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MEMORANDUM

TO: Reporters and Editor
RE: Red Cross governance reforms
DA: Monday, Oct. 30, 2006

Sen. Chuck Grassley, Chairman of the Committee on Finance, issued a comment on the
announcement today by the Board of Governors of the American Red Cross regarding changes it
plansto maketo modernize its governance structure and better support the charitable mission of the
Red Cross.

Sen. Grassley began hisscrutiny of the Red Crossin the monthsfollowingthe 9-11 terrorigt
attacks when questions were rai sed about how the organi zation was using donations made to assist
with recovery efforts. As chairman of the Senate Committee responsible for tax policy, Sen.
Grassley has continued to conduct a broad-based review of the non-profit sector and has won
approval of legidative reforms aimed at certain abuses. He continues to examine where policy
changesmay be needed to improve the governance of such tax-exempt organizations by their boards
of directors.

Grassley comment —

“I"'m pleased with the vote by the board of the Red Cross to make real changes to the
governance at the American Red Cross. The board has followed the recommendations of the
Independent Governance Advisory Panel to make the changes necessary that will help ensure that
the Red Cross has the necessary leadership and governance to succeed. Certain incidents have
shaken public confidence in the Red Cross, and the Red Cross needs to go the extra mile with
governance reforms to ensure public confidence.

“My work on oversight of nonprofit organizations has made it clear that getting the
governancerightiscritical if acharityisgoing to succeedinitsmission. It'sgood newsthat the Red
Cross' board recognized that a Band-aid won’t do, and that the American people expect the best
from an organization that so many have supported with time and money.

“The Red Cross also has taken good steps to support whistleblowers who are speaking out
at problems they are seeing at the Red Cross. Encouraging and acting on the reporting of
whistleblowers will make the Red Cross a stronger ingtitution. Going forward, | want to make
certainthat the Red Cross also hasin placereformsthat will contributeto greater transparency and
openness to the Congress and the public. The Red Cross and Congress should give strong
consideration to creating an ombudsman at the organization.



“1 look forward to meeting with the Chairman of the Red Cross, Bonnie McElveen-Hunter,
as well as Karen Williams, the Chairman of the Independent Governance Advisory Panel, on
November 15 to go over the details of the governance changes. My hope is that we can move
guickly and have Congress act to pass the necessary statutory changesto change the governance and
board of the Red Cross in keeping with the board’ s actions.”

Thetext of Sen. Grassley’sFeb. 27, 2006, and Dec. 29, 2005, |ettersto the Red Cross Board
of Governors follows here for your reference.

February 27, 2006

Ms. Bonnie McElveen-Hunter
Chairman, Board of Governors
American Red Cross

430 17" St., NW

Washington, D.C. 20006

Dear Ms. McElveen-Hunter:

| am writing in response to your invitation to serve as the keynote speaker for your corporate
governance summit, “ Enhancing Board Effectiveness’. Because Congressis not scheduled to bein
session during that week, | will have to decline your invitation. | am encouraged that the Red Cross
isholding thissummit asafirst step in reviewing its governance structure and practicesand itismy
hope that the Red Cross board recognizes that “business as usual” cannot continue.

| would appreciate a full report on the findings of the summit. | am particularly interested in
recommendations provided by the outside governance experts who have agreed to assist the Red
Crossinitsreview. | look forward to hearing how you plan to proceed following the summit and
what further actions you will be considering as you take an in-depth look at the Red Cross
operationsand practices. It will beinstructiveto takealook at how other organizations have worked
with independent experts to strengthen their governance structures and their effectiveness. Itismy
understanding that such an in-depth review of the Red Cross has not taken place in well over fifty
years and istherefore mogt timely.

| am also writing at this time to provide you with an early impression of the material you provided
in response to my December 29, 2005, letter and to request additional information. In response to
my letter, my office hasreceived an enormous number of phonecalls, lettersand other material from
Red Cross vol unteers, employees and former employees, and | have met personally with some to
hear their stories. These individuals who have come forward all sharethe same goal that drives my
oversight — to ensure that we have a Red Cross that is as efficient and successful as possible. The
information from these Red Cross volunteers and employees along with the responses | have
received from the Red Cross make it clear that thereis much work to be done to ensure that the Red
Cross is most effective in responding to the next Katrina.

Asyou know, the staff of the Finance Committee has scheduled a round table discussion for March
3"“totakealook at some of theseissues. | am sureyou will find the di scussion hel pful asyou engage
inyour own review. My goal isto strengthen your work and governance structure. To better inform
the public aswell as decision-makers, | am releasing today some of the material the Red Cross has
provided in responseto my letter. A significant portion of material has been marked confidential by



theRed Cross. My staff will bediscussing thismatter further with your counsel. | strongly encourage
the Red Cross to be as open and transparent as possible. Thisis particularly important in light of its
designation by Congressto be thelead disaster relief organization for the country and in light of the
fact that it has board memberswho are appointed by the President but al so depends on the public for
the majority of its support.

| am heartened that you recognize the seriousness of these matters in your January 31, 2006, |etter
inwhich you state that itis*”. . . [E]ssential for the Red Cross to learn from these prior challenges
and to make necessary changes. . . . Not only are we open to acritical review of how we provide our
services, but we also welcome acritical review of our governance structure.” Given the Red Cross
congressional charter, Congress, the Administration and the Red Cross must all look at substantive
changesin certan areas, including, but not limited to, governance structure, the scope of work, and
cultural problems of the Red Cross. | am concerned the Red Cross appears at times to be more
interested in image then results and wants to shut out those volunteers and employees who want to
improve the Red Cross.

1. Governance

| have found again and again in my oversight work that many organizations can tracetheir problems
to board governance. This is true whether it be non-profit or for-profit. The Commissioner of the
IRS, Mark Everson, came to asimilar conclusion in a March 30, 2005, |etter to me:

“Lax attitudestowards governance. Anindependent, empowered, and active board of directorsisthe
key to insuring that a tax-exempt organization serves public purposes and does not misuse or
sguander the resources in its trust. Unfortunately, the nonprofit community has not been immune
from recent trends toward bad corporate practices. Like their for-profit brethren, some charitable
boards appear to be lax in certain areas. Many of the situations in which we have found otherwise
law-abi ding organizationsto be of f-track stemfromthefailureof fiduciariesto appropriately manage
the organization.”

One example of the impact of governance on the work of the Red Cross was provided to me by an
individual who was aformer CEO of a state Red Cross organization for several years. This person
stated that the Red Cross structure limits accountability and control and that limitation directly
relates to the Red Cross failing to be successful in performing its mission.

There are three areas related to governance that are of concern to me at this stage of my review: a)
lack of participation of board members; b) size of the board; and, c) independence of the board.

a. Participation

| am troubled by the number of the board of governors, particularly government-appointed board
members, who rarely attend board meetings and often send representatives who do little more than
sit in a chair. This nonattendance by government appointees is regardless of administration — an
example of bipartisanship the American people could do without. In addition, some of these
government officials have adirect conflict with the two hats they wear. For example, the Secretary
of Health and Human Services who sits on the Red Cross board al so oversees the Food and Drug
Administration, which has been engaged in significant oversight of the Red Cross on blood issues.

| believe that presidential appointees can add much value to the work of the Red Cross. However,



these appointees must be willing and able to do the heavy lifting that should be expected from the
board of amulti-billion dollar organization. Moreover, at atimewhen we havevery real governance
problemsin the charitable sector, the federal government should be leading by example by naming
active and engaged board members.

Theeffectivelack of participation of so many of the board membersishighlighted in theexit of your
most recent President and CEO, Ms. MarshaEvans. Asyour outside counsel briefed my staff onthis
entire matter, the plans and actions that resulted in Ms. Evans departure were initiated by a small
group of membersof the executive committee. Theseboard membershad already retained an outside
employment lawyer to handle the severance negotiationswith Ms. Evans prior to the December 5"
meeting. It was only after this meeting, at which Ms. Evans' resigned, that the rest of the board
members, including the other membersof the executive committee, wereinformed of what had taken
place.

The critical function of aboard is to decide whether to hire or fire the CEO. The fact, as my staff
understands from the briefing provided by Red Cross' outside counsel, that Ms. Evans’ departure
took place without any formal action or decision by the entire board isextraordinarily troubling. In
addition, | am at alossto understand how all of thiswas decided without any written documentation.
It appearsthat this most vital of all decisions—the removal of the President of amulti-billion dollar
organization -- was done with only a small number of board members and without a single piece of

paper.

Please confirm that there are no records, such as memos, emails, videoconferences or other similar
records of these events -- or otherwise provide such records. | ask that you provide a detailed
explanation of the events, actionsand decisionsthat led to the December 5" meetingwith Ms. Evans
aswell asanarrative discussing when and how board memberswere informed both beforeand after
December 5.

In contrast to the lack of board participation with respect to Ms. Evans’ departure, | am receiving
reportsof overly intrusive participation by some board members, i.e., board memberswho crossthe
line and get involved in the day-to-day management of the Red Cross, which should be the
responsibility of the CEO. | am concerned that the CEO is unable to make reforms or changes
because an individual or subgroup is “protected” by a board member. Please explain what actions
youwill taketo ensurethat the CEO isempowered to do what isnecessary toinsurethe effectiveness
of the organization.

b. Board Size

The response from the Red Crossto my |etter entitled, “ The Governance Structure of the American
Red Cross’, which points to other organizations with large boards, does not provide a convincing
defense of the current 50 person board. Note that The Nature Conservancy’ s governance review,
prompted by the Finance Committee’ s investigation, cameto avery different conclusion about big
boards. That review recognized that when everyoneisin charge, nooneisincharge. Asaresult, The
Nature Conservancy is reducing its board from 41 to at least 18 in the near future.

| am pleased that the Red Cross has been able to retain the key author of The Nature Conservancy
review for its own review of governance and can only commend his observations:

Generally, the non-profit sector, like the commercial sector, has come to recognize that smaller



boards — which meet more frequently and have sanding committees focused on particular issues
relevant to the organization — are more effective than overly large boards which meet infrequently,
often by telephone, and whose members sometimes regard board service as an honorary function.

One of the challenges at the time was to devel op an approach which would marry the institutional
history of TNC's Board of Governors with a modern perspective on board structure. Historically,
like many other large, non-profit organizations, TNC had a large Board of approximately 40
members. Many of the Governors had long personal histories of involvement in TNC programsand
strong commitments to TNC's mission. TNC rightfully sought to encourage the continued
involvement of these individuals. At the same time, a 40-member Board could not govern
effectively, no matter how qualified the members were; there were smply too many of them to
operate as a modern, hands-on board. (Emphasis added — Progress Report on The Nature
Conservancy, April 19, 2005).

The American people havearight to expect that the Red Crosswill engagein best practicesin board
governanceand not rely on what soundslikean “everyoneelseisdoing it” defense. | am encouraged
that you share my general point given your January 31, 2006, | etter to me stating: “Wewant to model
the best corporate governance practices found in the charitable and for-profit sectors.” Thereisno
daylight between usin that common god.

c. Independence

An issue for organizations such as the Red Cross, United Way, Y MCA and others, is ensuring the
proper balance between thefield and headquarters. There haveunfortunately beenvery real problems
at the chapter level of the Red Cross. To be effective, the Red Cross must vigorously oversee
chaptersand discipline chaptersaswell asensure that national standards arein place and met by the
chapters. | have concernsthat thisis not happening to the degree it should because of the chapters
involvement in governance. | understand that a majority of the naiona board is comprised of
representatives from the chapters. | encourage you to consider the issues of independence that such
astructure creates and whether the chapters’ involvement servesto “ protect” individualsor chapters
as discussed above. In addition, while the focus of this letter is on the national governing board,
given materia | have received from volunteers and employees, | believeit would be beneficial for
your experts to also look at governance of the chapters and best practices for the chapters as well.

2. Scope of Work

The statute governing the Red Cross' charter discussesthe Red Cross' responsibilities with respect
totheInternational Red Cross, military authoritieson certain matters, and, most importantly, disaster
relief and prevention. As| look at the work of the Red Cross, | am concerned that many times the
work of the Red Crossisfar removed or only tangentiadly related to the core areas that Congress
defined asitspurpose. It isvital intoday' sworld that the Red Cross be most successful withitscore
responsibilities — particularly disaster relief and prevention. | encourage your review to look at not
only how the Red Crossis operating but aso what itis doing. Defining what the Red Cross should
be doing will go far in helping to determine how the Red Cross should be governed.

As part of thisreview, | think it important that the Red Cross consider itsrole in disaster relief as
regards to other charitable organizations that respond to disasters. Red Cross is presently the lead
responder for disaster, but the redlity is that the Red Cross cannot be dl things in response to



disaster. For the Red Cross to succeed in its mission of disaster relief, it must work in concert with
the entire charitable community. | have been concerned about comments I ve received from local
charities in the Katrina area that have expressed frustration about their relationship with the Red
Cross. | would appreciate your thoughts on this matter and the Red Cross' role of coordination and
sharing of support and material with other charities responding to disaster — particularly local
charitiesthat may not have anational presence but are often the ones best placed to effectively assist
the community.

3. Culture

In my twenty plusyears of conducting oversight | haverardy had as significant aresponse from the
public as | have had from my December 29" letter to the Red Cross. Many of the phone calls and
letters came from volunteers and current and former employees. The vast majority spoke with
admiration for the goals of the Red Cross but tempered that by first-hand observationsthat the Red
Crossisfailingin practiceto meet its stated purpose. Theseletters spoketo problemsnot just related
to Katrina but also September 11 and previous Red Cross efforts.

| recognizethat the Red Cross cannot be perfect and | appreciate your recognitionthat the Red Cross
must learn from itsexperiences. Tha iswhy | am particularly troubled that several volunteers have
told methat when they tried to raise concerns or issues about possible misuse of donated funds and
property — including suspected criminal activity — the volunteers were ignored, told to leave or
otherwise made to fedl like the skunk at the picnic. Thistype of culture, a culture that discourages
people from coming forward, management that does not want to hear the bad news, and is more
concerned about good pressthan good results, isathemethat | am hearingtoo often from Red Cross
volunteers. | cannot emphasize enough how important it isto correct thisculture—perceived or real.
| have seen similar mindsets at government agenciesthat | have conducted oversight on, such asthe
FBI. Such a culture greatly undermines the effectiveness of the organization.

| bring to your attention two examples of what | have stated above. The first isMs. Christee Lesch
of lowa who, along with severd other volunteers, submitted a report on their experience with
Katrina. After congressional inquiries, these volunteers did finally meet with Red Cross officials,
whom they understood to be designated to receive such reports and commentary. | would ask for a
responseto their report and their experiencein trying to speak out about problems and also would
ask for copies of similar reportsthat the Red Cross has received from volunteersin the last year. |
am particularly interested in understanding how the current governance structure, with so much
representation by the chapters, affectstheability of such field reportsto makeinto the handsof truly
independent overseers a nationd Red Cross.

The second exampleisfrom areport dated December 5, 2005, prepared by an attorney volunteer for
the Red Crossentitled: “ Alleged Criminal and Staff Misconduct in DR 865-06/Harvey Group.” This
report was provided to Frank Favilla, Ethics and Compliance NHQ. Asthe title implies, it raises
serious matters relating to the Katrina disaster relief. | would ask for a response to this report —
particularly what happened to the allegations raised, and the proposals for additional investigation
—and also would ask for all reports received (or completed by) in the last five years from both the
Safety and Security office as well as the office of Ethics and Compliance.

Thank youfor your timeand courtesy on thisimportant matter. | would ask that | receivethe material
within 30 days. Again, please accept my appreciation for your invitation and | ook forward to
meeting with you in the near future to discuss the progress made on the i ssues we both recognize as



requiring attention for the Red Cross' success in the future.

Cordidly yours,

CharlesE. Grassley
Chairman

cc: Senator Baucus

December 29, 2005

Ms. Bonnie McElveen-Hunter
Chairman

The American Red Cross
17th & D St., NW
Washington, D.C. 20006

Dear Ms. McElveen-Hunter:

TheFinance Committeehastaken astronginterestin thework of the Red Crosssince questionswere
raised about the work of the Red Cross following the 9/11 tragedy. Given that the Red Crossis a
tax-exempt organization, chartered by Congress and most importantly —is designated by the federal
government to play a vital role in response to disasters -- it is the duty of Congress to engage in
overdsght to ensure that the Red Cross is performing itsrole effectively.

The response to Katrina and the recent resignation of the President and CEO of the Red Cross have
understandably raised questions about the Red Cross. Specifically whether the current board and
governance structure meets the high level of competence and engagement that Congress and the
public should expect from an organization that carries such serious responsibilities.

To assist in my review of these matters, | would ask for the following information:
A. Board Governance

1) Please provide copies of all board minutes, including board minutes of any subgroup (such asthe
executive committee) of the board, for the last five years. Please provide a list of all material
provided to board members for the last five years.

2) Please indicate for all board meetings and subgroup meetings of the board the attendance —who
attended the entire meeting, who attended part of the meeting, who was absent — for the last five
years. Please indicate what board members are elected by chartered units, members-at-large and
Presidential appointees. In addition, for Presidential appointees please provide the attendance
information for the last ten years.

3) Please provide copiesof all communications between board membersand the President and CEO



for the last five years. This would include e-mails, faxes, memorandums, etc.

4) Please provide adetailed discussion of your office — the number of staff that report to you, their
dutiesand salaries. Please comparethisto your predecessor. Please provide the number of hours per
week that you spend performing your duties as Chairman and provide adetailed discussion of your
work and duties as Chairman. Please provide a copy of an organization chart for the Red Cross
including reporting chains (including contacts and reporting chains from chapters up into
headquarters).

5) When did the board last do aself-eval uation of the board’ swork and performance? Please provide
a copy of that evauation. When does the board intend to do another eva uation?

6) When hasthe board last conducted an eval uation of the effectiveness of the American Red Cross
operations? Please provide a copy of the evaluation. When does the board intend to do another
evaluation?

7) It is my understanding that when Ms. Marty Evans, the former President and CEO of the Red
Cross, first took her position at the Red Cross she sought to initiate a series of reforms in
governance. Please discuss these reforms and the board’s response to these efforts by Ms. Evans.
Please provide a copy of Ms. Evans memorandum to you "Guiding Principles for a Successful
Board-Management Partnership.” Please provide a copy of any response you, your staff, or other
board members made to this memorandum.

8) A Red Cross spokesman states that Ms. Evans's departure was due to coordination and
communication issues with the board. The American public deserves morethan a papering over of
the reasons for her departure. If coordination and communication is at issue, then please provide a
detailed discussion of what exactly were these issues. Please provide all written memos,
communications, email, etc. that support these concerns cited by the Red Cross spokesman that
justify this explanation of Ms. Evans' s departure.

9) Please provide a copy of al internal audits (both completed and in draft form) for the last five
years.

10) Please provide a discussion of whether you believe the current governance and board structure
is appropriate and adequate — including any proposed changes to the law.

11) Please provide meadetail ed discussion of how the board will proceed infinding anew President
and CEO of the Red Cross and the qudifications that the board is seeking. Please advise who is
serving on the search committee.

B. Response to Disaster

1) | have heard from charities and colleagues that a top concern has been the Red Cross poor
working relationshipwith leadersof local charities. However, these concernswere not madeof other
major charities, such as the Sdvation Army. | would appreciate your responseto this concern, and
if you agree, what the Red Cross will do to address this matter in the future.

2) The Red Crossisthe lead charity for disaster relief. However, it is understandable that there are



times when the Red Cross cannot reach certain populations that are in need of assistance. Often, it
islocal charitiesthat fulfill thismission of disaster relief — responding to the needs of populations
that the Red Cross is unable or incapabl e of assisting. Given the Red Cross' national presence and
Congressional charter, what do you believeisthe appropriateresponseof the Red Crossto such local
charitiesthat areproviding disaster relief to familiesthat the Red Crossisnot inapositionto provide
relief? Under what circumstanceswill the Red Cross provide financial and material support to such
local charities?

3) It ismy understanding from press reports that the Red Cross received donations of $568 million
for tsunami recovery and has spent$167.6 million. Please explain what the Red Cross plans to do
with the remaining funds — specifically the purpose for which these funds will be spent; when the
fundswill be spent; and, finally, how these expenditures arein keeping with the Red Cross' roleand
mission. My understanding is that the Red Cross has a 5-year plan for Tsunami relief — please
explain (and give examples) how thisisin keeping with past Red Cross practice as | understand of
responding to only the immediate aftermath of an emergency or disaster.

4) Please state the amount raised from Katrina and also the purpose for which these funds will be
spent; when thefundswill be spent; and, finally, how theseexpenditures arein keeping with the Red
Cross' role and mission.

5) When you ask for funds for a specific purpose, how do you protect that designated account?
Please provide alist of al your designated accounts — both fund balance and purpose. Do you use
such designated funds for any other purpose? If so, please explain and provide details.

C. Compensation

1) Please provide copies of Ms. Evans’ employment contract, deferred compensation and severance
plansand any other compensation arrangements, i ncluding expense reimbursements. Pleaseprovide
acopy of Ms. Evans' severance package or proposed severance package.

2) For the past three years for individuals listed in Part V of Form 990 "List of Officers, Directors,
Trusteesand Key Employees,” and Part | " Compensation of the Five Highest Paid empl oyees Other
Than Officers, Directors and Trustees', please answer the following:

a. Explain how you established the amount of compensation and benefits.

b. Describe the nature of the components for each amount reported under compensation;
contributionsto employee benefit plans & deferred compensation; and, expense account and
other allowances.

c. Describe the duties and responsibilitiesthat each individual performed for the Red Cross.
d. Do the amounts reported represent the total economic benefits each individual received
from the Red Cross for the year? If no, please explain what other benefits were received,

including the fair market value of those benefits.

e. Did the Red Cross establish the rebuttable presumption under section 53.4958-6 of the
Foundation and Similar Excise Taxes Treasury Regulations as to the compensation and



benefits reported for any of the individuals? If yes, please provide copies of all supporting
documentation.

f. If theanswerisnoto "€" for any of theindividual s, do you have documentation supporting
the reasonabl eness of the compensation and benefits reported? I f yes, please provide a copy
of this documentation.

g. Did the Red Cross board approve the amount of compensation and benefits reported? If
yes, please provide acopy of the approval for each individud.

h. Did the Red Cross have an employment contract or any other compensatory agreement
with any of the individuals? If yes, please provide a copy of the contract or agreement.

i. Does the amount of compensation and benefits reported agree with the amount reported
on each individual’s Form W-2 or Form 10997 If no, please explain the difference.

j. Did any of theseindividuals use any property that the Red Cross owned or leased (such as
an automobile, aircraft, real estate, credit card, etc.) for any purpose other than to further the
organization’ sexempt purposes? If yes, did the Red Crossinclude the value of thisusagein
the amount of compensation and benefits reported? Was the value included on the
individual’s Form W-2 or Form 10997 If your answer to either of these questionsis "No"
please explain.

3) Please provide copies of all correspondence between the Red Cross or its chapters and the IRS
for the last three years.

D. Interna Revenue Service Filings
1) Please provide a copy of the Red Cross' most recent 990.

2) Y our Form 990 2003 indicates $60 million in government grants. Please provide a detailed list
of all grantsand contracts (including reimbursement contracts) that the Red Cross hasreceived from
the Federal, state and local government since July 1, 2003. Specifically, the amount, the purpose of
the funds and who granted/awarded the funds.

3) Please provide copies of Form 990-Tsfor thelast five years.

4) Part IX listsPathogen Removal and Diagnostic Technol ogies. Pleaseprovideadetail ed discussion
of this entity, acopy of dl organizing documents, and tax returnsfor the last five years. For the | ast
five years has any Red Cross employee, board member, etc. receive any compensation from this
organization?

5) The 2003 Form 990 includes Form 5471 — Information Return of U.S. Persons with Respect to
Certain Foreign Corporations. It lists holdings with Boardman Indemnity, LTD based in Bermuda.
Pleaseexplain why the Red Cross madethisdecison and pleaseprovide copiesof dl letters analysis
and memos that discuss this decision, particularly to house thiswholly owned insurance subsidiary
in Bermuda. In addition, does this company provide services only to Red Cross and its affiliates.



6) Please provide for the last three years the amount of money that the Red Cross spends on
government relations and public relations. Please provide copies of all contractsthat the Red Cross
has entered into for public relations.

Thank you for your time and assistance. Please provide the answers to these questions by January
30, 2006.

Cordially yours,

CharlesE. Grassley
Chairman

cc. Senator Baucus
Senator Lott

Chairman Thomas
Congressman McCrery
Congressman Thompson
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