a law on foundations as early as 1984. Many profit-making organizations, however, established foundations in order to avoid paying tax. This situation led to a change in the law in 1992 introducing a 40% taxation rate on all the income of foundations not committed to the purpose specified by their statutes during the year in which it was acquired or the following year. 

In Hungary, a law on foundations was passed in 1987. Here too, various commercial organizations tried to use the law to avoid tax and to enhance their employees’ incomes. This abuse of the law led to a tightening of the conditions for foundations and the introduction of a new tax law at the beginning of 1992.47 

In Czechoslovakia, the establishment of foundations was permitted in 1990, without the passing of a special law. Not until 1996 and 1997 did Slovakia and the Czech Republic respectively adopt a stricter legal definition of foundations. The statement explaining the justification for the law states: 

There are many cases of subjects being registered as foundations, although they display rather the characteristics of commercial companies or of various types of civic association, the aims of which are to promote interests that are commercial in nature, or which benefit only their own members.    

A direct result of the new laws was a reduction in the number of foundations. Of the 5 300 Czech foundations registered at the end of 1998, only 144 were re-registered under the conditions of the new law in March 1999.48 Similarly, of the 2 634 foundations registered in Slovakia before the passing of the new law in 1996, only 357 re-registered as foundations.49 The state of Czech foundations before the passing of the law is described in the analysis carried out by the secretariat of the Governmental Council for Foundations in 1997.50
In 1992 and 1993, 965 foundations submitted an application for a financial allocation from the Foundation Investment Fund. Five years later, in 1997, these foundations were requested to provide updated information. 708 of the foundations either no longer existed or did not react to the request. 257 foundations confirmed that they were still active. 112 of them used the financial resources exclusively for their own programs, which they implemented themselves. In 128 cases the foundation was used for acquiring financial resources for its founding institution. 17 foundations provided grants to third parties. Of the total number of 257 active foundations, only 51 had their own endowments.

6.2 FOUNDATIONS AS ASSETS

According to a European Commission report, foundations are:

institutions having at their disposal their own financial resources, which they use according to their own decisions for publicly beneficial projects or activities.51
The preamble to law no. 227/1997 Sb. on foundations and foundation funds sets out three defining characteristics for foundations: Firstly, a foundation is an association of assets, and as such is declared to be a legal entity. Secondly, it is an association of assets whose purpose is to support publicly beneficial aims. These aims are set out in the law. The third defining characteristic is that the assets intended for the achievement of a publicly beneficial aim are not used by the foundation itself, but are used by a third party to achieve the aim.52
Although the law focuses on grantmaking foundations, it also allows foundations not to provide grants and to develop instead their own publicly beneficial programs (operational foundations). It allows for the existence of foundations whose grants are accessible to all, as well as foundations which support a limited group of people; for example, the students of a high school, if the establisher of the foundation is the high school.

Foundations, however, differ from other non-profit organizations in that the central role in their activity is played by assets – not volunteers, not the provision of services, not members and their common interests, but assets.   

6.3 TRANSITIONAL AND OWN ASSETS

The law on foundations and foundation funds divides foundation assets into endowments and other assets. Both types of assets are subject to  different tax regulations. There is, however, another distinction, which the law does not recognize – the distinction between a foundation’s own assets and its transitional assets.

What are transitional assets? They are assets acquired from a donor which must be used for the particular purpose for which they were donated. The purpose is determined by the donor. We call this type of assets “transitional” because the foundation receives them and then transfers them.

What are own assets? They are assets whose use and purpose are determined exclusively by the foundation itself (in accordance with the law, of course). The foundation may use them for foundation grants, but it may also keep them as capital.

The law requires foundations to have own assets of 500 000 CZK at the time of their establishment and to maintain them at that level or a higher level throughout their entire existence. Is there any reason why a foundation should strive to increase its own assets? Of course there is! Own assets have completely different characteristics from transitional assets. Own assets increase a foundation’s credibility in the eyes of others, including the public and donors. They are proof that a foundation considers the future and strives to maintain stability. Own assets enable a foundation to plan for the long-term instead of living solely off transitional assets and surviving from one donation to the next. Own assets allow a foundation to make its own decisions, to choose what it wants to support without having to tailor its aims and intentions to the wishes of its donors. This is important, because the effort to accommodate the wishes of its donors can become more important to a foundation than the aims for which it was established.

Foundations exist at two levels: the first is charity, and the second is the assets which are used to finance the charitable activity. The crucial question is, to what extent the source of finance for the charitable activity will come from transitional assets and to what extent from the income from own assets or an endowment. 

6.4 FOUNDATION ENDOWMENTS

The Czech term “nadační jmění” (literally, “foundation capital”) is usually translated into English as “endowment”. There is, however, still a difference in meaning between the two terms. In Czech, the term “nadační jmění” is understood to mean obligatory capital which a foundation must have in order to be registered, whereas an “endowment” is capital which a foundation amasses in order to provide a permanent source of income. They are assets which must not be exhausted. Revenue from an endowment provides an organization with the certainty that it will be able to finance its activity. It serves only one purpose – to create income. At the beginning of the nineties, of course, foundations were not established because assets had been amassed, but because communism had been replaced by democracy, allowing the emergence of a civil society. Foundations were thus established without their own assets.

The idea of assets as a means of creating income has, in recent years, remained an alien concept for most foundations. Foundations have not even regarded their own capital as an endowment. Most foundations have regarded foundation capital merely as a legally imposed prerequisite for registration, or as a reserve for use in hard times, but not as assets which are to be invested. As recently as the end of 1998 many foundations expressed the opinion that under current conditions in the Czech Republic the only way to administer financial resources was to keep them in a bank account. Those who took a different view were an exception.

The main interest of foundations in the last decade has not been in creating endowments and  acquiring income from them, but in creating transitional assets, that is, assets acquired from donors, or from their own activity, and distributed in their entirety. Foundations have not sought donors to establish endowments. On the other hand, there have been practically no offers from donors to do so. Donors too have concentrated on particular programs, rather than on strengthening foundation endowments. 

The concept of foundations which gather assets in order to provide grants from the income created by them, a concept contained in the law on foundations, has not been realized in practice during the last ten years. The endowments of  11 foundations belonging to the Donors Forum in 1998 totaled 84 992 000 CZK. The income from them is estimated at 9 000 000 CZK. In 1998, however, those foundations distributed a total of 349 000 000 CZK in grants. That means that they must have acquired an amount almost 38 times greater 340 000 000 CZK – from sources other than income from foundation capital.53
7. THE FOUNDATION INVESTMENT FUND (FIF)

The Foundation Investment Fund was established by a law passed by the Czech National Council (Parliament) in 1991 “for the purpose of supporting those foundations selected by the Chamber of Deputies of the Parliament as proposed by the Government”. The Government allocated 1% of the shares from the second wave of voucher privatization to the Fund. The National Property Fund of the Czech Republic was appointed to be the body responsible for setting up and administering the FIF. The assets consisted of the shares of 485 companies with a nominal value of 2.823 billion CZK. In 1995 the sell-off of those shares began. By the end of 1998 the shares of 410 companies had been sold and the revenue acquired, totaling 1.606 billion CZK, was deposited in a term deposit at the National Property Fund.

When, in 1992, news about the FIF spread, a total of 965 foundations applied to the Governmental Council for Foundations for a financial contribution. Indeed, many foundations were established exclusively for that purpose. It became clear that there was a lack of a precise legal definition of a foundation. For political reasons, however, the period 1992-96 was not conducive to resolving the problem. In 1995 the Government did, nevertheless, submit a proposal to the Chamber of Deputies for the basis of a law on foundations. The law itself, though, was not passed until 1997 during the following electoral term. 

There have, however, been other initiatives. In 1995 a group of parliamentary deputies led by Tomáš Ježek put forward a proposal for a law on a National Foundation Fund. In the same year a parliamentary proposal for a law on a Czech National Foundation was submitted. The proposal was, however, rejected. According to the proposal, the administrative board of the Foundation, elected by the Chamber of Deputies, would have administered the FIF, assessed applications from foundations, and made decisions about the provision of grants from the income of the fund. The proposal was an attempt to have resources from the FIF used for the foundation sector. With hindsight we can see that it would have brought about neither greater independence of foundations from the state nor an increase in the size of foundation endowments. 

In 1997 a law on foundations and foundation funds was passed. This law defined their character, duties, and the differences between them and other non-profit organizations, including the obligation on them to have minimum capital of 500 000 CZK.      

7.1 THE DISTRIBUTION OF THE FIF: STAGE I

After the elections in 1996 the post of the minister responsible for the non-profit sector was occupied by a member of the political party called the ODA (Civic Democratic Alliance). (Before the elections it was held by a member of the ODS  - Civic Democratic Party). The new minister, Pavel Bratinka, initiated a debate about the way to distribute the resources of the FIF. Firstly the idea of a “national foundation” was rejected. Three foundations – the Charter 77 Foundation, the Civil Society Development Foundation and the Committee of Good Will – Olga Havel Foundation – put out a joint statement in which, among other things, they expressed the opinion that:

· the creation of one giant “artificial” foundation would threaten the existence of all existing foundations

· the concentration of finances and power could threaten those who are “awkward” for the authorities

· the existing diversity, which arose as a result of the great efforts of people active in the non-profit sector, could be diminished by the existence of one central foundation.54
The Governmental Council for Foundations debated the issue and drew up a proposal, the main points of which are the following:

· the FIF will be distributed directly to foundations;

· the distribution will take place in two stages, with 0.5 billion CZK being distributed in the first stage;

· that amount will be divided equally between seven areas of foundation activity;

· contributions will be allocated to foundations which are successful in a competitive tender.

The most important part of the proposal was the decision that contributions from the FIF should be used to increase foundations’ endowments rather than be used to finance their programs. Mr.Bratinka, however, failed to gain the approval of the Government for the proposal. In the fall of 1997 there was a government crisis and the Prime Minister Klaus fell from office. Mr.Bratinka was replaced as minister by Mr.Mlynář. He took on the results of the work of the Governmental Council for Foundations and, at his instigation, in May 1998 the Government of the new Prime Minister Tošovský approved the announcement of a competitive tender for the distribution of 500 million CZK from the FIF to Czech foundations active in the areas of social and humanitarian work, health, culture, human rights protection, environmental protection, and education, and to those foundations which do not operate on a nationwide scale. Mr.Tošovský’s government, however, was replaced before it had had a chance to initiate the competitive tender. Czech foundations once again found themselves in the familiar state of uncertainty. How would the new Social Democrat government act? Would it cancel the competitive tender, or would it press ahead with it, and, if so, under what conditions?

The cabinet minister responsible for the non-profit sector and Chairman of the Governmental Council for Non-state Non-profit Organizations in the new Czech government was Jaroslav Bašta. The Social Democrat government accepted all the conditions for the competitive tender set out by the Tošovský government. It also accepted all the people selected by the former minister Mr. Mlynář to prepare and implement the competitive tender. The tender could, therefore, go ahead. By the closing date for applications, 31st January 1999, 95 foundations had applied to take part, ie. 66% of registered foundations. The results of the competitive tender were approved unanimously by the Government and submitted to the Chamber of Deputies of the Czech Parliament. On July 8th ,during the debate on the government’s proposal, the minister Mr. Bašta explained its rationale, saying:

        The basis of the proposal to distribute 500 million CZK to foundations is the aim to make those resources a permanent and stable source of finance for the whole non-profit sector. The aim of the competitive tender was not to find the most deserving programs, to evaluate the activity of individual foundations or to turn poor foundations into rich ones. The aim was to identify foundations which are capable of administering the financial resources made available by the state, of increasing the value of those resources and, from the income obtained from them, of financing not themselves or their own activity, but other organizations in the non-profit sector. 

      The financial resources from the Foundation Investment Fund are not intended for selected foundations, but, via those foundations, for the entire non-profit sector. We are today, therefore, not deciding which deserving causes to support, but which foundations will best administer money on the behalf of others. 

     The implementation of this government proposal will make the entire non-profit sector less dependent on the state budget, which has hitherto been the main source of finance for the civil non-profit sector.55
The Chamber of Deputies approved the government proposal and distributed the 500 million CZK among 39 foundations.56 

7.2 THE DISTRIBUTION OF THE FIF: STAGE II

In the course of the discussions about the government’s proposal for distributing 500 million CZK in July 1999, the Chamber of Deputies asked the government to submit a proposal by 30.9.1999 for the distribution of all the remaining resources of the FIF. At the same time, it recommended that a much larger number of foundations take part in the competitive tender, in particular smaller foundations and those operating at a regional level. The minimum amount which a foundation applying for a contribution would have to distribute during the monitored period was reduced to 100 000 CZK.

The Czech Government complied with that request and on December 9th 1999 the Chamber of Deputies approved the government’s proposed set of basic rules for the distribution of financial resources acquired through the sale of shares allocated to the Foundation Investment Fund in stage II.57 The rules specify that at least 85% of the contribution from the FIF must be allocated to the endowment of the selected foundations. 15% may be used for grant programs. The Governmental Council for Non-state Non-profit Organizations is at present finalizing the rules. It is assumed that the competitive tender will take place at the end of 2000 and beginning of 2001 and that approximately 200 foundations will take part in it. What is the size of the contribution to be distributed? As of 29.2.2000 the monetary remainder of the resources allocated to the FIF came to 1 145 329 768 CZK. As of the same date, the National Property Fund of the Czech Republic also had in its portfolio shares with a nominal value of 

920 215 500 CZK.58
The government proposal for the distribution of the contribution from the FIF in stage II approved by the Chamber of Deputies set aside “financial resources totaling 300 million CZK acquired through the sale of shares allocated to the Foundation Investment Fund to rectify some of the injustices involving property suffered by victims of the holocaust”59. There is, therefore, 845 329 768 CZK in monetary form available for the competitive tender in the stage II.

How much money can the National Property Fund of the Czech Republic raise through the sale of the remaining shares? Of a total of 43 titles, only 21 were tradable as of 30.3.2000. As of the same date the market value of those 21 titles came to a total of 626 843 204 CZK.60 We may, therefore, realistically estimate that a total of over 1.5 billion CZK could be available for stage II of the distribution of the FIF.

7.3 CONTENTIOUS RESULTS OF THE ADMINISTRATION OF THE ASSETS IN THE FIF

By the end of 1999 the foundations had not yet received a single crown of the total assets, even though the Fund was set up eight years ago with the aim of supporting foundations. During most of that period the Foundation Investment Fund was, as the Minister Mr.Bašta said in January 1999, “under the threat that it would end up somewhere in the state budget”61.  Assets allocated to the FIF with a nominal value of 2.823 billion CZK were administered for seven years with the following results:

· 484 million CZK distributed in stage I;62
· 1.145 billion CZK deposited in a special account at the National Property Fund of the Czech Republic;

· publicly tradable shares with a market value of 627 million CZK;

· publicly non-tradable shares with a nominal value of 293 million CZK.

Total: 2.549 billion.

7.4 THE EXCEPTIONAL CHARACTER OF THE FOUNDATION INVESTMENT FUND

Not until nine years after the establishment of the Foundation Investment Fund was the aim of the law finally achieved; that is, the provision of support from the state for foundations. Although the estimated results of the administration of the FIF assets are not positive,  the final step taken by the Czech state is unique in post-communist Europe. Not only is it unusual for the state to become a donor to private foundations, it is even more exceptional for it to allocate its donation to foundation endowments. 

This idea, implemented in the stages I and II of the distribution of the FIF, means the use of state financial resources to strengthen the self-sufficiency of foundations and to make them less dependent on the state and donors. It is an important step towards achieving the sustainability of the foundation sector and the most significant success so far of mutual communication between the state and the foundation sector.

8. THE SUSTAINABILITY OF FOUNDATIONS

8.1 THE PROPERTY STRUCTURE OF THE FOUNDATION SECTOR

The sustainability of the foundation sector depends from the economic point of view on achieving a certain level of self-sufficiency and a certain volume of assets which a foundation may use as it wishes. It depends more on an endowment than on corporate giving, sponsorship or a foundation’s own economic activity. Of course, short-term stability can been successfully guaranteed by sources other than an endowment. The committee of the third sector in Slovakia in its most recent proposal for a law on foundations and foundation funds proposes, among other things, the right of foundations to establish commercial companies to provide a source of finance.63
A total of over 23 000 private foundations in the USA have assets totaling 40 billion USD and distribute about 2.5 billion USD in grants every year. 41 of the foundations have assets of 100 million USD or more each, while 470 foundations have assets of over 10 million USD each. 15% of foundations in the USA control 93% of all foundation capital.64
In the Czech Republic too, assets are distributed very unevenly. Of the total number of 259 foundations, 202 have foundation capital of under 5 million CZK each. 125 foundations, or 48% of the total, have capital of under 600 000 CZK each. The four richest foundations, with capital of over 100 million CZK each, have 42.593% of the capital of the entire foundation sector.65
At the beginning of November 1999 the foundation capital of the 259 Czech foundations totaled 2 193 790 000 CZK.66 We should deduct from this total the foundation capital of the  Josef, Marie a Zdeňka Hlávka Foundation, including the contribution from the FIF which was allocated to that foundation but which it refused to accept. That gives us the total foundation capital of Czech foundations established after November 1989.67 From what sources did assets totaling 1 921 974 000 CZK come? 1 219 897 000 CZK, or 63% of the assets, were created by the Czech state. It did this partly by transforming the assets of the former cultural funds into foundations, and partly by contributing to the capital of 38 foundations from the FIF. A total of 601 034 750 CZK, or 31% of the foundation assets, was gathered by foundations whose founders are exclusively private individuals. The remainder, 6% of the assets, belongs to foundations established by commercial entities, local authorities and various other institutions such as museums and schools.68
8.2 FROM BANK ACCOUNTS TO SECURITIES

What is important for the foundation sector in the post-communist countries is not simply the absolute level of foundation capital, but also the ability of foundations to create income from it to support charitable activities, because that is the reason for acquiring assets.

The contribution of 500 million CZK from the FIF to endowments was linked to several conditions.69 Foundations signed agreements, in which they committed themselves to distributing 80% of the annual income in grants to third parties, which must be other entities in the non-profit sector and not individual persons. Foundations may spend 20% of the income on their own administrative costs. According to the agreements, they are obliged to ensure that the contribution is safely deposited and to create the conditions for its annual growth.

The action taken by the state has inspired foundations to change the way they view their own activities. The foundation and banking sectors have begun to communicate with each other and interest has been shown in financial management and collective investing. Foundations have begun to get to grips with the practical issues of investing. 

Some of the foundations decided to pool their contributions from the state and invite applications from banks and investment firms to take part in a competitive tender for the administration of the pooled assets. The Donors Forum helped the foundations to coordinate the project. Nearly all the banks with a license to operate in the Czech Republic showed interest in the competitive tender. The successful tender was that submitted by the investment company ŽB-Trust  for the Balanced Investment Fund for Foundations, which has recently been set up exclusively for foundations and foundation funds.70 Out of the 38 foundations which accepted a contribution from the state, 21 deposited their resources in the fund.

The process of distributing the FIF to the endowments thus achieved a significant breakthrough – it turned foundations into investors. This development can be seen in the 38 foundations which received a state contribution from the Foundation Investment Fund. We have statistical data relating to 34 of them.71
Breakdown of foundation capital before the acquisition of the contribution from the FIF

Total foundation capital                                                    


310 738 000 CZK

of which:

Bank accounts                                                            



126 087 000

Real estate and movables                                                  

            159 878 000

Securities                                                                           

              24 773 000

Investment of the FIF contribution

Total FIF contribution                                                                             
 438 617 000 CZK

of which:

Mutual fund shares of the Balanced Investment Fund for Foundations         249 332 000

Other securities                                                          



   51 070 000

Bank accounts                                                                                                  138 215 000 

In the last five years only two foundations – the Jan Hus Educational Foundation and the Charter 77 Foundation – invested in securities. 22 out of the 34 foundations have already used the contribution they received from the FIF to invest in securities. The securities of that group of foundations consist of mutual fund shares of the Balanced Investment Fund for Foundations, state bonds, ČEZ (Czech Electricity Company) and ČSOB (Czechoslovak Commercial Bank) bonds, and mortgage bonds. 

8.3 THE FINANCIAL MANAGEMENT OF FOUNDATIONS 

Foundations must clearly understand that they fulfil two equally important functions regarding assets: they accumulate assets and they distribute assets.

Cooperation between the foundation and financial sectors

The ability to accumulate assets, while at the same time administering them effectively and obtaining income from them, requires the appropriate qualifications. The foundation sector inevitably lacks those qualifications. People in the foundation sector are largely qualified in other fields and it is therefore clear that foundations must find ways to entrust the administration of their assets to other institutions.

This process has been effectively undertaken by the foundations which organized a competitive tender among financial institutions for the administration of the contribution distributed from the FIF in stage I. Stage II of the distribution of the FIF represents a new appeal for a collective approach. Even though they have the opportunity to cooperate with financial institutions, foundations still require some qualifications of their own in the field of asset management. Without those qualifications, the assets entrusted to foundations to support charitable activities would not receive the care that their purpose deserves.

Get to know the tools of the trade

Foundations must become acquainted with the basic tools that can be used to increase the value of assets. They must learn about the opportunities offered by the market and what sums they must have at their disposal to be able to make use of them. Financial institutions are willing to provide training. The minimum step foundations can take is to replace term deposits with something more effective – financial market funds, at least. 

The largest Czech financial market fund Sporoinvest, which administers more than 18 billion CZK, has no extra charges for the purchase or resale of mutual fund shares. The income received is at least 1% higher than from term deposits. In addition, unlike with term deposits, income tax prepayments do not have to be paid for income from mutual fund shares. The money is not tied up, as it can be withdrawn at three days notice. 

Get to know the law on income tax

The law offers considerable tax advantages, but foundations do not know how to make use of them. All foundations have untaxed income up to 100 000 CZK. Small foundations, however, are faced with the problem of acquiring large enough income for them to be able to make use of tax advantages. Income can be obtained from:

a) activities permitted by § 23 of the law on foundations and foundation funds,

b) rent and advertising

c) interest from accounts

d) dividends, exchange rate fluctuations, capital gains

Large foundations may have a different problem – how to pay the smallest amount of tax possible on their income. Tax can be reduced by:

a) transferring finances from taxable income to untaxed income; for example, from term deposits to high interest current accounts (eg. the Bonus account at Erste Bank), or by changing taxed term deposits to term deposits registered as foundation capital and, therefore, untaxed;

b) deferring taxation to a later year; for example, by purchasing mutual fund shares from a financial fund. They are always accounted at their purchase price;

c) claiming tax relief on unavoidable costs incurred during the acquisition of income. This, of course, requires properly kept documentation.

Get to know the difference between other assets and foundation capital

Once you have registered any of your assets as foundation capital, other possibilities of dealing with those assets are extremely limited. What are the differences between other assets and foundation capital? 

a) If a foundation has 5 million CZK in its foundation capital and it wants to buy a house, it cannot. Finances registered as foundation capital may only be used for purchasing state bonds. To buy the house, the foundation will have to use its other assets.  

b) In addition to income from foundation capital, some income from other assets are             exempt from tax: interest from current accounts and interest from mortgage bonds.

c) Not all income from foundation capital is exempt from tax. Capital gains are taxed, whether the securities are part of other assets or foundation capital.  

d) A foundation which wants to enjoy exemption from tax on term deposits or        dividends from securities has two possibilities: it may either register the assets as foundation capital, thereby giving them exemption from tax, or it may declare its  income for taxation and then recoup the tax by showing that the income is less than 100 000 CZK. Foundations’ income below that level is not taxed.

9. THE CAPITALIZATION OF FOUNDATIONS’ ASSETS

9.1 CAPITAL GAINS

Consider this: the Czech foundation sector has foundation capital of 2.193 billion CZK. But this money is not intended for spending! Its purpose is to earn more resources for charitable activity! The sustainability of foundations is linked to the building up of endowments, or, to put it more precisely, it is linked to the capitalization of endowments. If Czech foundations want to expand their economic future, they must expand it in that direction.

The financial resources of foundation capital may be used to produce income from interest, dividends, currency dealing or capital gains. Capital gains, which means the difference between the purchase and selling price of securities, are the most important source of income. Unlike other income from foundation capital, capital gains, along with income from currency dealing, are not, unfortunately, exempt from tax. The American expert Robert N.Thomas notes that:

The Parliament apparently assumed that foundation capital would produce sufficient income from dividends and rent, so that foundations would not have to be dependent on the appreciation of their capital. We live, however, in a financial environment in which a large part of the income from financial assets is created by the appreciation of capital....If a foundation is unable to capitalize the increased value of its assets, it significantly reduces its ability to create adequate income and its potential for providing grants.72
A more likely explanation is that when the law was drawn up nobody gave a thought to capital gains, neither the Chamber of Deputies nor the foundations. This is not so surprising if we consider that the last proposal of the Committee of the Third Sector (which  represents Slovak non-governmental, non-profit organizations) regarding the new law on foundations, while containing an appeal for foundation capital to be made exempt from tax (as it is in Czech law), still fails to mention the exemption of capital gains from tax.73
By exempting capital gains from tax, the Czech state would lose nothing. To the end of 1999 Czech foundations had made no capital gains and were not even trying to make any. That does not, of course, change the paradox that, by law, every commercial trust fund has its capital gains taxed at a rate of 25%, while capital gains for charitable purposes are taxed at 31%. 

The taxation of capital gains has one more negative impact. If a foundation attempts to persuade a potential donor to donate directly to its foundation capital, it may meet with this response: We want to contribute to a foundation, not to the state’s tax revenues. One day capital gains will become the main source of finance for the activity of foundations. The call for them to be made exempt from tax is totally legitimate.

9.2 THE LAW AGAINST INVESTING

By exempting income from interest and dividends from tax, the law on foundations and foundation funds motivates foundations to increase their own assets. This idea should be appreciated. The law, however, was drawn up at a time when foundations’ own assets were minimal and the legislators, like the foundations themselves, did not regard foundations as investors. That is the source of today’s problems. 

A false idea of safe investments 

Two paragraphs of the law regulate investing. They distinguish between what resources can be deposited in foundation capital (§3) and how they can be handled, and what is already registered as foundation capital (§23). The aim of the law is to eliminate the risks of investing by stipulating that foundation capital must be held in a bank account and can only be used to purchase state bonds (§23). What is the impact of this?

1) The law permits the purchase of state bonds of any state in the world, but forbids the purchase of the bonds issued, for example, by Deutsche Bank, even though it has a better rating than the Czech state.

2) The law assumes that a bank deposit is the safest form of holding assets. The history of Czech banks in the last decade gives the lie to that.

3) §3 of the law allows the deposit of even the riskiest securities in foundation capital. That makes a nonsense of the regulations of §23, which stipulates that the money already held as foundation capital may only be used to buy state bonds. 

Portfolio management is frustrated by problems and losses

The law exempts from income tax interest and dividend gains from deposits and securities registered by a court as foundation capital. An increase in the amount in the account or the sale or purchase of other securities requires a new registration. Tax exemption follows only from the new registration. The law requires that financial resources in foundation capital be deposited in a separate account. What impact does this have?

1) The tax exempt status of income from foundation capital does not commence from the moment the investment is made, or from the moment application for registration is made, but from the moment of registration by a court. The administrative complexity and length of this process makes changing investments difficult, and changing investments faster than the court functions is a loss-making activity.

2) The dependence of changes in investments on court decisions limits the possibilities for foundations of entrusting their foundation capital to the active administration of a financial institution.

3)   The law does not allow a number of foundations to concentrate their financial resources       

       foundation capital in one account with the aim of obtaining a greater volume of resources

       and jointly entrusting them to the administration of a financial institution.

Collective investing is disadvantaged 

Collective investing by non-profit organizations is common in the world. The law on foundations and foundation funds, however, ignores it. What impact does this have?

1) Financial resources registered as foundation capital may not be used for the purchase of an open mutual fund. It is not even permitted to buy a mutual fund whose statute specifies that it may invest only in state bonds. 

2) The income of all commercial mutual funds is taxed at 25%. Even if a mutual fund is established exclusively for foundations and administers only their foundation capital (for example, the Balanced Investment Fund for Foundations of the company ŽB-Trust), it is taxed the same, although the income of this fund is intended for charity. The mutual fund enjoys no tax allowances. It does not even have the allowances that individual foundations enjoy (tax exemption for income from interest and dividends).

9.3 THE GOVERNMENT AGAINST INVESTING

The foundation sector owes a great debt of gratitude to the Government of Josef Tošovský, because it announced the competitive tender for the FIF. However, not even that government, which proposed the distribution of half a billion Czech crowns to foundations for their endowments, could conceive of foundations as investors. Government resolution no.360 of May 27th 1998 contains these conditions for dealing with the contribution from the FIF:

The recipients of the contribution are obliged to hold it….in the form of financial resources…The Fund (National Property Fund of the Czech Republic) will, as part of its decision on the distribution of the contribution to selected foundations,  specify the bank in which a foundation will deposit the part of its foundation capital created by the contribution.

From these conditions it is obvious that the Government never considered that the 500 million CZK had to earn more money, that it had to be invested and not deposited in a bank specified by the National Property Fund. It took two years to get this resolution, which froze all investment activity, amended by government resolution no.422 of May 5th 1999. The Government of Miloš Zeman decided that each foundation can freely choose the bank in which it wishes to deposit its contribution from the FIF and, at the same time, specified that the contribution need not be held only in the form of financial resources. The Government allowed the deposit of the contribution from the FIF in publicly tradable bonds and participation certificates of funds which were set up to serve the needs of foundations and which have the same limitations on investing as pension funds.

This decision of the Social Democrat government had a far-reaching impact. Its immediate consequence was competition between financial institutions to administer the assets of foundations and the establishment of the Balanced Investment Fund for Foundations.

9.4 THE COURTS AGAINST INVESTING      

Foundations which want to increase their foundation capital, invest it in securities or gain tax exemption for their foundation capital, are completely dependent on the courts. They must apply for the registration of their proposals in the foundation register. 

The contribution made by the Czech courts to the development of the foundation sector must, unfortunately, be mentioned. The courts interpret the law on foundations not only differently from the foundation sector, but, above all, in very disparate and contradictory ways:

· sometimes they register foundations together with their foundation capital, and sometimes without it;

· sometimes they permit and sometimes they refuse the registration of an increase in foundation capital;

· sometimes they register and sometimes they refuse to register particular accounts or securities (a prerequisite for achieving tax exemption) as foundation capital;

· sometimes they demand and sometimes they do not demand an expert assessment of the market value of securities before registering them as foundation capital;

· sometimes they register and sometimes they refuse to register securities other than state bonds as foundation capital.

The judges are right when they claim that the law on foundations and foundation funds is badly written. That, however, is no excuse for their contradictory decisions, which have serious economic consequences for the foundation sector. The description of a foundation as a “commercial company” in a court judgement is the least damaging example of the failure of the Czech judiciary to understand the law on foundations. The notoriety of the relationship of the Czech courts with Czech foundations has already spread abroad. At the beginning of 1999 the Committee of the Third Sector in Slovakia still presumed, in its proposal of a new law on foundations, that the registration of foundations would be carried out by a court. In its latest published proposal, written in the light of the Czech experience among other things, the proposed registering body is the Ministry of the Interior. 

9.5  INVESTING – THE FUTURE OF FOUNDATIONS

Foundations may be seen as institutions which have been entrusted with assets. They need to invest those assets in order to create income to provide resources for charitable activity. At the same time, their investment activities must be regulated and the entrusted assets must be protected from risk. There is a similar situation with other institutions, for example pension funds.

It is, perhaps, easy to see why legislators, governments (with the distinguished exception of the present Czech government) and the courts have not hitherto regarded foundations as investors. The continuation of this attitude would, however, be inexcusable. After all, the Government and Chamber of Deputies are distributing billions of crowns to foundations from the Foundation Investment Fund. The aim has been clearly stated – Those resources are intended to create income for the non-profit sector.

10. THE ROLE OF FOUNDATIONS IN THE NON-PROFIT SECTOR

10.1 THE SHARE OF FOUNDATIONS IN FINANCING OTHER NNO‘s

Foundations play an important role in financing other organizations in the non-state, non-profit sector. In chapter 2.8, in which we attempted to give a general picture of the total external income of non-state, non-profit organizations (NNO’s), we see that the share contributed by foundations is 12%. This figure is, of course, smaller, if we deduct the grants given to individual persons. We have no estimate of how large that amount is.

A specific feature of Czech foundations is their commitment to finance other organizations in the non-profit sector from the annual income from the FIF contribution as early as 2001. Their contract with the state explicitly forbids the use of the FIF contribution distributed in stage I to support individual persons. NNO’s thus acquired a new and stable source of finance.

10.2 FOUNDATIONS AS THE DOMINANT SOURCE OF FINANCE

The total of foundation grants is equal to only a fraction of state subventions. The picture is different, however, if we look at the flow of finances into specific areas. For example, in 1999 the state planned to contribute 19.6 million CZK74 to environmental protection organizations, while the Environmental Partnership for Central Europe approved the provision of grants totaling 11.6 million CZK to the same area of activity.75 A similar experience is described in a document prepared for the Government:

The percentage of resources provided by the state to minorities is very small compared with what it provides to other target groups. The low level of financial support from the state is, however, compensated by the use made by minorities of the grants available, in particular, from the Civil Society Development Foundation (within the Phare program) and the Open Society Fund.76 

The role of foundations increases where they react to needs other than those met by the state.

10.3 THE SIGNIFICANCE OF FOUNDATIONS FOR THE SOLUTION OF THE BASIC PROBLEMS OF NNO’s

The strength of the non-profit sector lies in its variety. NNO’s cannot, of course, approach the Chamber of Deputies individually to discuss changes in the law, or demand a change in the rules on financial support from the Government. The non-profit sector is, however, very wary of being organized. That is why initiatives serving the needs of the whole sector take on particular significance.

The solution of the basic problems of NNO’s, such as their relationship to the state and the public, or legislative and financial problems, require considerable resources, both human and financial. The role of foundations within the non-state, non-profit sector could, indeed, be based on their economic strength and the fact that they are the element which is least dependent on the state.

That is the importance of the fact that in the spring of 1998, under the aegis of the Donors Forum, the Association of Foundations was formed. The foundation capital of the eleven founding members of the Association totaled 84 992 000 CZK in 1998. A year later, as of 3.11.1999, the Association had grown to twenty-two members, whose foundation capital totaled 672 864 244 CZK.77 In 1998 the member foundations distributed 349 million CZK in grants. In 1999 the figure was 294 million CZK.

The American expert Robert N. Thomas, who studies the sustainability of NNO’s in Central and Eastern Europe, notes that:

The key factor for the sustainability of the non-profit sector is the creation and strengthening of organizations serving the collective needs of the sector.78
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