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May 15, 2007

Chairman of the Board of Governors, Bonnie McElveen-Hunter:
On behalf of the entire Management Team, I am pleased to present to you the FY 2007/08 American Red Cross Operating Budget and supporting documents.
This budget is responsive to the mission and goals of the American Red Cross as they are listed below. It also provides the level of flexibility necessary for an organization providing emergency response services. At times, the 2005 hurricane season exceeded the ARC’s capacity. As a result of this, it has become clear that improving the technological infrastructure of ARC and increasing community service programs are essential. The proposed budget reflects these needs, as well as others, that are outlined in the “budgetary goals” section below.

Overview of Jurisdiction

The American Red Cross was founded in 1881 by Clara Barton. Although it began serving victims of war, the organization now provides services in six areas, all with the goal of preventing and relieving suffering. The ARC serves victims of nearly 70,000 disasters each year. This is done with the help of 1.1 million volunteers and 35,000 employees stationed at over 800 locally-supported chapters. The American Red Cross is also a part of a global network containing 181 national societies. An astounding 91 cents of each dollar the ARC spends is used for humanitarian services and programs.
Budget Purpose

The proposed budget is meant to serve the following major purposes:

1. To define policy, as stated by the American Red Cross.

2. To serve as an operating guide for management to control financial resources.

3. To introduce the ARC’s financial plan for FY 2007-08, providing information on projected revenues and expenditures.

4. To serve as a method of communication for investors, employees, and the general public who would like to understand how the ARC functions and how its operations are funded.

American Red Cross Mission and Goals

“The American Red Cross, a humanitarian organization led by volunteers and guided by its Congressional Charter and the Fundamental Principles of the International Red Cross Movement, will provide relief to victims of disasters and help people prevent, prepare for and respond to emergencies (ARC Annual Report, 2006).” 

To accomplish this mission, the American Red Cross enlists the help of 1.1 million volunteers and 35,000 employees to work in providing a variety of services both domestically and abroad.
The Red Cross functions based on seven fundamental principles:

1) Humanity

2) Impartiality

3) Neutrality

4) Independence

5) Voluntary Service

6) Unity

7) Universality

There are six primary services that the American Red Cross provides (Armed forces emergency, biomedical, community, domestic disaster, health & safety, and international relief & development). The priority of each of these services changes as different needs and situations arise. For instance, domestic disaster services were only 8% of the operating expenses in 2004 but that number grew to 12% in 2005 and up to 48% in 2006 after the 2005 hurricane season. The new focus of the ARC for FY 2007-08 is to increase community services to better prepare smaller, underserved communities for emergencies.

Organizational Chart

The organizational chart below shows the composition of just one of the many offices that the American Red Cross maintains. The Office of Development Services reviews, stimulates and manages fundraising while also analyzing data to determine how they can best increase future funding. This office is vital to one of the goals of the FY 2007-08 budget, which is to enhance fundraising effectiveness.
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Budgetary Goals for FY 2007-08
Service Goals-

· A budget that remains flexible in case of natural disasters, terrorism, or other emergencies.

· Continue to enhance the ARC’s technology infrastructure.

· Increase investment in community programs, especially in underserved communities.

Personnel Goals-

· Reduce the board by more than fifty percent to increase strategic oversight and governance.

· Increase active volunteer rosters. 
Monetary Goals-

· Enhance fundraising effectiveness.

· Reduce administrative inefficiencies.

Steps Taken in Creating FY 2007-08 Budget

While compiling the budget for fiscal year 2007-08, multiple analyses were conducted. Trend, variance, and share analyses were performed first. Afterward, each individual line item was observed, prioritized, and allocated funds and a program budget was created (which can be found in the appendix).
Trend Analysis- (see appendix for analysis)
The trend analysis provided information on patterns between Years 1-2 and 2-3. First, the dollar difference was calculated which showed an increase in donated materials and contributions received between Yr 1-2 ($760 mil) and then an even greater increase between Yr 2-3 ($1785.5 mil). Donations after the Gulf Coast hurricanes of 2005 were slow at first because so many Americans had donated to the Tsunami victims in 2004. Therefore, as the rebuilding process began after the waters receded and more donated money, materials and services began to come in. There was also an increase in income for products and services and investment income. However, income from the United Way & federal campaigns took a dip between Yr 1-2 and then increased, but did not fully recover, between Yr 2-3. Therefore, the total $ difference between Years 1-2 came to $827.8 million and between Years 2-3 came to $2,089.3 million. This is a total percent difference of 26.78% between Years 1-2 and another 53.3% between Years 2 and 3.

As was found in the income categories, most expenditure line items increased during those years, although two decreased. Because of the Gulf Coast hurricanes there was a large increase in funding of financial and material assistance between both Yr 1-2 ($173.3 million) and 2-3 ($1920.7 million). This was a percent difference of 115.76% between Yr 1-2 and 594.64% between Yr 3-4 for that line item. However, to meet the new needs, there were also increases in benefits, travel & maintenance and equipment rental. There were also decreases in salary between Yr 2-3 in order to meet the growing needs of the Gulf Coast. The net dollar difference/Percent Difference for Yr 1-2 was $228.4 million/7.14%, and $2,200.2 million/64.19% for Yr. 2-3.  

Although this may seem to indicate an upward trend (as can be seen in the graphs below), donations and need after a disaster hit a peak, that peak was hit in 2006. Therefore, these items are expected to decline in FY 2007-08.
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Share Analysis- (please see Appendix for graphs displaying % of budget by year)
A share analysis was conducted to reveal patterns in the priorities of ARC spending. Share analyses were conducted for FY 2004-05, 2005-06, and 2006-07. However, because of the nature of emergency relief work, there are great differences in the share of the budget that various revenues and expenses are given over the years. As was stated in the trend analysis section, the 2005 hurricane season also threw off the normal pattern of the budget. However, it remains true over time that financial and material assistance is a high priority for the Red Cross. 

In the income category, the share of contributions for domestic and international relief grew steadily over the last three years. However, analysts in the budget department believe that this has hit its peak and will now begin to decline until the next major disaster. This decline could possibly be slowed by enhancing the effectiveness of fundraising; an ARC goal for this fiscal year. Although the share declined as donations increased, products and services have long been a large source of income for the ARC. This category remained at 38.37% even at the height of donations.

Salaries and wages is a steady expense item that remained 22.8% of the budget, even at the height of financial and material assistance. As was stated before, although financial and material assistance hit its peak at 39.87% of actual expenses, a downward trend is expected until the next big disaster. Some very steady expense items are travel, equipment maintenance & rental, and depreciation & amortization. 

Variance Analysis

A variance analysis was conducted to determine how closely the ARC follows its determined budget by comparing each budgeted line-item to the amount actually spent. The variance analysis was conducted for FY 2005-06. Although the ARC’s work is highly variable and despite the fact that there was a major domestic disaster during FY 2005-06, the budget was followed as closely as possible. 

For income, the main difference was a $196.8 million increase in contributions for domestic and international relief. Overall there was a dollar difference of $191.5 million and a percent difference of 5.14%. This is not a large difference considering the magnitude of damage caused by the 2005 hurricane season. 

In the expenditures category, there was a large difference in salaries and wages, a dollar difference of $135.5 million and a percent difference of 11.78%. This can be explained by the overtime hours needed when responding to the gulf coast disaster. There were also large differences in the travel and financial & material assistance line items.  The total dollar difference/% difference in travel was $11.5 million/18.34% and can be explained because a large number of ARC employees were deployed to help in the gulf coast region. The total dollar difference/% difference in financial and material assistance was $152.7/89.67% and can be explained because a large amount of money was needed very quickly to help those in the gulf coast region. Luckily, some of this expense was supported by the increase in donations.
Proposed Budget FY 2007-08- See attached budget in Appendix
After considering the above analyses, and bearing in mind the budgetary goals for FY 2007-08, a proposed budget was created. FY 2004-05 saw a deficit of $108 million which has been turned around over the past two years. The proposed budget for 2007-08 would continue the trend of having a large surplus and that excess money would be stored in a fund for the next big disaster.
Changes in salary and benefits will help to meet the goal of increasing community services by hiring full-time staff in 14 hurricane-prone states. This new staff will work in emergency headquarters where they will provide improved communication and coordination during future emergencies. Supplies and materials will also be increased to begin the first phase of improving the technological infrastructure of ARC. The second phase will take place in FY 2008-09. The main decrease in expenditures is expected to be in financial and material assistance holding constant that there is no major disaster during this fiscal year. This number remains at $1739.18 million partially because the rebuilding of the Gulf Coast will be a long and costly one. Enhancing fundraising effectiveness and reducing administrative inefficiencies will help to absorb some of the increased expenses.
Please see the chart below for further explanation and justification of the proposed FY 2007-08 budget. It provides the priority level, type of cost and ways to reduce cost for each line-item in the budget as well as explaining how much money has been allocation to each.
	Line Item 
	Priority Level & Type of Cost: Ways to reduce this

 cost
	Resource Allocation,  FY 07-08

	I. Personnel
	
	

	     Salaries and Wages
	High Priority—Variable Cost—

Increase number of active volunteers
	This item increased as a result of new hires all over the US in community services. It increased 17.9%  to $1514.3 million

	     Employee Benefits/ Payroll Taxes
	High Priority—Variable Cost—

Increase number of active volunteers
	This item also increased for the reasons stated above, 11.92% to $432.90 million

	II. Operating
	
	

	     Supplies & Materials
	Medium/Low Priority—Variable Cost— signing up for membership services that offer the lowest price can reduce the cost for this line item.
	This item also increased because of updates in IT materials by 6.04% to $621.1 million

	     Equipment Maintenance & Rental
	Medium Priority—Variable Cost
	This increased slightly from last year, 2.62% to $152.8

	     Travel & maintenance
	High/Medium Priority—Variable Cost— Employees must travel to disaster sites but in certain circumstances, conference calls can help reduce these costs.
	This item was increased to allow for employees to increase community services and to travel to the sights of disasters. Up, 19.51% to $189.3 million

	     Depreciation & Amortization
	High Priority—Variable Cost—
	This cost was estimated to increase very slightly at 1.07% to $94.20 million 

	     Contractual Services
	High Priority—Variable Cost— 
	This item was calculated to increase 4.42% to 759.1 million

	     Financial & Material Assistance
	High Priority—Variable Cost—Continue to assess all claims for risk of fraud and promote better accounting practices.
	While the funding to the Gulf Coast Hurricane victims continues, this cost is expected to decrease significantly unless another major disaster happens. Down, 22.49% to $1739.18 million


Graph of Proposed Budget FY 2007-08
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Respectfully submitted,

Leila R. Ertel

Senior Budget Analyst
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Program Budget by Service FY 2007-08

	Expenditures (In Millions)
	
	
	
	
	
	
	

	
	Armed Forces Emergency Services
	Biomedical Services
	Community Services
	Domestic Disaster Services
	Health & Safety Services
	Int’l Relief & Develop’t Services
	Total Program Services

	Personnel
	
	
	
	
	
	
	

	Salaries & Wages
	$29.6
	$856.1
	$54.1
	$96.7
	$101.2
	$15.2
	$1,514.30

	Employee Benefits
	8.9
	259.7
	16.0
	28.8
	28.8
	4.8
	432.90

	Operating
	
	
	
	
	
	
	

	Travel & maintenance
	1.1
	31.1
	3.0
	108.7
	3.8
	3.0
	189.30

	Equip maint. & rental
	1.0
	72.7
	5.7
	57.0
	4.8
	1.2
	152.80

	Supplies & Materials
	1.5
	449.3
	17.8
	49.3
	41.0
	1.3
	621.10

	Contractual Services
	7.5
	386.3
	19.0
	176.5
	33.7
	8.2
	759.10

	Financial & Material Assistance
	2.9
	0.7
	12.3
	2102.0
	3.1
	120.0
	1739.18

	Depreciation & Amoritization
	1.6
	47.70
	5.5
	11.8
	8.2
	0.6
	94.20

	Total Expenditures
	$56.30
	$2,506.45
	$589.73
	$2,014.23
	$203.76
	$132.41
	$5,502.88
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