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Brazilians not taking advantage of tax incentives

Eduardo Szazi, Daniela Pais and Rebecca Raposo
Existing tax incentives for donations to social and cultural projects are underused in Brazil. This is one of the main findings of research recently released by the Group of Institutes, Foundations and Enterprises (GIFE) and funded by the Ford Foundation. The research was primarily concerned with non-profit legislation in Brazil, but involved comparing this with the corresponding regimes in the United States, Europe and some other Latin American countries (Argentina and Mexico) in order to see if lessons from them could be used as the basis for an improved legal framework for non-profits in Brazil. 
Unfulfilled potential
The study found that both corporate and individual givers in the country were failing to take full advantage of tax incentives on donations. According to the Brazilian legislation, only companies that adopt the ‘real profit tax system’ and have profits in the year can make use of the tax benefits. The Brazilian Revenue Service released a report in mid-2002 showing that in 1999, fewer than 200,000 of the country’s estimated 2.9 million companies had adopted the real profit tax system. Of those, about 80,000 companies had profits in 1999 and were therefore potential donors in that year. Out of these 80,000 companies, only 6 per cent declared the use of tax incentives. The donations thus made amounted to R$548 million instead of an estimated R$4 billion that could been given by these same potential givers to social and cultural projects. NGOs were the major beneficiaries (47 per cent of the donations), followed by cultural projects (31 per cent), children and youth funds (12 per cent), audiovisual projects (6 per cent) and grants to educational and research institutions (4 per cent).

Individual donations present a similar picture. Though one kind of donation has skyrocketed in the period 1999-2004 – the donations made by individuals to children and youth funds have risen by 4.4 per cent – this is still only 50 per cent of the potential R$107 million (nearly US$35 million) that could have been donated by individuals with the benefit of tax incentives to these funds.

What is needed?
So the existence of tax incentives is not enough to assure a consistent flow of private resources to support social projects. Brazilian legislation provides both general and thematic tax incentives for individuals and companies. In some cases, such as culture and children and youth, it allows for an integral deduction of the donation directly from the tax due by the donor, which in economic terms represents a private allocation of public resources. It also provides a simple procedure: a deposit in a bank account and a receipt. But it still doesn’t work well. What is missing?

First, knowledge. Many donors don’t know of the tax incentives, and if NGOs don’t know how the tax incentives work, they won’t offer them. And if an NGO is not capable of offering a good, well-designed and effective project to the potential donor, the donor will not finance it. The massive campaigns to foster volunteering in Brazil, especially during the 2001 UN Volunteers Year, and corporate campaigns to foster social involvement of their employees in volunteer service, showed that the donation of time does lead to the donation of money. Thus, permanent public campaigns and capacity-building are important. 

Second, the government needs to recognize that the non-profit sector is not in competition with public programmes, nor does its existence suggest to the public that the government is inefficient, slow, or even deaf to the demands of the society. There needs to be a change in the country’s political culture – this is perhaps already under way. Since the enactment of Brazil’s present Constitution in 1988, several public policies (environment, health, children and youth, elderly people, social security, tourism, etc) have been shaped by councils composed of both government officials and civil society representatives, drawn from NGOs, users of public services, workers and so on. It is to this model that government should look to change the ‘mighty leader’ culture inherited from five centuries of colonial, imperial and dictatorial history. In this way, government itself can increase the general awareness of the work and virtues of civil society organizations and set an example of trust in, and regard for, them.

These things will help provide a sustainable flow of resources to social projects which, combined with comprehensive public policies and civil society awareness, will help to bring about social improvement. In many respects, as the research has shown, the legal instruments already exist. Changing the law is often helpful, but more important for Brazilians is knowing that the law exists and using it.
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