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The bylaws of the AAOS di-
rect the Finance Committee 
to “manage, supervise and 

control the financial affairs” of the 
organization. As your treasurer, I 
serve as chair of the Finance Com-
mittee; Daniel J. Berry, MD, im-
mediate past president, and Joshua 
J. Jacobs, MD, first vice-president, 
are the other voting members of 
the committee. Other participants 
in Finance Committee meetings in-
clude John R. Tongue, MD, AAOS 
president; Frederick M. Azar, MD, 
second vice-president; Karen L. 
Hackett, FACHE, CAE, chief ex-
ecutive officer; Richard J. Stewart, 
chief operating officer/chief finan-
cial officer; and Tina D. Slager, 
director of finance. All members of 
the Board of Directors are invited 
to participate in all Finance Com-
mittee meetings either in person or 
via teleconference.

2011—A mixed year financially
In 2011, the economy began to 
show signs of stress again and we 
saw market fluctuations that re-
sulted in a net loss in our long-term 
investment portfolio. However, the 
operations of AAOS were much 
better than anticipated and more 
than offset the investment losses. 

Total net assets (basically, the net 
worth of our organization)  
increased $2.3 million, from  
$79.9 million at the end of 2010 
to $82.2 million at the end of 
2011. Operating income for 2011 
was $2.7 million (no change from 
2010), and our long-term invest-
ment portfolio lost $1.5 million in 
market value. Liabilities increased 
$908,000, mainly due to year-end 

timing issues related to the Annual 
Meeting.

Combined statement of operations
Total operating revenue for 2011 
was $59 million, which was  
$3 million more than in 2010. The 
increase was mainly attributed to 
the Annual Meeting in San Diego, 
sales of examination products, and 
advertising in the Journal of the 
AAOS. 

Although operating revenue was 
up, total operating expenses also 
increased by $3 million from  
$53.3 million in 2010 to  
$56.3 million in 2011, primarily 
due to higher Annual Meeting and 
product expenses.

2011 audit
Blackman Kallick, LLP, continued 
to serve as our outside financial au-
ditors, and we experienced a very 
smooth and successful audit. Once 
again, AAOS received a “clean” 
audit opinion that the financial 
statements were presented fairly in 
all material aspects. There were no 
serious concerns or management 
comments.

2012 projected results
We are currently projecting the 
2012 operating income to be  
$1.7 million better than budget, 
due in part to better-than-anticipat-
ed results from the Annual Meeting 
in San Francisco, staff turnovers, 
lower travel costs for the Board of 
Directors, and lower professional 
compliance litigation expenses 
due to insurance coverage. These 
positives will be slightly offset by 
higher utilization of the staff health 
insurance program and less online 
advertising revenue. We anticipate 
that 2012 will be the tenth year in 
a row that we have had positive 
results from operations, due to the 
many improvements made in our 
financial management practices. 

Investments
As you know, 2011 was another 
volatile year for investments. While 
we had an overall gain of $7.2 mil-
lion in 2010, we ended 2011 with 
a loss of $1.5 million. At the end of 
2010 we had more than recaptured 
the $16.5 million loss we incurred 
in 2008 with a cumulative gain of 
$17.3 million, but by the end of 
2011 that cumulative gain dropped 

to $15.8 million. 2012 is proving 
to be a good year for investments, 
at least up until now. However, we 
anticipate that this market volatil-
ity may continue for the foresee-
able future.

The Academy Fund, which was 
established in 2007 to support or-
thopaedic medical education and 
broadened in 2011 to encompass 
other Academy activities, was up 
$115,000 for the year, resulting in 
a balance at year-end of $5.37 mil-
lion. The Association Fund, which 
was created in 2008 to help fund 
our advocacy efforts and expanded 
in 2011 to support the Professional 
Compliance program and other As-
sociation activities, gained $78,000 
for the year, ending with a year-end 
balance of $6.1 million. 

At its February 2011 meet-
ing and after much study by the 
Finance Committee, the Board 
approved significant changes to 
our investment accounts. The long-
term investment account previously 
included two separate funds. The 
Permanent Fund (also known as 
the “rainy-day fund”) was  
designed to allow the AAOS to  
remain operational for up to  
6 months should it face a scenario 
in which it had no revenue coming 
in. The Project Fund was designed 
to provide a financial resource to 
fund major new activities. 

Changes instituted by the Board 
in 2011 increased the target bal-
ance of the Permanent Fund to an 
amount representing 9 months of 
operating revenue. Incidents such 
as Hurricane Katrina in 2005 and 
the market crash of 2008–2009  
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Table 1:  Key Programs added since 2003 
(ToTal sPending Thru ocTober 2012) 

Program Cost

Professional Compliance $4.69 million

Guidelines $3.01 million

Medical liability reform $2.33 million

Bulletin/AAOS Now $1.84 million

State Grants Program $1.24 million  

orthopaedic research Funding $1.04 million

AJrr Start-Up $    716,000

Unity expansion $    519,000

Quality Initiatives $    405,000

Value of orthopaedic Surgeons $    275,000

Technology overviews $    162,000

Total $16.2 million
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