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Heeting 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,
meetlng convened at 8:06 a.m., EST.

" The follow1ng members were present:

Washlngton, D.C. The

Mr. Burton ‘H. Alden ' . Mr. Warren K K. Luke
. Mr. H. Loy Anderson, Jr. Ms. Dianne McKaig
"Mr. William F. Andrews ‘Mr. George F.,Moody ,
.%_Mr.,Gene Dyson .- - Ms. Kerrie Quinn )
_;,Mr ‘Robért G. Harbison o . 2nd Vice Chalrman
L 1st vice Chalrman - 7 Dr. James M. Rosser,.
L%Mr. Rlchard M. JoneS" o . 'Mr. Delbért C. ﬁStaley
' Joan B. Wa ren ‘

‘”7mr. Todd: H.,Langley ‘ 0T Mrs.

Neal J. Boyle, Vlce

:#wPre51dent and Chlef Flnanc1al officer, other membérs ‘Of .the L
Board of Governors, and several members of the management s.aff

‘also attended the meeting.

:;;f{a Approval of the Mlnutes o

"% Phe minutes 6f the Committee meetlng Held on Octobér 25;

1987, a copy of which had been mailed to each member on- December

1987 were approved.‘, .

Changes to Endowment Fund Spendlng Pollcyg

o. ..The Chalrman ,briefed the .Committee .on.some s1gn1f1cant
changes belng proposed regardlng 1ncome dlstrlbutlons ~from the
Endowment Fund.  The currént regulatlons of the Endowment 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 1nterpreted that
".f”’the"~ .income dlstrlbutions’should cons1st only ‘of interest and

1nterest has several negatlve aspects';

Theupresent pollcy of dlstrlbuting only d1v1dends and

.s,:.".u

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 dist;ibution of all income leaves little
opportunity for the long-term growth of the Fund.

3. The 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 to
affect the income distributions from the portfolio.

Mr. Langley proposed that the Red Cross adopt the total
return concept for distributions from the Endowment Fund. To
meet the short-term emergency needs of the organization, it was
recommended that the initial spending rate be established at
approximately 9% of the Fund's market value for a period. of two
Years. The new spending rate would be implemented beginning
with the March 1988 payout and would result in ‘distributions to
the national sector at an annual rate of $15.3 million over the
ensuing two years ending with the February 1990 distribution.
The distribution on the $5 million of chapter endowments would
also be made at a 9% rate during this period. This would result
'in disbursements of realized gains of about $10 million from the
Fund during the next two years because the spending rate will
exceed 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 retention
and reinvestmentAof.sqme portion of the income generated by the

nd. T ST EGERL T T TR R N

After a brief discussion and upon motion ‘duly ‘made, the =
Committee voted to recommend adoption by the Board of Governors
of .the following resolution: | S

"The bylaws of the “Endowmért fqﬁd'ﬁé”bhdﬁééd}ib.adqpt the
total return concept as follows:. . ..., i, .. .

LewleltiR I

Delete:

Not less frequently than once ‘each yegri_the.interest,
income, and other earnings on securities and property
held by thé Trustees, less proper ‘and rgasonablg
expense of administration, shall be paid to the
American National Red Cross and, after the receipt of
such payment, the Trustees shall have ho further
responsibility for the distribution of such monies.
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At least once each year, upon recommendation of the
.- Finance Committee.of the Board of Governors,.the
:“Investment ver51ght cOmmlttee shall determlne, subject .
.o the approval of - ‘the Board of Trustees of the e
'Endowment Fund, an approprlate amount to be dlstrlbuted
to the American National Red Cross ‘and to’ partlclpatlng
chapters for.the ensuing fiscal year or. portlons
- .thereof. . Sudh d1str1butlons shall be 11m1ted to the
interest, income and reallzed galns on securltles and
property held by the Trustees, less’ proper ‘and’ '
_reasonable expense of. administration. After recelpt of
 such payments, the. Trustees shall have no further
;-responSLblllty.for:dlstrlbutlon of ‘s ch monles "

Captlve Insurance Fa0111ty

A T L L

The Chairman called on Mr. Gregory . anlels, Director, Risk
Management, to brlefly,explaln .the .issues:.related to establishing
a captive insurance company. Mr. Daniels Jscussed some of the
struggles encountered:during-the recent hard.insurance market and

. the long-term advantages of a captlve insurance company. A few.
-of the more 51gn1f1cant beneflts .were hlghllghted'f LA

e famds T g
enable Red Cross to decrease, evenafurther, its
dependence on the tran51tlona1 insurance market. Red
.o, Cross-will:.en Vo)l 3 ¥

o ablllty to

fmanagement ove ‘ight““and §rﬁ$;-

Fleklblllty in Coverage Design .-
accommodate a consolidation of all 1nsurance fu‘dlng
; echanlsms in - one place. ~Th1s not :only .. 1ncreases the

government fees, management company fees, etc,' Jey
are more than offset by savings produced from the
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consolidation of property and directors and officers

liability protection with the other casualty lines of
coverage.

. Mr. Harbison suggested that maRafement dommunicate clesrl
to all field units the nature of. the Gompany [to Ghsues there are
o misunderstandings regarding its domicile (Bermuda): and the
purpose of the “company. B |

" ‘After additional discussion:and ﬁPOﬁ;mOtiéﬁ%dﬁiy'made;.;he

Committee voted to' récommend -adopticn by the Hoard of Governor:
of the following resolution: =~ ’ ¥ R ToEs

", 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:

Workers' Compensation -
Automobile Liability
Comprehensive General Liability
Property : .

Directors and Officers Liability

00000

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. - e

3. That a steering 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.®

Fuﬁq-Réqﬁirementé‘for Services Provided bf'Natiénal Sector

_Piscal Year 1989 '=:1990 7% :_

Mr. Boyle presented the fiscal year.1989-1990 .net
requirements for services providgd.by the pqtiqnal sector,

exclusive of blood services. - R

'© -~ "Mr. Boyle stated that as a result of productivity
improvements, cost containment and cost recovery, the net fund
requirement increase over the priocr ycar has been contained at a
level of .15 of one percentage point less than the.projected
inflation rate of 5%:  One-half of the costsé associated with
maintenance of the CMIS National System will be cost recovered
and were included in the net fund requirément. In addition, the
effects of the recent realignment of national sector functions

were also considered. '

SFC-ARC-D000491a




- After .discussion and upon. motlon duly made, the Commlttee
voted to recommend adoption by the Board of Governors of the

. following resolution:

"That the net fund requlrements for serv1ces prov1ded by the -
national sector for the fiscal year 1989-1990 be established

in the amount of $96 980 600."

Proposed Celllng for-Falr Share Increase

The- Commlttee rev1ewed a management recommendatlon that a
celllng for fair ‘share increases-to chapters .be established at .

. 10%, - The purpose of thlS celllng is to. mltlgate the - erratlc
increases which sometlmes occur in the computatlon of .the Fair
Share as a result of the s1gn1flcant changes .in the factors used.

Upon motlon duly made, the Commlttee voted to recommend -
adoptlon by the Board.of Governors of the follow1ng resolution:

' "That ten percent be establlshed as the celllng for any
chapter Fair Share 1ncrease.~,h_ B

Use of Mlnorlty-Owned Flnanc1al Instltutlons

Mr. Langley 1ndlcated that an addltlonal actlon 1tem had
been proposed after.the agenda.had been mailed.. It was noted
that the Réd ‘Cross’ currently ‘has fic" policy" regardlng use of

<'gm1nor1ty-owned financial institutions.- Con51der1ng that the Red
Cross.is:a’ natlon-w1de organlzatlon that" is .present:in nearly

every Amerlcan communlty, 1t appears approprlate to establlsh

such M- pollcy v P, o oy s L P -

follow1ng resolutlon'

"ﬁThat the Amerlcan Red Cross 1dent1fy those mlnorlty-owned

i UsSJ-owned, federally-lnsured financial, 1nst1tutlons
-included :on the :Department :of Treasury/c mmerce Mlnorlty

;e;f.ig:zBank List rand ‘use -those «institutions- .when -local dlsaster

fypank accounts .are cataullSueu. Ia "’L 1ds . """'"‘""”“"’q in +h°°°

”axlnstltutlons shall not exceed the max1mum 11m1ts of the‘

. .federal "insurance- prov1ded.1;$

Final Report on theAlééf“Fﬁnd canbéi&ﬁ"

The Committee re@iewed 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 I
anticipated operating surplus or deficit in each of the four
operating budgets: Current fund unrestricted, blood services
operations, plasma services operations, and transplantation
operations. SRR I

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 opgrations is
projected to charge from a $6.4 million deficit to a $3.9 million
deficit. The change results primarily from new product sales and
improved market conditions. Transplantation operations is
projected to incur a $1.1 million deficit, down from a $1.7
deficit originally projected. .
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