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Finance and Audit Subcommittee

Report to the Executive Board

2008 Fall Meeting 

Chicago, Illinois
Thursday – October 23, 2008
The primary objectives of the meeting included a review and discussions on the following topics:

· FY 2008 Unaudited 2nd Close Results – EBD #14.3
· FY 2009Final Budget Ceilings – EBD #3.3
· CHOICE Loan Agreement – EBD #3.5
· Audit Planning Discussion

· Auditor RFP – EBD #4.7

· Controller’s Report – EBD #4.5

· Investment Policy Guidelines for Alternative Investments – EBD #13.0

· Oakley Endowment Approval – EBD #13.1

· Strategic Financial Planning
· BARC Report – EBD #3.4
FY 2008 Update – EBD #3.2
Greg Calloway updated the committee on the status of the FY 2008 year end budget results based on the available 2nd close information. 

Total ALA

Total ALA revenues for the period were $56.4 million, which is 3% or $1.2 million more than budget of $54.6 million. This compares to $47.8 million last year. Accounting for most of the overage against budget was Grants & Awards ($3.6 million) due to the addition of several grants such as NEH Picturing America, Ben Franklin, WTP Created Equal and the Gates E-Rate program.  Total ALA expenses for the period were $53.8 million which was 1% or $398,000 more than budget and compares to $46.2 million last year.
General Fund 

General Fund revenues for the period totaled $28.0 million and were 4% or $1.3 million less than budget of $29.3 million.  General Fund revenues did however, meet projections, which were reviewed at the Annual Conference. Publishing revenue of $12.1 million was $747,000 or 6% less than budget of $12.8 million. Revenue from Editions was under budget by $350,000 at $2.7 million, while Booklists was under budget by $174,000 at $4.9 million. Major impacts were the delay in Guide to Reference and only 18 ALA Editions titles were published during the year. Despite the lower generated revenue, Publishing was able to exceed its budgeted net revenue. Membership Programs and Services revenues were also down during the year by $483,000 or 5% at $9.1 million. Much of this shortfall was related to the annual conference which reported revenue of $5.8 million or $508,000 less than the budget of $6.3 million. Dues essentially met its budget at $5.6 million being just $15,000 short. It should also be noted that ALA ended the fiscal year with a record level of total members at 66,624. Membership seems to be on target with total membership at 66,624, an increase of 1,895 over last year. Membership growth is being realized in most divisions, roundtables and the student category. 
General Fund expenses for the period totaled $27.3 million, which was 6% or $1.9 million less than budget of $29.2 million.  The largest savings was in ALA Editions ($410,000), Booklists ($157,000), Annual Conference ($281,000) and ITTS ($217,000). It should be noted that because of the lower than expected revenue from Publishing and Conferences, ALA’s overhead recovery of $7.6 million was under budget by 2% or $116,000.

Based on the preliminary 3rd close, G. Calloway estimates that the General Fund net income will be about $660,000. At this point, because of the potential net income, management is recommending award of an Organizational Incentive. The following action was taken:

F&A concurs with BARC and recommends to the Executive Board the authorization (allocation) of $100,000 for an employee organizational incentive with the stipulation that the General Fund 3rd Close results has over $250,000 in revenue over expenditures.

FY 2009 Budget Overview – EBD #3.3
G. Calloway highlighted for the committee changes to the FY09 budget since the Annual Conference. It was noted that the economy has taken a turn for the worse and that the library community is already experiencing negative impacts. As a result, management made several  adjustments to the budget to reduce both revenue and expenses. Some of the changes include the following:

· Revised MW and AC revenue targets down by 5% or $419,000
· Reduced GF expenses by 3%, excluding Publishing and Conferences totally $419,000
· Adjusted LTI balances as of 7-31-08

· Incorporated approved grants received after AC

· Modified Division budgets based on their board’s recommendations

· Establishment of ALTAFF as a division

· Incorporated electronic balloting and the subsequent reduced costs of $71,000
After a great deal of discussion the following action was taken:

F&A concurs with BARC and recommends to the Executive Board approval of the final Total ALA FY 2009 Budgetary Ceiling as stated in EBD #3.3.

The EBD #3.3 document includes the following actions with the understanding that expense cuts exceeded the revenue adjustments and that staff will monitor the budget and make further adjustments if necessary:
F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 General Fund Budgetary Ceiling of $30,064,112 including a $1,770,556 net asset transfer to offset the Plant Fund net operating expenses.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 Divisions Budgetary Ceiling of $25,159,147.  BARC recommends to the Executive Board the addition of 3.9 FTEs to Divisions in FY 2009, .4 FTE for ACRL, 1.0 FTE for AASL, 1.0 FTE for YALSA, and 1.5 FTE for ALTAFF. 

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 Round Tables Budgetary Ceiling of $1,110,275.

F&A concurs with BARC and recommends to the Executive Board approval of the transfer from Round Table operating fund balance to Long Term Investments of $49,999 for EMIERT.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 Grants and Awards (Restricted Fund) Budgetary Ceiling of $12,255,773.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 Long Term Investment Fund (Endowment Fund) Budgetary Ceiling of $824,876 including $157,766 capital gain to be allocated for funding the ALA Spectrum Initiative and a transfer of $211,542 interest and dividends from the Endowment Fund to the General Fund in accordance with Policy 8.5.1.

F&A concurs with BARC and recommends to the Executive Board approval of the transfers from Division operating fund balances to Long Term Investments of $324,000; ACRL $100,000, AASL $50,000, RUSA $50,000, LITA $50,000, ALSC $49,000, and YALSA $25,000.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 total ALA Capital Budget of $1,635,535.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 General Fund Small Division allocation of $135,720 - $40,362 for ASCLA and $95,358 for ALTAFF based on FY 2008 budget figures for ALTAFF.

F&A concurs with BARC and recommends to the Executive Board approval of a 2.5% compensation adjustment to base salary and a .5% individual incentive with a fiscal year impact of $445,000 in FY 2009.

F&A concurs with BARC and recommends to the Executive Board approval of the Final FY 2009 Total ALA Budgetary Ceiling as follows:

General Fund

             $ 30,064,112

Division Fund

    25,159,147

Round Tables

                  1,110,275

Grants & Awards

    12,255,773

Long Term Investment
        824,876
                  
TOTAL
$ 69,414,183




CHOICE Loan Agreement – EBD #3.5

G. Calloway and M. Davis – ACRL Executive Director - updated the committee on the status of the closing process related to the purchase of the CHOICE property status. 
In light of the current financial climate, there was much concern with whether or not the Bank of America (BOA) would be issuing the $2.0 million loan ALA has been anticipating. G. Calloway presented the loan documents which were prepared by the lender BOA and reviewed by ALA’s attorney at Arent Fox. The terms of the loan are consistent with the term sheet that was approved by the Executive Board at its spring meeting EBD #4.2. There are no significant outstanding issues related to the loan but, the choice of the bank that will be used for loan payments is being discussed.
While closing on the building has been planned for October 29, 2008, it is unlikely in that several issues have not been resolved. Those issues relate to the following:

· Parking Lease

· LEEDS Certification

· Environmental Reports

The attorneys are working over this weekend to address these concerns. ALA has received a certificate of occupancy and has set a move in tentative date of November 15, 2008. After additional discussion, the following action was taken:

F&A recommends to the Executive Board approval of the Resolution, Loan Agreement, Promissory Note and Mortgage Assignment of Rents as attached in EBD #3.5 - Approval of CHOICE Loan Agreement.

Controller’s Report – EBD #4.5

ALA Controller, Russ Swedowski’s, presented the fiscal year end status of the inventory, credit & collections and cash and short-term investments.

Inventory – Inventory levels at 8-31-08 for ALA Editions and Products & Promotions were $619,000 and $616,000 respectively. The ALA Editions inventory reflects a $35,000 valuation for the 11th edition of Guide to Reference books. The largest item in the inventory for Products & Promotions are the “Read” products (36) valued at $73,000.                  

The excess and obsolete inventory reserves for ALA Editions and Products & Promotions were $362,000 and $110,000 respectively, which are appropriate. To date there has been $30,000 (Editions) and $13,000 (Products & Promotions) of destruction of excess or obsolete inventory. Testing of reserves was performed as part of the year-end closing process, which resulted in a reduction in reserves of $15,000 in Graphics and $80,000 in ALA Editions.

Credit and Collections – As of 8-31-08 trade receivables totaled $2.2 million as compared to $2.7 million a year earlier. This is normal growth. However, trade receivables returned to more historical trends as the 150+ day category decreased to $225,000 from $636,000.  During the 2nd close period ALA’s fulfillment company – PBD –provided several year-end reports to test the adequacy of the bad debt reserve. The current pre-adjusted reserve is $308,000. It is expected that year-end testing will illustrate that the reserve level is likely too high. As result the reserve may be reduced 25% - 50%. Excellent collection efforts account for the excess reserves.
Cash Management and Bond Fund – As of 8-31-08 the balance for cash and short-term investment was $21.2 million due in large part to lower accounts receivables from collection efforts. This compares to $19.9 million last year. Year-to-date interest income is $832,000, which is $10,000 less than the budget but $155,000 less than last year. The Nueberger Berman bond fund balance is $14.8 million. This investment has generated over $7.0 million in interest income since December 1991 and a cumulative net realized gain for the year is $89,000. 
Annual Audit – Accounting staff met with representatives from Ernst & Young on April 11, 2008 to commence the preliminary audit work. Auditors were provided with requested work papers and reconciliations. The auditors will be back in the office for final fieldwork during the week of November 17th. The work on the A-133 will be completed in April 2009.

Regulator Issues – The Controller reported that the Department of Labor, IRS and Pension Benefit Guarantee corporation published revisions to 209 form 5500 Annual Report/Return of Employee Benefit Plans. The new requirements will result in additional schedules and an audit of each plan. ALA has six plans. This will be effective 1/1/09.
Audit Planning Discussion – Ernst & Young

Susan Jones – Coordinating Partner – and Serena Legatos – Audit Senior Manager – of Ernst & Young met with the committee to discuss the process for the upcoming audit. They provided the committee an overview of the audit process. This included an acknowledgement of what the audit committee and management expects from the audit, an understanding of the business of ALA, the establishment of an audit strategy and performance testing of ALA procedures and assumptions. They went on to explain exactly what the audit engagement is expected to cover, i..e. express an opinion on the consolidated financial statements, issue reports in accordance with government auditing standards related to the A-133 and a management letter that provides recommendations regarding opportunities for improvement to internal controls. Note: the A-133 will be conducted in April. The areas of emphasis include accounts receivable, inventory, investments deferred revenue IT controls accounting for taxes etc. It was noted that preplanning sessions with staff occurred in July and fieldwork will begin the week of November 17. A draft of the statements should be completed before the holidays in December with the final audit presented to the Executive Board at the Denver Midwinter Meeting. 
Auditor Request for Proposal (RFP) – EBD #4.7

The committee reviewed with management information item EBD #4.7 to discuss an auditor RFP. The document outlines the details of the RFP, the general scope of work needed by the Association, the criteria for selection, as well as, the timeline. At this point the RFP is essentially complete. The discussion included the cost associated with this action. Note that ALA is no longer on a multi-year contract. It was suggested that staff pursue a multi-year arrangement. As a result of this information and other consideration the following action will be considered:

· Will try to negotiate a 3 year arrangement with current auditor 
· Will do some market research (ASAE) on what other associations spend on audits

· F&A/Executive Board will evaluate the FY08 audit process and the auditor at the  Midwinter Meeting
Investment Policy Guidelines – EBD #13.0
K. Brown reviewed for the committee the request by the Endowment Trustees to include language in the ALA investment policy to use “Alternative Investments.” Through the work of the ALA Investment Advisor – Merrill Lynch – the Trustees have determined that the use of alternative investments has the potential to improve the portfolio’s overall return, as well as, reducing its volatility (risk). Evidence of this point will be shared with the Executive Board on 10-26-08. It was noted that the Trustees are still in the process of vetting all the nuances of utilizing alternative investments. The objective at this point in time is to have the language in place for later utilization once the Trustees decide to move ahead. The Trustees firmly believe that alternatives are an asset category or investment tool that should be used. As with all the asset categories currently being used, their will be a range (0% - 15%) or weighting within the portfolio which the Trustees will work, as well as, a target (10%). Additionally, as it relates to hedge funds, the Trustees will be using the “Fund of Fund” approach as opposed to investing in a singly hedge fund..  In summary, the inclusion of language in the portfolio to use alternatives is another effort by the Trustees to diversify the portfolio and manage the risk. 

After further discussion the following action was taken:

F&A recommends to the Executive Board amending the ALA Long Term Investment Policies and Procedures and include language related to the inclusion of “Alternative Investments” in the ALA Investment policy.

Oakley Endowment Approval – EBD #13.1

The committee reviewed information provided on the establishment of the Robert L. Oakley endowment fund. Mr. Oakley was an expert on copyright and intellectual property law and served as the long time Director of the law library at Georgetown University. The purpose is to establish scholarship/study grant in the amount of $3,000 copyright research for librarians in early or mid career. The request has been reviewed by the scholarship committee and the Endowment Trustees. As a result of fund raising efforts with the Washington and the Development Offices, approximately $42,559 has been raised or pledged. The ultimate goal is to raise approximately $110,000 in order to meet the award obligation. The Development Office, HRDR and Mrs. Oakley will evaluate the endowment amount at a later date in order to determine if an award can be made in 2010. The following action was taken: 
F&A recommends to the Executive Board the acceptance of funds ($42,559) for the establishment of the Robert Oakley memorial endowment fund.

Strategic Financial Planning

Relative to the factors that are expected to impact the FY09 budget the committee also felt that the impact could and would be felt for some time to come. Taken in the context that revenues from ALA’s revenue producing units – Publishing and Conferences - have been generally flat for the last few years, new revenue sources are imperative. BARC discussed with ALA management current efforts at the Association to seed and incentivize entrepreneurial and resource attraction strategies under the internal grant process and 2010 project initiatives. Several conceptual models were discussed. One model suggested four scenarios: current products/services to current markets, new products/services to current markets, current products/services to new markets, and new products/services to new markets. The availability of risk capital and focus on business planning will be essential. A long-term financial planning model was presented which looks back and ahead five years at trends and projections. A model process for conference planning was received which included strategies for managing costs and increasing revenue. BARC will focus on raising the level of understanding, commitment, and involvement across the Association, and the strategic planning process will be a critical forum for focus on new business development at ALA. 

BARC Report - EBD #3.4
J. Neal reported to the committee on the activities of BARC, who met for two days on 10/21 & 10/22. He highlighted the primary objectives that are standard for the committee at its fall meeting:
· Review of Year end 2008 budget results

· Review current budget 2009 updates

· Strategic Financial Planning

· Referrals to BARC

· Midwinter Meeting preparation

All the areas listed above had very substantial, engaging and earnest discussions with BARC members and staff. The level of detail and engagement was such that the Association will benefit greatly as it moves forward. Much of the information is highlighted and reflected in the F&A report. As a result of the work done by the committee two actions were forwarded to F&A – authorization to award an organizational employee incentive and approval of FY2009 budgetary ceiling updates. He also discussed the direction that BARC provided to C. Kratz, a member of the Electronic Member Participation task force, on prioritizing some of the recommendations in the preliminary report of the task force. Staff has indicated that they have begun to assign some costs to the recommendations. It was emphasized that this will be a large and expensive undertaking and that this, in conjunction with other initiatives, will have to be prioritized. Finally, preparation for the Midwinter Meeting was discussed. BARC’s objective is to make the meetings with the Divisions, PBA, the finance workshop and the Treasure’s forum as productive, exciting and interesting as possible.
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