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WHAT IS A COMMUNITY FOUNDATION?   
Community foundation is a non-profit organization (usually charity or public foundation) setting up for achievement of publicly important and useful goals and aims on a specific territory (city, district or subject of the Russian Federation). Activities of community foundations aimed at addressing complex solutions of the most important social problems for a specific geographic area. This approach allows community foundations to have a broaden view and understanding of development of a specific territory and as a result it helps to work out jointly with units of government and businesses, programmes for addressing difficult issues and problems, thereafter making better social life of this territory. The management structure and control for activities of community foundations implies consideration of interests of the three sectors of economy – state (local or regional government units), businesses and community
.                     
The first community foundation in Russia was set up in Togliattti in March 1998. This first successful experience of building a community foundation has become a remarkable example for other Russian cities and regions. To date there are more than 30 community foundations that spreads out from Kaliningrad to the Far East. In Russia, community foundations are working not only in big industrial cities (Togliattti, Pervouralsk, Tumen etc.) but also in towns (Rubtsovsk, Zhigulevsk, Oktyabrsk) with the small industrial capacity. Russian community foundations have built the partnership of community foundations with the aim of developing standards and principles of professional activities of community foundations
. 
The very idea of building community foundations belongs to the banker Frederikh Goff. In 1914 he suggested not only to raise/accumulate and invest charitable donations, but also to disseminate them trough the specially established institution – the community foundation which in its turn included in its trustees’ board five bankers and three the most respectable citizens of the District – the Senior Judge of the State, Testamentary Judge and Mayor. This was the first world’s community foundation and it that had been set up in Cleveland (Ohio, USA). This idea has been spreading up for years in other states of the USA, Europe and Russia
.         
Endowed funds of community foundations or target  capitals:
«FOR» and «AGAINST»

Realization of the long term social programmes in a specific territory of operation of community foundations requires some permanent sources of income. As a historical result of legal and economic development of community foundations as an institution, this type of permanent source of income became endowed funds. Endowment is the property assets which are formed by a community foundation and invested into deposits, real property etc. in order to receive some income for further using it for charitable and other public aims and goals
.  
The existence of permanently endowed funds in community foundations sets them apart from other community-based philanthropic activities and foundations. To the date of adoption of the Federal Law “On the way of forming and using of the target capitals of non-profit organizations” of 30th December 2006, № 256, the Russian community foundations has already enjoyed the experience of using of permanently endowed funds. There are eight community foundations that have permanently endowed funds for about 70,7 million rubles. However, today the practice of using of permanently endowed funds by community foundations has no proper legal regulation yet. This practice has been developing within the frameworks of legal regulation of activities of non-profit organizations.            
Only practice will show what type of a model (endowed funds or target capital) is more helpful and reasonable for the development of community foundations in Russia. The distinctive features of these models are set out below.   

Goals of building capitals
Building of target capitals can be realised for the purposes of education, sciences, health protection, culture, physical development and sports (with exception of professional sport), arts, archival proceedings, social protection and care (Art.3 of the Law). It is evident from this Article that the lawmakers deprived the environmental and animals protection NGOs and some other NGOs, the right to build up target capitals. Taking into account the fact that activities of community foundations are complex and practically cover all problems of a specific territory, there could happen that, once decided to build target capitals, community foundations would not be able to use them for solving problems of its territories. For example, financing some citizens’ initiatives of equipping their gardens and territories with modern services and utilities and etc.       
Sources of building capitals
Community foundations in forming its endowed funds are not limited to in their sources. Endowed funds can be in forms of cash assets, real property, securities and etc., but target capitals may be in a form of cash assets only. Therefore, the practice of use of endowed funds by community foundations proves that these funds may not be homogeneous and include different kinds of property which can be invested into various financial instruments with different aims that can be determined by donators or community foundations themselves. Endowed funds of community foundations may be in two forms: a) single property assets that can be invested in lump; b) multi property assets that can be invested into different financial instruments. According to the opinion of the majority of Russian community foundations, this is one of the advantages of endowed funds over target capitals that are stipulated by the law.          
Business activity of organizations with capitals 

According to the law, non-profit organizations with target capitals may undertake business activities that are stipulated in the decrees of the Russian Government only. As a basis of harmonization of legal terminology and types of activities that non-profit organizations can undertake there had been used the pan-Russian Classifier of types of economic activities (OKVED). The Classifier does not allow in full to reflect the specifics of activities of the balk of non-profit organizations, including community foundations, as it is difficult for a non-profit organization to refuse of getting some additional sources of income/funding and directing to their charter’s aims and goals and that are not listed in the Classifier. Unlimited by the law freedom of enterprise provides more opportunities for community foundations to get income for further addressing it to charter’s aims.

Ways of investing capitals            
In contrast to the model of building and use of target capitals of non-profit organizations, community foundations are permitted to invest their endowed funds into any investment instruments/assets and not limited to their selection of them by the law. To date, the practice shows that community foundations invest/allocate their endowed funds into banks deposits mostly. However, these investments do not bring the desired income and that is why community foundations strive to find more profitable ways of investing endowed funds. There are some cases of investments of endowed funds into real-estate or lending them to commercial companies against interests. The traditional scheme of investment of endowed funds does not cause any extra expenses for hiring a management company on the part of community foundations as it would required in case with target capitals.     

It is noteworthy that non-profit organizations, including community foundations do not have professional skills and expertise in investing their capitals/funds. The order, envisaged by the law of attraction of professional investors, serves to protect non-profit organizations and community foundations from hasty decisions and allows them minimize risks. Today’s practice of investing endowed funds on the part of community foundations develops spontaneously and therefore it is difficult to predict and evaluate their investment risks and losses.         
Policy on use of endowed funds

Latest practice shows that some community foundations tends to use endowments for their programmes if there is agreement with a donor or such use stipulated by their foundation’s regulations or programmes guidelines. The law envisages some ratio limitations on use of income earned from target capital, whereas the use of endowed funds of community foundations is not subject to these limitations. 
Taxation issues      
Taxation of income earned
Unfortunately, the activities aimed at receiving income from endowments and target capitals considered to be business activities of non-profit organisations and community foundations. However, in case with target capitals of non-profit organisations, the law considers its investing as a business activity but exempts taxation of the income earned. As to endowed funds of community foundations the taxation of investments made is obligatory. As a rule, community foundations use special treatment of taxation – simplified taxation treatment with the object of taxation the revenue received. Whereas, the received income from investing of endowed funds may be included into taxable base and taxes have to be paid at 6 per cent rate. Beside this, according to Art.346.21 p.3. of the Russian Tax Code, community foundations may decrease the amount of a single tax (advance payment) for a sum of obligatory retirement insurance payment, as well as for a amount of allowances paid for temporary incapacity for work, but not more than 50 per cents. If community foundations are going to stick to the model of target capitals, they would have to use the object of taxation “revenue decreased on the level of expenditures” only (Art.346.14 p.3. of Tax Code), or use generally accepted taxation system, which in its turn connected with considerable administrative expenses. Notwithstanding the fact that the Russian Tax Code envisages the immunity from revenue taxation for non-profit organisations that built their target capitals, the balk of community foundations are inclined to consider endowed funds more effective and profitable from economic point of view. This privilege of the immunity from revenue taxation can be compensated by unlimited freedom of business activity including opportunities of investing endowed funds.      
Recognition of target use of capitals            
Russian community foundations face the problem of recognition as non-target use, on the part of inland authorities, of endowed funds invested into assets/investments instruments. In order to minimize these kinds of risks, community foundations usually make donation agreements for a long term special programmes or projects. As addition to these agreements serves a clause stipulating the possibility of investing funds donated into different investments instruments/assets in order to attract extra funding in a form of interests earned. These extra sources of income have to be used for the purposes of projects or programmes only. However, the issues related to recognition of target use of investing endowed funds has not been solved to its final merit so far and there are different views on this point (see for example, Letters of Ministry of Finance of 15th March 20005 # 03-03-01-04/4/22 and of 3rd November 2004 # 03-03-01-04/4-17). There are also positive courts practices mostly related to non-profit organisations but it can be also used for solving problems of community foundations. According to the courts decisions, investment of target capitals into bank deposits or other assets/investment instruments have to be recognized as target use. For this recognition there is one principal point – the income earned from the investments made must be directed to the charter’s goals and aims of an organisation only (Decision of High Arbitration Court of 3rd May 1995, case # K4-H-7/782; Arbitration Court Decision of North-West District of 11th March 2004, case # A56-28605/03; Arbitration Court Decision of Moscow District of 20th June 2000, case # KA-A40/2605-00, Ten Arbitration Court of Appeal of Moscow District of 24th May 2005, case # АП-1043/05-AK). But nevertheless, it should be pointed out that the problem of recognition as target use of investments made by community foundations on the part of inland authorities is still acute and risky for community foundations.

ARGUMENTS AGAINST TARGET CAPITALS  

To date, building of target capitals seems to be unreasonable for many community foundations. However, some community foundations reregistered their charters and prepared legal basis for it. But they do not speed up the process of building of target capitals. This shows that notwithstanding the fact that investments of this kind enjoys some attraction and positive features, Russian community foundations do not seek to use target capitals in their activities. The problem is that Russian lawmakers fearing some abuses on the part of community foundations has established some principal limitations on use of target capitals which are related to the aims of building target capitals, ways of its management and allocation of income received. In practice, many provisions of law are not stimulative in its nature but sometimes serve as obstacles in building up of target capitals.     
Russian Community foundations points out the reasons of difficulty of using model of target capitals developed in the law:
· High cost of building of target capitals and low profitability of using of income received (high fees for management companies, tax and administrative expenses).
· Total control for building and using target capitals on the part of a State (limited list of investment assets, limited list of payable activities etc.).

· Lack of transparent administrative procedures (limited list of grounds for breaking up of target capitals).

· The law is made up for upper donors (to build up for a year a minimum amount of target capital is a difficult task for many community foundations).

· Low profitability of investment instruments that are established by the law.

· There is the need to establish a new body of management – advisory board on use of target capital (legal requirements to its creation are vague and controversial, its functions are poorly stated in the law).

Russian community foundations are aware of positive opportunities that give target capitals. However, they expect from the lawmakers more sensitive attitude towards existing practices and proper adaptation of laws.      
This article is based on the interviews of representatives of the following community foundations: City charity foundation “The Togliattti Foundation”, Charity Foundation of local community “Pervouralsk XXI century”, Charity foundation for development of Tumen City, Charity foundation after the name Grigorii Shelikhov, Penza community foundation “Grazhdansky Souz”, City charity foundation “Razvitie” (city of Rubtsovsk).
� For more information about community foundations see: Community Foundations: effective giving. Experience of development of CF in Russia. Moscow, 2006.   


� Web-site of partnership of community foundations:http://www.p-cf.org


� For more details see: www.cafcf.ru/russian_cfs_history.htm


� In Russia, the English term “endowment” is used in two senses: 


“target capital” – capital that is forming in accordance with the Federal Law “On the way of forming and using of target capital of non-profit organizations” of 30th December 2006, № 256. 


“endowment” – in other cases, in particular, for capitals and funds of community foundations. 
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