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February 27, 2006

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

430 17" St., NW

Washington, D.C. 20006

Dear Ms. McElveen-Hunter:

I am writing in response to your invitation to serve as the keynote speaker for your
corporate governance summit, “Enhancing Board Effectiveness”. Because Congress is not
scheduled to be in session during that week, [ will have to decline your invitation. [ am
encouraged that the Red Cross is holding this summit as a first step in reviewing its governance
structure and practices and it is my hope that the Red Cross board recognizes that “business as
usual” cannot continue.

[ would appreciate a full report on the findings of the summit. I am particularly interested
in recommendations provided by the outside governance experts who have agreed to assist the
Red Cross in its review. [ 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’ operations and practices. It will be instructive to take a look at how other organizations
have worked with independent experts to strengthen their governance structures and their
effectiveness. It is my understanding that such an in-depth review of the Red Cross has not taken
place in well over fifty years and is therefore most timely.

I am also writing at this time to provide you with an early impression of the material you
provided in response to my December 29, 2003, letter and to request additional information. In
response to my letter, my office has received an enormous number of phone calls, letters and
other material from Red Cross volunteers, employees and former employees, and I have met
personally with some to hear their stories. These individuals who have come forward all share
the 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 I have received from the Red Cross make it clear that there is much
work to be done to ensure that the Red Cross is most effective in responding to the next Katrina.



As vou know, the staff of the Finance Committee has scheduled a round table discussion
for March 3" to take a look at some of these issues. | am sure you will find the discussion helpful
as you engage in your own review. My goal is to strengthen your work and governance structure.
To better inform the public as well as decision-makers, | am releasing today some of the material
the Red Cross has provided in response to my letter. A significant portion of material has been
marked confidential by the Red Cross. My staff will be discussing this matter further with your
counsel. I strongly encourage the Red Cross to be as open and transparent as possible. This is
particularly important in light of its designation by Congress to be the lead disaster relief
organization for the country and in light of the fact that it has board members who are appointed
by the President but also depends on the public for the majority of its support.

I am heartened that you recognize the seriousness of these matters in your January 31,
2006, letter in which you state that it is . . . [E]ssential for the Red Cross to learn from these
prior challenges and to make necessary changes. . . . Not only are we open to a critical review of
how we provide our services, but we also welcome a critical review of our governance structure.”
Given the Red Cross’ congressional charter, Congress, the Administration and the Red Cross
must all look at substantive changes in certain areas, including, but not limited to, governance
structure, the scope of work, and cultural problems of the Red Cross. I 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

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

“Lax attitudes towards governance. An independent, empowered, and active board of
directors is the key to insuring that a tax-exempt organization serves public purposes and
does not misuse or squander 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-abiding organizations to be off-
track stem from the failure of fiduciaries to 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 a former 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

I 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 a direct conflict with the two hats they wear.
For example, the Secretary of Health and Human Services who sits on the Red Cross board also
oversees the Food and Drug Administration, which has been engaged in significant oversight of
the Red Cross on blood issues.

I 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 a multi-billion dollar organization. Moreover, at a time when we
have very real governance problems in the charitable sector, the federal government should be
leading by example by naming active and engaged board members.

The effective lack of participation of so many of the board members is highlighted in the
exit of your most recent President and CEQ, Ms. Marsha Evans. As your outside counsel briefed
my staff on this entire matter, the plans and actions that resulted in Ms. Evans’ departure were
initiated by a small group of members of the executive committee. These board members had
already retained an outside employment lawyer to handle the severance negotiations with Ms.
Evans prior to the December 5M meeting. It was only after this meeting, at which Ms. Evans’
resigned, that the rest of the board members, including the other members of the executive
committee, were informed of what had taken place.

The critical function of a board is to decide whether to hire or fire the CEQ. 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 1s extraordinarily
troubling. In addition, I am at a loss to understand how all of this was decided without any
written documentation. It appears that this most vital of all decisions — the removal of the
President of a multi-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, actions and decisions that led to the December g meeting
with Ms. Evans as well as a narrative discussing when and how board members were informed
both before and after December 5™,

In contrast to the lack of board participation with respect to Ms. Evans’ departure, I am
receiving reports of overly intrusive participation by some board members, i.e., board members
who cross the line and get involved in the day-to-day management of the Red Cross, which
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should be the responsibility of the CEO. Iam 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 you will take to ensure that the CEO is empowered to do what is necessary
to insure the effectiveness of the organization.

b. Board Size

The response from the Red Cross to my letter 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, came to a very different
conclusion about big boards. That review recognized that when everyone is in charge, no one is
in charge. As a result, The Nature Conservancy is reducing its board from 41 fo at least 18 in the
near future,

I 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 standing 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 develop 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 programs and 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 simply 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 have a right to expect that the Red Cross will engage in best
practices in board governance and not rely on what sounds like an “everyone else is doing it”
defense. I am encouraged that you share my general point given your January 31, 20006, letter to
me stating: “We want to model the best corporate governance practices found in the charitable
and for-profit sectors.” There is no daylight between us in that common goal.

c. Independence

An issue for organizations such as the Red Cross, United Way, YMCA and others, is
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ensuring the proper balance between the field and headquarters. There have unfortunately been
very real problems at the chapter level of the Red Cross. To be effective, the Red Cross must
vigorously oversee chapters and discipline chapters as well as ensure that national standards are
in place and met by the chapters. I have concerns that this is not happening to the degree it
should because of the chapters’ involvement in governance. | understand that a majority of the
national board is comprised of representatives from the chapters. [ encourage you to consider
the issues of independence that such a structure creates and whether the chapters” involvement
serves to “protect” individuals or chapters as discussed above. In addition, while the focus of
this letter is on the national governing board, given material | have received from volunteers and
employees, [ believe it 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 discusses the Red Cross’ responsibilities
with respect to the International Red Cross, military authorities on 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 Cross is far removed or only tangentially related
to the core areas that Congress defined as its purpose. It is vital in today’s world that the Red
Cross be most successful with its core responsibilities - particularly disaster relief and
prevention. I encourage your review to look at not only how the Red Cross is operating but also
what it is 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 this review, [ think it important that the Red Cross consider its role in disaster
relief as regards to other charitable organizations that respond to disasters. Red Cross is
presently the lead responder for disaster, but the reality is that the Red Cross cannot be all 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. I 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 charities that may not have a national presence but are often the ones
best placed to effectively assist the community.

3. Culture

In my twenty plus years of conducting oversight | have rarely had as significant a
response from the public as I 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
observations that the Red Cross is failing in practice to meet its stated purpose. These letters

spoke to problems not just related to Katrina but also September 11 and previous Red Cross
efforts.



I recognize that the Red Cross cannot be perfect and I appreciate your recognition that the
Red Cross must learn from its experiences. That is why I am particularly troubled that several
volunteers have told me that 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 feel like the skunk at the picnic. This type 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 press than good results, is a theme that I am hearing too
often from Red Cross volunteers. [ cannot emphasize enough how important it is to correct this
culture — perceived or real. I have seen similar mindsets at government agencies that | have
conducted oversight on, such as the FBI. Such a culture greatly undermines the effectiveness of
the organization.

I bring to your attention two examples of what | have stated above. The first is Ms.
Christee Lesch of Iowa who, along with several 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 response to their report and their experience in trying to speak out
about problems and also would ask for copies of similar reports that the Red Cross has received
from volunteers in the last year. I am particularly interested in understanding how the current
governance structure, with so much representation by the chapters, affects the ability of such
field reports to make into the hands of truly independent overseers at national Red Cross.

The second example is from a report dated December 5, 2005, prepared by an attorney
volunteer for the Red Cross entitled: “Alleged Criminal and Staff Misconduct in DR 865-
06/Harvey Group.” This report was provided to Frank Favilla, Ethics and Compliance NHQ. As
the 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 you for your time and courtesy on this important matter. I would ask that [ receive
the material within 30 days. Again, please accept my appreciation for your invitation and I look
forward to meeting with you in the near future to discuss the progress made on the issues we both
recognize as requiring attention for the Red Cross’ success in the future.

Cordially yours,

Chck A

Charles E. Grassley
Chairman
cc: Senator Baucus



