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Independent Auditor's Report

To the Board of Directors
American Academy of Pediatrics

Report on the Audits of the Financial Statements
Opinion

We have audited the financial statements of American Academy of Pediatrics (the "Academy"), which comprise
the statements of financial position as of June 30, 2022 and 2021 and the related statements of activities,
functional expenses, and cash flows for the years then ended, and the related notes to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position
of the Academy as of June 30, 2022 and 2021 and the changes in its net assets, functional expenses, and cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States
of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audits of the Financial Statements section of our report. We are
required to be independent of the Academy and to meet our ethical responsibilities in accordance with the
relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America and for the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the Academy's ability to continue as a going
concern within one year after the date that the financial statements are issued or available to be issued.

Auditor’s Responsibilities for the Audits of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and, therefore, is not a
guarantee that audits conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.
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To the Board of Directors
American Academy of Pediatrics

In performing audits in accordance with GAAS and Government Auditing Standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audits.

o ldentify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audits in order to design audit procedures that are
appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of the
Academy's internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Academy's ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audits, significant audit findings, and certain internal control-related matters that
we identified during the audits.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 13, 2022 on
our consideration of the Academy's internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose of that report
is solely to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the Academy's internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Academy's internal control over financial reporting and

compliance.
7424&/ f M, PLLL

October 13, 2022



American Academy of Pediatrics
STATEMENTS OF FINANCIAL POSITION

2022 2021
ASSETS
Cash and cash equivalents $ 5,715,076 $ 5,041,837
Receivables
Publications and supplements, net of allowance 1,100,132 2,333,134
Contracts and grants 6,001,116 5,897,131
Pledges receivable, net of allowance 604,995 704,606
Royalties 3,783,597 2,051,174
Advertising 767,504 846,060
Meetings 370,170 1,159,680
Other 523,988 322,547
Publication inventories, net of reserve for obsolescence 1,357,549 1,459,582
Prepaid expenses 3,158,985 2,204,562
Investments 93,716,494 108,758,668
Property and equipment, net 49,711,127 51,799,279
Right to use asset, net 6,549,660 7,096,466
TOTAL ASSETS $ 173,360,393 $ 189,674,726
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable, trade $ 2,142,767 $ 2,449,364
Chapter dues payable 713,462 766,013
Accrued expenses 2,310,352 2,039,058
Accrued salary and related expense 15,048,263 13,827,303
Deferred revenues
Membership dues 13,660,977 14,049,730
Pediatrics subscription fees 5,093,959 5,130,064
Pediatrics in Review subscriptions fees and Pediatrics
Review and Education Program enrollment fees 3,097,900 3,289,178
Contracts and grants 2,950,328 3,496,615
Meetings 3,444,635 2,806,602
Other 2,239,403 2,231,362
Refundable advances 751,815 1,176,328
Annuity payment liability 15,681 65,117
Capital lease obligations 167,660 240,951
Lease liability 6,836,179 7,258,827
Building loan payable 40,400,000 41,800,000
TOTAL LIABILITIES 98,873,381 100,626,512
Net assets
Without donor restrictions
Board designated
Sections 5,819,291 5,323,220
Friends of Children 2,603,780 2,867,646
Strategic Endowment 9,206,787 10,592,861
Tomorrow's Children Endowment Fund 1,555,573 1,435,277
Undesignated 46,466,931 59,799,143
Total without donor restrictions 65,652,362 80,018,147
With donor restrictions 8,834,650 9,030,067
TOTAL NET ASSETS 74,487,012 89,048,214
TOTAL LIABILITIES AND NET ASSETS $ 173,360,393 $ 189,674,726

The accompanying notes are an integral part of these statements. 3



American Academy of Pediatrics
STATEMENTS OF ACTIVITIES
Years ended June 30, 2022 and 2021

2022 2021
Without donor With donor Without donor With donor
restrictions restrictions Total restrictions restrictions Total
Revenue, gains and other support:
Membership dues $ 26237987 $ - $ 26,237,987 $ 26,171,981 § - $ 26,171,981
NCE and meetings 4,649,900 4,649,900 5,292,905 5,292,905
Contracts and grants 31,055,362 1,809,236 32,864,598 30,146,397 385,000 30,531,397
Advertising 5,420,167 5,420,167 4,052,000 4,052,000
Royalties 4,069,051 4,069,051 2,986,174 2,986,174
Manuals and publications 13,480,176 13,480,176 11,611,799 11,611,799
Subscriptions 20,051,947 20,051,947 19,144,914 19,144,914
Continuing education 11,085,963 11,085,963 6,612,104 6,612,104
Investment income 1,941,036 58,025 1,999,061 1,703,328 121,424 1,824,752
Contributions 861,644 4,338,378 5,200,022 1,131,083 4,242,451 5,373,534
Release from restrictions 5,630,686 (5,630,686) - 5,805,976 (5,805,976) -
Other income 1,810,087 1,810,087 1,663,005 1,663,005
Total revenue, gains and other support 126,294,006 574,953 126,868,959 116,321,666 (1,057,101) 115,264,565
Expenses:
Salaries 55,029,823 55,029,823 51,578,560 51,578,560
Temporary help 34,239 34,239 34,775 34,775
Fringe benefits 17,745,213 17,745,213 15,483,899 15,483,899
Meetings 2,351,158 2,351,158 1,996,006 1,996,006
Travel 1,704,395 1,704,395 176,764 176,764
Meals 917,222 917,222 32,393 32,393
Printing and promotion 7,350,354 7,350,354 7,005,726 7,005,726
Postage and freight 1,832,520 1,832,520 1,833,473 1,833,473
Software 2,347,590 2,347,590 1,948,803 1,948,803
Professional services 5,953,731 5,953,731 4,852,383 4,852,383
Building and utilities 5,914,501 5,914,501 5,855,142 5,855,142
Supplies 661,769 661,769 584,069 584,069
Support of other organizations 439,323 439,323 247,461 247,461
Commissions 602,297 602,297 730,436 730,436
Honoraria 2,208,992 2,208,992 2,271,458 2,271,458
Consultant 7,067,537 7,067,537 6,882,206 6,882,206
Bank charges 1,392,982 1,392,982 1,289,913 1,289,913
Grants made 3,860,128 3,860,128 3,469,278 3,469,278
Subcontracts 6,890,088 6,890,088 7,528,870 7,528,870
Interest 464,598 464,598 423,101 423,101
Miscellaneous 563,010 563,010 1,024,409 1,024,409
Total expenses 125,331,470 - 125,331,470 115,249,125 - 115,249,125
Change in net assets due to operations 962,536 574,953 1,537,489 1,072,541 (1,057,101) 15,440
Gain from PPP debt forgiveness - 10,000,000 10,000,000
Net realized and unrealized (loss)/gain (15,328,321) (770,370)  (16,098,691) 14,623,131 660,779 15,283,910
Changes in net assets (14,365,785) (195,417)  (14,561,202) 25,695,672 (396,322) 25,299,350
Beginning net assets 80,018,147 9,030,067 89,048,214 54,322,475 9,426,389 63,748,864
Ending net assets $ 65,652,362 $ 8,834,650 $ 74,487,012 $ 80,018,147 $ 9,030,067 $ 89,048,214

The accompanying notes are an integral part of these statements.



American Academy of Pediatrics

STATEMENT OF FUNCTIONAL EXPENSES

Year ended June 30, 2022

Total expenses
Salaries and fringe benefits

Travel, meals and meetings

Printing, promotion, postage and

freight

Professional services, consulting and

subcontracts

Building, depreciation, interest and

software

Other expenses

Facilities allocation

Information technologies allocation

Total expenses

Education Educational Child health Program Management Supporting
activities publishing activities Membership Advocacy Research sub-total and general Fundraising sub-total Total
$ 5,799,419 $ 16,798,175 $ 26,826,380 $ 1,616,350 $ 3,454,396 $ 2,649,962 $ 57,144,682 $ 13,793,740 $ 1,870,853 $ 15,664,593 $ 72,809,275
2,908,045 130,691 1,551,715 53,915 96,996 11,781 4,753,143 217,909 1,723 219,632 4,972,775
341,148 5,033,034 305,907 254,407 1,416 55,891 5,991,803 3,093,822 97,249 3,191,071 9,182,874
887,520 3,699,009 10,938,527 90,085 379,129 287,501 16,281,771 3,074,068 555,517 3,629,585 19,911,356
30,010 192,035 116,772 2,939 1,102,213 3,248 1,447,217 7,273,706 5,766 7,279,472 8,726,689
661,009 689,355 4,186,805 943,854 364,679 149,333 6,995,035 2,650,603 82,863 2,733,466 9,728,501
368,402 1,062,369 1,490,744 111,377 171,350 154,215 3,358,457 (3,452,699) 94,242 (3,358,457) -
832,651 2,401,133 3,369,332 251,732 387,280 348,552 7,590,680 (7,803,683) 213,003 (7,590,680) -
$ 11,828,204 $ 30,005,801 $ 48,786,182 $ 3,324,659 $ 5,957,459 $ 3,600,483 $103,562,788 $ 18,847,466 $ 2,921,216 $ 21,768,682 $ 125,331,470

The accompanying notes are an integral part of these statements.



American Academy of Pediatrics
STATEMENT OF FUNCTIONAL EXPENSES
Year ended June 30, 2021

Education Educational Child health Program Management Supporting
activities publishing activities Membership Advocacy Research sub-total and general Fundraising sub-total Total
Total expenses
Salaries and fringe benefits $ 5,772,371 $ 15,382,386 $ 23,287,970 $ 1,725,027 $ 3,238,528 $ 2,498,824 $ 51,905,106 $ 13,336,703 $ 1,855,425 $ 15,192,128 $ 67,097,234
Travel, meals and meetings 1,766,596 55,818 280,574 58,346 26,704 4,336 2,192,374 12,755 34 12,789 2,205,163
Printing, promotion, postage and
freight 318,437 5,148,032 292,331 227,734 548 59,181 6,046,263 2,691,280 101,656 2,792,936 8,839,199
Professional services, consulting and
subcontracts 903,850 3,987,409 11,487,070 101,296 239,350 228,231 16,947,206 2,276,203 40,050 2,316,253 19,263,459
Building, depreciation, interest and
software 55,932 126,071 90,129 6,632 996,028 2,688 1,277,480 6,948,363 1,203 6,949,566 8,227,046
Other expenses 877,318 671,470 3,881,672 834,047 387,267 138,930 6,790,704 2,785,363 40,957 2,826,320 9,617,024
Facilities allocation 413,576 982,244 1,481,982 94,778 189,556 137,859 3,299,995 (3,403,389) 103,394 (3,299,995) -
Information technologies allocation 830,098 1,971,484 2,974,520 190,231 380,462 276,699 6,623,494 (6,831,019) 207,525 (6,623,494) -
Total expenses $ 10,938,178 $ 28,324,914 $ 43,776,248 $ 3,238,091 $ 5,458,443 $ 3,346,748 $ 95,082,622 $ 17,816,259 $ 2,350,244 $ 20,166,503 $ 115,249,125

The accompanying notes are an integral part of these statements.



American Academy of Pediatrics
STATEMENTS OF CASH FLOWS
Years ended June 30, 2022 and 2021

Cash flows from operating activities
(Decrease) increase in net assets
Adjustments to reconcile (decrease) increase in net assets to
net cash provided by operating activities

Depreciation and amortization

Gain from PPP debt forgiveness

Provision for bad debt expense

Net realized and unrealized losses (gains) on investments

Contributions restricted for long term purposes

Change in assets and liabilities
Receivables
Publication inventories
Prepaid expenses
Accounts payable, trade
Accrued expenses
Accrued salary and related expenses
Deferred revenues
Refundable advances
Annuity payment liability
Right to use lease liability

Net cash provided by operating activities

Cash flows from investing activities
Purchases of property and equipment
Proceeds from maturities and sales of investments
Purchases of investments

Net cash used in investing activities

Cash flows from financing activities
Contributions restricted for long term purposes
Cash received on behalf of chapters
Cash remitted to chapters
Cash payment on long term loan
Principal payments on capital lease obligations

Net cash used in financing activities

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental schedules of non-cash financing activities
PPP debt forgiveness
Right to use asset obtained in exchange for new lease liabilities

Inte,}eﬁt paid on long term loan .
e’accompanying notes are an integral part of these statements.
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2022

2021

(14,561,202)

$ 25,299,350

2,758,590 2,816,559
(10,000,000)
69,758 11,252
16,098,691 (15,271,773)
(318,382) (411,955)
93,073 (1,753,083)
102,033 (725)
(954,423) 728,571
(306,597) 1,714,083
271,295 (1,605,935)
1,220,960 4,413,616
(516,347) 1,669,873
(424,514) (6,201)
(49,436) (5.273)
(422,648) (227,056)
3,060,851 7,371,303
(105,784) (259,609)
144,828,728 30,374,959

(145,885,248)

(43,389,432)

(1,162,304)

(13,274,082)

318,382 411,955
5,679,343 5,713,764
(5,731,894) (5,747,437)
(1,400,000) (1,283,333)

(91,139) (129,315)
(1,225,308) (1,034,366)
673,239 (6,937,145)
5,041,837 11,978,982
5715076  $ 5,041,837
- 8 10,000,000

17,848  § 271,913
452,800 $ 414,400




American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

The mission of the American Academy of Pediatrics (the Academy) is to obtain optimal physical,
mental and social health and well-being for all infants, children, adolescents, and young adults. The
Academy seeks to promote this goal by encouraging and assisting its members in their efforts to meet
the overall health needs of infants, children, adolescents and young adults, by providing support and
counsel to parents and other members of the public concerned with the healthy, safety and well-being
of infants, children, adolescents and young adults, their growth and development, and by serving as
an advocate for infants, children, adolescents and young adults and their families within the
community at large. The Academy pledges its efforts and expertise to a fundamental goal — that all
children and youth have the opportunity to grow up safe and strong, with faith in the future and in
themselves.

The financial statements of the Academy have been prepared in accordance with accounting principles
generally accepted in the United States of America (US GAAP). A summary of significant accounting
policies follows.

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities as of the date of the financial statements. Estimates also affect the
reported amounts of revenues and expenses during the reporting period. Although estimates are
considered to be fairly stated at the time the estimates are made, actual results could differ.

Classification of Net Assets
Net assets of the Academy are classified as without donor restrictions or with donor restriction

depending on the presence and characteristics of donor-imposed restrictions limiting the Academy’s
ability to use or dispose of contributed assets or the economic benefits embodied in those assets.



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

Accordingly, net assets of the Academy are reported as follows:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed restrictions
and may be expended for any purpose in performing the primary objectives of the Academy. These
net assets may be used at the discretion of the Academy’s management and the Executive Committee
of the Board of Directors (the Executive Committee). These include any designated amounts the
Executive Committee has set aside for a particular purpose. The Executive Committee has resolved
that the Academy shall maintain certain operating fund balances as follows:

Sections Fund - Sections are subspecialty medical groups of the Academy. Certain amounts
are designated to be used by various sections based on section dues collected and budgeted
and actual expenditures.

Friends of Children Fund - Represents amounts designated for Friends of Children Fund that
have not yet been expended.

Strategic Endowment Fund — Represents amounts designated for strategic Academy
initiatives.

Tomorrow’s Children Endowment Fund - Represents amounts designated as Tomorrow’s
Children Fund Endowment.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors and grantors.
Some donor restrictions are temporary in nature; those restrictions will be met by actions of the
Academy or by the passage of time. Other donor restrictions are perpetual in nature, whereby the
donor has stipulated the funds be maintained in perpetuity.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a
restriction expires, net assets are reclassified from net assets with donor restrictions to net assets
without donor restrictions in the statements of activities.



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments with maturities of three months or less
when purchased. Substantially all of the Academy’s cash, which exceeds federally insured limits, is
deposited in one financial institution. The Academy has not experienced any losses in such accounts
and believes it is not exposed to any significant credit risk on these accounts.

Receivables

Receivables are amounts due from members, donors and customers, net of allowances for
uncollectible amounts. The Academy determines its allowances by considering a number of factors,
including the length of time accounts receivable are past due, the Academy’s previous collection
history, the member, donor, or customer’s current ability to pay its obligation to the Academy, and the
condition of the general economy as a whole. The Academy sets up an allowance for receivables when
they become uncollectible, and payments subsequently received on such receivables are credited to
the appropriate allowance for uncollectible amounts.

Publication Inventories

Publication inventories consist of program manuals and publications primarily held for resale or use
in educational programs. Inventories are recorded on the FIFO method at lower of cost or net realizable
value.

Prepaid Expenses

Costs incurred for meetings and educational programs to be held in subsequent fiscal years are
deferred and expensed in the years to which they apply.

Investments

Investments are measured at fair value in the accompanying statements of financial position. Net
realized gains or losses on sales of securities are based on first-in, first-out (FIFO) cost. Interest income
is recorded on the accrual basis. Dividends are recorded on the ex-dividend date. Management
considers gains and losses on investments, both realized and unrealized, as nonoperating income or
expense. These gains and losses are segregated from operating revenues and expenses on the
statements of activities.

10



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

The Academy’s investments are exposed to various risks, such as interest rates, credit and overall
market volatility. Due to these risk factors, it is reasonably possible that changes in the value of
investments could occur in the near future and materially affect the amounts reported in the financial
statements.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation computed on the straight-
line method over the useful lives of the assets ranging from 3 to 40 years. Amortization on assets under
capital lease is included with depreciation expense on owned assets. Amortization on these assets is
computed over the life of the lease. Leasehold improvements are amortized over the shorter of the
lease or the useful life of the improvements.

Revenue and Revenue Recognition for Contracts with Customers

The Academy recognizes revenue under contracts with customers from membership dues, nonmember
subscription fees, manuals and publications, and other income sources.

For each revenue stream identified above, revenue recognition is subject to the completion of
performance obligations. For each contract with a customer, the Academy determined whether the
performance obligations in the contracts are distinct or should be bundled. Factors to be considered
include the pattern of transfer, whether members or customers (customers) can benefit from the
resources, and whether the resources are readily available. The Academy also performs an analysis to
determine if any part of the contract constitutes separate performance obligations. The Academy’s
revenue is recognized when a given performance obligation is satisfied, either over a period of time
or at a given point in time. The Academy recognizes the revenue over a period of time if the customer
receives and consumes the benefits that the Academy provided, or if the Academy’s performance does
not create an asset with an alternative use, and has an enforceable right to payment for the
performance. The revenue is recognized at a given point in time when the control of the goods or
service is transferred to the customer and when the customer can direct its use and obtain substantial
benefit from the goods.

In some situations, the Academy collects cash prior to the satisfaction of the performance obligation,
which results in the Academy recognizing deferred revenue. Total deferred revenue related to
exchange revenue was $27,536,874 and $27,506,936 as of June 30, 2022 and 2021, respectively.
Total deferred revenue related to exchange revenue as of July 1, 2020 was $27,017,314.

11



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

Total receivables related to exchange revenue were $6,545,391 and $6,712,595 as of June 30, 2022
and 201, respectively. Total receivables related to exchange revenue as of July 1, 2020 were
$5,563,530.

The transaction price is calculated as the amount of consideration to which the Academy expects to
be entitled. Payment is typically expected at the point of sale. In some situations, such as meetings
and continued education courses, the Academy bills customers and collects payment prior to the
satisfaction of the performance obligation, which results in the Academy recognizing contract
liabilities upon receipt of payment.

Performance obligations related to each revenue stream are detailed below.

Membership Dues — The Academy bills membership dues on anniversary dates. Billings are
due upon receipt. Membership dues are recognized as revenue over the 12-month membership
period, representing the period over which the Academy satisfies the performance obligation.

Subscription Fees — The Academy produces and sells the periodical PEDIATRICS, which
covers a 12-month period and is billed on their respective subscription anniversary dates. The
fees are deferred and recognized as revenue over the subscription period.

Manuals and Publications — The Academy generates revenue from a multitude of manuals and
publications it produces. Shipping terms are FOB destination and revenue is recognized when
orders have been delivered.

Other Income — The Academy generates revenue from other activities including meeting fees,
advertising revenue, royalties, and continuing education courses. Revenue is recognized in the
period in which services are rendered.

Contributions and Grant Revenue

The Academy recognizes contributions when cash, securities or other assets; an unconditional promise
to give; or a notification of a beneficial interest is received. Conditional promises to give - that is,
those with a measurable performance or other barrier and a right of return - are not recognized until
the conditions on which they depend have been met. Consequently, at June 30, 2022, June 30, 2021,
and July I, 2020, contributions approximating $814,315, $1,903,428, and $2,333,259 respectively,
have not been recognized in the Academy’s statement of activities because the condition(s) on which
they depend has not yet been met. There were advanced payments of $751,815, $1,176,328, and
$1,182,529 recognized in the statement of financial position as refundable advances as of June 30,
2022, June 30, 2021, and July I, 2020, respectively.

12



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

Contracts and grant revenue consist of cost-reimbursable federal, state, foundation, and corporate
contracts and grants, which are conditioned upon certain performance requirements and/ or the
incurrence of allowable qualifying expenses. Amounts received are recognized as revenue when the
Academy has incurred expenditures in compliance with specific contract or grant provisions. Amounts
that have been awarded but not yet recognized as revenue are treated as conditional contributions and
are not reflected in the accompanying financial statements. As of June 30, 2022, June 30, 2021, and
July I, 2020, the Academy is eligible to receive and recognize $19,667,099, $18,801,228, and
$29,128,394, respectively, of these conditional contributions upon the occurrence of future qualifying
expenses. There were advanced payments of $2,950,328, $3,496,615, and $2,316,362 recognized in
the statement of financial position as deferred contracts and grants as of June 30, 2022, June 30, 2021,
and July I, 2020, respectively.

Income Taxes

The Academy is a not-for-profit Illinois corporation organized exclusively for charitable, scientific
and educational purposes and has received a favorable determination letter from the Internal Revenue
Service stating that it is exempt from income tax under Section 501(c)(3) of the Internal Revenue
Code (IRC). The Academy has been classified as an organization that is not a private foundation, as
defined in Section 509(a) of the IRC. As such, the Academy is only subject to taxation on its unrelated
business income less related expenses under Section 512 of the IRC.

The Academy’s unrelated business income results from advertising revenue and other non-member
revenue. For the years ended June 30, 2022 and 2021, the Academy’s unrelated business expenses
exceeded unrelated business income. As a result, no provision for income taxes is necessary.

Management has analyzed the tax positions taken by the Academy and has concluded that as of

June 30, 2022, there are no uncertain positions taken or expected to be taken that would require
recognition of a liability or disclosure in the financial statements.
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING
POLICIES — Continued

Functional Expenses
The costs of providing programs and other activities have been summarized on a functional basis in
the statements of activities. Accordingly, certain costs have been allocated among programs and

supporting services benefited. Such allocations are determined by management on an equitable basis.

The expenses that are allocated include the following:

Expense Method of Allocation

Depreciation and facilities | Employee headcount
Information technology  |Employee headcount

Subsequent Events

The Academy has evaluated subsequent events through October 13, 2022, the date the financial
statements were available to be issued. The Academy is not aware of any subsequent events that would
require recognition or disclosure in the financial statements.

NOTE B - PLEDGES RECEIVABLE

Unconditional promises to give to the Academy are recorded as pledges receivable at fair value
based upon discounted estimated future cash flows, net of the allowance for uncollectible accounts.

The discount rates for the years ended June 30, 2022 and 2021 ranged from 0.54% to 2.75%.

Pledges receivable as of June 30, 2022 and 2021 include the following:

2022 2021

Pledges receivable due in:
Less than one year $ 617,837 $ 630,103
One year to five years 45,890 91,562

663,727 721,665
Less allowance (55,500) (10,000)
Less unamortized discount (3,232) (7,059)
Pledges receivable, net $ 604,995 $ 704,606
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE C - FAIR VALUE MEASUREMENTS

Accounting standards require certain assets and liabilities be reported at fair value in the financial
statements and provide a framework for establishing that fair value. The framework for determining
fair value is based on a hierarchy that prioritizes the valuation techniques and inputs used to measure
fair value.

The following tables present information about the Academy’s assets measured at fair value on a
recurring basis at June 30, 2022 and 2021, and the valuation techniques used by the Academy to
determine those fair values.

Fair values determined by Level 1 inputs use quoted prices in active markets for identical assets or
liabilities that the Academy has the ability to access. Fair values of the Academy’s money market
funds, corporate bond funds, equity securities and other mutual funds were based on quoted market
prices.

Fair values determined by Level 2 inputs use other inputs that are observable, either directly or
indirectly. These Level 2 inputs include quoted prices for similar assets and liabilities in active
markets, and other inputs such as interest rates and yield curves that are observable at commonly
quoted intervals. The Academy uses no Level 2 inputs.

Fair values determined by Level 3 inputs are unobservable inputs, including inputs that are available
in situations where there is little, if any, market activity for the related asset. These Level 3 fair value
measurements are based primarily on management’s own estimates using pricing models, discounted
cash flow methodologies, or similar techniques taking into account the characteristics of the asset. The
Academy uses no Level 3 inputs.

In instances where inputs used to measure fair value fall into different levels of the fair value hierarchy,
fair value measurements in their entirety are categorized based on the lowest level input that is
significant to the valuation. The Academy’s assessment of the significance of particular inputs to these
fair value measurements requires judgment and considers factors specific to each asset or liability.

The following tables set forth by level, within the fair value hierarchy, the Academy’s financial assets
that were accounted for at fair value on a recurring basis as of June 30, 2022 and 2021. As required
by US GAAP, assets and liabilities are classified in their entirety based on the lowest level of input
that is significant to the fair value measurement. The Academy’s assessment of the significance of a
particular input to the fair value measurement requires judgment and may affect their placement within
the fair value hierarchy levels.
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE C - FAIR VALUE MEASUREMENTS — Continued

Fair Value Measurements as of Reporting Date

Total recurring assets

The Academy does not believe it is exposed to any significant credit risk on investments.

Significant
Prices in Active Other Significant
2022 Markets for Observable Unobservable
Identical Assets Inputs Inputs
Description Fair Value (Level 1) (Level 2) (Level 3)
Assets
Money market funds $ 6,971,883 $ 6,971,883 $ - $ -
Fixed income securities
Long term bonds 5,329,215 5,329,215
Intermediate term bonds 9,114,541 9,114,541
Short term bonds 19,905,759 19,905,759
Fixed income blend 65,752 65,752
Equity securites
U.S. large cap growth 18,290,389 18,290,389
U.S. large cap value 15,309,529 15,309,529
U.S. small/mid-cap growth 1,265,145 1,265,145
U.S. small/mid-cap value 3,607,540 3,607,540
International 13,831,014 13,831,014
Equities blend 24,281 24281
Real estate 1,446 1,446
Total recurring assets $ 93,716,494 $ 93,716,494 $ - $ -
Fair Value Measurements as of Reporting Date
Significant
Prices in Active Other Significant
2021 Markets for Observable Unobservable
Identical Assets Inputs Inputs
Description Fair Value (Level 1) (Level 2) (Level 3)
Assets
Money market funds $ 243,446 $ 243,446 $ - $ -
Fixed income securities
Corporate bonds 35,194,656 35,194,656
Equity securites
U.S. large cap growth 13,465,618 13,465,618
U.S. large cap value 21,933,708 21,933,708
U.S. small/mid-cap value 3,056,394 3,056,394
Real estate 490 490
International 26,628,836 26,628,836
Fixed income mutual funds 5,165,514 5,165,514

$ 108,758,668

$ 108,758,668 $
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE D - PROPERTY AND EQUIPMENT

Property and equipment as of June 30, 2022 and 2021 consists of the following:

2022 2021

Land and improvements $ 11,867,705 $ 11,867,705
Building and improvements 31,419,969 31,419,969
Building equipment 6,509,138 6,497,922
Office equipment 15,705,620 15,697,116
Furniture and fixtures 8,547,963 8,266,996
Construction in progress 8,134 203,037

Total property and equipment 74,058,529 73,952,745
Less accumulated depreciation (24,347,402) (22,153,466)

Property and equipment, net $ 49,711,127 $ 51,799,279
Right to use (RTU) lease $ 7,744,291 $ 7,726,443
Less accumulated amortization of RTU lease (1,194,631) (629,977)

Right to use asset, net $ 6,549,660 $ 7,096,466

NOTE E - AGENCY FUND

Chapter dues are billed and collected by the Academy on behalf of many of its chapters and
subsequently remitted to the respective chapters. Cash includes chapter dues collected, but not yet

remitted, of $713,462 and $766,013 as of June 30, 2022 and 2021, respectively.

NOTE F - ENDOWMENT

Endowment

The Academy’s endowment consists of 28 individual funds established for a variety of purposes. Its
endowment includes both donor-restricted endowment funds and funds designated by the Board of
net assets associated
with endowment funds, including funds designated by the Board to function as endowments, are

Directors (the Board) to function as endowments. As required by US GAAP,

classified and reported based on the existence or absence of donor-imposed rest
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE F - ENDOWMENT - Continued

Interpretation of Relevant Law

The Academy is subject to the State of Illinois’ Prudent Management of Institutional Funds Act
(SPMIFA) and, thus, classifies amounts in its donor-restricted endowment funds as net assets with
donor restrictions because those net assets are time restricted until the Board appropriates such
amounts for expenditures. Most of those net assets also are subject to purpose restrictions that must
be met before reclassifying those net assets to net assets without donor restrictions. The Board of the
Academy had interpreted SPMIFA as not requiring the maintenance of purchasing power of the
original gift amount contributed to an endowment fund, unless a donor stipulates the contrary. As a
result of this interpretation, when reviewing its donor-restricted endowment funds, the Academy
considers a fund to be underwater if the fair value of the fund is less than the sum of (a) the original
value of initial and subsequent gift amounts donated to the fund, and (b) any accumulations to the fund
that are required to be maintained in perpetuity in accordance with the direction of the applicable
donor gift instrument. The Academy has interpreted SPMIFA to permit spending from underwater
funds in accordance with the prudent measures required under the law. Additionally, in accordance
with SPMIFA, the Academy considers the following factors in making a determination to appropriate
or accumulate donor-restricted endowment funds:

The duration and preservation of the fund

The purposes of the donor-restricted endowment funds

General economic conditions

The expected total return from income and the appreciation of investments
Other resources of the Academy

The investment policies of the Academy

A e

Return Objectives and Risk Parameters

The Academy has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs. Endowment assets include those assets of donor-
restricted funds that the Academy must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board, the endowment assets are
invested in a manner that is intended to produce results that exceed the price and yield results of the
S&P 500 index while assuming a moderate level of investment risk. The Academy expects its
endowment funds, over time, to provide an average rate of return of approximately 6 percent annually.
Actual returns in any given year may vary from this amount.
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE F - ENDOWMENT - Continued

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Academy has a policy of appropriating for distribution each year no greater than 5 percent of its
endowment fund's fair value over the prior 4 quarters through the calendar year-end preceding the
fiscal year in which the distribution is planned. In establishing this policy, the Academy considered
the long-term expected rate of return on its endowment. Accordingly, over the long term, the
Academy expects the current spending policy to allow its endowment to grow an average of 1 percent
annually.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Academy relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). The Academy targets a diversified asset allocation that places a greater
emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor or SPMIFA requires the Academy to retain as a fund of
perpetual duration. As of June 30, 2022, funds with an original gift value of $235,000 were
“underwater” by $19,393. There were no deficiencies as of June 30, 2021.

The Academy’s endowment net asset composition by type of fund as of June 30, 2022 and 2021 are
as follows:

2022
Without Donor With Donor
Restriction Restriction Total
Board-designated endowment funds $ 10,762,360 $ - $ 10,762,360
Donor-restricted endowment funds
Original donor-restricted gift amount
and amounts required to be
maintained in perpetuity 3,939,196 3,939,196
Purpose or time restricted 844,018 844,018
Total funds $ 10,762,360 $ 4,783,214 $ 15,545,574
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American Academy of Pediatrics

NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2022 and 2021

NOTE F - ENDOWMENT - Continued

Board-designated endowment funds
Donor-restricted endowment funds

Original donor-restricted gift amount
and amounts required to be
maintained in perpetuity

Purpose or time restricted

Total funds

2021
Without Donor With Donor
Restriction Restriction Total
$ 12,028,138 $ - $ 12,028,138
3,620,815 3,620,815
1,593,640 1,593,640
$ 12,028,138 $ 5,214,455 $ 17,242,593

Changes in endowment net assets for the year ended June 30, 2022 and 2021, are as follows:

Endowment net assets,

beginning of year

Investment return:
Investment income

Net depreciation (realized and unrealized)

Total investment return

Contributions
Transfers designated
by the board for endowment
Appropriation of endowment
assets for expenditure

Endowment net assets, end of year

2022
Without Donor With Donor
Restriction Restriction Total

$ 12,028,138 $ 5214455 $ 17,242,593

228,059 58,025 286,084
(1,793,837) (770,370) (2,564,207)
(1,565,778) (712,345) (2,278,123)

318,382 318,382

300,000 300,000
(37,278) (37,278)

$ 10,762,360 $ 4,783,214 $ 15,545,574
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE F - ENDOWMENT - Continued

Endowment net assets,

beginning of year

Investment return:
Investment income

Net appreciation (realized and unrealized)

Total investment return

Contributions
Transfers designated
by the board for endowment
Appropriation of endowment
assets for expenditure

Endowment net assets, end of year

2021
Without Donor With Donor
Restriction Restriction Total

$ 1,352,861 $ 4,232,589 $ 5,585,450
45,980 121,424 167,404

629,297 660,779 1,290,076
675,277 782,203 1,457,480
411,955 411,955

10,000,000 10,000,000
(212,292) (212,292)

$ 12,028,138 $ 5,214,455 $ 17,242,593

NOTE G - RESTRICTIONS ON NET ASSETS

Net assets with donor restrictions for the years ended June 30, 2022 and 2021 are as follows:

Specific purpose:

Education activities

Educational publishing

Child health activities

Membership

Advocacy

Endowment investments:
Tomorrow's Children fund
Education activities
Child health activities
Membership

Net assets with donor restrictions

21

2022 2021
$ 603,284 § 451,571
538,602 958,093
2,184,694 2,085,105
101,291 110,292
623,566 210,552
1,934,129 2,046,968
174,997 199,981
2,444,903 2,701,466
229,184 266,039
$ 8,834,650 $ 9,030,067




American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE G - RESTRICTIONS ON NET ASSETS - Continued

Net assets released from net assets with donor restrictions for the years ended June 30, 2022 and 2021
are as follows:

2022 2021
Satisfaction of purpose restrictions:
Education activities $ 280,353 $ 501,329
Educational publishing 1,923,760 2,371,939
Child health activities 2,409,566 2,003,260
Membership 371,551 343,100
Advocacy 645,456 586,348

Net assets released with donor restrictions $ 5,630,686 $ 5,805,976

NOTE H - RETIREMENT PLAN

The Academy maintains a defined contribution retirement plan covering substantially all full-time
employees. The plan contains a 401(k) provision that allows employees to make contributions to the
plan on a pretax basis, subject to limitations established by the IRC. The Academy contributes an
amount equal to the participant’s contributions, up to 3% of the participant’s compensation $1 for $1
and an additional $.50 on the $1 for the contributions from 3% to 6%. In addition, the Academy may
make discretionary contributions to the plan up to an amount equal to 5% to 10% of the aggregate
annual compensation of all employees, less any forfeitures of nonvested employees’ accounts. The
Academy made 7% discretionary contributions for the years ended June 30, 2022 and 2021 amounting
to $3,223,610 and $2,926,632, respectively. Total Academy contributions for the years ended June
30, 2022 and 2021 were $5,628,322 and $4,693,643, respectively.

Effective July 1, 2008, the Academy adopted a 457(f) deferred compensation plan (the 457(f) Plan)
for the former Executive Director. The Executive Director shall have a fully vested, nonforfeitable
interest in his deferred compensation if the Academy dissolves or if he (1) dies, (2) becomes disabled,
or (3) is terminated from employment for reasons other than set forth in the employment agreement.

Effective October 1, 2008, the Academy adopted a 457(b) nonqualified deferred compensation plan.
The Executive Director, Associate Executive Directors, Department Directors and employees in
equivalent positions are eligible to defer compensation and receive employer discretionary
contributions into the plan. All participant deferrals and employer credits are 100% vested
immediately. Amounts under the 457(b) plan may only be distributed upon a qualifying distribution,
which includes separation from service, death, disability or an unforeseeable emergency. Amounts
attributed to the 457(f) and 457(b) deferred compensation plan are included on the Statement of
Financial Position investments and accrued salary line items.
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American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE I - LEASES

Operating Lease

The Academy leases office space in Washington, D.C. under a noncancelable, renewable lease that
expires in November 2033. Rent expense is recognized on a straight-line basis. Rent expense was
$996,516 and $872,605 at June 30, 2022 and 2021, respectively. In addition to monthly rental
payments, the Academy must also pay its proportionate share of real estate taxes and common-area
maintenance expenses (CAM) on the leased space. The total minimum rental commitments as of June
30, 2022 under this lease, excluding real estate taxes and CAM, are due as follows:

Years Ending June 30,
2023 592,093
2024 584,571
2025 584,571
2026 584,571

Thereafter 4,335,570
Total $ 6,681,376

The Academy’s right-of-use asset consists of the lease described above, which is classified as an
operating lease, along with several other office equipment leases classified as finance leases. The
right-of-use asset and related lease liability have been calculated using a borrowing rate of 1.68
percent.

Capital Lease

The Academy has leasehold interests on certain office equipment under agreements that expire at
various dates through April 2026. The cost of the leased assets was $714,393 and $696,545, and
accumulated amortization was $548,945 and $454,475 at June 30, 2022 and 2021, respectively.

The following is a schedule of the future minimum lease payments under the capital leases, together

with the present value of the net minimum lease payments as of June 30, 2022, included in the right
to use asset, net and lease liability on the Statement of Financial Position:
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NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE I - LEASES - Continued

Years ending June 30,
2023 § 102,746

2024 64,912

2025 4,836

2026 4,030

Total minimum lease payments 176,524
Less amount representing interest (8,864)

Total capital lease obligations 167,660
Less current maturities (97,940)

Total long-term capital lease obligations $ 69,720

The Academy also has various maintenance contracts on certain capital leases that are expensed on a
monthly basis.

NOTE J - DEBT

On February 20, 2015, the Academy entered into a term loan agreement with Huntington National
Bank (formerly First Merit Bank) to borrow up to $15,000,000 to purchase land and begin
construction. As of June 30, 2022 and 2021 $11,000,000 was borrowed and outstanding. The
outstanding balance on this loan is secured by all assets of the Academy. The term loan matures 15
years from the closing of the second loan entered into with Huntington National Bank in June 2016.
The term loan has converted to an $11,000,000 non-amortizing term loan with a 10-year maturity. The
effective interest rate was 1.74 percent and 1.01 percent at June 30, 2022 and 2021, respectively.
Under the agreement, the Academy is subject to various financial covenants.

On June 23, 2016, the Academy entered into a second loan agreement with Huntington National Bank
to borrow up to $35,000,000 for the construction of the new building. As of June 30, 2022 and 2021,
$29,400,000 and $30,800,000 was borrowed and outstanding, respectively. The outstanding balance
on this loan is secured by all assets of the Academy. The loan included a construction draw period of
up to two years. The loan has converted to an amortizing term loan for the remainder of the 15 years
from the closing of the loan. The effective interest rate was 1.74 percent and 1.01 percent at June 30,
2022 and 2021, respectively.
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NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE J - DEBT - Continued

The balance of the above debt matures as follows:

2023 $ 1,400,000

2024 1,400,000
2025 1,400,000
2026 1,400,000
2027 1,400,000
Thereafter 33,400,000

Total $ 40,400,000

Interest expense was $452,800 and $414,400 for the years ended June 30, 2022 and 2021, respectively.
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NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE K - AVAILABILITY AND LIQUIDITY

The following table reflects the Academy’s financial assets as of June 30, 2022 and 2021, reduced by
amounts that are not available to meet general expenditures within one year of the statement of
financial position date because of contractual restrictions or internal board designations.

2022 2021
Financial assets at year-end:
Cash and cash equivalents $ 5,715,076 $ 5,041,837
Publications and supplements receivable 1,100,132 2,333,134
Contracts and grants receivable 6,001,116 5,897,131
Pledges receivable 604,995 704,606
Royalties receivable 3,783,597 2,051,174
Advertising receivable 767,504 846,060
Meetings receivable 370,170 1,159,680
Other receivable 523,988 322,547
Investments 93,716,494 108,758,668
Total financial assets 112,583,072 127,114,837
Less amounts not available to be used within one year:
Contractual or donor-imposed
Receivable for restricted grants and gifts, net 845,985 400,576
Pledges receivable for operations due after one year, net 42,659 84,503
Investments held in annuity trusts 492,972 983,970
Donor-imposed endowment net assets 4,783,214 5,214,455
Board-designated endowment net assets 9,938,728 11,197,492
Net assets that are not expected to be spent within one year 4,193,810 4,441,317
20,297,368 22,322,313
Financial assets available to meet general expenditures
over the next twelve months $ 92,285,704  $ 104,792,524

The Academy has a policy to structure its financial assets to be available as its general expenditures,
liabilities, and other obligations come due.

26



American Academy of Pediatrics
NOTES TO FINANCIAL STATEMENTS
Years Ended June 30, 2022 and 2021

NOTE L - PAYCHECK PROTECTION PROGRAM LOAN

During the year ended June 30, 2020, the Academy received a Paycheck Protection Program (PPP)
loan in the amount of $10,000,000. The PPP loan program was created under the Coronavirus Aid,
Relief, and Economic Security (CARES) Act and is administered by the Small Business
Administration (SBA). Under the terms of this program, the loan may be fully or partially forgiven if
the loan proceeds are spent on qualifying expenses and staffing level and salary maintenance
requirements are met.

Prior to June 30, 2021, the Academy applied for and received notification of forgiveness of the loan

from the SBA. Loan forgiveness in the amount of $10,000,000 has been recorded as gain from PPP
debt forgiveness on the statement of activities.
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