2005-2006 EBD# 4.0

Finance & Audit Committee

Report to ALA Executive Board

2005 Annual Conference

The Finance & Audit Committee met twice during the 2005 annual conference.  We were pleased to have Michael Golrick, incoming F&A member join us.  

Budget Update EBD# 14.9

Gregory Calloway presented the FY 2005 budget update (EBD# 4.32).  General Fund revenues are predicted to be 4% or $1.0 million off from budget and expenses are predicted to be $1.0 million less than budget.  Dues revenue is projected to be $270,000 less than budget.  Twenty-nine percent of regular members have not renewed their memberships compared to last year.  There is an increase in student members and support staff.  The retention rate is 86%. Grant overhead is $50,000 higher than budgeted and Publishing is anticipating the net revenue to be greater by $250,000.  This is mostly due to continued salary savings and other expense reductions.  From all reports, the 2005 annual conference is a success, which will considerably help the General Fund revenues.

FY2006 Budget Approval, EBD# 4.31

Gregory Calloway and Pat Smith discussed the FY 2006 budget based on BARC’s review in May.  In order to achieve everything that is being set out, collaboration among and between all of the ALA units (including collaborating with outside Associations and organizations) is imperative.  Budgetary ceilings were approved by BARC and forwarded to F&A (EBD #4.35) for approval and recommendation to the Executive Board.

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 General Fund Budgetary Ceiling of $27,548,309, including a $1,475,350 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 Preliminary FY 2006 Divisions Budgetary Ceiling of $20,450,117.  BARC recommends to the Executive Board elimination of 1 division FTE. 

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 Round Tables Budgetary Ceiling of $851,750.

F&A concurs with BARC and recommends to the Executive Board a $1,475,350 transfer from the General Fund to offset the Plant Fund net operating expenses.

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 Grants and Awards (Restricted Fund) Budgetary Ceiling of $2,216,828.               

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 Long Term Investment Fund (Endowment Fund) Budgetary Ceiling of $602,182 including $79,428 capital gain to be allocated for funding the ALA Spectrum Initiative and a transfer of $219,190 interest and dividends from 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 $657,000; PLA $250,000, ACRL 300,000, CHOICE $50,000, AASL $25,000, LAMA $2,000, RUSA $15,000, and ALSC $15,000. 

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

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 total ALA Capital Budget of  $1,674,164.

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 General Fund Small Division allocation of $142,115.

F&A concurs with BARC and recommends to the Executive Board approval of a 2% compensation adjustment to base salary and a 1% individual incentive with a fiscal year impact of $397,000 in FY 2006.

F&A concurs with BARC and recommends to the Executive Board approval of the FY 2006 Total ALA Budgetary Ceiling of as follows:

General Fund


$ 27,548,309

Division Fund

   20,450,117

Round Tables


        851,750

Grants & Awards

     2,216,828

Long Term Investment
        602,182

                  TOTAL

$ 51,669,186




F&A concurs with BARC and recommends to the Executive Board approval of the transfer from General Fund to the Future Fund of $25,000 in principal and $2,063 of interest for payment of the CDA loan.

F&A concurs with BARC and recommends to the Executive Board approval of the transfer from General Fund to the Future Fund of $44,700 in principal and $16,986 of interest for payment of the CIPA loan.

Washington Property Update

Gregory Calloway briefed the committee on the progress of the Washington office purchase and build-out.  The build-out is progressing.  The build out costs are being monitoring closely.  The final inspection is scheduled for the end of July, with a move-in date of early-mid August.

Endowment Trustees Report (EBD# 13.3)

Rick Schwieterman, senior trustee, presented the endowment report.  The long term investment fund mirrors the general stock market and interest accounts.  For the first five months of this year, the long term investment fund has increased by $192,000.  Ariel and Credit Suisse are the only fund managers who did not meet their respective benchmarks.  The SRI account has been studied. In all respects, it has done well; however, there have been some unexpected occurrences regarding this fund.  Benchmarking continues to be somewhat of a problem because this SRI mutual fund does not fit in any one category – S&P 500 or the Russell 1000.  In addition, no member nor ALA unit has inquired about donating to the SRI fund.

Grant Thornton Presentation

John Fedus and Tom Brean, representatives from the accounting firm of Grant Thornton, talked with F&A about the Sarbanes-Oxley provisions and how they can be incorporated into a non-profit organization such as ALA and used as “best practices.”  Two items were highlighted: Whistleblower Policy and a Separate Audit Committee structure.  One interesting item to note is that California has passed legislation pertaining to non-profit agencies soliciting donations in California that may have some impact on ALA.  We were given several pieces of information relating to best practices, including a survey of 300 organizations which noted that 29% of the agencies had a whistleblower policy in effect and 84% had an audit committee charter.  Although ALA has an audit committee, it is a joint committee with finance.  The same survey found that 55% of the audit committee was combined with the finance committee.  With respect to the California law, if this is the case, it is stipulated that no more than 50% of the members can be overlapping.

With respect to whistleblower policies, there already is a law that protects individuals from being prosecuted for informing others of illegal activity.  What the whistleblower policy does is provide a more structured avenue for doing that. A draft whistleblower policy was distributed.  It is within the context of this discussion that F&A will continue to work with ALA Human Resources and Finance staff to develop a policy that will be brought to the Executive Board in the Fall.

The pros and cons of establishing a separate audit committee were discussed.  Prior to the Annual Conference, we were given some very interesting information (Info document #10) regarding audit committees.  We were also given drafts of audit committee structures from similar non-profit organizations.  A couple options were posed for discussion between now and the Fall meeting.  One is to expand the charge of the Finance and Audit Committee, which is deficient.  F&A will work on revising its charge to make it more in line with some of the best practices as outlined in the Sarbanes-Oxley legislation.  The other option is to establish a separate Audit Subcommittee of F&A to correspond with ALA auditors as well as serve as mediators for disagreements between ALA staff and the auditors.  F&A will continue to explore this latter option.  F&A was informed by the representatives of Grant Thornton that there is no legislation mandating a separate audit committee.

There are several issues and concerns for F&A to keep in mind and continue to discuss over the next year. It is anticipated that a recommendation regarding the Finance & Audit Committee will be brought to the Executive Board during the Fall meeting. 

Controller’s Report (EBD 4.34)

Russell Swedowski, the ALA Controller, reported on the state of ALA finances.  We were pleased to hear that as of present, there has been no destruction of inventory, as typically experienced in prior years. Trade accounts are approximately $1 million higher than a year ago with the 150+ day accounts showing at a little over $200,000 higher.  This increase is a result of conference exhibits billings that are offset by an increase in collection activity.  The initial planning for the 2005 audit has begun. How time flies!  The final audit is scheduled for November 7th.

Total cash and short-term investments as of the end of April amounted to $16.2 million.  This is approximately $200,000 more than a year ago due to the increase in accounts payable.  The Neuberger Berman bond fund investment account remains relatively flat, compared to last year.  However, this fund historically has out performed certificates of deposit.  During the next 18 months, we are anticipating using approximately $5.7 million out of the operating cash account to pay for expenses related to the Washington, DC office including the Division transfers of nearly a million dollars during the next two years to the long-term investment fund, and nearly two million dollars in capital equipment and software investment.  It was noted that there will be over a $200,000 decrease in interest income earned by the end of August 2006.

Federal and state tax returns were filed the middle of May. Overpayments on both were applied to 2005 taxes. Federal taxes were $4.48 million and state taxes were $1 million.  The Huron Plaza sale is still affecting the taxes owed.

BARC Report and Actions

Pat Smith, chair of BARC, brought to F&A a BARC recommendation pertaining to dues.  

MOTION:

F&A concurs with BARC and recommends that he ALA Executive Board investigate a dues increase based on the fact that ALA’s current and projected income has and is not keeping up with the programmatic expectations of members and the cost of providing such service programs.

F&A would like to extend its thanks to the ALA Finance Department, Greg Calloway, Keith Brown, Sandy Lee, Elaine Klimek, and Russ Swedowski for all their help during the preparations of the FY 2006 budgets.  F&A also thanks outgoing members, Nancy Davenport, Barbara Stripling, and Pat Smith for all their hard work and contributions to the issues F&A has faced the past several years.  These three have, indeed, earned their places at the head of the class and can now relax!

Respectfully submitted,

Nancy Davenport

Patricia Smith, BARC Chair

Barbara Stripling

Janet Swan Hill

Teri Switzer, Chair
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