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. Introduction

A, Qverview and Charge of the Special Investicative Committee. This Interim
Report is made 10 Dr. Bernard 1.emicux, Imperial Potentate of the Ancient Arabic Order of
Nobles of the Mystic Shrine for North America ("AAONMS"). an lowa Corporation, and
Chairman of the Board of Direclors of the Shriners Hospitals for Children (“SHC™), a Colorado
nonprofit corporation, in accordance wilh his directive W thc Special [nvestigative Commiliee
(the “Special Committee™) of the Board of Directors and Board of lrus(enfashe *Joint Boards™)
of SHC in September, 2007. This Interim Report will detail the course c)fth WR:k of the Special
Committec to dale, some preliminary findings by the Special Commiué 1ain issues that
warrant additional investigation and reporting tu Dr. Lemieux fur\cog 1dcr§n n
remedial actions by the Joint Boards or the Membecrs ofAAO\JMS\ \.&\‘>,

{ possible

The Special Committee was appointed by Dr I cm Lx l‘m rv\h f\u}g !'9' of Section
510.3 of the Bylaws of SHC, on Scptemher 20, 2007, ﬁf ré th ﬁe(ﬁ . Ralph Semb,
Chairman of the Board of Trustees and President of 5)-{ St nJ\Mr \b an;ﬂ acewell, Treasurer
and Trustee of SHC, cngaged in unclhmal conduct hy\ i\hl \cm 1, im the\€éxeculive cvaluation
process (the so-called 360° review)? for Mr. Ed .’n« M Gomg‘al \D|rc‘¢t3r of Development of
SHC, during the year 2007. The Special L/.ommittexr lznn \is counsel Mr. Andrew J.
Demetriou of the law firm ol Fulbright & Jawmskl Ll,fé \Th §pccml Committec initially
understood its charge from Dr. Lemicux 14 indlude’ consudc;a{mn of whether the conduct of
Messrs. Semb and Bracewell violated e.rhu.}tl égdcs‘o \(\Cand hy implication, AAONMS)’
and whether such conduct, evenf nobsmct pro ﬁhe( b ethicul codes or codes of conduct,
nonetheless damaged, or could C'msp dam \ lhcf 1 grests of SIIC. In the course of its
investigation, the Special C omn‘uﬁec \b mac polumal conflict of interest concerns
related to the actions of Messts. &é H fwd B alcwcﬁ which will also be addressed in this
Intenm Report. [ \ \>

\J, _
Prior 10 its makj findi ﬁ \Zr (spurl the Special Committee’s invesligation was
suspended by an unr coréc\i \acuo the. Joint Boards in Executive Session on November 8,
AN

N

§1-C n)n ¢ werc Robert Tumipsced, Mahlon Hessey, Rabert Bailey, Al Madsen
] he Special Compmitee on Octaber §, 2007, Messes. Madsen and Smith
taly 'y)ﬂh service nn the Special Cummittee. Mr. Hailey indicated orally 10
members of the Sp cial ek thal he was unahie in serve duc personal considerations. On October 9, 2007,
Dr. Lelmé\n rgcnhsn\mcd lﬂ Sp1 ! Commiittee 1o include Messrs. Turnipseed, Hessey and John Nobles. All
rcferene ; 1o th bﬁeg\u Cdmihittc shall mcon the Special Commitice as reconstitnred by y Dr. Lemicux. Mussrs.
Madsen,\B Iey and m;_ d: not participate in the investigation und have had no role in producing this Inrenim
choﬂ
! Under the lc\-ieré T Jnrm.s Full, kxecutive Vice Presishant of S11C, each member of the scnior excrutive
staff of SHE !\n..,y{c cd on job performance by suburdinates, other senior execulives and members of the Joint
Bosrds. This typg valuation process is referred to a5 3 360" revicw, and irs application to Mr. McGanigal will be
discusscd later inihis repont,

' The Special Commitice has congidered, as discussid below. the applicabitity of certain cthical principles that are
binding on memhers of AAONMS, its ollicers aml individuals clected or appointed 16 positions of authority by the
members off AAONMS. Since SHC is the principal charitable activity of AAONMS, we beligve that both of thosc
codes of conduct should apply 10 the conduct of the Messey. Semh and [Bracewell, as Nobles und a8 Officers and
Trusiees of SHC.

' The initial mem §)§ R
and Robert Smitl], ALtm

indicated thet th
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2007. The Special Commitice was remsulud by action of the Joint Boards on January 26, 2008
and was asked tn continue its investigation.” In addition, the Special Committee was asked to
cxpand its mvcshg'mon o include matters related to the resignation of Mr. Willard Faweclt, the
Controller of SFIC in January, 2008 and allegations of potential irrcgularities in cxpenses and in
the annual report of SHC to the Tnicrnal Revenue Service on Form 990 [or the year 2006.*

This Interim Report will present the Special Committee’s lindings with respect 1o the
evaluation of Mr. McGonigal and certain potential conflict of intercst iss as well as some
observations and recommendations for consideration by the Joint Boards lo‘pr vent a recurrence
of the events detailed in this Interim Report. The Special Committe has¢ )
opportunity Lo investigale the Fawcctt matter, beyond some very \prgm‘qf

e Special
/ E}' ‘awcelt's
) 9% continuing

interviews, and is nol in a position o rcuch any conclusiong4gn this\matt
Committec Jues regard issucs flowing from Lhe FdWCLH/\l’ 91\511." on
allegations as potentially very serious and require a mandatqny}ax@ com reh
investigation. :

[
B. Review of Records and Inferviews. "}\h *) ﬁal gvém\lttee and its counsel
have reviewed SHC employment records conccﬁun &1 ‘onlcnl' policies concerning
evaluation of senior executive staff of SHC, rec nf;\,\rp rate ‘procccdmgs of SHC dunng the
relevant periods, memoranda by senior statf afm}“(l 6900 umg Mr?McGonigal’s performance
and the 3A0° cvaluation process during the year 0n37, e orapda hy scnior staff conceming the
discovery of the conduct that is the subjee ccr ‘0 jﬂs\n esu al o\u and the intemal investigation
prior to the appoiniment of the Spegqal. C itee and varlous documents and mcmoranda
received from members of the Joint H:)urds\ q! clcv'my ' the matlers undcr investigation.

\..
In addition, the Spccualg\%l tee\mfc ,_'evchnncmhcrs of senior manag,cmcnt of SHC®
and members of the Joint oa (\§n lu[dJ \), ¥sérs. Semb and Bracewell.' The Special

crmott Will & Linery 10 consider the appropristeness of
undcr chanmblc trust hws ) apphrablc Inlemal Revenuc

“ In the interim perind, S ¢ fitm of Mg

termination nf the Specialie i
Service miles. Mchrmul‘§V :
termination of ﬂuyﬂ;y Hgatiq
became known t S A

16 the Internal Rcv-:nuc Service, and on this basis the Special Commintee
was rechartcred. mery repurt highlighred conduct related o the termination of the
invesuganmr LIS ohld hifjcant Jegal implications for SHIC, which will not be repeated here.

* Mr. Faypeett s ut ed bhj sighition on January 17, 2008. Inan exit interview with Ms. Kathy Dean, Corpnrate
Directorof Homan Rr; urdgsthe Made a number of allegations concerning potential financial, cxpense and taa
irregula dc& which ﬁth fvesligation. He wlsy indicated that he had retained counsel fo pursue a claim for
constructiye rermuwx. SFIC internal counsel is presently in discussions with Mr. Faweett's lawyers concerning
his alngauon\B\a ployment claims. To date acither SITC management nor the Special Comminee has received
any documénts‘w [-;qu:u claims to possess that support his allegelions.

* For pirpnseh nfcun}denuallty and protection of canfidences, 1his szport will nor attribnie certpin curnments to
individual membeLrdf senior management, excepl by reference In identifying letcrs. ¢.g.. Senior Executive A, In
the same vein, individual members of the Joint 1oards will be refermred ), fur exurnple, as Board Member A.
Identities of thes: individuals can he provided if esscntial.

7 Messrs. Semmb and Bracewcll werc initially made aware of the investigation by Dr. LemieuX in late Septcmber,
2007. Mr. Demetrion described the scope of the investigation fo them in October, 2007 prior to initial interviess
with each. As a consequence they are aware of the matters under investigation end the naturc of facls adduced by

274033 < 2- . tT *
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Committee has deemed the intcrviews conducted to dale as sufficient for the purposes of the
conclusions expressed in this Interim Report, but helieves that further inlcrviews are necessary
with respect to the matters raised by the FFawcell resignation.

In snticipation of issues likely to he addrussed in pursuing the Fawceu aspects of the
investigation, counsel to the Special Commiitee has retained Deloitte & Touche Forensic
Advisory Scrvices to provide forensic accounting expertise and support in reviewing financial

and accounting records relevant to the investigation. N\
iy
11 Applicable Ethical Principles /}\ \\,}\
. S
There are severa) ethical precepts that potentially apply o th ucv.,j gssie in this
investigation. Article 10 of the Bylaws ol the AAONMS spg ﬁts c ] ..' €% that are
binding on the members of the Shrine and in particular of ab) 2 lt r}%\} tion 210.2
embodies a Creed of the Shrine and states. in part: “Ag"n wuha wea,p ledge ourselves to

integrity, virtue and nobility of character. Our intent pr'm V»g‘l \7 n rhbk our relationships
trustworthy and our spirits forgiving of each other.” Sé& llo »ets or bf\a Code of Ethics to
which all officers and directors of the Impurial Council Q all wl-ﬁ: may "he elected or appointed
to positions of authority shall abidc. Section 07l‘b uv:c?bs ‘t\&at such individuals must:
“Demaonstrate the highest standards of persont | mtx.gr]ty,ﬁ‘ hful ness and honesty in all their
fraternal wctivities; administer the Order’s affpirs wit arti )ty. “efficiency and effectiveness
and in a manner that enhances its good nar 1é\’|*na rﬁi&ilon.é)Sectmn 210.7(e) providcs that
officers and appointees should: L xcvc;se 11w1‘r' ndg; c.nda.ﬁt judyncnt in the best intercst of the
Order, and free of compromising infi e * c/yalmq\dﬁd acl responsibly and in good faith,
and in a manner not designed or m{‘a‘n ccf ' \g\;hem personal gain [rom the discharge of their

fraternal duties.” \
Section 503.9 of th{B/kk k}t cdntains a Code of Ethics, hinding on officers,

directars, trustees and e P«{y&wma\ wf “have heen elected or appointed to positions of
authority. Relevanl prov l ﬂlé Cod \ F/Eéthu,b require that these individuals:

4

h Dcfgo

k7
ug’ F}i’ dtandards of personal integrity, truthfulness and honesty in
all th‘lr '

£ agt itics; administer the corporation’s affairs with impartiality,
!ectwenesq and in a manner that enhances its good name and

BJesst dipalous in the representation of their anthority and avoid misleading those

the Spccial Committze. Prior tn suhsequent intzrviews on March 25 and April 2, 2008, cach ol Messrs. Semb and
Bracewell were made aware of the Specnl Cammittee's further interest in derermining sty relevant o this
investigation. Tiofh of them conperated in interviews with the Special Commitiee.

7)2740601%.3 «} -
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(e) Fxercise their independent judgment in the best interests of the corpormion,‘a'nd free
of compromising influences and loyallies; and act responsihly and in good faith, and
in a manner not designed or intcnded to bring them personal gain from the discharge
of their corporation duties.

() Give notice, in a manner consistcnt with the corporation’s bylaws, of any duality of
interest or possible conflict of interest and makc it a matter of recard; give notice Qf
any direct or indirect internal in an individual or organization wlﬂ’ﬁh IS proposing or is
involved in a transaction with the corporation and thereaflcr, rdﬁfa}ning from voting
on the matter or transaclion or otherwise attempling to excp{ Iy hJén over the matter
or transaclion.

(g) Refrain from:

N, ' . . '.::_
CRN R

(2) Soliciting or receiving, direclly or indicg, t»l’y,\,-a)__\ythmgr fivalue from (i) any

purveyors or vendors of goods or services tQ the c\alﬁpranép\;}s or (31} any person or

entity for influencing their actions[.] , \ 2N\ \# i) -
In addition, the Joint Boards and lb{ memb'qys\q LSHC adopted a conflict of interest

policy on July 18, 1997, which was mneﬁ&]-{ Qn\}‘ﬁpr:u\q’;:;.i 007 (the “Conflict of Interest

Policy™). The Conflict of Interest Puhﬁy"ﬁ?:uvm’g
Ca L . .
2.[...] A conflict of it prest-hnihg q—;@:\fx)emed to exist whenever any director,
trustee, officer or {emplo¥
individual, or cﬁzil)}{'tq td or 185eeking Lo do, husiness with SHC, under
old o\ﬁ‘q(;
yilesThis docs not preclude the acceptance of items of

{, in-pertinient Part:
:Zf_/y :c\
e tsf@f{s, gratvities or other favors from any
circumsianc ﬁjxéré%&mﬁ; ;';P inferred that such action was intended 1o
influcnce % oWd ¢
ortinkipHi}
e \

I‘E;., l": f
\
By WMC the director, trustee, officer or employee in
IS ;)
_{]Eant vilie, as defined in Intemmal Revenue Service regulations,

areiy) # ac \to any particular transaction or activity of SHC.

of interest, he shall prompily make it a matter of record, and refrain from
atnyg or directly or indirectly influencing, or astempting to influence, the
Tthe dircctors or trustees.

NS
Thé -an]])ct of Intzrest Policy provides that the Joinl Bouards may reprimand a Member
of the Joint Bodrds for violation of the Policy on a two-thirds vole and that notice of the
reprimand may he hrought to the atlention of the Mcembers of SHC at its Annual Meeting., In
furtherance of the Policy, cach member of the Joint Boards is required lo cxccute an annual
disclosure statement concerning any potential conflicts ol interest. Messrs. Semb and Brucewel]

7027460 3 -4- _ - ,
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cach executerd a disclosure statement on April 22, 2007, in which they indicated that that they
were awarc ol no conflicts of interest within the meaning of the policy.

I11. Edgar McGonigal

A. Background on Mr. McGonigal. Mr. McGonigal was hired by SHC as its
Corporate Dircctor of Development in September, 2004, having served previously as Chairman
ol the Board of Governors of the Shriners Hospital in Chicago. He applied 4$\a candidate for the
position of Executive Vice President ol SHC, 10 succeed Mr. Lewis Molni;', but that job was
given 1o Mr. James Full. Senior Executives of SHC' have indicated tlnft{)cr J ionship between
Messrs. Full and McGonigal is not. close, which they attribute in partyteht
position ol Executive Vice President. Mr. McGonigal has operd{ud rald
direction from Mr. Full, and Mr. Full has indicated that he has,. ited I
workings of Mr. McGonigal’s department. / )

/1 D

A number of individuals intcrvicwed by the S Sp’pclnl/c )
McGonigal has weuk intemersonal skills, which are nﬂkegb !E ng téqh jcal competence in his
position. Given that an importunt component of.. hig )\‘ob\ls nitg cluo\{,/\nh local fundraising
efforts and local development officers as wel) av.\flono}s \!n\erw vaes have expressed the view
that personality is important to his performangg, - Bised DI] the review of personpel records and
evsluation materials on Mr. McGonigal, th irie is’ cohsid ‘mlg]&\lswg,rcemem amony those who
interact with him as to his suitability lor his u&gdt’\gc}suww the Special Cnmmluee has no
views on this matter., What we haVc scﬁ\cludfd ;s\ at his record reflects both strong
commendations and weaknesses.

tq hay yc indicated that Mr.

'\ \1 \
On October 11, 2000, r&fxmb } me S}{ wadquarlus and attempted to terminate
Mr. McGonigal for poar perfd ;ﬁ) ] brdifation.® Mr. Semb reported to the Special
Committce that he was actfn "1 U\Q cqu:a. Mr. Full in meeting with Mr. McGonigal to
terminatc his cmp]oyme% a@nﬂ) geling with Mr. McGonigal, at which Ms. Kathy

Dean, Direclor of Hum e§ u;;gés }'Q *C‘ was present, was handled poorly. Mr. Semb
stated that Mr. Full/ . elslw\’ o interrupt the meeting and escort Mr, McGonigal
S emb&egardc,d as highly embarrassing and improper.

) \i«)
Execvtives of SHC suggest that Mr. Semb's action in demanding
' l/may have been unilateral (nol at the request of Mr. Full) and
thc full range of per1mmancc appraisals on Mr. McGonigal or the
) dccns:on could be founded.” The accounts of Senior Executives
familiak \Iuth lhcse RIs dlsagrcc with Mr. Scmb’s recollection on 2 number of key points,
includin g the | 'qu'gaf' p/of the meeting with Mr, McGonigal, and the rolc of Mr. Ficisher in the
mcctlng \In addition, the Special Committee has lcarned that two members of the Joint 3oards

\1 J

/
‘\,/

* Mr. Semb hag indicated that Mr. Full was afraid o confromt Mc. Me: Gonigal based un concerns abour Mr,
McGomgal s potential reaction. Mr. Frll has denied this.
* At the subsequent mecting of the Joint Boards, Mr. Frank Roth, a T'rustee of SIC, confronted Mr. Semb with

evaluarion marerials from Mr McGonigal's personnel files. indicating that his performance was not unsatisfac tory.
Mr. Semb fsiled 1o respond to this information by providing his tcasons Inr seeking termination.

Inlervigwstivi
the mecting tff %
that he V;JS\IJO f amilfar
hasis ofntwhid h‘ °h:

702740600 2 -5. -~
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were awarc {he Mr. Semb intended to terminate Mr. McGonigal in advance of the Joinl Boards
mcctings in November, 2006, and they helieve his purpose was to accomplish the termination
withoul seeking authority from the Joint Boards. The Special Committee has also reviewed
memoranda from Scnior Executives that indicate that Mr. Braccwell was making comments
about the unsuitability of Mr. McGonigal and sugyesting that he needed to be removed from his
position at 3 time prior (o the termination meeting. Mr. McGonigal believes that the actions of
Mr. Semb were hased on his unwillingness 1o support initiatives of Messrs. Semb and Bracewell
with respect 1o direct mail marketing, among other things, and therefore had{%laliatory aspects.

Jt is certain that the termination of Mr. McGonigal was not muﬁ:grize »la the Salary and
Personnel Committee or the Joint Boards, but was undertaken on\Mi;
President of SHC. At the subsequent meeting of the Joint Boardghin Nﬁ ¢
1o terminate Mr. McGonigal was defeated in Exccutive S/:ss“ib\n and
reinstated.'” but Mr. Full was directed to prepare a perforpian plEn 0
monitor his compliance. The Joint Boards declined to dward MM c®
raise granted to other Senior Executives. /\\L A

\ 'cn":{“}s afithority as
herf2H0g¥a motion
:Gohigal was
MpMeGonigal and
C 'f-;‘i'g,al}’:x performance

L

Messrs. Semb and Bracewell met with Mr. MsGonigal olffNove 'iber 27, 2006, Lo discuss
the 2006 review of his performance. Parl of 1hc/&_l\isgus,§i_p -'ihvol&cﬂr a proposal by Convergence
Direct Markoting (“Convergence™) lor SHC direct mall s ,1ic\;mr.i “Business and an incident at
an August, 2000 Imperial Divan retreat, | /iiil;'"ch chricen ,‘.’Qbour Convergence and improper
relationships with a former vendor were raised, '\ -} \ \ N3

Al the Joint Boards meeting u(A ‘"iil,:_.‘ 07/a décision was made, lollowing a motion by
Mr. Bracewcll, to award Mr. Mc@} ‘n\ ga lﬁd“fa}‘ée' _é;‘.t'j_}\:en denicd to him in November, 2006
and to increase his salary retroact] 9, 14 ‘I,A\ N W I\, 2087, This was based in part on perceived
improvement in his perfor ';9\3 i rcs\‘p_onég_:j oMhe performance plan At this date Mr.
McGonigal continues in hitjob, blirtheke Yeibain concerns about his management style and
about his overall perfo ‘aqc lax AN\ N\ b

review process for Sgnj
described the g;"u,;r‘;es
used to direct Exéeut
appraisals_in {fhé P8
termination Yo \a}: X

el N
)

. SRR . . . . . - .
jPnectal }Iommvttcc, its objective is to provide a picture that can be
- ::'jq pthvement of their jab performance. He does not consider the
jewk Jfrocess 1o the basis for a decision on either promotion or

Wi ) but. rather as a tool to assist in execulive development. The

ara

—

" As we undexstar the cifonolagy of events, Mr. Scmb had, under his apparcnt unthority as President of SHC,
terminatgd Mr, MyQohigal and thus the motion made would have heen sceking ratification of this action. Since
ranseripts nithe !3-.‘?, wive Session are nat available, we are nnnble o he precise in describing the action of the
Joint Buards, othartian o say that Mr. McGonipal was restored 1o his pusition,

" Thesc issucs will be discussed in greater derail in Section 1.0

" The 2007 performance appraisal of Mr. McGanigal, issucd by Mr. I'ull on November 27, 2007, indicatcs thet Mr.,
Mcionigal achieved gand success in fundraising results, but necds 10 overcome perceptions that his communication
and intcrpersonal skills are not commensurare with his executive position and that he has Jemonsiraied a rigidity in
management style that may limir sirotegic initiatives.

70274601.1 - -
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procedure [ollowed by Mr. Full is to solicit from cach Senior Executive the names of a several
individuals at different Jevels within SHC and the lacal hospital system from whom TEVIEWS are
to be requested, In the case of Mr. McGonigal, this would have included members of the Jomt
Boards as well as Development Direclors at local hospitals. Mr. Full then chooses from the list
submiticd by the execulivc on a confidential basis and sends a standard questionnaire lo the
individuals sclected. The identities of the reviewers is supposed to be confidential, so as to
ensurc candor in the evaluations. Py
<1'M

On September 7, 2007, during the pendency of the 360° process foﬂbkf)()? Mr. Semb
contacted Mr. Full and requested that Mr. Robert. Cotner, Directofdpf Devilopment al the
Chicago SHC hospital and Mr. William Austin, Direclor of Developméx £
hospital, be included as reviewers of the performance of Mr. Mc( Mg
as unusual, in that the identities of individuals providing revie : are intey
and Mr. Semb could not have known who would he desxéna} i r{( s,‘
not explain thc reason for his request, and advised Lhe ,‘5 ci sto raritee” that his only
motivation wws to seek reviews from individuals who werg $/ ,gbe b t*és lion 10 evaluate Mr.
McGomgal Mr. Full acknowledged the request ang ‘\1 }mt a\mlé»\alualmn form to Mr.
Austin, in par! to avoid a confrontation with Mr. betfh \\ \ L/

At or ahout the same time, Mr. I3racc%l! (.hntn\ \mh M ssrs. Anstin and Cotner to
advise them that they might be reviewing Mf; -‘Mc%k)ni NS NCotner was disturbed by the call,
and feht that he was being pressured Lo pn;lvnd '}\negﬁ,uva cV)@/\ofMl McGonigal. Mr. Cotner
had, prior to this contact, alrcady sp'p \t% g ﬁivorabg reporl on Mr. McGonigal. Mr.
Bracewell stated that he encouraged M’c ﬁﬁ ustw} ucf ther 1o provide candid assessiments of
Mr. McGonigal's work and was &ng\ x‘iﬂuéhcc their submissions. However, in an
interview with Ms. [Dean and e |shcr Sl\stwndncatcd he believed that Mr. Braccewel)
i %a({\: abgy ev uation on Mr. McGoni gal, which would have
2 u\an hadl cxpressed. Mr. Austin submitted a report that

H lndeed kl C‘lﬂlel'\rad already been sclected (or this purpose by Mr. Full. clearly unbecknownst 1o Mr. Semb.

! Mr. Semb Mcrcd ub cxplanation as 1o why he would think that Mr. Full would not chaose appropriate individuals
for this purposu\ubvihy he had special expertise in making these particular requests, Mr, Bracewell sdvised the
Special Commitiee 1hat he recommendcd Mcssrs. Austin and Cutner 19 Mr, Semb since they were very scniot
develapment officers and would be in the best pasition to evaluaie Mr. McGonigal.

'S Mr. Full indicated that he gave: no weight 10 Mr. Aasrin’s repon since it was solicited vutside of the process. In
addition, Mr. Austin’s evaluation was the anly une received that indicated Jess than satistactory performance hy Mr.
Mc(onigal.

1027460) 3 7.
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was arranged in Boston ostensibly since Mr. McGonigal was there in SHC hospital development
inatters, worling with Mr. Bracewell, who was the Chair of the Development Committee. The
meeting was held in the headgnarters of Yantage Deluxe World Travel (“Vanage Travel™), 4
lirm that pravides travel and tour packages that arc ollen offered to Shrine members. An affiliale
of Vantage Travel, Vantage Direct Marketing Services (“Vantage DMS™)'"" formerly provided

direct mail markeung services to SHC and was known to Messrs, Semb and Bracewel].

Al the meeting, a joint proposal was made hy Vanlage DMS and(CD\nvergenCﬁ. 2 irm
based in Bethesda, Maryland. Materials provided at the meeting, as well ~xi\s lides used in the
presentation, featured the names of both Vantage nMS and Convergénee. 4} € meeting was
Suggested to Mr. Bracewel] by Mr. Henry Lewis, the C‘hicl'Exccutivc‘Q;'ﬁ r o‘l )

Mr. Bracewell has had 3 long relationship with the Lewis familg, in 'ﬁ'i\nléh) '
Mr. Henry Lewis' father. Al the mecling, Mr. McGonigal, Ippa ent.j". }axl gl

unprepared for this presentation and did not understand , #}H blio_‘o JPﬁS B dircct mail
services was heing entertained at this time.'” He did, how(dfﬁ'c; ,ﬂHavé\U)?: impréssion that Vantage
DMS was leading the proposal and that there was 4 I ‘la‘h‘a%s}up bqls\\eéﬁ%Vantagc DMS and
Convergence. Mr. Bracewell advisey the presenters tﬁt-s/fl@‘ uld\b&,‘\&ﬂublc (0 do business
with any enlily in which Vantage related companiefhudha \inté!fi:él., du\cf,tt‘:n past problems under
the direct mail Program operated by Vantage D&IS, . hg‘éh_.\‘té., linét\é@\irl 2003."% The malerials at

the meeting in Baston were relurmed to the Vdntége\DMS Fis Con,v,érgcnce representatives and-.
Gonigh N

OGN

CIN N

not retained hy Messrs. Sernb, Bracewel] or !{1’ \
A .
On Junc 21, 2006, Cchrgcncg'gﬁ[m')\rt't'_é;d(é’fwnﬁbé'l for dircct maij) marketing services
to SHC. This propasal was very simift}'rftoixljﬂ_\ mﬁosaﬂnaé:: the previous month at the Vantage
Travel offices.'” Mr. MeGonigal d) ‘HoNaél{e \.Mff,$é Convergence proposal Was superior to
the existing contract between SK&Fayd ity incugﬂ"mm/v/endor. Barton Cotton Sales Corporation
(“Barton Coton™).  His n\;l,(wf \Was: hat Yhe | ,or\v ergence proposal contemplated premium
offerings to prospective dod 18] hicBJ’} o !qoéfly;to the charity involved ang generate high profit
margins for the solicit RLGIRYY hoyt e yring incressed donations.  He believeq that the
strategy of sending opt su'g&htpfgii.\:'zrms\jtcms would nol be heneficial for S1IC, He also noteg
=
&

that the charges in CRVONY e;r,'; pro\po)sal for “low eng* premiums. such as return address
labels, were 50’2@.]31g - ,’_hc:.\:@ arges by Barton Cotton,
L) e 3

: ,

" The Spec!qf l_"qlﬁmf itteélbalieyesnha antage Direct Markeiing Services i3 the s0tne or 3 successor entiry 1o

Vantage f numciaf\ﬁ iced¥ e N "L'_ Dich formerly provided direct mail marketing services 1o SHC, as discussed in

Section V¢ Bs{uw’i\’ DM RBview of $11¢ records it appears tha varinys Vantage cntities have provided maj)
AAONMS, including Vantage Group Services, Ing. andg Vantage Financial Services,

. A
relared 3 Tvices 1o SHC 2
referred 1o Vaniage DMS withaur regard lo acyal comaraie name of the entity

Inc. For canvenicpee, \wa “1._a"
involved. \ \1 =

7 Mr. Mc(ibn‘l_gaj‘ ad been told 1hag ghye presentation would concern the Shriners Note Pay Program for AAQNMS,
In faci, ffonvek:gg[;\'d.';p did cubmit a bid for direct mail services in AAONMS in Tme, 2006, in addition 10 3 proposal
tn SHC. o

"® Funher discussion of ihe history of 1)e Vantage travel and Vanlage DMS relationships and the conflicy of
Interest implications will he Pravided in Scction V.
" The Special Commiitee hag reviewed files concerning a contemparaneays Convergence Proposed contract with
AAOQNMS far Shriners Note Pads. on which Mr. Fleisher noted tigq IS ferms were idantical to the terins of 5 prior
cantract with Vunigge Uiroup Services, Ine,
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In an August, 2006 Imperial Divan retrem, Mr. Bracewell urged approval of the
Convergence praposal. One of the participants at the retreat raised the question of whether
Convergence waus in any way related to Vantage Travel or Vantage DMS. Mr. Bracewel! reacted
very angnily 1o this suggestion of such a relationship, due 1o the faint associated with Vantage
DMS.** Mr. Bracewell later criticized Mr. McGonigal privately for leaking details of the May,
2006 meeting in Boston. Mr. McGonigal has denicd that he made any member of the Impenial
Divan or Board of Trustees aware of the details of that meeting. The Convergence proposal was
never submiticd 1o Joint Bourds for approval. (i

The Special Committee has received information from Senm’\Exccut've L and from
Board Member A that indicates that contact between Mr, Bracewell z\nplal*repr s of both
Vantage DMS and Convergence continned into December, 200 and‘ that‘\l o écts were
communicated hy Mr. Bracewell to those individuals. It cs oL Iea aq". Q acls with
Vantabe DMS were continuinyg following Mr. Bracewell's s(a ity a alm 1 hg in Boston,
and in fact he reported in the December conversalions wnh qmon E.'. lwé\ &/that it was not
the night time o approach the Joint Boards about domgj.bus ess h\Vnntagc DMS. Mr.
Bracewell was concemed because several members & e mek Bords Were taking what he
characlerized as "free trips” with Vanlage lrwd and \a hcy\s nul&\nol be taking trce mps
(rom people they would not do husiness with. \\ ; '

!J

In April, 2007, Mr. Bracewell, Mr. [q n/('/m!ip, 2 l'our other members of the Inint
Bourds look a crujse anangcd by V.ml.z ¢ Tra) cl \th cruise, Mr. Bracewell and Mr.
Cinotto anended a presentation by Uzrq Ity 1;narl sohcitatmn firm MCS Direct (aka Mail
Computer Services, Inc.), on era[chcs for, air&ct mzp \F n raising by charities. Following its
seminar presentation, MCS Dlrcc(/éXp‘r sﬁid\u: ’e {?‘lﬁ pursuing a vendor relationship with SHC.

"8 Dircct and PEP Direct’? made marketing
r. Cinotto and Mr. McGonigal. The MCS Direct
13\ dld/nnl impress the SHC group. Mr. McGonigal
vaw ~réd XA apparcnt joint venture relationship between MCS

?M;{

g rectors aad Imperind Divan to be kept and “Where marrers related 10
[SHC] ... have béelm fsqugted, copics ol complete und accurate minutes reflecting such subject matter
and discugsions shul be prg orwdrded o all directors and wrustees of [SHC)™ See also SIIC Bylaws §§ 506.9
and 507.4(c) forcor:‘_ pondi isions. These pravisians were added 1o the Bylaws of the respective
ATgaNiZ IOHS] l')°$ , sions of the Juint Boards mare ransparent and 1o keep all persons invalved in
SHC op atmm aw:re‘ 16 under discussion hy thase individuals whose serve on either of the Joint Boards,
thus proh Bity, g Secretiv c n, and inhibiting block vating by Nirectors or Trustees based un agreements or
dccasmns inade nutside of a meeting of the Jaint Toards,

! Mr. Cinoltg: cur,&ur_y serves as the Chairman ol the D::vclupmem Commirec.
2 My brace}v ¢}l prophscd the inclusion of PEP Direct in these mectings. He did not recolieet exactly how he heard
ahout PFP f)urecl‘...arfd the Special Cominitiee does not helieve that this contacl origmnated with Vantage Travel or
Vantage DM3S. The Special Committce is aware of the results of an mternal investigation by SHC 1o explore the
euistence of any relatinnships between PLP Direer and Vantage DMS. This investigation Jisclosed thet PEP Direct
formerly warked clusely with Vanrtage NMS, but that this relationship largely terminated in latc 2004, when PEP
Direct was acquired by 0ua:.lngd Arts, Inc. and there was na significant relationship at the rime of the May, 2007
presentation by PEP Direct.

presentations 1o Mr Scmb
presentation was apparg
reported to the group tha b

* This mecting apgt’l.rﬁllyv il

that minutes of i ctm S |
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Direct and Vantage DMS, that was featured on the Vantage DMS website.”” Mr. Bracewell was
upsel by mention of this issue and lerminated the conversation. The PEP Direct proposal was
generally well received hy the participants, although Mr. McGonigal noted in an e-mail 1o Mr.
Bracewell, dated May 15, 2007, that it was not in fact comparable 1o the current arrangement
with Barton Cotton and contemplated a higher level of spending for the samc or lower returns 1o
SHC. Mr. Bracewell did not receive this message well, and accused Mr. McGonigal of undue
loyalty to Barton Cotton, Mr. McGonigal subsequently used information from the proposal by
PEP Direcl Lo securc an increased guaranly from Barton Cotton to SHC. (A

Both Mcssrs. Bracewell and Semb have indicated 1o the bp;é\pl Con\muce that their
only intcrest in seeking proposals [rom vendors such as Converge j‘l {CSKQ irc, and PEP
Direct was to assure that SHC considered compeutive .\ltcmallvfs in dj 'Qt,\mal 1( rs. Mr.
McGonigal has expressed sympathy with this view, and has oM rp &l h ‘wnhhm\%és AL evaluate
alternative proposals. He noted that there were, in his mmd hg clf (l bytthe € individuals
to cause SHC to do more than jusi consider options, byfid ]1\ rto puﬂh the buSiness 1o these
alternate firms, without due regard for the perfomquq\oﬂga\non\d)llbn\or its rights under
existing contracts with SHC. \ A \\ \ \ vV

/L\\ \ \" \ /

Within a month afler May prescnlauons//\l\\[t Bra\:s el ) )egan hmmnb his contact with
Mr. McGomgaI and (0 raisc a number of pcé‘énuaﬁc\e rcm |ssucy mvolvmg problems at the
hospitals in St. Louis and Hawaii. Mr. Mc| nrg.x/l\bt.h c:sit ll\ut this change in attitude was n
some way rclated 10 his assessment of the dn.-cctma‘ﬂ p{vg) a]s"md rebuff of efforts tn replace

Barton Cotton. / .." ' "

Jt appears that efforts by Vg la:g:. D S 1, ses/me sTIC business continued into late 2007.

Mr. Cinollo reports a meeting m Np ember, wuh r. Semb, in Mr. Semb’s office at S}HC
Headquarters, in which Mr. ¢q‘z§;re1 t)\thal bc &Mr Bracewell had communicated with Mr.
Lewis of Vantage DMS an Va; mgc\) as prepared to offer whatever was neccssary to

buy out SHC"s obh;:atl 10, a ol on, [‘ . Cinolto rejected this idea, as he had come to
believe the Messrs. Sm "a d‘ géwe\l -*}'c not simply motivated by an inlerest in improving

\ng‘bors from the Vamage DMS wehsite describing the joint venture, which
18 presenl time, there is mo such conrent on either firm's website, but a Gongle
Rc ort) of the words “M(S Direct Vantage™ readily brings up a cached page
'@s nbnm_. the venture. The Special Commitice wos informed by Mr. Bracewell in
007 that b had a lJawyer investigate the relationship hetwien Vantage DMS and
MCS Di col anj hm\:my dhcluded that there was no joint venture or other relationship between the firms. He
stated tha\\\ this repert, had: ;'gn provided to Mr. Fleisher. Mr. Flcisher denies ever having reccived such a report. In
an interview uh fpr-cul Comminee on April 2, 2008, Mr. Rracewell produced a very short and after the fact

his inte u:vfoi Vov

letter (rom. Hq kian of Vantage Financial Services, dated November 8, 2007 (following the date af his first
interview wif] !ho Sp cial Cammittee at which he mentinned an investipation by his own lawyer), denying any
“affiliation™ helween Vantage and MCS Direct, Since the word alFilistinn was not delined in Mr. Melikian's lerer,
and is susceptible to a variety of different interpretations and because the letrer 15 not clear as to which Vantage
related entity the dunial pertains, the Special ©Commirnee places little weight an this letter as establishing the lack of
ties berween Vantage DMS and MCS Dircct. Mr. Brucewel] was unable 10 explain the presence of contrary
information on the Imernet. althnugh it is possiblc that whatever reluionship existed benveen Vantage DMS and
MCS Dircet had been terminated by Novemher 2007,
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the SHC direct matl solicitation program, but had a particular intercst in Vantage DMS regaining
the business. Mcssrs. Semb and Braccwcell have denied that they had any such communications
with Mr. LLewis aor Mr. Cinotto. They reported that their only recent. communications with Mr.
Lewis concemed the possibility that Mr. Lewis would make a major gifi 1o SHC out of the
proceeds of the salc of one his businesses. This gift has never materialized.

1V. Willard FFawcett

Mr. Fawcett resigned as Contraller of SHC in January, 2008 aﬂcii%career with SHC
stretching back over 25 years. In his exit interview with Ms. Dewy he st;
though he haJ been forced out, and passed over for promotion Lo the pq§| on Qf:k
Officer. He also stated that senior SHC individuals, mcludm«/(\\lr \\H And \‘,
disrespectiul of him and that his most rceent performance cval,uhop hat ':' am
Mr. Full to be more negative than they should have heen, ﬁMm it f5lysiheh
members of the Joint Boards had committed various violgt{pp§tdr ﬁoh ‘Ind)tlf" 4
signed the Internal Revenue Service Form 990 for lhe dan; 2&)6 no \m.hst ding a letter from
Mr. Fawcett «trached to the Rerurn that staled wnu.m; Ki:c;m he cor} ess of infermation
included in the return. He also suggested that Mr, bcmbxh dlreu ed hlm 0 “make up whatever
information he needed to complete the 990s [sic)y’ \Hu\indﬁaled\!ha}t he had hired an attorney to
pursue cloims against SHC that maymvnlvx./mf/ucuv 36!5qharge\

\

The silvation with Mr, Fawecell 15 col piucntu.d\ and 1c pecial Commillee is not cerain
as 10 the weight that should he gwen hrs l ms kﬂpears that he had a very difficult
relationship with Mr. Full, as comparéd & hts\clvﬁ reth;}q ship with Mr. I'ull’s predecessor. Mr.
Molnar. He objected to manag \enl, refQrip8 " thit<ehhance accountability as well as the
introduction of the 360 revigy pn cs "1 o7 disagreed with significant changes in
accounting systems and polyf }}aplc cnt y MtFull. 2006, he resigned over a dispute
about the level ol his comp qahon SX{d\(Im? Qﬁus d highly charged discussions among the Salary
and Personnel anmlllqg\a l; ¢/Ipint 'iw.{s, which ultimately I‘L(]Ulft’.d adjustment of several
salanies to ulumately acc ; r\p veell. Mr. Fawcett did not enjoy good relations with
other Senior Exccutf \ :_ ewet 'ls’ a loncr on many issues. Nonetheless, given his long
tenure with the o organ ) lus ensitive role in handling matiers such as expense reports for
senior e:u.r'ull;q;?1 0 ¢1' bf‘ the Joint Boards and tax filings, if there are signiticant
problems in hbm Ci l mg\t\s cry likely that he is aware of them. The: Special Committee
has heard_frory morefl mdjv:dual their suspicions that Mr. Fawcett has been secreting
copies frE '?J;ls e m potential malfcasance, 1o use as leverage in the cvent of his
termin don'i uMu Stale s in the exit interview are consistent with these suspicions.

‘IM
rcsemKhH SHC legal deparrment. is engaged in discussions with Mr. Fawcell’s lawyer
to setile }u} 1§pﬁle concemning his resignation. SHC has requested that Mr. Fawcett provide a
proffer of t'mon that supports his claims of financial in‘cgul,xrilies On March 27, 2008
Mr. F‘lWLtll‘S ycr stated that his client had inlormution concerning the following matters:
failure to report benefits as income (presumably reimbursement of pcreonal, non-business
expenses Lhat should have been repnn..d on cither Form W-2 or Form 10199-MISC and Form
990) and business fransactions not in the best inlerests of SHC (presumably involving conflict of
intcrest or private henefil or inurcment). The lawyer did not mention the 2006 Form 990 or
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related corrcspondence referred to in Mr. Tawcel's exit interview with Ms. Dean. He also has
not provided any actual documentation 1o substantiaic the ¢laims.

It is difficult to evaluate the seriousness of these issues wilthout signiticant additional
investigation, Mr. Fawcett's allegations may be animated by a desire to obtain a significant cash
settlement. [rom SHC, and could be embellished by him toward this end. It is entirely sensible (o
obtain a proffer reflecting serious and substaniive matters of concern as a condilion to any such
settlement. The Special Committee proposcs that the investigation continue",\hopefully with Mr.
Fawcett’s cooperation in the idenlification of specific transaclions for study. \!*n A

and Board Members A and B. ln :ls mlerview with Mr. SemJa ‘fbn, argh sk
Commitice asked him to address the circumstances concem h 2 ) n%\g\ . He stated
that he did not recollect signing the form, although he ot qbui '- 1§ fabifthat he signs a
great many documents on hehalf of SHC. He did nol,se m\to\.app;‘cc\\ yat he had notl heen
asked to sign prior Form 990s on behalf of SHC. He den\retl r e\vm;,@ e&fc’r from Mr. Fawceut
detailing any concerns ahout the form; in fact he nutad th(ﬂ\hc lwkal]yio ks for an approval by
SHC counsel or other Senior Executives of any,dubuménts, that hy @xecules on behalf of SHC. z
He also denicd ever having a conversation with’ M K e e\tt' ﬁ\\;’vhvu»\w suggcsted falsufvmg any.
information on the Form 990. The Spech/COI'r/m)yl eenalsa made pr:.llmmary ingmiries about
expense items for Mr. Semb that have heen\_yg‘n}:ﬁbd\to [ as thsuomble but he has denied
any improper reporting or expense T(ﬂlﬁbﬂl‘ S T his interview with the Special Committce

on April 2, 2008, Mr. Braccwell md;cated-, k \y{ls\tm)uw are of any issues concerning his
expenses and Lthat he believes he luﬁ\adcqua\le{} jctuyicd all expenses reimbursed by SHC.

V. Findings

ercising senior management authority, creates tensmn with

P
to r.:.mauess—ev , 70 ;;l:on /’I'ﬁc historical govemance slructun. of SHC, wit
ig ability of Mr. Full to exercise the Lype of oversight o

rrﬁﬁi'é?nT

commitment of’,

Commifec; ad: )
o

‘ AT i W3 positon--Without diminishing the dedication and
gl Mcssrs Semb and Bracewell to the mission of SHC, the Special
1$5ic individuals do not approach management of the organization in
edsional executives.

¥

the sa; Ffa. i
\l‘h bpec;au

Boards 0\1 er%ﬁ"
that dlffu‘ ﬁ
N

g‘n mitlee has seen evidence of actions taken by members of the Joint
s ofmcomplete information and without regard for views of Senior Executives
1e conclusions of the members of the Joint Boards. For example, it was

* The Special Commitiee’s counsel has revicwed sivernl agreements executed hy Mr. Sumb that bear inirials of
SHC counsel or other Senior Execmives indizating approval of 1he document.

¥ Cenain information concerning these expenses has heen furnished to the Special Commmes by Joint Board
Membcers and » Senior Fxacutive. This information may or may not corvelate 1n the asgertions of Mr. Faweent.
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o~

S - e —— "~
apparept-thal Messrs. Semb and Braccwell ignored important elements of the 36N° review
prog€ss, inciuding the necessity for confidentiality of identities of the reviewers. When
iferviewed, hoth them professed Lo understand the process, but their aclions were inconsistent

with those statements.

o

The ahortive aitempt 1o terminate Mr. McGonigal on October 31, 2006 also speaks to
these attitudinal issues. Mr. Semb’s explanation that he was acting at the dirgction of Mr. Full is
inconsisten! with other information received by the Special Committee and(appears sclf-serving.
We belicve that this was an instance in which, duc to his position as Prcsidcnfé’ SHC. Mr. Semb
felt it was within his prerogative to terminate a Senior £ \wokt jon without

xecutive, and, He
sufficient regard for any support for the decisio Wﬁ%m: .
The Special Commiltec views such exercise of authorTy™ en BrEER. Ay
organization in an era in which employment termination d 0

considerable expense and loss to employers. The McGo “ﬁ}
appear to he an isolated incident. Senior Executive I3 desgribée )
management at SHC as a consequence of the actions gf gy

k among senior
igividuals $likhas Messrs. Semb and
Bracewell, often accompanied by the implicit theeab, of Uexmink ony

. cyr 2 i 1P . .
headquaricrs personnel do not hend to their will '&\Cé;m_[ncnt '.f\ﬁ; othér Senior Exccutive are
R .

. . . . Y ’

consistent with this perception, /\ ok ‘Qg'zl-.. i
AAEY N B T
N

: :Zd &\o:ﬂa attitude of entitlement among
tﬁ}ﬁ _c\,.iv k?\cambﬁign for their scats on the Joint
agig dre cry concerned about protecting their

Miessrs. Smith and Madsen in the initial
fiesevindividuals stated that he was willing to serve
r Ym{ﬁd’ effectively mean the termination of his

members of the Joint Boards. These indivi
Boards (al considcrable personal c}pgﬁt
positions once elected. This concern Was hi
meeting of the Special Committed’ nq‘
on the Special Commitie, bugth3l Ris

hers'of the Special Commitiee understood this to
: itical oL Messrs, Semb and/or Bracewglithere--.._

b ; the Special Committee, presumably in the form 69

\fah appointment to the Chaimmanship of key Committees of the
ENsProcess represents a means of rewarding allies of the Imperial
i0ard of Trustees. Consequently, dissent from the views of these

Ppear to be coveted hecause these offices carry with them access to
rc¥s, authority over important contractual and ransactiona) affairs of
ability to travel first class extensively at the cxpense of SHC. Due to the

tween AAONMS and SHC, it is thought that Members of the Board of

3 Mr. Semb expressed surprise that such a statement would have been mode 10 the Special Committee, us he regurds
his relationships with senior management, particularly Mr_JFull. 1o be constructive and good. He maintains that he
fhas “never overruled"” a decision by management. This appears fo be incongisrent with the weight of information
received by the Special Commitiee from other individuals intervicwod.
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Commitiees. The Special Committee does not mcan to imply that this authority is exercised
improperly in most circumstances. To the conirary, the proper performance of the duties
delcgated to the Trustee Officers and Committee Chairs under the exisling SHC Bylaws
unquestionably requires significant time, and the marnagement of over 20 (ar flung facilities will
inevitably involve travel by key Officers and Commitiee members. In view of recent Intemal
Revenue Service gnidance and invesligations of leading charitics by State Attomeys General and
the United Statcs Scnate Finance Committee,” jt is impartant that SHC b',é‘“c—irm ut
expendijurss-by Officers;{Jirectors- and- Frostees: Tn"The 3B5ence of 7 oM t accountable
_system of intemal financial accounting and cxpenditure controls, there is t,hc\fir." spect of abuse of
perquisiles in violation of federal and state tax and churitable trust lawgK Th&x\'ssucs identified

by Mr. Fawcett are exactly the sort of potential problems that cbiﬁdr,r;’s\gjh existing
mdanagement culture. % " i
AN IS l ;.,

Hre-Specta-Committee 75 also concerned about the e{n:;_ﬁn;‘\a%pec’tmp}[s} Interviews with
Messrs. Semb and Bracewell. In the case of Mr. Sen)p’!’;!@%ol'q’ﬁ‘that%’fﬁittéi:f on which his
accounts did not square with the other (sometimes mul 'm]n?/i: uk(\:::s 61’_{, rmation or he had no
clear recollection of sitwations for which other individ 1als rec u'.w led a;jgw-; Fdefinite role on his
Part. The inconsistencies and lapses.i OTY (Are_LeneralytR XSME—H3s parficula
significant that he has limite recollection gbngern k he 200¢ Form 990, although he
acknowledged that he did in fachexecute if bciad Committeetan readily sropaihize-vwAth
the demands on him to sign large numbers df pifiers on RHAPRESHC and the general principle
that he looks for an approval of docmp.ents',tij‘g’zﬁ s\ls %ﬁ;bcll:a.!f of the organization. His
failure to have a specific recollecl.ion{ahpq.; _ ?’”' tnt 33\ mportant as the Form 990, especially
since he had never been asked 10 sigh it dirpn yoars!? iEs scrious concerns about his actions
and the credihility of his denjal offfﬁc 3 .ti hq & t;g)Mr. Fawcett.
L NG T

Mr. Bracewcll admi
November, 2007, that he se”
November 2, 2007, Ap@mﬁﬂ,
and was advised, corpect/¥:
9gs

. A
rule would appl _}'A{'Icl\'; '.

[ 2 Vi \ .
¥ Exam lea5Rbrgd nizgy ave been the target of recent state and [ederal Investigations are The J. Paul Geny
Trust (cﬁj{sivc conipensdtion to CEQ, abusc of peryuisites and henefits and lack of Board oversight). American

tateme
o \"})\\ S-&' 1% ,/ . . . .
f ! W\ bers of the Joint Boards st the mceting in
\,fx\‘c' rifed she Special Committee’s interview with him on
E&cou\mh\lué\’dyl gal counsel on this point prior Lo the interview

9 rgia ldw permits the taping of a phone conversation so long
\Ihfortnately, he apparently did not seek advice on whether (his

Irzl'_?&it:*i Nts on the call arc in different stales, some of which require
.‘,yizl ré‘r\-ding of a telephone conversation. In this instance, two of
%
N

1, fequire mutual consent, and Mr. Bracewell’s actions were

N

Lt

o
5

University (mppra € ﬁ! By University President), Allegheny Health and Lducation Fonndation fexcessive
compensa {Jlil and ‘imimper expenditures on perquisitey, inc hiding stadinm boxes and comnrate sircraft), The
Bishop T n.rse-(gkq:dssfy € compensation and perynisites as well a conflicts ol interest and lack nf Board oversight) and
the United Way of Apericy (abuse of perquisites, insider tranxuctions designed ta disguise abumive transuctions, lock
of Board oversightand Frandulent fax filings), Smithsonian Instiinre {excessive compensation and henelits derived
froin third parties as s resull oF pasition held ar Instinte), Internyl Ruvenue Service “soft” mudits of exempli
organizational exceulive compensalion and several Congreysional commirtee investigations and oversight initjatives,
P.anjcu)ar},y by Senator Grassiey.

= We note the armas highlighted in the ICPM e Letter, relerred oo an Section V. D gs sugiestive thal the present
¢nntrols on expense reimbursemnens may he deficient,

. -
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therefore legally questionable. ‘T'he concern raised is that his hehavior, in not seeking consent
from the Special Commitiee in advance, reflected distrust of the Special Committec and is
inconsistent with his responsibilities of honesty and candor in his dealings with a body properly
consltituted by the Imperial Potentate to investigate matters of seriousness to rhe corporatinn,

B. Intervention in_the 361)° Review Process. There is no dispute concerning the
fact of intervention by Messrs. Semh and Bracewell in the 360¢ review process for Mr.
McGonigal. At best, there is the mmgahng fFactor that they may :ﬂm,u'ely believe that Mr.
McGonigal is ungualified to continue in his position, and that the best inter ts‘ot SHC would he
served by his dismissal. If (hat is the case, then there are availa gft\,\pm q »es, working m
conjunction with SHC Human Resources and other senior managem V,ﬂihstams
The Special Committee is mindful that attributes such as a positive'per emistry
with other Scniur Executives, Officers, Dircctors, Trustees amJ qb ] ge st ; he SHC
hospitals are critical to effective performance of Mr. McGio ﬁ'gh)}squ ) 'gh'c\j\ts/on these job
criteria are highly subjective as reasonable individuals cor(differ. Asbolc al ‘W2 outsel of this
Interim Report, the Special Committee has no inde \dcm ’%ews\o McGonigal's job
performance or qualifications. . R‘:ﬂ * \}

Scnior Executives A and B have mqjq‘lted \N\ht, ¢ ac\ons of Messts. Semb and
Bracewell compromised the 360° review prooq:ss im\an un rcccdcmed way. In their view, this
breach, which hecame known 1o members é/f‘ the melkogrds and to Mr. McGonigal, could
creale serous problems in conncction with {10 ,n. “decisi §'~q_9}iurmng his cmployment status
with SHC. Thc fact that the outcome /0 31 cg:ss { did myt affect Mr. McGonigal's continued
employment, and indeed the fact thaf ll13/56Q \z cw ()‘xocess is not intended to provide a basjs
for employment termination deci @né o s% r\E cclu es, do not excuse the intervention by

Mcssrs. Scmb and Bracewcll, w ch c.an l)c explained by an interest on their part
in seeking a hasis for his dis 1s,§¢ \Thc Q dh nhllquc approach to the replacement of Mr.
McGonigal, through intervé u A in® ]u.\ 'n:/\m,w process, sugpesis thal Mcessrs, Semb and
Bracewcll were attemp £¢ _ omp tben purpose through subterfuge rather than by
directly making their yie 's%( b St b Executives and the Joint Boards, especially in light
of the prior ahoncd eYThi r. v c( ionigal. Even if there were no inference of a motive
for their actions ;ny «i?a of interest, discussed helow, the behavior of Messrs. Semb

o\:
and Bracewcl 1,5 ln};o 1$150¢ \?hx the ethical principles cited in Section 1] above, particularly
(b e’\S}y’ Bylaws.

.ecucm 503.9(b), their actions have impaired the efficiency and
 of the corporation’s alluirs. Their actions have likely created a
evaluation of Mr. McGonigal’s performance, and any decision on his

situation) i which: fulus
eighted the likely prospect of litigation about whether his lermination was

Lcrrnma\‘s 0}1 mﬂsﬁxh 3

N
;

“In the Speclal‘t‘ommmce s interview with Mr. Semh on Ocrober 30, 2007, he indicated that he had no current
intention Lo seek Mr. McGonigal’s ternination, und that any detennination as 1o his statis would be made by Mr.
Full. We are not cerrain whether this statement is a response 1o the investigation of represents a true change in
Jllnudc taward nanagemenl procesyes,

M Mr. Comer reparted his concerns over the contact by Mr. Bracewel 1o at one least ons member of the Jaint
Boards. Asa consequence, we believe it became lenown to niher ime mbers,
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in retaliation for his opposition (o initiatives by Messrs. Semb and Bracewell. In addition,
especially in light of the circumstances surrounding Mr. Fawcent's resignation.’’ the Special
Committec is concemed that Mr. McGonigal may he privately maintaining infonmation
concerning the actions of members of the Joint Boards that he belicves may be damaging
SHC. It would not be surprising to discover that he belicves that if Messrs. Semb and Bracewell
retain their present authority and are supported by the Joint Boards and Future of ficers of SHC,
he¢ will be terminated from his position, and he js preparing for that eventua

lity
B
In addition, the demmand for inclusion of Messrs. Cotner and Austin € ICVIEW Process
and Mr. Bracewell’s communications with them are inconsistent wnrjﬁﬁ ction§n3. 9(c), in that
they represented their authority 10 act when in fact they were not aut Q S\'r} intc g\:dc in the
process. Mr. Semb has indicated that he viewed his actions as | \ircnt § N nn"h}f onty 1o
oversee management of SHC by virtuc of his office. The Specm g bx, gru,s on the
basis that if Messrs. Semb and Bracewell could take these dcq ths: al’authorlty as
corporaic officers, that would completely erode the clh.cl ;&% fﬁthlcs
Q"r \ ﬁ

C. Conflicts of Inferest and Direct M'lll ,ht:, direct mail vendor
proposals raises potentially serious issucs of copﬂxcts* mtelc§1 anH ack of good faith in
conducting the affairs of SHC. In order to apprgc.ra\lc ] c\melbsué‘ln it Is nccessary to recount -
certain background conceming a relation P betw g:,v“. \antdge’ Financial Services, Inc.
(“Vantage FS™) and SHC during the period bgt éer J‘un\” J99,and T December, 2003, SHC bad
contracted with Vantage FS to provide direct’ g Crvi i i
arather extensive mdt_l_quszF-prﬁSpeé v 7 IhG, :
unsalla['ar ney-to SHT, as the return g QI the rchm \a‘mpalgn was very low as agan ~othdr
fation elforts an behalFofcha{meg 1kL\S}§[\C. \qu inal accounting lor the VFS/SHC dirds
ai] program indicated that e nc{ dﬁn\ahops 0l $2,514.694 out of gross donations o
$46.155.104, or 5.4%.% In olVFES (which included costs s incurred hy VFS in
‘Q_»V;dmg direct mail sw;' duu. _profits rcalucd by VFS) amounted o

$43.344.899 or 93.9% [ ,,lh‘c" ‘:\ BZ way of contrast, for the years 2005-2
Ltqmmb ) gﬁf‘ Trom fhet} @otton xréct m.nl _program amounted 1o $10,971
% ek 5 9"..\,/ it

which\ cbb

TR v e, VES was investigated by the United States Postal
nis 'éc ‘6f charitable organization mailing privileges mvo]vmg 78
\ 1h Postal Service complaint indicated that VFS had engaged in a
< eqﬁv side lctters with charities under which VFS had a financial stake

Service and ¢h
million rycccj y
practice’of ¢m

"I may new pg‘u) ¢ ental thet Mr. Fawcet has alleged irreguluritics in his 360° evaluation. While the Special
Committee hns no m Drmation as to whether My, Faweett is aware of the issucs undcr investigation, inchiding the
problems with MLMcbomgal 5 360° evaluarion, we have found that there are few secrets within SHC and
mfnrmatmn imparted to Senior Executives or members of the Joint Boards becomes known ro othars,

! The Specinl Conunitiee has had this view related 1 it in interviews with Board Member A and Scnior Excentives
A and 3.

? The amounts shown were compiled by Mr. Faweett. Mr. Chip Joncs, the Imperial Auditor. referted 0 similar
mimbers as the results ot the Vantage Pragram at the Joint Baards Meciting in April, 2000.
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in the proceeds of the mailings.”* Mr. Lewis was directly implicated in the Postal Service
proceedings and he, other senior executives of VIS and the corporation faced criminal charges,
which were uhimately settled in Qctober, 2003, with a payment by VFS of a finc of $4.5 million
without admission of guilt by VES or its executives.

As a consequence of the tortuous history of the VFS relationship, the Joint Boards
Jetermined not to renew the contract with VFS, and the contract was terminated by mutual
agreement of the parties in December, 2003 Under the terms of the leltc&o termination, SHC
paid VFS all amounts due under the contract and was entitled to all of its dan lists and related
information.**

Vantage Travel has a long history with AAONMS, in ar mgf )
for members of the Shrine. There is a tradition that each inco
cruise or similar trip for members of the Imperial Divan \?g);}éerq y S
business practice of Vantuge Travel (and for that mal pagg }ue'
complimentary passage 10 the leaders of ur;,anu.umns ha onsor-,a‘

addition, it appears that Vantage Travel uses its mur b\h o‘t, the services of its
affiliated companies, and apparently has made use of Ircu p ssa vc!\bn cmw\es lo dnve business to

W L’a{yarmnges a

Ntis a normal

its direct mail marketing enterprise. 7 /\ \ \ J >

The Special Commiltee is aware of pé pauhubv I racewell on cruises arranged by
Vantage Travel, and at least some of these qa n qa fdc, *to him at no charge, or on the
basis of his payment of transport to docksi t\ n mm Mr Semb has indicated that he

has not participated in a Vantage Tra cl 3 m cru}sb east since 1999, Nonetheless he is
very familiar with Mr. Lewis anding am aﬁrwt ns and we believe that he is aware that
Mr. Braccwell has taken advan}:i cht‘mE mms through Vantage Travel.

i A

The May, 2006 1 Qﬁ‘:t ,g\n%\lk\_« gn ge Travel offices in Boston was at best
inappropriate, given the nfjig) 2 \i } plmy of SHC. Mr. Bracewell advised the Special
Commmcw that the meeh é ylu, / in Boston as 3 convenience, hecauSc MeSars

 The Spevial 1. :;'f,'w '\. £ ."wa oo any evidence indicating that VES had any such arrangement with SHC.
** At the April, 2 okt Jun{! Boards, Mr. Semhb made statcments that cunld only he viewed a supportive
of the wo’rk V’nﬂtame ad dbn follSHC, snd notc) that despite e “hullabalon™ aver Vantage, they had raised

money ehe wWiglconfradicred by Mr, Jones aa to the relatively small returns from the Vantage program
anid Mr, ra k Rolb ‘t\ﬁg ‘Business reputation of Vanlage, he relented. This exchange, in the context of the other
events in'hid narr ' ¢85t that Mr. Scmb may not have been sensilive at all 1o the scrivusness of the Vantage
problems Spd \u,j uf urther entanglements with Vantage DMS. In his interview with the Special Commitiee on
March 25, 2008‘ ¢ gxpressed the view that all af the direct marketing firms brhave in unethical manners fo attract
business. This stgtement is also at odds with his hehavior relative o Vantoge described in this Interim Repnrt and
n:l'l:cls on lus b.n?do’ to the Special Committee.

® A recent Vaniage Travel brachure indicates that free passage will he provided 1o the leader of any group wuh in
cxcess of 10) fure paying individuals.
1 The internal investigation into reintionships between Vantage Travel, Vantage DMS and PEP Direct, refeured to in
note 21, also disclased that Vantage Travel used complimentary cruise packages tn drive business lo its direct mail
aftilintes, and that his practice was unique among direct mail solicitaton firms.
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understand there to he any rclationships hetwecn Convergence und Vontage DMS.  This is
difticult to credit, as the mecting was suggested by Mr. Lewis of Vantage DMS, Convergence is
hased in Bethesda, Maryland, and it is unlikely that its representatives would choose 10 schedule
a meeling with SHC at Vantage Travel’s offices, or that Vantage Travel would host the meeting,
il Vantage DMS were not involved.  This is home out by the uncontroverted fact rhat’thc
presentation matcrials indicated 2 joint venture between fhe two firms (o provide the services.’?

Viewing the circumstances in the light most favorahle (o Messrs. Igi\jacewe” and Seml,
and assuming that Mr. Bracewc]] was genuinely surprised that Vantage DM§L;' ould have a role
in the proposal, his subsequent actions ure hot consistent with his reRg 'q"‘\d sﬁa@:e(ncms that SHC
could not do husiness with Vantage DMS or other Vantage-related ¢,
has indicated 1that the Convergence proposal was cfTectively iderttical ‘1}1%
meeting in Boston. Mr. Bracewell spoke in favor of the Canvis encii i
Divan retrear in August, 2006, notwithstanding Mr. MCGF{;E& ,};}q' C
favorable to SHC. I Mr. Bracewel] was legitimately takefiid ¥INha

gﬁ’a }?tc,-:BDIvIS would

participate in such a proposal, he fajled to demonstrate \/ . i i{) éMhing doing business
with Convergence, which would have seemed warrant lti‘.’s;;&)':‘ d héi,}xg‘“ gly objected to the
implication that Vantage DMS was behing the Con'\,'*e(gh\ré,e bidé.!_";}md citicized Mr. McGonigal

for allegedly leaking the facts of the joint preseru}\{;bn iﬁf;B\g;\on i

e S ok
Mr. Bracewell remained in contact with; onve;g 7 'hg':'q_ d Vantage DMS. While it may
have made sense for him 1o discuss things "‘ib‘],,-Gén‘\"}:'r‘gcr}‘b\‘c)if it were truly independent of
Vantage DMS, we see no reason whyhe Yhoyld bdve coMmunications with Vantage DMS in
view of his other statements, Furthef! his-cop ments 16\Serfior Exceutive ¢ in December, 2006
reflect an awareness that there is@'}'in}caﬁc b t\w&ng’ﬁ;ﬁcipation on Vanlage Travel cruises by
ldin

leaders of AAONMS who alsoshag n\sa}l)c‘! l}\i‘.ﬁ L Bourds und driving business to other
IS P c\}';q‘sci'w it what the Special Commiltee has come 1o
I Ve

it

Vantage-related busincsscs%!{ s '

understand as Vantage's mépica étm!\gy,\i)f'gsmg crnise packages to win business for other
' : \\’f/

units. \
VAN

Mage Lruise. \0111 which Mcssrs. Bracewel] and Cinotlo altended the
ieecl: Yiso Jils this pattern. 1 would seem inconsisient with what the

Special C.‘omn}ﬁ{%?__ DN oy 'gc,_vstand are Yantage's husiness practices, for Vantage Travel

to permit companiggh I fvices 10 their Cruisc customers withoyy some henefit to

Vantage. Al lfi verg'h LithiStshould have been ciuse for some suspicion ctoncerning linkage

betweexﬁ}ﬁl@ ’Dl{e‘ 4 gantage DMS.  Not surpnisingly, the rclationship berween Vantage

DMS Pd/MCgQ t e evident and was apparently cxposed by Mr. McGonigal al the

time of\the May.\Z“ ‘Rigsentations.

Y . ‘
’I\‘he,.__,ullg &d proposal by Vantage DMS 1o buy oul SHC's contractual obligations to
Barion Cc}l.to}r{(w ich had Just been renewed in November, 2007), so that Vantlage DMS could

The April, 2df
presentation hy MC

A}
N
-

e appears that Vaniage DMS regulerly contracts our large portions of the work assaciatad with conducting
charitable solicitation compaigns. We understand thr PEP Direct provided considerable back office and production
Support far Vanrage IDMS of the ime that SHC had Previgusly contrucied with Viamtage NDMS and it is likely that
Convergence may have bezn involved 1o support Vanlage DMS ir 1he: pPruposal had been accepier.

2
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hecome the direct mail vendor o SHC, is further evidence that Messrs. Semb and Bracewel]
were enteriaining the prospect of business relationships with Vantage DMS in spite of the Joint
Boards contrary statements on this poinl. Aside from the prospective conflict of interest
cansiderations, such a propusal would have created possible liability for SHC and Vantage DMS
for interference with Barton Cotton's contractual relationship.

The continuing contacl with Vantage Travel and Vantage DMS cannol be reconciled with
the explanations offered by Messrs. Semb and Braccwell, and creates a ver){./ strong inference that
there is some motivation for them to have involvement in whal was 3 serighi\of proposals that
a}?? Zb st that they are

i e

glm

1’f ) ibly innocent
caplanations for individual events in this chain viewed s : és%explanations grow
increasi ;i is clearly & pulterh 4f et nr
Increastng lenuous in the context of what is clearly patten, gf actigns by Vantage DMS 1o
becomc a vendor to SHC. The SHC Conflict of “inte es| Po iY‘cy spcgifically addresses gifts,

4o, c-

A0
e

gratuities or favors received by a covered per sy Acircumstances where it might be
inferred that such action was intended 1o infl/ue c\e\ omu possthly influence the director,
trustee, officcr or employee in the performaiée s l}js\q&’k}gl}"i-'_"
member who may have a conflict of interes qur d ) ‘iigke a record of such and “refrain
from voting or directly or indirectly Apflubnting, dr atigy pting to influence, the vole of the
directors or trustees.” The fact that SHC) i&'hpf'ﬁé%akr‘ thihsact business with Vantage DMS or
MCS Direct does not rclieve the tg{%& 5F} oLegh} \l\:o‘, /ﬂl&
Mcasured against thigs b
¢
v

v . .
he palicy also requires that any

of intercst.
\. 2 o ;
§ J“m. Mz, Bragawell's conduct violates the Conflict of Interest
Policy. While the Special @ iu\e‘gg s apa Ic" o determine the extent of personal benefits he
received from Vantage Bravel: i \s\]\x'._ { E§5i6n3|1ly received somc value, at the very least for
the April, 2007 cruisg, for "fgh" e stated Y6 Board Member A and confirmed (o thc Special

" Under Tniernal RE\T\
federal income rJ:gm'y-:
benefit. For this 1y 03

i

et s £
01 \}liyd Treasury Ruegulations § 1.501(c) 1)1, an organization exempt from

! sdnsaction that resnlis in privare inurement or impermissible privete
nt results if an insider (one who has substantial influence over the
ces, directors, and key officers including the CEQ, President and CFO) receives
\ ithout providing to the charitable organization fair valne in return, The
consequénicesl vib ;\i‘; € private inuremceni rules range Irum the imposition of excise taxes on the insider and
the perseps With the ¢ urganization that approve the “excess buneli” ransaction 10 revocation of the
exempt s ',m\s\ ol'llf. Ie organization. Privatc benefits are permissible when the benefit conferred upon 9
privare persniiis nbt Merely incidental vy the achievement of charitable purposcs ol the charitable organization. The
private bem":ﬁt} péf Bt incidental both qualitatively and quantitatively. Qualitatively incidental means that privare

roduct of achicving the chwritable purpose or henefit. To be qrantitstively incidental, the

charitable lii'ﬂ(_l_‘ ns A\
assets o?l‘w p}}%‘rih, . OR %1

Ll

benefit in mefely 3 by
private henefit musehe insubstantial in an amaunt compared o Ihe charitahlz purpose or benefit. The great dispariry
in returns to SHC under the prior VI'S arrangement as apposcd (o the Barton Cotton arrangement, should have given
individuals evaluating any proposals from any Vuntaye-related enrity pause, at the very lcast, that such a relationship
might involve: privale benelir. The fact that VFS was involved in aclivity that resulted in serious federal charges
should slsn have been taken into account by these individuals, as it was by the Juint J3oards in determining not 1o do
further business with VFS in 2003,
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Committee on April 2, 2008, that he reccived complimentary passuge.™ IUnder the 1crms of the
Conflict of Interest Policy, this should have been disclosed and Mr. Bracewell should not have
participated in any discussions mvolving potential dealings with Vantage DMS or companies
affilialed with it in or 2007 Instcad he participaled in the discussion of the Convergence
proposal and the presentations on May 14, 2007 apparently without consideration of any
possible relationship between MCS Direct and Vantage DMS.  This might have been
understandable had the events surrounding the May, 2006 meeting with Vantage DMS and
Convergence in Boston not transpired. Mr. McGonigal was sufficiently wafy\based on this prior
experience, o investigate the link between MCS Direct and Vanlage D Jb\{hn with apparently
minimal cffort discovered evidence of a relationship. Al best Mr. Brég_,uwel'l"}\" s inatlentive fo
this issue, but given his professed Inng history with the I.ewis family a\_a{'j.kpowjlé Vantage,
his inattention is not excusable. Messrs. Cinotio and MuGonigaI’?bavé}dﬁ%td\‘g hascd on
their wark with Mr. Bracewell that he has been an advocate fi nl;?j'sh'aess{f‘r‘e‘f 't;&ns ‘Q?) with these
companics affiliated with Vantage Travel and has mtempu?/:):i }p\ﬂb'\eﬁcc ) j;hir Ii)j‘fg/ of others.
AT RN Vil §

While Mr. Semb has denied receiving any heng ul\s.j’gdii'é,ctly\qr?.{ \dj,r?:tly from Vantage
Travel or Vantagc DMS during the relevant period, ar‘t% he Sp'q;éjal Cg"\ miltee is not aware of
any evidence (o the contrary, there is little doubt th.a'f"hg \as, beew iﬁvoh‘@; " with Mr. Bracewell's
efforts tn promote ahermnative direct mail veptiors ph)pg§t.d by and through contacis with
Vuntage Travel, and has had independenl,(qn;éc‘s Wuﬁh\/} . Pewis. His support for Mr.
9 :S.Xcl that violates the Conflict of

s e e e s - ¢ ‘ Ll
Braccwcll's initiatives can he considercd 14,/be’ c'}a\b‘lm 80N,
Interest Policy and constitutes a serions h,rc\acl'\'o,\feqiul/y ity Swi’right.

o S \

£ v
The impact of the conflict of q;e_.!x’st-‘"."31"1‘¢/m§;($\ hagnified to the extent that it relates to
the efforts 1o remove Mr. McGo fBal. _ﬂ."']wc\ﬂ" gx \ﬂ" ﬂlé November, 2004 termination meeting
and the intervention in the 360%ré iiw Process fo towClosely on the rejection of proposals that
came as a result of contacts y ‘th/\/mﬁ\ge\'[x v).cl‘ AS noted before, individual events in isolation
may admit of allemative e enjthe repeated sequence of proposals originaling

L
. Mnal)oﬁs’;fbut\{g‘y

.. L g . .
from suspicious sourcesdas ‘w L/, /eﬁs hy Messrs. Bracewc!l and Semb to both the

S

43 “well/ m)t)i\e:f_cécyﬁ
rejection of these prppo M Brfd:; e 1 ﬁlic\ation that Vantage Travel or Vantage DMS was
involved directly or(BEhi kit %c\s‘d es, the’ Special Commitiec sees a pattern of conduct that is
most readily explaintd|ih \\'n ¥ation (o drive the direct mail husiness toward particular
vendors and lof‘gﬂgn 4hb: 1 i; eir plans.

D
/s

condu?;a‘?ﬁorﬁ ing
and ha ho*’i?}év)st; .

~ irrcspohsi%e for thed 'i

] As noled, the Special Committee has been unable to

n of the allegations made by Mr. FFawcell in his exit intervicw,
etler his statements are credible. However, it would he extraordinarily
Boards to ignore the statements that he made in his exit interview, as
at are extremely serious and would require prompt corrective action by

they relhte\to mimtsrdt

SHC. \ \J .
NP

e v s St —

“'Mr. Cinniro has advised the Special Commitiee tht he pait the requisite fare for the cruisc and therefore his
participation in the consideratiun of the MCS Durect propasal wonld nat vielate the Conflict of Interest Palicy.
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If Mr. Fawcett's claims can be substantisted, SHC could face lability for so-called
“excess benclit transactions’ under the Inicrnal. Revenue Service intermediate sanctions
regime.!'  An excess benefit transaction occurs when an insider, c.y., a key officer (such as
President, CEO or CFQO) or dircctor of a charitahle arganization, who has power to influence the
charity, obtains an amount of money or other benefits lrom the organization in an amount that is
net commenshrate with the value provided to the organization. Thus far. what we know of Mr.
Fawcett’s allegations include improper reimbursement of expenses that did not further the
exempt purposes of SHC and contracts that were not in the best interests ofSHC and may have
involved scli-interest on the part of members of the Joint Boards. An ipsidé‘gd; ho is involved in
excess henefit transactions may face liahility for excise'taxes ranginggfom'@3% of the excess
bencfits from the transaction (plus possible failure to report penalties Anthihterss g 1o 200%
of the excess henefils from the transaction, (plus possible failurcAd rep! et %1 )’Pl interest

costs), if the insider does not carrect the excess benefit and faﬁ'r allgl SSCEN {g} charitable
pﬁm%:;o oIS a\ﬁy nalties up to
,;.proirze/an excess henefit

organization.’* In addition, the Internal Revenue Service ¢§

$20,000 per transaction, in the aggregate, on all indivi a;}:s‘/whgi’ )
transaction.'  The Internal Revenue Scrvice may /{il‘r}djr'%%kc Jj$\¥émpl. status of the
organization."* \ X \:\uj\\)’

,f‘\ L .

{i. - 0 \ .

Ol greater concern is Mr. Fawceltl's allegation (‘v\vh{g'mwc\:px\phasizc is unsubstantiated at
this time) that the 2006 Form 990 may inclu 16 impropgt répokting\of certain items, and that the
form was executed by Mr. Semb notwi;h_st)ﬂwdmg?-& :r”iicgénliﬁculion by Mr. Fawcett of
. . . LS / b CETN SIPR o
irregulariuies in the return. If this al!egg{upn\‘tqh}sl oyl to‘ke\tqrrccl. SHC and Mr. Semb would
face very severe consequences. P ._ A : '

existence may reflect a breakdpw. | \Sn_t_ n
Joint Boards. It is essential ‘v}'x}t affersiflint may be specifically identified by Mr. Fawcelt he
Yok

\ R . . . e e
g é}_,’_.‘an\lnflél conirols and luck of oversight by the

investigated and addressedifwith di§[i x q/ at SHC undertuks 1o detcrmine on its own
iphréntial

Even if any financial irregifa :t_i,i,s d go”iél\éd .do not implicate criminal liability, their
f

mitiative whether theregs Vi ly s ".ﬂghnvolving cxpenditures by Officers, Directors,
Trustees and Senior Exeénijve: glﬂfw arcimconsistent with the tax laws and the exempl status of

A,

A0 b
" Internal Revenig Code s, 43
3 ntemal Reventie Codé
“ Internyl 4

A
A )
J ant-Treasury Regulations § 53.4958 et seq.

)ﬂfﬁ'c considered in determining whether revocation is appropriate when there is an
{ fig! been linalized without major revisions. These factors include: (1) The size and scope

ation'sweguarind ongoing exempt activities: (1) The sivze and scopu of the excess benefir fransactions
u'st{e ;r:” nd scope of the arganizalion's regular and onguing exempt activities; (3) Whether the

hachlinvolved in muhiple excess benefit transactinns with anc or mure persons; (4) Whether the
urganizetion hos implemenred safeguards that ure reasanshly calculuted 10 prevent excess bencfit transsctions; and
(5) Whether lh-?e:ki:o./ss henefit transaction hus been correcied, or the arganization has made gnod faith cfforts to
seck correction trom the disgualified persons who henefited from the excess benelit Iransactivn, Al factors are
considered m combinarion with each ather, and thi: IRS muy nssizn greater or lesser weight to some Factors than o
others. The fourth and fifth aclors wil] weigh mare heavily in favor of continued tax-excmpt status if the
organizaticn discovers and takes action with respeet 19 the excess henefit transactions before the RS discovers
them.
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SHCH The management Jetter from SHIC'S outside suditors at KPMG |, dated April 6, 2007 (the
“KPMG Letter™), tdentified a number of significant issues conceminy, expense reimbursement
policy that require prompt artention, and review of the expense 1tems describel in the KPMG
leiter may Yyicld evidence of iransaclions that require corrective action.”

VI. Rccommendations.

Based on its findings, the Special Commitiee mukes the ibl\owing/@;\commcndations o
. - . . . - - N
the Imperial Potentate, for his consideration and presentation (o the Joint Boa{,dﬁ

v

). The reprimand of MessTs. Semb and Bracewell for \{oJ n\:lgz
Interest Policy and the reporting of any reprimand 1o the M;;y\:hc} o LS
Meeting. The reprimand should also mike reference 10 vinlatior‘;b‘!:gl'th o
and of AAONMS. ’,”@ \!‘r“
1ALy 1P

2. Further investigation by the Special Comn n;'z:%: mto ﬂ%g, lle%ations made by Mr.
Fawecett, including investigatory work by both intp '
Executives at SHC as well as independent forensic acg
& Touche Forensic Advisory Services. )

&' 5‘

?\{: acg um_ih%\\\:ﬁonnc\ and Scnior
) ]

3 o oV .
“\_mg watk to \F)werformed by Deloitte
AN A N
g \XN, \\\ \
. . LAY N [ \ . \ .
3. Anthorization of all necessaf ';g,ct’ion\'go\agid‘:‘- ss We matters identified 10 the
KMPG letier with respect 1o expense reimpilrseent ofigiel and review of reimbursement
records of the Members of the Joint Boafds.ahd:yen or Exgeuties o determine whether there is
a need for corrective action with respget igir}ao g or reagyory of reimbursement amounts.
s s 7N
. : R v X
4, Amendment of thc@nh\i%ﬁ{q‘ rest B ficy and the Bylaws to (3) vest authonty
in a designated (ull-time me,_l_“g,rc\gd the r.:gg,‘%"_| Mgpartment of SHC to determine in advance
whether any conflict of m&/§ .,S,'E\\Vi“ feapect to any yransaction, on the request of a
Member of the Joint Boar 3y vaﬁderN)& ‘BISenior Execulive and (hH) vest authorty in @
designaled Committee L \he ghl Bb}r 3/ which may be 3 newly organized Corporate
Compliance Commi 0%
of the Conflict of Infef '

£

=\J'ﬁ.1d‘rcporl (o the Joint Boards on any potential violation

Amgns : " Bylaws to debar {rom business with SHC any entity that
provides or ofEr n¥ it g‘ta{;yties or favors to any member of the Joint Boards, any Officer
\'* L ",

L:
e
JE

\ !
v ‘\ N
PR WP Vfﬁ b , ) -

The SP\}\!:R}‘:U@ jntee 13 aware that an intcrnal review of the extienl of rzimbursement far travel by spouses of
the memher's’Q gu! ajnt Poards. and whether such reimbursement was reportcd 13 income to those individuals is
underwsy ot this iimg| That is 3 mere starting paint in deicnmining whether there arc significunt compliance issues
E:mcd to capensescimhursement that will require action by mana gement of SHC ond ultimately the Joint RBoards.

The Special Commities s concerned rhat these issucd were raised anly in the KPMG 1eter, commenting on the
financial statememts for the year ended Durember 31, 2006, and nol in any of the prior four yizars’ management
Jcuiers. us the proctices noted in the KPMG etter have likely existed far some ume. A significant internal review
will be reguired 10 Aetermine whether there are matcrial compliance 1ssués 0 be addressed, snd consideration should
he givento external independen evaluation of any findings.
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6. Implementation of program for corporate compliance, including a hotline or other
similar confidential means for employees, Senior kxeculives, Trustees or Directors to report
suspected incidents or corporale wrongdoing. conflict of intercst, violations of corporate palicy
or violations of law, and which requires confidential investigation of any such reports and
reporting Lo appropriate corporate suthorities for resolution and corrective action.

Respectiully submiticd,

THE SPECIAL lt\lVES"rl(;z-u{l;\g_I E
COMMITTEE OF THEX %g\*- A
SHRINERS HOSPITARSIFOR ¢

Mahlon W. Hesse P.

2

i, 7\
t
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