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The topic of think tanks’ self sustainability is one less a theoretical seminars’ issue but a serious, concerning matter of development for many NGOs in this region. The decrease of several American foundation support and even the its withdrawal in some regions, especially in recent EU member states (2004/2007 waves) raised a number of questions about the future developments of think tanks in general. The more critical NGO approach to the Government has been, the more difficult it become for it to engage partnership with governmentally managed resources. Still, the future of think tanks is an important element for the democracy development for now on and therefore the study on how overhead costs are raised and what is the use of overhead for strengthening the internal capacity of the organization, proves as a useful indicator for the sector’s sustainability in the new political and economic environment.   

In was in this context that the Institute for Public Policy (IPP) conducted a research between January and February 2007. Based on preparing a questionnaire that was distributed among all PASOS members, IPP Romania aimed at collecting information about models of overhead expenses (indirect costs) and their effective use for sustainability of think tanks - members of PASOS network, under a service agreement from Open Society Institute (OSI) Budapest/Think Tank Fund. The core purpose of this research is to provide a share of knowledge on best practice in raising/using overhead resources for strengthening think tanks worldwide.

The questionnaire targeted a series of financial management related aspects, such as:

· the level of overhead raised by the NGO in the previous year

· type of agreements in which organizations usually include overhead

· the distribution of funds generated from overhead raising among organization’s needs etc.

Although questionnaires were sent to all 27 PASOS members
, unfortunately only 4 of the organizations have answered to it (Institute for Public Affairs from Poland, INEKO from Slovakia, International Centre for Policy Studies from Ukraine, Central for Policy Studies of the Central European University from Hungary and European Institute from Bulgaria), therefore making the present paper concentrate moreover on qualitative analysis of the 2 case studies presented
, rather than on pure financial statistics.

Brief description of think tanks’ overhead raising practices/management, as reflected by the IPP questionnaire

Main sources of revenues as indicated in the 4 answers to the questionnaires are the following:

· bilateral governmental agencies

· intergovernmental agencies

· private US foundations and other international foundations

· EU funds

· domestic government funds

· domestic private funds (as per contracted services)

· individual donations

· 1% law.  

1. Endowments

The advantages that a think tank has from receiving an endowment are, by far, the most important. Such practice allowed the think tanks that use it (the case of IPA) to create a General Investment Fund with which to buy credits from various investment funds that are profitable. In this respect, a designated person supervises the necessary operations. 

2. Indirect Costs

Such indirect costs are frequently incorporated into Service agreements where amounts vary from 7% in Bulgaria (in case of grants) and frequently 10% (especially in case of governmental funds) to 20% and to even 50% in case of contracts with commercial partners (as in the case of ICPS). In the case of the Center for Policy Studies of the Central European University, percentages vary from 20% in case of grants to 40% in case of contract, as per the general policy of the University. 

As this name suggests, indirect costs are not directly linked with any particular activity/project or purpose. 

3. Commercial activities

The most frequent commercial activities consist in:

· Selling publications of the think tank

· Providing consultancy to international private organizations or public institutions from the country.

Asked about who are the donors who requirements raise too many problems to the think tank, the organizations that answered to the questionnaire indicated various European Commission’ Programs who bureaucracy complicates the management of the project. Among the most frequent reasons of considering some donors very demanding, the think mentioned the following:

· Unclear rules for reporting

· Various formats of reporting among donors. 

When asked about the destination of funds generated by overhead raising, the think tanks firstly indicated: 

· Salaries (especially for the leading positions)

· Performance bonuses (at least once a year) 

· Communication costs 

· Equipment purchase

· Office rent

· Security system costs

and also

· Taxi vouchers

· Health insurance

and other administrative costs that are not covered (sometimes not fully covered) by the Direct Costs.

The example of CPS near the Central European University is different, in this respect, as this tank reports that this funds are primarily allocated in research travel and publications’ costs, trainings and only after in costs of office rent, utilities, etc

Funds gathered from overhead costs are not deposited into a separate account. In fact, think tanks have one account for each currency to which they open sub-accounts for any donor who specifically requires it. 

Case study 1: Institute for Public Affairs (IPA), Poland

As first settled, the IPP research team has performed 2 documentation visits, as following:

· January, 2007: the research team formed by Violeta Alexandru, Director of IPP and Adrian Moraru, Deputy Director, organized a documentation visit to IPA, Poland

· February, 2007: the research team formed by Violeta Alexandru, Director of IPP and Elena Iorga, Program Coordinator, organized a documentation visit to ICPS, Ukraine

The two visited organizations have a healthy financial status, their institutional grants ended few years ago when they diversified their sources of revenues. Currently both of them are financially safe (with a total budget of more than 1, 000, 000 USD)
 mainly due to a well developed strategy of development. 

The main conclusions drawn from the first documentation visit are as following: indirect costs (overhead) are indeed very important for the sustainability of the organizations; as think tanks are not necessarily interacting with citizens from which to potentially collect contributions such as monthly fees, raising overhead could become a very important source of revenues for covering various administrative costs or even activities related costs that are not fully covered by funders’ programs.

Concerning the average rate of overhead included in IPA’s project, this is of maximum 10% for governmental funds, while a “desirable” level would be of 20% of the project’s budget. Moreover, for the case of IPA, the threshold for overhead is stipulated by a Resolution of the IPA Executive Board, which states that each project should include 20% overhead unless a sponsor’s financing rules prohibit it/set a lower threshold. Nevertheless, IPA’s leadership appreciates the importance of having some resources coming from “core funding” (like institutional grant or endowment) for fulfilling the organization’s mission, otherwise the tendency being that of turning more and more to a consultancy than a think tank. 

Policies of the donators with regards to reporting the spending under overhead chapters vary a lot. Some donators ask for a detailed justification of these funds, many accept a receipt issued by the organization covering the amount followed by no other justification of the funds’ concrete destination. Those accepting a receipt still inquire that the organization justifies the need of these costs for the respective set of activities that falls under contract. 

Case study 2: International Center for Policy Studies (ICPS), Ukraine

The second documentation visit paid to the International Center for Policy Studies (ICPS) from Ukraine revealed even more the need for a coherent, institutionalized internal policy in setting up overhead for the organization’s overall functioning.

ICPS, one of the largest organizations of the PASOS network
, has developed a professional approach towards fundraising and furthermore towards ensuring a healthy financial sustainability for the organization. Moreover, ICPS has specific Financial/Fundraising departments, as well as an executive board structure responsible for the strategic decisions concerning the financial aspects of ICPS’s budgeting and overhead policies (the Budget Committee
).

Concerning the specific policy based on which the organization calculates the percentage of the overhead, ICPS reported that „overhead reflects a percentage of the average direct salary mass (which includes all salaries plus benefits) in a certain period”. Specifically, ICPS uses the following definitions/formulas for defining/calculating overhead rates:

1. Definition

Overhead rate is an average total indirect cost for the organization, for specified periods, calculated as a percentage of the average direct salary mass for the same period. 

2. Formula
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These amounts are used to cover a series of indirect costs, as following:

· salaries of administrative staff

· salaries of clerical staff

· general office supplies

· basic communication (telephone) services

It is important to mention that for ICPS the employee can choose/negotiate with the executive leadership the payment method, which can be of:

· project based payment – the salary of an employee may vary according to the number of projects he/she attracts

· professional fee – a fixed payment which is agreed when signing the contract
3. Procedures for elaborating budgets/including overhead

Regarding the procedure of elaborating project budgets including overhead costs, the project coordinator is responsible for drafting the activity based budget, which is sent to the Financial Department, in charge of preparing the final budget and calculating the corresponding rates of overhead per project. The same procedure is used for the commercial contracts, where overhead is commonly included as “over services”.

ICPS stated that there is an „internal legislation” within the organization which stipulates that any project/contract should be profitable in certain limits for the institution, therefore the organization pays a careful attention to the decision of submitting applications to specific donors and/or participating in tenders for contracts.

4. Limitation

As far as the limitations incurred by several donors on overhead expenses are concerned, ICPS made a clear distinction between commercial contracts, for which the organization uses the above mentioned formula for calculating overhead and projects from different donors, in which case the Financial Department should keep up to:

· specific donor requirements

· Ukrainian legislation which states that a project budget cannot include indirect costs exceeding 20% of the total budget
.

Due to the specific status of the non-profit entity (see footnote 6), for all projects with a budget exceeding 100.000 USD, ICPS has regular financial audits performed by the responsible authorities.

For the other structures included under the ICPS “umbrella” (organized as limited liability companies), they use a simplified tax system which allows companies with total gains under 1 million USD to pay taxes up to 10%.

When asked about the donors which impose the most strict limitations on thresholds/procedures in justifying overhead expenses, the representatives of ICPS first mentioned the World Bank, which requests a detail reporting both on indirect costs, including all receipts.

Conclusions

Main conclusions drawn up by the research team at this stage are related to the need for an extensive debate over the mechanisms of ensuring the financial sustainability of NGOs in a changing environment – of which overhead is one of them -, with direct impact on the mid and long term professionalization of organizations involved in policy research. Moreover, there is a clear need for quantifying the “added value” of each project performed by an organization and the need to acknowledge that, although we cannot speak about “profitability” in pure commercial terms, still this value should be included as to cover the overall costs incurred by the organization’s functioning. 
Salaries x 2,081 = rate of overhead
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� Unfortunately, not even think tanks whose leaders are in the PASOS Board replied to IPP’s questionnaire.


� Institute for Public Affairs (IPA) in Poland and International Centre for Policy Studies (ICPS), Ukraine


� In case of ICPS, funds from Contracted Services involving Domestic Private Funds reached more than 26% out of the total annual budget. 


� According to ICPS’s response to the questionnaires/interviews with the IPP representatives, the organization currently works with 60 employees and 25 full time experts. 


� For example, the Budget Committee may decide for ICPS not to proceed in applying for a specific project if the indirect costs incurred are too low (drastically limited by donor’s thresholds). 


� It is worth mentioning that ICPS has a complex organizational structure, with different legal entities, and the non-profit organization is “an international public organization” which falls under precise regulation in the Ukrainian law and is excepted from paying a wide range of taxes. 
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