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It is a great honor to speak about current Japanese situation concerning nonprofit and public interest sector here in the Beijing Conference, as Executive Director of C’s.   C’s has been very active in creating legislations for non-profit sector since 1994 in Japan, and I hope my remarks are relevant to your deliberation at this conference.

Since an enactment of 1998 NPO law in Japan, system reforms on nonprofit sector are rapidly advancing.  Almost every year, new systems are introduced, and the modification or amendment is made.  
Major reforms on Japanese nonprofit and public interest sector are currently underway, and we are still in the process of system transformation.
Like many other countries in the world, this can be an indication that the nation and the non-profit sector are changing their roles. 
It is quite important first to understand the current situation of the sector before explaining the recent reforms.  Let me touch upon the current condition of laws and systems in Japan.  
Like any other system in the world, Japanese system on nonprofit and public interest sector is also quite intricate and unique. 

The characteristics of Japanese laws and systems regarding non-profit sector can be broken down into 6 aspects.

Firstly, Japan does not have a federal system like that of the United States or Germany.  Japan has one unitary government, with 47 prefectures.  Japanese laws therefore apply uniformly throughout the country.  However, many aspects of their implementation are entrusted to the prefectures. 

Most of our incorporation systems are applied uniformly throughout the country, however, the authority of permission and control of corporation is shared by prefectures and central government.  
When activities limited within the prefecture, it is the prefecture that is responsible for controlling. The activities to be implemented in more than 2 prefectures, it is the government to control. Generally both parties do not share the authority over an entity.

Secondly, it is the incorporation laws and the corporate tax laws that stipulate regulations concerning the nonprofit and public interest sector.

In the United States, charitable organizations are classified under the tax code, specifically the Internal Revenue Code section 501(C)(3).  In Japan, public interest organizations are commonly classified based on the various incorporation laws.

The third point is the Civil Law, the most fundamental law underpinning the system for incorporation of nonprofit and public interest organizations.  Article 34 of the Civil Law provides that “An association of foundation relating to rites, religion, charity, academic activities, arts and crafts, or otherwise relating to the public interest and not having for its object acquisition of profit may be made a legal person subject to the permission of the competent authorities”.  

There are two types of corporations established under this system, the “Shadan Hojin”, or Incorporated Association, and the “Zaidan Hojin”, or Incorporated Foundation.  In Japan, the term “public interest corporation” is generally used to refer these two types of corporations.  Our Civil Law was created based on the German Law prevailing at the time.
The fourth point is that, additional to those two types, there are many other types of public interest corporations stipulated by “Special Laws”.  

Prior to the Second World War, this Civil Law system was the main system governing public interest corporations.  However, after World War II, in addition to the Civil Law, a number of new systems were created one after another for the incorporation of public interest corporations.  There are now almost 200 such different types of systems for corporations working for public interest.  They are the corporations stipulated by Special Laws.  
Examples of corporations established under special laws include Medical Corporations, Private School Corporations, Social Welfare Corporations, Religious Corporations, Rehabilitation Protection Corporations, and Specified Nonprofit Corporations.  Each of these types of corporations is established based on separate, specialized laws.  

Currently in Japan, there are about 13,000 Incorporated Association and about the same number of Incorporated Foundations.  Social Welfare Corporations are about 8,000, Medical Corporations are about 37,000, and Religious Corporations are 183,000.  Besides, we have more than 18,000 Specified Nonprofit Corporations (that are emerging in Japanese society. )
The fifth point is that government supervision and control is very strict.  Hurdles to obtain permission or approval from governments for establishment are very high for Incorporated Associations, Incorporated Foundations, Social Welfare Corporations, Private School Corporations and some others.  They can not be established freely.

Even after the establishment of a corporation, the government is authorized to supervise and control the organization’s activities, internal reserve, quality and quantity of services. Therefore, the organizations are not fully independent as they are strictly supervised and controlled when the activities not preferable to the government. The organizations have not been transparent, and the issues of information disclose and accountability have been little considered.  
However, the establishment of the Law to Promote Specified Nonprofit Activities of 1998 was a break through for the situation.   It has changed these situations greatly.  It limits the government’s involvement and allows the independence of the organization and the process of establishments is quite simple.  The law includes information disclosure system that guarantees transparency and accountability of the organization to some extent.  At the moment, it has been under discussion how the transparency and accountability can be further advanced.  
The sixth point is the tax systems for those types of corporations.  Although they are all established similarly for the public good, different types of public interest corporations are treated quite differently under the corporate tax laws.  

Social Welfare Corporations and Private School Corporations with some exceptions are exempt from corporate taxes, although 33 types of profit-earning business activities are taxed, they receive preferential tax treatment with respect to donations.  A system does exist to provide preferential tax incentives for contributions to certain approved incorporated Associations, Incorporated Foundations and Specified Nonprofit Corporations, but the number of corporations benefiting from this system is extremely limited.  

The corporate tax laws include provisions regarding public interest organizations, but these do not apply to Medical Corporations.  Medical Corporations are taxed in the same manner as for-profit corporations.  
As I mentioned earlier, since 1998 when NPO law was enacted, major reforms regarding public interest systems are underway.  

In 2000, systems on Social Welfare Corporation were modified, and the requirements for establishment were widely relaxed.  

In 2001, the similar tax system to the United States’ IRS 501C(3) started for the Specified Nonprofit Corporations, or NPO corporations, that meet certain requirements.  The system is called “Approved Specified Nonprofit Corporation System” and it gives tax privileges to donors who made contribution to those Approved NPO Corporations.   
In the same year of 2001, Incorporated Associations and Incorporated Foundations were obliged to open their financial information on their websites.  

Additionally in 2002, new incorporation system, called Nonprofit Mutual Benefit Corporation (Chukan Hojin), was also enacted.  
Moreover, the movement for a new “nonprofit corporation system” including Nonprofit Mutual Benefit Corporation by the government has been carried out since around 2002. Therefore, in the government idea, the current Public Interest Corporation system is to be abolished in the future.
The government draft will be created by the end of this calendar year, and the new system will be expected to start in 2006.  Recently there are discussions between government and private sector on this issue.  This will be a vast reform of incorporation systems since the year of 1896 (in Meiji era.)  
All of these system reforms are oriented toward the same direction.  

In other words, the aims of the reforms are relaxation of government’s control and arbitrary supervision, simplification of incorporation process, strengthening information disclosure and accountability, and promotion of decent governance of the nonprofit organizations.  Through these reforms, they are seeking to strengthen control by civil society.  
The idea of reforms is acceptable; however, it is still unknown whether they will be able to bring good results to our society in the future.  
Just at this moment, Japan’s nonprofit and public interest sector is going through in the important phase and lively discussions are needed to pursue the reforms.  I would like you to have interest also in Japan’s system reforms and their future.  

Let me conclude my speech here, and I do hope that this Japan’s current situation will be a kind of stimulus for your discussion.  Thank you for your kind attention.   
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