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MINUTES OF THE FINANCE COMMITTEE
AJAR -29.,

Meeting February 28, 1988

In accordance with the notice mailed to each member on
February 10, 1988, a meeting of the Finance Committee was held on
February 28, 1988 at National Headquarters, Washington, D.C. The
meeting convened 'at 8:06 a.m., EST.

The following members were present:

Mr. Burton H. Alden
Mr. H. Loy Anderson, Jr.
Mr. William F. Andrews
.Mr. Gene Dyson.
:Mi6. Robert G.. Harbison

1"stVice.Chairman
Mr. Richard M. Jones
Mr. Todd H. ,.Langle y,

C airman

Mr. Warren K.K. Luke
Ms. Dianne McKaig.
Mr. George F. Moody',
Ms. Kerrie.Quinn

2nd Vice Chairman
Dr. James M. Rosser.,
Mr. Delb'ert C. 'Staley
Mrs. Joan B., Warren''

.Mr. Richard F.' Schubert, President, Mr.. Neal J. 'Boyle, 'Vice
President and Chief Financial Officer, other members of the
Board of Governors,.'and several memibers of the managementstaff,
also attended the meeting.

Approval of the Minutes

The minutes of the Comm'ittee meeting held on October 25,
1987, a copy of which had been mailed to each member on Dec'ihber
21, 1987, wereapprovedI,

Changes to Endowment Fund Spending Policy .

: The Chairman.briefed.the.Committee on..some significant
chan:g'e's 'being'' proposed regardng itncome, distributions' from the
Endowment Fund. 'The current. regulatiofns of the Enddowment Fund
stipulate that all income generated be distributed not less
frequently than once per year. The Board of Governors and the
Board of Trustees of the Endowment Fund have interpreted that
the'es'jnc'o~me ,dishtributions' sh'oulddcononst nly of interest and
dividensdsan should exclude realized gains from sale of
securitie e ";. -

The ' present policy-of distributing only dividends and
inter~est has se'veral negative aspects:

1. The level of income generated fluctuates with the asset
mix of the fund as well as with changes in interest
rates and dividends.
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2. The distribution of all income leaves little
opportunity for the long-term growth of the Fund.

J1. ahe present strategy does not allow for quick
readjustments in income distributions which may be
required to meet the emergency needs of the Red Cross.
Income adjustments achieved through changes in asset
allocation may not only be untimely from a strategic
asset allocation viewpoint, but also take time toaffect the income distributions from the portfolio.

Mr. Langley proposed that the Red Cross adopt the totalreturn concept for distributions from the Endowment Fund. Tomeet the short-term emergency needs of the organization, it wasrecommended that the initial spending rate be established atapproximately 9% of the Fund's market value for a period of twoyears. The new spending rate would be implemented beginning
with.the March 1988 payout and would result in distributions tothe national sector at an annual rate of $15.3.million over theensuing two years ending with the February 1990 distribution.
The distribution on the $5 million of chapter endowments wouldalso be made at a 9% rate during this period. This would resultin disbursements of realized-gains of about $10 million from theFund during the next two years'because the spending rate willexceed the dividend and interest income generated by the Fund.

Beginning in March 1990, it was proposed that the spending
policy be adjusted to 'a level which would allow for the retentionand reinvestment of.some portion.of the income generated by the
Fund.

After a brief discussion.and upon motion dul'y'rmade, theCommittee voted to recommend adoption by the Board of Governors
of..the.,following.resolution:

-!The, bylaws of the "* dowmbentt Fund'be 'changed "to adopt the
total' return concept as follows.:I

Delete:

Not less frequently than once each year, the interest,
income, and other earnings on securities and property
held by the Trustees, less proper and reasonable
expense of administration, shall be paid to the'
American National Red Cross and, after the receipt of
such payment, the Trustees shall have no' further
responsibility for the distribution of such monies.
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Add:

At least once each year, upon recommendation of the
.. i~v~ r',-~nmtitt~ of the Board of Governors,, the

;~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~= . Ii

:Investment Oveisight Committee.' shall deter-min-e, subj ect
-.o~,the approval'of -the Board of Trustees of te
Endowment Fund an appropri~te amounlt f6 66e Aistributed

, ~ ~ ~ ~~ ~ ~~ ~ ~ ~ ~~ ~ ~~~~ ~ I.. .. .. .. . ..

to the American National Red rosadto participating
hapteasi or.the ensuinga fiscal year, or portions
thereof. .Such distriLbutions hall-be 6 limitdt h

, , ...Fnnanc-¢,~~~~ iomie ofteor l ofs. Govenor ,theth

interest, income and realized gais on serminiesuand
property held by the Trustees, lesTs tprofper h .and
reasonable expense of..administration. After receipt of
such payments, the.Tru'stees.shall have no further
responsibility4for distribution of such .monies."

Captive Insurance Facility v

The Chairman called on .Mr. ,Grqegory;.L.:,Daniels, Director, Risk
Management, to briefly;, expl ain-the issues:-reted to establishing
a captive insurance company. Mr. Daniels-discussed some of the
struggles encountered,.during.-the recent.haid .-insurance market and
the long-term advantages of a captive insurance company. A few.
of themore-,si gnficant 'benefits were highlighted:-

.o. ....Increased Stabi~lity.- ,-The.-,]aptive arrangement will
enable Red Cross to decrease, .even-*^further, its
dependence on the transitional insurance market. Red
C-ross will!,enj.oy- ..and an-d-agreater
, .--: .'-:.-.,abili t-,aIntAy onsWis nto

.--.;;s. in thee >--IP es.

o Tighter Financial Control - By-produc'tsof the captive
.:. -8z..:,cinclude;.the:testablishmenf s E et en1tf-

- Bdi i~nudanixetior insurance operations,
increased management ~'oersight~, andv -

-r n-sune'~ ev.i g~~'4 . * s,-3 -', 2sXsw.O ,i=*~ ;.
o Flexibility in Coverage Design.. The captive, i1,

accommodate a consolidation of all insurance funding
.imechanisms intone-place. -This-notzo-nly. increases the
chances z.to. obtainrexcess ,,or ,aggregate Itop .*

; -ffi .>;S^:>xt.h-coverage, ; but -also ..giv'e- s,.:Red. CCross ,the ab 1ity to .
- providecevidence of coverage-(e.g.,,.formal policies,

''7., certifica~te~s,-,ec)to.interested thir dparties.

-r-:.. : ixOiS Savinqs,.-f-Altpough .w~e'anticipa~te,-some.- adidtiofial
:-; .::.:. expenseql-d~u~e-s,to-qapti~v~e~oeaig;ots~~ j-.

government fees, management company,.fees, etc,), they
are more than offset by savings produced * froimi the I
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consolidation of property and directors and officers
liability protection with the other casualty lines of
coverage.

-Mr. Harbi66n suggested that'manaCement ommunicate clearlyto all field units'he nature of.the Company to ensure there are
no misund rtandings regarding its doilicle Beriuda) and the
purpose 6 te

After additional discussion.,and * oo~mogioi duly made, theCommittee: voted 'to recommend adotion by the th0ird of Governorsof the following resolution:

"1. That, effective July 1, 1988, a captive insurance
company be formed and that it be utilized to insure the
primary area or 'working layer' for each of the
following lines of coverage:

o Workers' Compensation Nil
o Automobile Liability
o Comprehensive General Liability
o Property
o Directors and Officers Liability

2. That the AIDS liability fund be transferred into the
captive as premium which would continue to be
specifically designated for paying AIDS-related claims
and defense costs.'

3. That ''a steekring:'committee composed of five staff
members, ':a member of the Finance Committee of the Board
of Governors, and an outside volunteer insurance expert
be appointed for the purpose of implementing the captive."

Fund Requirements for Services Provided by National Sector
Fiscal ~Year 1989 --~1.9O90

Mr. Boyle presented the fiscal year.-1989-l990 netrequirements for services provided by the national sector,
exclusive'of blood services.

: Mr. Boyle stated that as a result of productivityimprovements, cost containment and cost recovery, the net fund
requirexant increase over the prio6_r ha been c
level of .15 of one percentage pointless than the projected
inflation rate of 5%. One-half of the costa associated with
maintenance of the CMIS National System will be cost recovered
and were included in the net fund'requiremendt.: In addition, the
effects of the recent realignment of national, sector functions
were also considered.
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After-discussion and uponmotion duly made, the Committee
voted to recommend adoption by the Board of Governors of the
following resolution:

"That the net fund requirements for servicesprovided by the
national sector for the fiscal year 1989-1990' be established
in the amount of $96,980,600.".

Proposed Ceiling for Fair Share Increase

The Committee.reviewed a management recommendation that.a
ceiling for fair share increases.-to chapters be established at
10%. The purpose of, this ceiling is to;mitigate the-erratic
increases which sometimes occur'in the-computation of..the Fair
Share -as a result of-the significant changes-i4n the factors used.

Upon motion.duly made, .the-Committee. voted:to recommend
adoption by the Board of Governors of the following resolution:

"..Th~at ten percent be established as the ceiling for any
.chapter-Fair Share increaseA . .- ,

:Use-of Minority-owned Financial.Institutions

Mr. Langley indicated that an additional action item had
been proposed after.the, agenda.had-,been mailed. It was noted
that the Red Cross'&urrently hasd'hbo-6policy ''regarding use of
*minority-owned:.financial institutions. Considering-that the Red
Cross,,is.a, nation-wide organization that-is presentt in nearly-
every American-community, itappearsappropri'ate to establish
such:az.policy. - -

After!.discussion and upo.n,.motion ulymade,-theCommittee'
voted to recommend adoption by the Board of Governors-of the.
following resolution:

"That.t~he Americran Red.,Cross identify .those- minority,-owned,
-.. ::-,;.U.S.,-ownyed, .-federal-ly-insurqed, financial,,institutions ...

.included -o.n the Department', -of Treasury/Commerce Minority
-.-Bank .List.and-use-those institutions when -local disaster

,-..E . _::,'qban accounts tart CSt ished. Funds maintained - t
-:Anstitutions shall.n.ot:'exc.eed the, imaximum liits of the
.federal insurance provided.:.

Final Report on the 1987 Fund Campaign

The Committee reviewed the final report on the 1987 fund
campaign showing that $240.4 million was raised, an increase of
$7.5 million or 3.2%. The national sector share of the total
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amount raised was $81.7 million or 34.0%. Considerable
discussion occurred regarding the fact that our federated
sources only increased 2.53%, not even keeping up with inflation.
Mrs. Warren emphasized that community priorities must be
addressed as we compete for United Way dollars and that Red Cross
chapters should actively pursue available local venture capital
funds for special projects.

Status of Current Year Disaster Relief Operations

The Chairman summarized a report of the status of disaster
operations as of February 15, 1988 which indicated the
expenditures and/or commitments for disaster activity. At
_present, 91.6% of the $17.7 million total relief funds available
have been committed, resulting in a balance available for current
operations of $1.5 million while 63.0% of the fiscal year has
elapsed. He also noted that with the exception of three major
disasters that have occurred this year, most large disasters show
poor contribution support from the local community.

Mr. Langley also reviewed with the Committee a series of
"what if" scenarios relative to our disaster financial status at
the end of the current fiscal year. It was reported that if the
final months of the year were similar to the average of the past
five years our ending position, using the.Disaster Revolving Fund
of $4.5 million, would be $.5 million.

Midyear Budget Review - All Current Operations

Mr. Boyle reviewed the significant adjustments made as part
of the midyear operating budget review of national sector
activities. Mr.- Boyle summarized the major changes in
anticipated operating surplus or deficit in each of the four
operating budgets: Current fund unrestricted, blood services
operations, plasma services operations, and transplantation
operations.

He advised that the current fund unrestricted is projected
to result in a modest $64.1 thousand surplus. Blood services
operations is projected to change from a $199.2 thousand surplus
to a $2.1 thousand surplus. 'Plasma services operations is
projected to change from a $6.4 million deficit'to a $3.9 million
deficit. The change results primarily from new product sales and
LMprovad Market condiYio Transplantation operations is
projected to incur a $1.1 million deficit, down from a $1.7
deficit originally projected.
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