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Dear Kate and Nom:

In referenee 1o the letter from Jack Campbell and myself to KPMG LLP dated October 2,
. 2000, I would like to provide an update. Very recently, the following information has come to
my atention that is relevant to the assurances made in the above referenced letter and
dernonstrates that many of the controls presumed by you and senior management to be in place
are not there.

1. A routine audit of the Hudson County Chapter in Jerscy City, New Jersey identified
froancial mismanagement of a potentielly criminal pature. A thorough investigation is
underway. S T ‘ _

2. Compensation infopnstjop from chapters is voluntarily reported to headquarters.
Headquarters does not have direct access to a meﬂ of this information.

Therefore, we canngt assure the.accumcy of the form 990 provided to the Interng] Revenne
Service. Furthermare, based on a recent meeting of the cornpensation subgommities, we
are pot adequately addressing our exposure under the Taxpayer Bill of Rights legislation as
we do not always know the compeansation levels of our chapter employess or bow it
compares 10 market.

3. We do not routinely monitor goverrunent grant compliance nor do we sign off on
institutional assursgees for chapter submission for Federal moncy.
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4. The cxternal auditor (KPMG) engaged by the Corporation bas not been oversecing the
process of suditing chapters, the Headquarters review of the chapter external eudit reports,
or the periodic chapter audits done by our own interna] sudit team. Moreover, the KPMG
reviews of our farm 990 filings are inadequate. This appears to be a major business and
legal risk, and would impact many of KPMG's certifications. On this issue, chapter boards
eugage extemnal audilars at the local level and Headquarters does not have assurance that
these audity are performed adequately. Most “reporting” is voluntary.

Other issues that have been fastering and are widely known include the lack of
sccountability of chapters for annual performance; a reluctance of Headquartess to exercise

biring and firing authority over chapter executives; and a teadency of Hesdquarters to relegate its
authority to an advisory role as it relates to chapters. We have limited arganization-wide systems
to ensure compliance.

We are the steward of the resources entrysted t us by the American public and have an
obligation to address these issues urgently. With athers in managemest; I continue to bapdle the
Hudson Counry Chapter marter and am underway with plans to address system-wide
vulnerabilities.

ce:  Mr. David T. McLaughlin, Board of Governors
Mr. Jalm D. Caxapbell, Chief Finangial Officer



