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Although at first sight the concept of non-profit organization seems relatively new, it has
developed centuries ago and today it demonstrate its importance more than ever. If in the
Western Europe states, the civil society has been constantly present in people's lives, the
Romanian citizens bring back to life this concept in order to make further economic and social
progress. The transition to the democracy, after 1989, has offered a favorable political context
in order to develop the cooperatively sector. This transformation took place in the context of
dramatically political, economic and social changes. Thus, the financing of nonprofit sector
know various forms, from public sources, charity, economic activities up to make donations and
forwarding a share of the income tax. Furthermore, in non-governmental sector organizations
currently get the benefit of a series of benefits of fiscal nature.
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1. Introduction

In the last 24 years, after the instauration of democratic form of government, in Romania has
reappeared a type of social institutions, which did not, existed during the communist regime and which
operate outside the stringent limits of the market and the state. These institutions are known under
different names such as: non-governmental organizations (NGO), non-profit organizations or civil society,
social economy, forming a de-concentrated assembly sometimes entities.

An important factor that has led to the development of NGO sector is the development of public-
private partnership and the public management schemes which can make its application successfully.
These items are likely to influence the reform of the government process and of the public administration
by including and adapting the techniques and methods inspired from the management of private entities
to the public organizations, in order to gain a plus of efficiency, transparency and accountability in the
offer and managing public policies.

After Lester Salamon, these entities have the following features in common: (5)) (6)

They are organizations [==C_ *These entities have institutional structure
They are private ' - o :
organization < | *These entities are institutionally independent from the state.

They do not distribute e

fit *These entities do not share profits with administrators or managers.
profits

I *These entities are generally based on voluntary activitiesin the

I They are vo!untary management process or in the actions they carry out.

They are self-governing |=<= | eThese entities have full control over their decisions and operations.

Figure 1 - Features of non-governmental organizations

In Romania, the term "non-governmental organizations” place these organizations in relation
with the public institutions. Therefore, they are not under government control, having the capacity to take
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decisions on internal operation or in its relations with other institutions in an independent manner. The
management structures are not dominated by the public authorities.(8)

From this point of view, what distinguishes NGOs from companies is that the former does not
have profit as the primary purpose. The surplus recorded at the end of the year will not be used for the
personal use of a shareholder of the organization, but for those activities or programs to achieve the
overall goal of the organization.

After 1989, the Romanian governments have begun to delegate to the NGO sector more specific
responsibilities relating, in particular, to social services, as well as other types of services, by means of
various contractual arrangements - from grants and subsidies in the privatization of services.

2. Legislative framework of NGO organization and functioning

In Romania, we can say that typical forms of non-governmental organizations are the
associations, the unions, the foundations and the federations.

The first regulation of these types of entities was made in 1924 by the Law no. 21, also known as
the Marzescu Law. This law was considered at that time one of the most modern laws in Europe. Ten years
after 1990, during which in Romania was formed a practice regarding the founding of NGOs, the law was
abolished by a new law. Thus, 0.G. 26/2000 reformulates definitions of associations and foundations,
while retaining the main features already known by the citizens [10].

Framework legislation in Romania, which governs the accounting for NGOs is Order No
1969/2007 approving accounting norms for non-governmental organizations. Thus, associations,
foundations and federations, trade unions, political parties, religious cults, mutual funds as well as
employers who are non-profit organizations shall be under the obligation to organize and lead the double
entry accounting and draw up annual financial statements by applying the requirements of this law. This
regulation set out the principles and rules of basic accounting form and content of annual financial
statements, the chart of accounts and the detailed rules of its use [9].

3. Taxation of profit of NGOs

According to the Romanian Fiscal Code, profit tax payers are mainly Romanian legal persons and
foreign legal entities operating in the country having a permanent establishment in Romania [1].

Article 15 (1) regulates the status of taxpayers who are excepted from paying the income tax,
among whom there are the legal persons organized to function as associations or foundations. The article
mentions the revenues for which the NGOs shall be exempt from the payment of income tax. Among the
most important exempted revenues we can mention: fees and registration fees of members; contributions
in cash or in kind by members and supporters; taxes and penalties; donations and sponsorship money or
goods received ; dividends , interest , resources obtained from public funds or grants ; income from
occasional activities : fundraising events with the fee , festivals , raffles , conferences, used in social or
professional purposes , according to their status ; revenues from advertising and publicity etc. [1]. In
conclusion, the entire non-profit activity is subject to exemption from income tax under the Fiscal Code, all
revenues are thus used to finance the organization's activities. If the organization carries out economic
activities, the Fiscal Code provides that up to the equivalent of 15.000 euros, revenues from economic
activities of NGOs are exempted from income tax, but no more than 10% of total revenue will be exempt
from the payment of the income tax, above [1].

4.NGOs revenues in Romania
The revenues of NGOs have several sources. The researchers from Johns Hopkins University
classified these sources as follows: (4)

economic activities

public sources | | philanthropic sources | | sources
» grants, contracts or other forms + donations from individuals * private payments for services,
of payment services from all (individual donations), membership fees andincomes
levels of public administration, donationsfrom foundations and from investments or other
including social security from companies; financial activities.
payments.

Figure 2. - Classification the financing sources
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(A) Income from public sources

Grants or so-called financing from non-reimbursable funds, are tools to support the activities of a
non-governmental organizations, in in recent years increasingly being accessed by many Romanian
organizations.

The process of accessing a grant is long lasting when it comes to those from the EU, due to the
procedures that need to be satisfied, respectively the documentation, the completion of the forms,
establishing the partnerships, etc. If this first step is passed, the processes which will follow, i.e.
implementation and evaluation of the projects must be carried out in accordance with the requirements of
funding organizations, in order to not risk losing the accessed funds.

The advantage of such financing sources is that it is a great help for the implementation of those
projects which cannot be funded because of huge budgets, the activity of organization is going on without
consuming its own resources or through credit contracts.

One of the disadvantages of contracting such funding is that the process of accessing is completed
in two stages. In that conditions, there is always the risk that the second rate of money can no longer be
obtained because of the failure to meet the requirements of funding organization. However, in most cases,
NGOs should contribute 20% of the total project budget.

Regarding the grants from public authorities, things are not very different but they are much
easier to access. Each year, the public authorities support projects financed from the budgetary funds that
are significantly smaller than those offered by the EU. Another disadvantage is that period for the
submitting projects for funding is quite short (approx. one month) this being a disadvantage for NGOs that
have no experience in accessing such grants [13].

In Romania, according to Law no. 34/1998 regarding granting subventions, any legal associations
and foundations that manage social assistance units or any organization operating in this area may benefit
from subsidies that can represent significant revenue. They may take the form of grants for active or
subsidized revenues. (2)

(B) Philanthropic sources

In the category of philanthropic sources we can add any type of donation and sponsorship in
money, goods or services which may be large sources of income for non-governmental organizations.

Donations made by members are different from contributions collected by the organization, once
made these donations, they are irreversible. NGOs have full rights on the latter, most of the times
recognized on the basis of a contract of a donation.

In Romania, donations made by individuals for NGOs do not benefit from any tax benefit unlike
most EU countries. In most European countries, however, donations made for NGOs may be deducted,
within certain limits, of taxable income: 2% in Italy, 6% in Poland, 10% in Austria, Belgium, the
Netherlands, 20% in France and Germany, 5% to 65% in Bulgaria or even without limit in Cyprus. Only in
countries such as Sweden, Romania and Hungary this is not possible. (4)

According to the Fiscal Code, sponsorship expenses shall be subject to tax deductibility. These
expenses shall be deducted from payable profit tax if both of the following conditions are fulfilled: they are
subject to a maximum of 3% of turnover and they do not exceed more than 20% from the payable profit
tax (1).

(C) Income from economic activities

During the last few years there has been a constant concern for the identification of alternative
sources of funding, from European grants to foreign donors, and economic activities represented a
possible alternative. Lately, it seems that non-governmental organizations consider financing of economic
activity a more viable option in the contemporary economy.

Social enterprises implemented by NGOs are centered, typically around two major categories:
sale of products and the providing of services for a charge. Production and marketing of products (i.e
textiles, toys, decor, greeting cards, candles, food, accessories, etc.) is a common practice in the field of
disabilities or those working with other vulnerable groups. Non-profit organizations create such
structures to involve beneficiaries in productive activities, thus generating income (market) for them,
respectively wages, and benefits for the organization. In the second case, the supply of services may vary
from nursing, home gardening, cleaning, copying and binding services, subcontracting of activities relating
to the production of large companies, etc [7].

Currently, Fiscal Code provides for NGOs that, in addition to the income from non-profit
organizations which are exempt from profit tax, incomes for economic activities are subject to tax
deductibility, but only up to the equivalent 15 000 € in a fiscal year with the provided condition to not
exceed 10% of total income exempt from profit tax.
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5. New ways of financing
(A) Forward a share of the overall income tax

The mechanism of forwarding 2% from income tax arose in 2003 from the need to identify
funding solutions for the non-profit sector in Romania. The option is expressed by filing an application
form of the competent authorities or a special statements that state the destination of the amount
representing 2 % of annual income tax (declaration code 230) . The form shall be submitted to the tax
authorities until May 15 of the following year the income is earned.

According to a survey made by the management of a group of Romanian NGOs, the main
challenges identified after ten years of implementation of this mechanism are related to the difficulty of
targeting (frequent changes of methodological norms, lack of financial regulations by government
employees, the lack of a system to allow identification of the number and names of entities receiving
targeting, lack of monitoring and verification mechanisms of how the forms are processed), low
transparency of nonprofit entities regarding the use of funds. Another challenge in the application of this
mechanism of 2% is represented by the potential employer’s abuses, employees being obliged to direct
2% of income tax to certain nonprofit entities, especially the unions [3].

However, ten years after the implementation, this mechanism has shown some certain facts:
availability of citizens to be responsible actors in solving social problems, so there is also an increased
capacity of non-profit entities to help attract individuals to support a cause. At the same time another
issue is brought to discussion - the weaknesses of Romanian fiscal system, which does not facilitate
routing and does not encourage transparency in the use of public funds.

(B) Donations by SMS and wage donations

Donations of employees represent a simple system to support the activities of foundations or
associations. This system is highly developed in the countries from Western Europe and in the large
multinational companies that activates also in Romania.

This may be carried out in two ways: either the employer withdrawn from salary a certain
amount which is transferred in the account of NGO or on the basis of an agreement between employee and
NGO, the employer shall determine an amount to draw from of the salary. In this way, on the basis of a
written agreement between employees, the company and the association/foundation, employees shall
contribute with a fixed amount in the setting up of a fund, on which the company doubles the amount
collected from employees' contributions, and the entire amount is deposited in the account of NGO, which
assumes to spend the money only for the purpose established by the tripartite convention (11).

In the last few years mobile phone companies are involved in supporting humanitarian campaigns
of fundraising by providing SMS short numbers for donations. The company offers free of charge to the applicant
NGO such numbers and the money collected from SMS donations are fully paid by it.

6. Case Study

Next we show revenue sources for NGOs and weights for the period 2010-2012. As regards the
financial situation of non-governmental organizations in Romania, according to the Ministry of Finance in
2012, the NGOs have recorded total assets of over 8.313.926 thousand lei, for the same financial year total
revenues being 5.339.856 thousand lei. We can see an increase in overall revenue and average revenue of
the organizations, while keeping the same weighting of sources (12).

Table 1 - Revenue recorded 2010-2012

Revenue
thousands lei ALY AL, AL
Amount 3.794.570 4.635.642 5.339.856
Average 187,5 215,2 250,5

Source: Ministry of Finance, NGO Balance sheet data - processing CSD Source -

Table 2 - The share revenue NGOs on activities carried out

Revenue sources Uik sl Az
thousand lei- Amount % Amount % Amount %
Non-profit activities 3.078.242 | 81,12 | 3.746.473 | 80,81 | 4.395.042 82,31
Special purpose Activities 56.687 1.49 45.973 0.98 62.619 1.17
Economic Activities 659.640 | 17,39 | 843.196 | 18,17 | 882.195 16,52
Total Revenues 3.794.570 = 100 @ 4.635.642 100 @ 5.339.856 100

Source: Ministry of Finance, NGO Balance sheet data - processing CSD Source -
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As we can see in table 2, the value of revenue records a considerable annual increase. However,
analyzing the types of activities, the weighting of each type of income in total income does not differ
greatly from year to year, the differences being of 1-2 %.

Compared to the number of persons employed in 2010 when the level of income from non-profit
activities has been planned for a value of 307.824 thousand lei, in 2011 actual revenues obtained were not
much different. For 2012 we see an increase of approximately the same value of 4.395.042 thousand lei.
For the same period we see a considerable growth of revenues from economic activities, from 659,640
(2011) thousand lei to 882,195 thousand lei (2012). This is due primarily to the fact that more and more
NGOs considered the implementation of social enterprise programs to be beneficial and another
important way of financing of the organization.

The individual study was performed at the association Social philanthropic Galati. We grouped
the revenue and expenses from the 2010-2012 annual budgets. We have performed an analysis of the
structure of the revenue and expenses, an analysis of their dynamics as well and analysis of the weights of
each important subgroups of revenue or expenses in the structure of the budget. These data have been
compiled and are listed in the table no. 3.

Table 3: indicators based on budget achieved -period 2010-2012

Indicator 2010 2011 2012
REVENUE
Subsidies, grants neramb / TVn 45.78 80.80 27.43
Sponsorships, donations, 2 %, 3%o0 /TVn 51.28 19.03 71.60
Other VN (fees entry, interest) /TVn 2.93 0.15 0.95

Source: Budget of NGO - author's elaboration

Based on the data presented in Table 3 that calculates the weights of the main categories of
revenues held in total revenues, we see that it cannot identify a trend in the categories. For example, if we
analyze the share of revenue from grants in total revenue of the budget of Social Philanthropic Association
we see that in 2011 these revenues represent 80% of the total. This was due to the fact that in 2010 a
grant of 1.1 million euros was received to finance investment in the organization. For 2010 and 2012, the
main sources of income represented donations and sponsorships, with weights of 51% and 71.6 %, the
share of income from subsidies being only 45,78 % for 2010 and 27,43 % for 2012. Category “Other
revenues” has a small share in the total revenues of the association of about 3 % in 2010, 2011 and 2012
recorded subunit weights of 0.15 % and 0.95 %. Based on these figures we can conclude that the activity
of the association is not based on the amounts obtained occasionally because they are of little value.

7. Conclusions

In the case study carried out it can be seen as one of the main problems faced by non-
governmental sector and whole Social philanthropic Association is that of finding new ways of financing.
Thus, we can easily say that without the funds obtained from local authorities and the business
community, association resources would be insufficient to cover current the needs of their activities; this
is due to the fact that the amounts obtained from donations and from charging fees for participation in
various activities are not satisfactory.

A solution that would partially solve this important problem for the nonprofit organizations
would be to create a social enterprise. This is considered to be a commercial entity with activities of non-
profit organizations (like any ordinary company). This social e enterprise uses the profit for the creation
of new jobs for disadvantaged persons. These types of companies may be established either by its own
financing, either by contracting EU grants that would enable a more quicker development of the
organization.
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