American Red Cross FY13 Financial Results

A Message from the Chief Financial Officer

The American Red Cross ended its fiscal year 2013 with net assets of $2 billion, posting total operating revenues of $3.4 billion and total operating expenses of $3.4 billion. Behind these indicators of size and activity are several key numbers that help explain the organization’s stable financial performance. 

$0: Balanced operating performance.

On an operating basis, the Red Cross posted a breakeven net operating margin for fiscal year 2013. Our Humanitarian services and Preparedness Health and Safety operations performed better than target, while Biomedical operations came in below budget. We received outstanding fundraising support ($308 million) for Hurricane Sandy in FY13. We continued to invest in fundraising programs to position the Red Cross for revenue growth in future years. The Red Cross had a challenging year for blood collections with reduced demand as hospitals have become more efficient at managing the blood they use for surgeries. Biomedical Services continued to reduce expenses as it invests in new technology that will offer added value to our hospital customers in calendar year 2014. This year’s breakeven performance contrasts with our $209 million annual operating deficit in FY08. The Red Cross eliminated that operating deficit in two years, finished both FY10 and FY11 with modest budget surpluses, and has performed at a breakeven level for FY12 and FY13.
$55 million: Positive change in net assets from operations as reported on Red Cross audited financial statements. 
The difference between our internal breakeven operating performance and the $55 million GAAP operating gain largely reflects accounting entries related to specific episodic disasters (like the 2010 Haiti earthquake) where contributions occur in previous years and Red Cross expenses continued in FY13. 
$395 million: Positive change in total net assets from operations as reported on Red Cross audited financial statements.

The difference between our breakeven operating results and the $395 million excess on the statement is due to a boost in revenues for Hurricane Sandy, strong investment performance and the one-time reduction in our pension benefits. These were only partially offset by a decline in biomedical results and ongoing investment in a biomedical IT system called BioArch, and spending down for international relief funded by contributions in the previous year. When these results are combined with the $55 million gains in operating net assets, we get the total change in net assets of $395 million.

$539 million: Red Cross operating debt.

The Red Cross continued to pay down its operating debt, which stands at $539 million, compared to $553 million in FY12. This operating performance excludes our one-time pension-related debt for the year. The Red Cross is taking steps toward reducing debt risk by restructuring more of its debt to make it less vulnerable to the short-term volatility of interest rates. The Red Cross debt-to-net-asset ratio was 23.6 percent (debt: $539 million; net assets: $2.285 billion), compared to 34.7 percent the prior year. The decrease in this ratio was driven by our ability to work with creditors to adjust the ratio by removing some pension-related items. In FY13, we reduced the post-retirement pension liability by freezing the Retirement System and by offering a one-time buyout for former employees who had been vested in the retirement system. However, this step increased our debt for the year by $175 million, and would have created an unfavorable jump in our debt-net-asset ratio. So we renegotiated our debt covenant so that the new debt was excluded from the Red Cross debt-to-net asset ratio. Moreover, future volatility in our pension plan liability will not affect our debt-to-net asset ratio going forward. Incurring the new debt ended up being better fiscally for the organization than continuing to carry the large pension liability on our books. The Red Cross took advantage of the buyout and favorable interest rates to swap one liability for another at a lower cost and less risk to the organization. The altered debt-to-net-asset ratio falls well within the covenants we have negotiated with our bankers, which continue to support our financial management strategy. 

$447 million: Reduced pension and post-retirement benefit liability.

Through a combination of actions, the Red Cross was able to reduce its pension and post-retirement benefit liability from $1.005 billion the prior year to $558 million. This was accomplished by freezing the pension plan in January 2013, offering a lump-sum buyout for terminated vested employees and taking advantage of interest-rate changes that lowered the dollar value of the pension liability.

Looking ahead, the Red Cross expects some challenges driven by changes in the biomedical services industry that are depressing demand for blood products across the industry. However, we are aggressively managing these potential risks from a position of relative financial stability 
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