August 12, 2002

Ms. Marsha Johnson Evans

Presi dent and Chi ef Executive Oficer
Ameri can Red Cross

430 Seventeenth Street, NW

Washi ngton, D.C., 20006

Dear Ms. Evans:

| wite to express concern about several issues raised in the
American National Red Cross’ (Red Cross) response dated June 14, 2002,
to ny letter dated May 7, 2002. As Ranking Menber of the Senate
Conmittee on Finance (Comittee), | initially wote to Harold Decker
Red Cross Interim Chief Executive Oficer, to better understand Red
Cross’ strategy and procedure to deliver disaster relief, particularly
9-11 nmonetary relief, judiciously and with due speed to qualified
reci pients. | also sought infornmation about your organization’s
transparency in terns of its financial reporting requirenents for its
nati onal headquarters (National), 1,007 chapters, and four Regi ona
O fices that oversee chapter conpliance.

The Red Cross’ witten response and its senior officials’
statenments made during a recent nmeeting with me conveyed an i nage of
financial accountability at all organization |evels. However,
informati on that | have received fromindependent sources reveals
significant problems for the Red Cross in that: (1)several inportant
chapters have a history of financial m smanagenent; (2) the Red Cross
knew of these problens before and after 9-11; and (3) the Red Cross
failed to inplenent reforns that woul d guarantee that the chapters
account for their finances. Unless and until the Red Cross guarantees
chapter accountability, it will continue to experience financial
irregularities that may lessen its credibility with the donating
public.

The docunents that | will reference in this letter highlight
probl enms at the chapter |level on a systemic basis. The tinme frane
referenced in these docunents begins April 3, 2001, to Septenber 27,
2001. They are:

Aletter witten by former Red Cross President and Chief Executive
O ficer, Dr. Bernadine Healy, to the Audit Committee Chairman dated
April 3, 2001, that discusses the need for institutional reformto
ensure greater chapter accountability in the wake of New Jersey chapter
officials enbezzling $1 nmillion

An August 2001 internal document prepared at Dr. Healy' s request,
entitled “Emerging Trends in the FY 2001 Operations of Chapters,” that
sunmari zes findings based on 80 chapter audits and reveal s serious
financi al problens.

A confidential menmorandum by Dr. Healy to the Red Cross’ Cenera
Counsel dated April 16, 2001, that chastises the Red Cross’ Executive
Conmittee for turning the other cheek to chapter nismanagenent and
m suse of funds.



A nmenorandum by the Red Cross’ outside auditor, KPMG to Dr. Healy
dat ed Septenmber 27, 2001, that reports the results of its “surprise”
audit of 27 Red Cross chapters to include findings that chapters
m shandl ed donati ons received in response to the 9-11 terrori st
attacks.

Al though | generally prefer to paraphrase docunments in witten
correspondence, those that | reference herein nerit reproduction

First, Dr. Healy's letter to the Audit Committee Chairnan
references the enbezzlenent of $1 nmillion by Hudson County, New Jersey,
chapter officials. She states that information about this crine
“denmonstrates that many of the controls presumed by you and seni or
managenent to be in place are not there.” |In discussing this chapter
whi ch National re-charted during the period of enbezzlenent, Dr. Healy
rai ses the need for institutional reform

“Conpensation information fromchapters is voluntarily reported to
headquarters. Headquarters does not have direct access to a conplete
record of this information. Therefore, we cannot assure the accuracy
of the form 990 (annual Return of Organization Exenpt From Incone Tax)
provided to the Internal Revenue Service. Furthernore, based on a
recent neeting of the conmpensation subcommittee, we are not adequately
addr essi ng our exposure under the Taxpayer Bill of Rights |egislation
as we do not al ways know t he conpensation |levels of our chapter

enpl oyees or how it conpares to the market.

W do not routinely nonitor government grant conpliance nor do we sign
of f on institutional assurances for chapter subnission for Federa
noney.

The external auditor engaged by the Corporation (KPM3 has not been
overseeing the process of auditing chapters, the Headquarters revi ew of
the chapter external audit reports, or the periodic chapter audits done
by our own internal audit team Moreover, the KPMG revi ews of our form
990 filings are inadequate. This appears to be a mmjor business and

| egal risk, and would inpact many of KPM3 s certifications. On this

i ssue, chapter boards engage external auditors at the |ocal |evel and
Headquarters does not have assurance that these audits are perforned
adequately. Most ‘reporting’ is voluntary.

O her issues that have been festering and are wi dely known include the
| ack of accountability of chapters for annual perfornance; a reluctance
of Headquarters to exercise hiring and firing authority over chapter
executives; and a tendency of Headquarters to relegate its authority to
an advisory role as it relates to chapters. W have linited
organi zati on-w de systens to ensure conpliance.”

(Enphasi s added.)

The August 2001 internal docunent prepared at Dr. Healy's request,
entitled “Emerging Trends in the FY 2001 Operations of Chapters,”
details findings based on 80 audits at Red Cross chapters nationwi de to
reveal serious financial msmnagenent. These trends range from
i nadequat el y overseei ng accountings to inaccurately informng the
public about financial and service delivery operations (each classified
in the docunent as a “Critical Issue”). For exanple:



“National disaster contributions are not remtted to nationa
headquarters or are not renmitted tinmely (classified as a ‘Critica
| ssue’).”

“Bank reconciliations are not conpleted, or not conpleted tinely,
revi ewed, or tested by someone with no cash-related responsibilities
and/ or signed and dated by the reviewer (classified as a ‘ Mjor
| ssue’).”

“Endowrent noneys are not appropriately maintained (e.g.
mai ntai ned locally) (classified as a ‘Critical Issue’).”

“Investnents (e.g., stocks, corporate bonds, and collateralized
nort gage obligations) are not in conpliance with corporate policy
(classified as a ‘Critical Issue').”

“Financial reports to the board are not prepared or revi ewed
regul arly and/or do not contain adequate information (e.g., conparison
to the budget, a bal ance sheet, or year-to-date figures) and/or are not
accurate (classified as a ‘Critical Issue’).”

Al t hough | request information and docunents fromthe Red Cross at
the end of this letter, here |I ask that you explain what steps the Red
Cross has taken or intends to take to renedy each of these problens.

I f none, explain why not.

Presently, Red Cross does not require all chapters to report
financial information to National. Red Cross states in response to ny
May 2002 letter, Question #27, “To ensure accountability, nore than 70
percent of the total assets and revenues of our chapters are revi enwed
by national headquarters.” 1(See al so Red Cross response to Question
#29.) Please explain why the Red Cross does not require all chapters
to report financial information to National. Also, identify the
approxi nate 30% of chapter revenue and assets that Nationa
does not review, and state their nonetary value. Further, state
whet her and how this Red Cross review policy guarantees that chapters
saf equard and account for all funds; mnimzes theft or fraud
particularly relating to those assets and revenues that are not
revi ewed; and guarantees that all governnment filings are
conpl ete and accurate.

Next, Dr. Healy’'s confidential nemorandumto Red Cross’ GCenera
Counsel regarding the April 2001 Executive Committee Meeting chastises
the Conmittee's apparent indifference to the $1 nmillion enbezzl enent.
Dr. Healy wites:

“I am concerned that the di scussions by the Executive Comittee did not
refl ect an appropriate sense of outrage regardi ng the offenses
conmtted by the Hudson County Chapter Executive against the comunity
he was to be serving or against the Anerican Red Cross. | believe
there was little if any sense of urgency regardi ng eval uati ng ot her
chapters where there may be probl ens, nor enthusiasm or support of
managenent for designing nore effective control mechani sms and
conpliance systenms. To the contrary, there were statenents that the
Board had dealt with this in the past by firing a few executives and
boards and the situati on was not unusual as isolated events and we



should not overreact... The statenent that touching the chapters was
like touching the ‘third rail,’” was a Board warni ng to managenment about
addressi ng systemw de issues, but |less clear was their support for
such actions.

It would seemto ne that we need to get solid Board support behind the
corrective action plan we have laid out or it will be ineffective and
unenforceabl e. Moreover, wi thout strong Board support, increased
managenent oversight by National will only becone a source of strife
and division within an organi zational culture that is already divided.”
(Enphasi s added.)

Further, | was surprised by findings relating to a “surprise” audit
of 27 Red Cross chapters that KPMG perforned on Septenber 18, 2001. In
a menorandumto Dr. Healy and other high-ranking Red Cross officials
including its Chief Financial Operator, Jack Canpbell, KPMG identified
probl enms at the chapters relating to how they processed and all ocated
donati ons received since 9-11. KPM5 s findings range from chapters
m shandl i ng “9-11" donati ons by keeping the noney instead of
transmitting the funds to the Liberty D saster Relief Fund (Liberty
Fund), to failing to follow national accounting procedures. For
exanpl e:

Al exandria, Virginia, “Chapter has not counted | ockbox donations
since 9/11, but assunes that nost will be coded as |ocal funds.”

Bergen Crossroads, NJ, “Due to this chapter’s location, alnopst al
funds were designated [World Trade Center]. For non-desi gnated funds,
coded as | ocal .”

Los Angeles, California, “Chapter has no accurate accounting for
funds received after 9/11, at |east $500,000 in total.”

Mont gomery County, MD, “Anpunt collected prior to 9/11 unknown due
to backlog in accounting reconciliations (recent transition in
accounting departnent).”

Pine Tree, ME, “Cash/checks unlocked at all tinmes.”

Savannah, GA, “Chapter could not provide infornmation regarding
cash/ checks col lected.”

Taken as a whol e, these docunents reveal a history of serious
financial m smanagenent by Red Cross chapters that | find troubling.
However, | am nore concerned that Red Cross senior nmanagenent appears
to take an attitude that bad news fromlocal chapters is all best swept
under the rug. The Red Cross’ indifference to these mgjor
accountability problens was verbalized by M. Canpbell during a CBS
Eveni ng News interview broadcast on July 30, 2002:

CBS News Correspondent Sharyl Attkisson: “Wren't you troubled by the
results of the audits?”

Canpbel I : “Actually, we were not troubled by the results of the audits
at all. There was no recognition of any kind of problem?”



Pl ease explain this response in detail, particularly M. Canpbell’s
apparent |ack of concern that hundreds of thousands of dollars were at
risk of not going to the 9-11 victins’ fund or, worse, of |oss or
theft. Also, explain why these infractions occurred despite Red Cross
prior know edge of accounting irregularities at the chapter level. D d
any infraction that KPMG identified occur at a chapter with a prior
financial problemknown by Red Cross? |If so, identify that chapter and
explain Red Cross’ failure to take remedi al nmeasures. Moreover,
identify any renedial nmeasure taken in response to KPMG s Septenber 27
findings. Further, please produce all docunents relating to these
findings as well as any renedi al neasure.

Importantly, KPMG s findings call into question several Red Cross
statenents that all of the funds received in response to the 9-11
attacks were deposited in the Liberty Fund,2 and that the Red Cross had
and woul d continue to use the Liberty Fund for the 9-11 victins. 3
These findings al so cast serious doubt that, “The Red Cross has
instituted unprecedented financial procedures and controls to ensure
t he highest |evel of accountability and accuracy in its accounting for
contributions to and di sbursenents fromthe Liberty D saster
Relief Fund.” (Red Cross response to Question #4.) Please explain
t hese apparent inconsistencies.

In summary, the information that | received i ndependent of the Red
Cross leads ne to conclude that the rosy picture the Red Cross sought
to present does not match the reality presented in these docunents. To
get to the bottom of whether Red Cross has secured all 9-11 donations
in the Liberty Fund for the exclusive use of the victins and holds its
chapters accountabl e, pl ease provide detail ed responses to the
foll owi ng questions:

| have received information that at |east one chapter has not yet
turned over all donations nmeant for the Liberty Fund. Identify that
chapter and any others that have not turned over these donations,
explain why not, and identify any penalty inposed agai nst that chapter

For the past three years, identify any chapter that failed to provide
any required financial information to any Red Cross governi ng body
(i.e., National) in full or on tine.

Red Cross’ answer to Question #29 is unclear as to whether there are
gui delines for uniformrecord keeping and financial reporting by the
regi ons and chapters(“ln regard to uniformrecord keeping and
reporting, chapters use standard charts of accounts for accounting
purposes.”) Please clarify this response including what is neant by
“standard charts of accounts.”

For the past three years, identify any investigation involving

al | egati ons of m smanagenment or fraud by any Red Cross officer
director, enployee or volunteer. Also, state the status of the

i nvestigation and whet her any settlenent or penalty resulted, and
identify the settlement amount or penalty.

For the past three years, identify all Red Cross officials who have
left their positions under circunstances involving allegations of
nm smanagenent or fraud.



State whether any internal disciplinary proceedi ng was conducted or
whet her any lawsuit or charge was filed against the individual and the
status of that action. Also, state whether he or she was allowed to
retain benefits or transfer to another chapter and, if so, explain why.

Identify and explain the circunstances for the “five involuntarily
decharters” referenced in your response to Question #24.

It is nmy understanding that the Red Cross has a strong policy that the
chapters should be financially self-sufficient. The CBS Eveni ng News
reported on July 31, 2002, that the Red Cross has all owed chapters to
recei ve money fromthe National D saster Fund nmore than 3,000 times

| ast year. Please list all inconme to and expenditures fromthe

Nati onal Disaster Fund from Fiscal Year 2000 to the present. This |ist
shoul d i nclude but not be linited to all chapter “Form 903"

requests as well as chapter accruals and advances. The list should

al so di scl ose the purpose of each Form 903 request (i.e., the precise
reason why the chapter requested the funds). Also, describe the nethod
by which the Red Cross approves or denies each 903 request as well as
the procedures in place to ensure, after it approves the request, that
the chapters properly use the “903” funds.

Information that | have received indicates that, contrary to the Red
Cross’ response to Question #26, the organi zation nmay receive nore than
5% of its funds fromfederal, state, and | ocal governnent sources and
that in many chapters this amunt frequently exceeds 30-40% Pl ease
clarify your response and identify all chapters at which government
funds (federal, state, and/or local) conprise nore than 10% of the
chapt er budget.

Pl ease produce the foll ow ng docunents for the past three-year tine
frame:

M nutes of the Board of Governors and Executive, Audit, and Fi nance
Conmi tt ees;

Copi es of mamnagenent letters and audit reports of chapters performed by
the internal or external auditor; and

Copies of all reviews or sumaries of locally-perfornmed chapter audits
by the internal and external auditor.

Has the Red Cross considered strengthening accountability to the
Congress and the Executive by addi ng i ndependent conpensation and audit
conmittees as well as active board nembers who are independent of the
chapters?

Thank you for your cooperation. Gven the tineliness of this
infornation, | appreciate your providing ne with the Red Cross
conpl ete responses by Septenber 6, 2002. Afterwards, | would like to
arrange a neeting with John D. Canpbell, Red Cross Chi ef Financial
O ficer and Senior Vice President, and my Committee staff to discuss
proposal s for greater chapter accountability.

Again, | thank you for your tine and courtesy in responding to
t hese questions. | recognize that | have requested a significant



amount of material, but | know fromour neetings that you acknow edge
Congress is responsi ble for conducting oversight of the Red Cross. If
you have any questions, please do not hesitate to contact Dean Zerbe or
Faith Cristol of my Conmittee staff at (202)224-5315.

Gving to a charity isn't a frivolous act. People think hard about
how much they can afford and where their noney will do the nost good.
Charities should treat themaccordingly. | amsure that you will agree
that, accountability is critical to any charity’s continued operation
since it instills public confidence that taxpayer dollars are used
wi sely. | hope that we can continue to work together to help the Red
Cross prioritize accountability to maxinize financial relief to those
i n need.

Si ncerely,

Charles E. Gassley
Ranki ng Menber

CC Via Hand Delivery: The Honorable Max Baucus, Chairnan, Senate
Conmittee on
Fi nance

CC Via Regular Mil and Tel ef ax:
Francis E. Reardon, CPA

The Auditor General

Department of The Arny

O fice of the Auditor General
3101 Park Center Drive

Al exandria, VA 22303-1596

(703) 681-4602

The Honorable David M Wal ker
Comptrol |l er General

U S. General Accounting Ofice
441 G Street, NW

Washi ngton, D.C. 20548

(202) 512-9096

Senator Ceorge J. Mtchell

I ndependent Overseer, American Red Cross Liberty Disaster Relief Fund
Chai r man

Verner, Liipfert, Bernhard, MPherson and Hand, Chartered

901 15th Street NW

Suite 700

Washi ngton, D.C. 20005

(202) 371-6109



