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The Humanitarian Forum and its members agree that it is important to improve the transparency and accountability of the non-profit organizations (NPO) sector. This is one of our core approaches internationally and in our partner countries. 
The European Commission’s draft guidelines are good in emphasising (in its introduction) the importance of voluntary actions and good practices. They also demonstrate that the EC, NPO sector and Governments have shared interests in preventing terrorist misuse. Nevertheless, we are concerned with the guidelines for several reasons:

· The EC has not focused on its areas of strength, nor on ways to support the NPO sector. Also, the guidelines are ambiguous in places – so they will be hard for NPOs to implement.

· The guidelines start from quite a negative point of view, with little visible understanding of the great work done by NGOs from Islamic countries or the West alike, nor of the challenges they face. The guidelines isolate the NPO sector and may have the unintended consequence of redirecting donations through far less accountable means.
· The EC needs to be aware of the way rules to counter the financing of terrorism (CFT) may be (mis)used by Governments outside the EU.
· More should be done to encourage charitable giving through NPOs.
We would welcome:

· A further meeting with the EC to discuss these issues further and to introduce them to influential international NPOs that are championing accountability and transparency.

· Consultations on a more focused approach to NPOs that supports their financial management standards, and which are more reflective of the operational needs of NPOs and of varying national/international contexts.

About The Humanitarian Forum:

One of the reasons why The Humanitarian Forum was created was to improve the accountability and transparency of NPOs, which involves building trust and quality, both of the NPOs and of the Governments. Some rules on NPOs exaggerate international standards, or only implement part of them. They limit the size and impact of the NPO sector in many countries, and encourage donors in the Gulf and elsewhere to give in unaccountable ways.

The Humanitarian Forum wants to enable NPOs – including Islamic international NPOs – to raise and transmit funds in transparent and accountable ways. Islamic charitable giving (zakat) is an important part of development and humanitarian aid, and Islamic international NPOs are important actors. We work with the international community, national Governments and the NPO sectors, to encourage the kind of legal frameworks, operating standards and accountability mechanisms that we have in parts of the EU (like the UK) as a means of protecting NPOs, donors and the community.
The Humanitarian Forum is an international network of relief and development organisations from 14 countries, including several EU NPOs: the British Red Cross, Islamic Relief, Mercy Corps and Oxfam. We work to improve the quality of humanitarian and development work by NPOs and to build trust between communities, both internationally and in several partner countries. Please see our website, www.humanitarianforum.org, for more information about our work. 
Concerns within the EU:

The threat of the sector is overstated and the case for additional measures is unproved: Phrases like “vulnerability” and “phenomenon of ... abuse” in the guidelines suggest a great deal of misuse. However, the data does not support this assumption. The evidence in the FATF Typologies etc is qualitative rather than quantitative, and there are disagreements about individual cases between security agencies and courts – and even between security agencies. Even the evidence presented by the UK Charity Commission is that, in 2009, only 0.001% of UK charities may have been misused. Many of the supposed connections between terrorism and NPOs arise in countries where the Government is unwilling or unable to satisfy basic needs, and where there are other factors (eg corruption) that have a bigger impact on accountability. The guidelines are also unclear as to why – and in what specific way – existing charity law and regulation in EU member countries is inadequate for the CFT task. The UK Charity Commission is a good example of balanced regulation.
Overstating the CFT threat drives money underground: Fear about NPO vulnerability affects giving to all – but this could be a self-fulfilling prophesy. Many donors will be left anxious about where to give, and others will be concerned about state intrusion into the private act of giving. Some of the money which may have otherwise been given to NPOs could instead be sent through more unaccountable, non-transparent and dangerous ways. A related point is that only a small part of zakat is given through NPOs: one study suggests that the figure is 50% in the UK, but the proportion is probably much lower in EC countries that do not have such a highly developed Islamic NPO sector.
Overstating the CFT threat undermines development (and possibly counter-terrorism): Many international NPOs work where the need is greatest. What is the opportunity cost of driving money underground and of increased administrative costs to NPOs ? Less money is given, which reduces vital humanitarian and development work. However, relief, peace-building, and social and economic progress are all vital in the fight against terrorism (cf the UN’s report In Larger Freedom). In addition, perception is vital. There is a risk that both those in extreme need and those who are committed to progress in their societies – two kinds of people who may be at risk of radicalization – will see the West as harming them if humanitarian and development aid is perceived to have been blocked and/or to have become politicized through increasing state involvement and ‘approval’.
Impact of CFT rules upon NPO operational effectiveness: In addition to the above, CFT rules have a direct impact on other interests that the EU has, eg fulfilling MDGs, democratic governance, strengthening civil society etc. Increasingly stringent and unreasonable CFT rules in the EU and in developing countries will make it harder for EU NPOs to operate effectively and, indeed, competitively (this was the conclusion of a workshop that BOND, the Muslim Charities Forum and The Humanitarian Forum convened on 6 July in London).

Add value to the sector: The guidelines at present tend to put all the responsibility for CFT upon the NPO – as opposed to adopting an explicitly shared approach to the problem. For example, there are many “best practice” initiatives within the NPO sector about fundraising, financial management, good governance etc (cf the report presented to the EC by ECNL in 2009). It is not clear what the guidelines presently add to this. The EC has niche skills in identifying misuse in a clear, focused area, eg accounting standards. Instead, the guidelines try to cover too much and their effect becomes diluted: they are a confusing mix of the very general (eg fundraising good practice in para 2.1(1) and 2.3(7)ff) and the very specific (eg CFT risks, para 2.1(5)). Instead of this, examples of a shared approach and mutual support could include:

· Understand the challenges faced by the NPO sector inside and outside the EU;
· Joint assessments of anticipated (and changing) risk in NPO sectors’ operational environment;
· Free, open access website for best practice on good governance etc; 

· Free software to check designation lists; 

· Other tools, eg financial management standards; 

· Training; 

· Funding.

Clarification of several provisions, which are broad and vague: It is unclear what is meant by:

· “adopt practices in addition to those required by law” (para 2.1(3)) – what practices ?

· “publicly available information” (para 2.1(6)) – what sources, timescale, countries ? 

· “proper book-keeping practice” (para 2.3(1)) – what standards ?

· “full and accurate audit trails” (para 2.3(5)) – how far, what evidence ?

· “know your beneficiaries and associate NPOs rule” (para 2.5(1)) – what standards, sources, timescale, countries ? intermediate or final beneficiaries ?

· “best endeavours” and “good faith” – what standards ? 

Ambiguity in these areas means that the onus is on the NPO to guess or estimate what is meant and how a particular guideline is to be applied in practice. The result could be confusion, over-caution and unnecessary expense – or confused disinterest. 

Concerns outside the EU:

This is an experiment with charitable giving on a global scale. Have the benefits been weighed against the broader costs ?
Impact and use of EU rules by other Governments: It is clear that many countries look to the EU and USA to help guide their CFT rules. Within the EU, liberal democratic Governments and strong civil society ensure that NPOs are given respect, and this is an important context within which CFT (and other) rules exist. The same does not always apply in other regions of the world, where NPOs may be under suspicion for providing competition with, or advocacy against, oppressive and/or corrupt Governments. Some Governments have already used CFT rules against a politically inconvenient NPO sector.
Impact of CFT rules on development: See above Impact of CFT rules upon NPO operational effectiveness. As well as the points made above, the EC and others should support the conditions that encourage donors to give their zakat through NPOs. At the moment, a small part of zakat is given in this way: eg. one study suggests that 1% of zakat in Kuwait is given to NPOs.

Drafting points: Also, the guidelines are written from a very Western perspective, using EU concepts and assuming an EU context. Fuller guidelines would anticipate varying national contexts, legal frameworks etc.

In conclusion:

This initiative should take great care that it does not undermine its intended effect. It is important to ensure that charitable funds remain accountable at all levels, provided that accountability supports CFT (broadly defined), development and humanitarian aid.
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