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AMERICAN RED CROSS BACKGROUND


The American Red Cross was founded in 1881 by Clara Barton. Since that point in time, the ARC has been recognized as the United States’ foremost emergency and disaster response agency. Although it began serving victims of war, the organization now provides services in six areas, all with the goal of preventing and relieving suffering. Headquartered in Washington D.C. the ARC is lead by interim President and CEO John F. “Jack” McGuire and Chairman of the Board, Bonnie McEvleen-Hunter. (redcross.org, 2007)
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 organization is also a part of a global network containing 181 national societies. The ARC is the largest supplier of blood products in the United States, with four million people donating blood each year. An astounding 91 cents of each dollar the ARC spends is used for humanitarian services and programs. This is made possible through those who volunteer time, money, or donate blood. (redcross.org)
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 also 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. (ARC Annual Report, 2005 & 2006)

As Finkler (2005) stated, a mission statement should be well-defined and targeted.

A mission statement should also have realistic goals that still leave work to be done. The mission statement of the American Red Cross fits all such criteria. 

ETHICAL STANDARDS OF THE ARC


While simply creating a code of ethics does not guarantee that employees and volunteers will follow it, the ARC does a thorough job of defining their expectations (Finkler, 2005). The organization also backs up its code of ethics by providing financial documents to the public in the form of an Annual Report and Audited Financial Statements. Another way that the ARC aims for ethical behavior is through reviews of employees and volunteers and by providing various training courses for employees and volunteers. (redcross.org, 2007)

 The Red Cross defines its code of ethics among eighteen main areas from standards of behavior, to accepting gifts, to record keeping. Perhaps the most important ethical issue for a non-profit agency is the use of business funds, property and time. When money, property or time is misused, fewer people would be helped by the ARC and the mission of the organization would not be accomplished. Therefore, the ARC “ensures that all claims, vouchers, bills, and invoices are accurate and proper (redcross.org, 2007).” Those using property belonging to the Red Cross are also expected to use proper judgment and are expected to use Red Cross time for work, not outside interests. (redcross.org, 2007)
It is also important to highlight a few other crucial areas of the American Red Cross code of ethics. The first is environmental protection; while serving people in need throughout the world, the Red Cross is pledges to protect the environment as well as the health and safety of people. The organization vows to conserve all natural resources, reduce waste, reuse, recycle, and dispose of hazardous materials in a legal, safe way. (redcross.org, 2007)

Another important issue in Red Cross ethics is the use and acceptance of gifts. It is crucial that employees and volunteers of the Red Cross make impartial decisions and it is the belief of the organization that this is best done when there is no conflict of interest. One way the ARC prevents conflicts of interest is to ban the acceptance of gifts, favors, or gratuities from companies, persons, or organizations with whom the Red Cross has a working relationship. Neutrality is an issue so important to the ARC that it is included in their fundamental principles. Therefore, it is unsurprising that it is also included in the code of ethics. Employees and volunteers of the American Red Cross must not get involved in any disagreements regarding race, color, religion, politics, or ideology. For those employees and volunteers who take part in political campaigns, they must do so on their own time and not use any affiliation to the Red Cross during that time. (redcross,org, 2007)

ARC AFFILIATION WITH THE US GOVERNMENT

Contrary to popular belief, the American Red Cross does not rely primarily on the US government for their funding. In fact, most of their revenues come from products and services and donations. However, the ARC does have a close affiliation with the government. This is because it has a Congressional Charter as a body corporate and politic in the District of Columbia. (redcross.org, 2007)

The ARC also has a separate mission statement regarding its government relations. “To create through effective legislative and regulatory initiatives, a public policy environment at all levels of government that will forward the mission and strategic objectives of the American Red Cross (redcross.org, 2007).” The government relations department represents the organization before Congress and State Legislatures for the creation of new public policy. They also manage any and all requests of the executive and legislative branches as well as preparing and presenting statements before federal advisory committees. (redcross.org, 2007)

ANALYSIS OF FINANCIAL STATEMENTS

Each of the financial statements attached provides different information (please see appendix for financial statements). The consolidated statement of financial position describes assets and liabilities, the income/activity statement describes revenues and expenses and the cash flow statement keeps track of depreciation and reconciles accrual accounting back to cash on hand. When viewing all of these financial statements together one can make a lot of conclusions about the financial status of the American Red Cross. (redcross.org, 2007)

The consolidated statement of financial position is a summary of assets and liabilities. In this case, the consolidated statement of financial position provides information as of June 30, 2005 in the first column and as of June 30, 2006 in the second column. By comparing the two you can see that owner equity (A-L=OE) has decreased by $5.33 million indicating a decrease in the portion of assets owned by the organization. While this figure sounds large at first, one must also note that there is still a surplus of $1.32 billion. Therefore, the decrease in owner equity is not a negative thing for their financial position and instead indicates that they may be putting a larger percentage of their funds toward their mission goal. They and should consider continuing that trend over the coming years. It appears that while the ARC has fairly diversified assets (investments, trade receivables, contributions receivable, inventory, land), it does not have a lot of liabilities (accounts payable, postretirement benefits, debt). (Finkler, 2005 & redcross.org, 2007)

The income or activity statement describes the increase or decrease in net assets by subtracting expenses from revenues. In this case, the ARC experienced a large increase in net income (up $539.4 million) between 2005 and 2006. This is because there was a large increase in corporate, foundation, & individual giving, services & materials, contracts, and investment income. While there were a several significant increases in revenues, most expenses stayed close to the amount in 2005, other than domestic disaster services. This indicates that the organization is doing well for the twelve months during this observation. However, we cannot make a long-term conclusion on the profitability of this agency based on only one year of data. For instance, this organization often receives a lot of donations in the year after a disaster, reaches a peak and then experiences a decrease in giving for a period of time after that. (Finkler, 2005 & redcross.org, 2007)

The statement of cash flows is concerned with the viability of an organization and looks at how we get from net income to current cash position. It questions how money is spent and where it came from to begin with. Unfortunately, while the statement of cash flows is primarily interested in both the long-term and short-term viability of an organization, we only have enough information to analyze twelve months. Therefore, we can say that the American Red Cross is viable in short-term and has enough cash to meet any short-term obligations but would need more information to make a statement of long-term viability. There was an increase in cash and cash equivalents of $135,014,000 between the end of 2005 and 2006 and an increase of $292,559,000 between the beginning and the end of 2006. It is also important to note that although the ARC was profitable during this twelve-month period, it is not necessarily feasible for them to expand services. They should maintain their current level of services and carefully consider an expansion after further analysis of long-term viability. (Finkler, 2005, redcross.org, 2007)

CRITICISM


There is a current controversy concerning the Red Cross and a marketing deal with Clorox. The ARC has signed a $1 million deal with Clorox allowing the company to use their logo on bottles of bleach. This decision was approved by the EPA but is being criticized by other environmental groups. The complaint is that this decision may lead consumers to have a false trust in the safety of products that could harm the environment. However, the ARC is standing behind its decision and believes that this marketing agreement will increase awareness for the disaster-preparedness, infant care, first aid, and CPR programs. (Panepento, 2007)


The EPA also stands behind its decision to approve the label stating that it does not endorse Clorox’s product. The approval allows the logo to be used on the packaging of five Clorox products. The group that opposes the decision is Public Employees for Environmental Responsibility. They believe that this decision will undermine efforts to make the public aware of the damage that chemicals can do to the environment and open the door for other such relationships between chemical companies and non-profits. Still, Kara Bunte, a Red Cross spokeswoman, maintains that the decision will encourage greater safety awareness and will also include instructions for how bleach can be used to disinfect after a disaster. (Panepento, 2007)


Another recent criticism of the Red Cross is that there should be changes in its structure to better allow for the government to investigate the organization. If approved, this would be the first change made to the Federal Charter since over fifty years ago. This decision would change the reporting and accountability requirements previously set. These are also additional changes to what the Red Cross already requested in October of 2006. They had already asked for the Board of Governors to be reduced and for the board’s role to be controlled in regards to their administrative powers. If the new legislation is passed, the GAO would be permitted to supervise the financial management of the Red Cross. The Red Cross has officially said that they support these changes along with the ones previously proposed and would like to see the changes passed quickly. (Schwinn, 2006)


Still other critics believe that even more changes ought to be made to the structure and oversight of the Red Cross’ activities. Some believe that while the Red Cross has exponentially increased its ability to raise money, it is lacking growth in programming. Such critics believe that while the Red Cross has realized and recognized the need to work with other non-profits and local agencies during a disaster, that this should be an issue at the forefront of the current restructuring proposals. (Walden, 2006)

RECOMMENDATIONS


Being a non-profit organization that has a goal of helping those in need with the money and donated time of the public, the Red Cross has a responsibility to that public. It should react to criticism in a constructive way and work to retain the trust that the American public has given the organization. Therefore, in the future when making a controversial marketing decision they should take more steps to gain public support before finalizing the agreement. For instance, they could hold focus groups to see how the public feels and also discuss the idea with multiple environmental or other special-interest groups. 


As for increasing the Red Cross’ transparency and increasing governmental control over the organization, this would also be a positive step. It would help to increase the amount of trust that the public has in the ARC and could even help to increase fundraising revenues since people would be more apt to believe that their money is being spent on the right things. The ARC should also take the issue of program expansion seriously. They should have the development department work to use their large surplus toward new programs or toward expanding the existing programs. 
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