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American Library Association

Finance & Audit Committee

2006 ALA Midwinter Meeting

San Antonio, TX

DRAFT MINUTES

January 21

Present:
Teri Switzer, Treasurer, Michael Golrick, Patricia Smith, Janet Swan Hill,



Patricia Wong, BARC Chair

Staff:

Gregory Calloway, Keith Brown, Elaine Klimek, Keith Michael Fiels

Endowment Trustees:

Rick Schwieterman, Robert Newlen

Observers:
Marilyn Hinshaw

T. Switzer reviewed the agenda with the committee and asked that any questions pertaining to the audit be put on hold until after the Indirect Cost discussion.

Fall Meeting Minutes – EBD #4.9

Moved by M. Golrick, second, J. Swan Hill

Minutes approved as written.

Motion carried.
G. Calloway distributed the FY 2005 General Financial Results, EBD#14.4A, and noted that two units over spent their grants by $75,000.  He advised that there needs to be better training and communication between units and accounting.  He also noted that the Washington Office does not yet have access to the ALA mainframe to drill down to budget be able to view full details.

FY 2006 Budget Update – EBD #14.4

G. Calloway reviewed the first quarter financial results and noted that total ALA General Fund revenue is 4% less than budget and expenses are 14% less than budget.  Income from dues is 5% less than budget.  ALA’s total membership is 67,241, which is an increase of 1,616 since August 2005.  Retention is also good.  Cash and short-term investments are $3 million less than last year, however, the Endowment is up $5 million.  He also noted that December is renewal month and cash is recognized immediately.  ALA has a strong asset base and total ALA net assets are $5,560,989 or 27% more than a year ago.  Salary savings are $690,817 to date because of the large number of open positions.  However, Publishing has started to fill its open positions and Human Resources is busy reviewing resumes.  Because of increased property values (mainly, the property purchase in Washington), property insurance premiums have increased approximately $12,000.  G. Calloway also noted that all insurance premiums are now on one payment cycle.  Based on 1st quarter results, management expects to meet the revenue and expense budgets.

Endowment Trustees Report – EBD #13.1

R. Schwieterman and R. Newlen were present to review the draft Trustees report (to Council) with F&A.

R. Schwieterman noted level of. the Dow Jones Index on January 20, and stated that it is difficult to predict the future.  He noted ALA’s strategy focuses on asset allocation, which is very important to grow the portfolio.  He stated that 90% return on investment comes from “Best “Practices,” well placed asset allocation.  SRI continues to be a difficult issue; the Ariel fund performance has been under close scrutiny.  The Trustees met with Ariel in Chicago last fall and noted that Ariel is one of the better SRI funds out there, but when measured against their benchmark, the performance was less than the benchmark.  Since inception, the initial $200,000 invested with Ariel has increased to $225,000.  R. Schwieterman noted that diversity is the key; follow best practices to maximize the investment, through asset allocation.  He noted that SRI funds are still in their infancy, so ALA should proceed with caution.

Allocation of Net Assets Earmarked for 2010 Projects
G. Calloway highlighted the 2010 projects, with the following:

· $45,000 to CE

· $45,000 to Publishing to jump start projects

· $90,000 for projects for collaborative investing (membership recruitment, bilingual projects, repurpose others)

K. Fiels noted that since Publishing has filled most of its open positions, new revenue could be seen in FY 2006.  The committee discussed the need for R&D in the Publishing unit budget, and recommended that staff come to the spring meeting with an R&D proposal (which would be worked into the FY 2007 budget).  They also stated that a percentage of the new revenue could go into an R&D pool of funds.  F&A will ask BARC to review this issue.  P. Wong stated that BARC would invite the Publishing Committee chair (and perhaps the entire committee) to meet with BARC at the New Orleans Annual Conference.

D. Chatham has staff in Publishing that can do R&D.  An R&D budget would need constant monitoring.  Publishing made $2.3 million last year and some of that should have gone into an R&D fund.  Will need to find a way to institutionalize R&D in Publishing and possibly more units. 

G. Calloway noted that Publishing and Conference Services do not have financial plans.  Conference has an initial business plan, and Publishing has a business plan, which consists of three clusters, editorial, production and marketing. 

FY 2007 Budget Instructions/Calendar/Process – Information #3

In relationship to planning for the FY 2007 budget, G. Calloway posed the following:

· What are the projected staffing levels for 2010 or 2015?  How do we deal with ALA facility needs?

· How will ALA maintain growth over the next 20 years?  

· Will Midwinter remain relevant?

· Attendance at conferences – will members expect more electronically and technologically?

FY 2007 Budget Instructions – Information #2
Guidelines and budget assumptions have been distributed to staff consisting of a zero percent increase over the current FY 2006 budget.  The Spring budget is being prepared without a dues increase and will be modified for the Annual Conference based on the result of the Spring ballot.

Indirect Cost Study Assumptions – Information #3

K. Brown explained the process and reported that there are no significant changes proposed in the basic assumptions used in the indirect costs allocated to the ALA units and divisions.  He noted that exclusion of bank fees resulted in a reduced rate to 21.8% (a tenth of a percent) for FY 2006 as compared to 21.9% originally used in the budget.

The committee thanked K. Brown for his informative report.

The meeting was adjourned.

January 23

Present:
T. Switzer, M. Golrick, P. Smith, J. Swan Hill, P. Wong

Staff:

G. Calloway, K. Brown, E. Klimek, R. Swedowski

Auditors:
Ken Herlin, Maria Stephan of Ernst & Young, LLP

FY 2005 Audit Report – EBD #14.10

K. Herlin and M. Stephan met with F&A to review the results of the FY 2005 audit.  K. Herlin summarized the Ernst & Young audit process, including the audit scope and required communications.  K. Herlin reported that ALA received an unqualified opinion.  He also reported that there were no disagreements with management, nor material weaknesses.  Issues concerning commingling of grant funds was addressed.  By centralizing all grants within the ALA Development Office and implementing procedures to inhibit the interchange of funds, grant management will be improved.  Timely preparation and review of account reconciliation’s will be addressed.  Subscription deferred revenue finding will be addressed by creating a detailed listing of these deferred revenue accounts and the detail listing will be reconciled monthly.  All FY 2004 comments were satisfactorily addressed by ALA staff.  A few items to note are the new addition of long-term debt associated with the purchase of property in Washington; the need for tightening controls regarding the iMIS system; the need for centralized critical contracts and documents; better monitoring of grant expenditures, and more frequent account reconciliation’s.

G. Calloway noted that exhibit VI will need to be updated after ACRL/CHOICE purchase property for the CHOICE office staff.  He also noted that several changes/corrections need to be made to the audit and the audit should be reprinted.  G. Calloway also reported that the Washington Office need to be connected to ALA re iMIS (for budget drill down purposes).  Once this is done, a staff person will be sent to Washington to install software and train staff at minor cost.  The accounting department now has a temp working with payroll and will be reviewing resumes for that positions plus a staff accountant will be cross-trained and will upgrade a current staff member.

Moved by M. Golrick, second, P. Smith

F&A recommends that the ALA Executive Board accept the audit as revised and presented by Ernst & Young.

Motion carried.

G. Calloway thanked the auditors for working collaboratively with ALA staff to complete the audit.  The auditors, in turn, commended ALA management and the controller for work with the audit and the management letter.

Controller’s Report – EBD #4.11

R. Swedowski met with F&A to highlight his report at the end of the 1st quarter of FY 2006.

Inventory Levels – As of November 30, 2005, ALA Editions level was $750,751 and their inventory reflects a $48,000 valuation for Guide to Reference Books, 11th Edition (the 12th Edition is in production).  Products and Promotions (Graphics) level was $624,169, and the largest items in the inventory are the @ Your Library products (13 different items) valued at $14,000.  Additions to the reserve, through November are $6,000 for ALA Editions and $14,000 for Graphics.

Credit and Collections – The 150+ day accounts receivable contained $60,074 as compared to $313,522 last year.  The decrease is a result of the receipt of two Endowment pledges, the Schneider Book Award pledge for $60,000 and the William Boyd pledge of $100,000.  There are also several Midwinter exhibitor billings that are outstanding.

Unrelated Business Income Tax (UBIT) – The final UBIT worksheets and the actual tax returns will start in February, to be completed by early March.  Extensions have been filed to extend the January 15 due date to April 15.  The expected total tax liability is $9,168 for the Federal return and $3,948 for the state of Illinois return.  The returns will include a taxable loss of $25,000 for the final days of Huron Plaza operation.

Cash Management and Bond Fund – Cash and investments amounted to $16,804,444 as compared to $19,402,524 last year.  The decrease is due to the increase in accounts receivable and payments related to the purchase of property in Washington, DC.  Interest income is $146,023, $7,351 more than last year.  The Neuberger Berman bond fund is at $11,401,647 at the end of the first quarter.  The investment has produced over $5,520,000 in interest income since 1991 and the yield has been well above the yield from certificates of deposit.  At November 30, 2005, the cumulative (since 1991) net realized/unrealized loss is $521,456.

The committee thanked R. Swedowski for his very informative report.

BARC Report – EBD #3.3

P. Wong highlighted her report, which will be presented to the Executive Board on Wednesday.  The Committee on Organization (COO) had received the proposal that the composition of BARC include the addition of two divisional members.  COO will make its recommendation at Council III.  Conference Services proposed that the Scholarship Bash proceeds be used for Katrina relief as opposed to the money donated to the scholarship fund to support the Spectrum scholarship and several others, which are normally funded by proceeds from the Scholarship Bash.  BARC recommended that the money normally donated to the scholarships still be given to the scholarship fund and anything over that amount be donated to Katrina relief.  BARC also recommends that some of the ALA Ahead to 2010 funds be used to establish an R&D fund, and staff to work on a financial plan for R&D.  BARC also recommends the ACRL/CHOICE proposal for a feasibility study to purchase property for the CHOICE staff.

All felt that the Planning & Budget Assembly (PBA) and the Division Leaders/BARC meetings were successful and well attended.

P. Wong also gave an update of the ALA Finances 101 session, which was for the first time held on Friday afternoon.  The session, formerly known as the Financial Planning Seminar, was generally held on Friday morning.   Attendance was not as good as BARC hoped it would be.  Many felt that the time of the session was at fault since many divisions had all day meetings.  It was suggested to BARC members that the session should be advertised differently and to stress the new name of ALA Finances 101.

K. Fiels noted that he needs input from the Department Heads regarding R&D.  Most likely Publishing will be the first unit with a R&D budget.  K. Fiels stated that he would most likely have a R&D financial plan document ready for the Spring meeting.

After the BARC report, F&A took the following actions:

It was noted that Annual Conference publicity states that ALA is giving money to scholarships and Katrina relief.  The committee felt that since the Executive Board originally approved the Bash, it should approve funding for Katrina relief.

Moved by M. Golrick, second, J. Swan Hill

F&A recommends that the ALA Executive Board designate that all net proceeds from the 2006 Scholarship Bash over that needed for scholarships be designated as a one-time addition to the Hurricane Relief Fund and that a detailed financial report be given to the Executive Board at the Fall 2006 meeting prior to distribution of funds.

Motion carried.

Moved by M. Golrick, second, J. Swan Hill

F&A concurs with BARC and recommends that the Executive Board authorized the expenditure of up to $25,000 from ACRL/CHOICE net assets to conduct an architectural feasibility study of the Acheson House property for the use of ACRL/CHOICE.

Motion carried.

Whistleblower Policy – EBD #4.16

The committee made several more changes to the document, now called the Whistleblower Statement.  Recognizing the importance of Sarbanes-Oxley, F&A recommends that the Executive Board adopt the document with procedures to be at the purview of ALA management.

Moved by M. Golrick, second, P. Smith

F&A recommends that the Executive Board adopt the Whistleblower Statement in EBD #4.16 revised and dated 1/24/06.

Motion carried.

F&A Charge – EBD #4.15rev

The committee felt it should keep the spirit of Sarbanes-Oxley and its recommended operating practices.  F&A recommends a change to the current F&A charge to incorporate more specified responsibilities with the independent auditors of the Association.

Moved by M. Golrick, second, P. Smith

F&A recommends that the ALA Executive Board adopt the revised charge of F&A as presented in EBD #4.15 revised.

Motion carried.

Working Capital Accounts – EBD #4.14
At the Fall meeting, F&A discussed the cash asset allocations and asked staff to investigate alternatives.  ALA staff worked with Raj Bhatia, Merrill Lynch investment manager, who in turn brought a proposal to F&A.

Moved by M. Golrick, second, P. Smith

F&A recommends that the ALA Executive Board affirm the transfer of $1 million from the Neuberger Short Term Account #1 to MLIM Limited Maturity.

Motion carried.

CIPA and CDA Loan Payoffs

F&A reviewed the final audited year-end close and discussed the transfer of cash to the Long Term Investment Fund to payoff the CIPA and CDA loans.

Moved by M. Golrick, second, P. Smith

F&A recommends that the Executive Board, as has been ALA Operating Practice, approve the cash transfer of $241,723 to retire the CIPA/CDA debt during August 2006 to the ALA Future Fund.

Motion carried.

Spring Meeting Dates
It was decided that since the Executive Board is meeting April 7 – 9, that F&A would meet the afternoon of April 6, in Chicago.

With no further business to discuss, the meeting was adjourned.
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