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Independent Auditor’s Report

Board of Directors
Alpha Omega Alpha Honor Medical Society

Report on Financial Statements

We have audited the accompanying financial statements of Alpha Omega Alpha Honor Medical
Society, which comprise the statements of financial position as of August 31, 2021 and 2020, and
the related statements of activities, functional expenses, and cash flows for the years then ended, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes 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.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements 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 entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Alpha Omega Alpha Honor Medical Society as of August 31, 2021 and 2020,
and the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

%fﬂt‘h\i‘dl Coadlen Cna{k, AcC.

February 9, 2022



Alpha Omega Alpha Honor Medical Society

Statements of Financial Position
August 31, 2021 and 2020

Assets

Cash and cash equivalents

Investments (note 3)

Prepaid expenses and other assets

Total assets

Liabilities and net assets

Accounts payable and accrued expenses
Fellowships, grants and awards payable (note 4)
Paycheck Protection Program loan (note 5)

Deferred lifetime dues

Total liabilities

Net assets

Without donor restrictions
With donor restrictions (note 6)

Total net assets

Commitments and contingency (notes 7 and 8)

Total liabilities and net assets

See the accompanying notes to the financial statements.

2021 2020
$ 670,904 75,471
26,714,071 22,224,409
21,182 14,715
$ 27,406,157 22,314,595
$ 114,982 108,868
383,150 374,730
- 82,516
9,243,364 8,743,330
9,741,496 9,309,444
17,537,460 12,879,169
127,201 125,982
17,664,661 13,005,151
$ 27,406,157 22,314,595




Alpha Omega Alpha Honor Medical Society

Statement of Activities

Year Ended August 31, 2021

Operating revenue and support
Membership dues

Insignia and other

Contributions

Paycheck Protection Program loan forgiveness
Net assets released from restrictions (note 6)

Total operating revenue and support

Operating expenses

Program expenses
The Pharos
Student awards
Leadership program
Chapter development and other
Visiting professorships
Insignia
Distinguished teacher awards
Professionalism awards

Total program expenses

Supporting services
Management and general
Solicitations

Total supporting services
Total operating expenses

Change in net assets from operating activities

Nonoperating activities
Investment return, net (note 3)

Change in net assets
Net assets, beginning of year

Net assets, end of year

$

$

Without donor With donor
restrictions restrictions Total
1,757,974 - 1,757,974
207,854 - 207,854
217,411 - 217,411
211,969 - 211,969
4,500 (4,500) -
2,399,708 (4,500) 2,395,208
518,209 - 518,209
305,345 - 305,345
200,874 - 200,874
392,310 - 392,310
18,512 - 18,512
177,331 - 177,331
76,953 - 76,953
99,291 - 99,291
1,788,825 - 1,788,825
446,899 - 446,899
82,030 - 82,030
528,929 - 528,929
2,317,754 - 2,317,754
81,954 (4,500) 77,454
4,576,337 5,719 4,582,056
4,658,291 1,219 4,659,510
12,879,169 125,982 13,005,151
17,537,460 127,201 17,664,661

See the accompanying notes to the financial statements.



Alpha Omega Alpha Honor Medical Society

Statement of Activities
Year Ended August 31, 2020

Without donor With donor

restrictions restrictions Total
Operating revenue and support
Membership dues $ 1,675,937 - 1,675,937
Insignia and other 174,528 - 174,528
Contributions 185,206 - 185,206
Net assets released from restrictions (note 6) 4,500 (4,500) —
Total operating revenue and support 2,040,171 (4,500) 2,035,671
Operating expenses
Program expenses
The Pharos 549,418 - 549,418
Student awards 380,263 - 380,263
Leadership program 176,932 - 176,932
Chapter development and other 147,659 - 147,659
Visiting professorships 31,572 — 31,572
Insignia 162,837 - 162,837
Distinguished teacher awards 87,701 - 87,701
Professionalism awards 65,173 - 65,173
Total program expenses 1,601,555 - 1,601,555
Supporting services
Management and general 542,360 — 542,360
Solicitations 83,297 - 83,297
Total supporting services 625,657 — 625,657
Total operating expenses 2,227,212 — 2,227,212
Change in net assets from operating activities (187,041) (4,500) (191,541)
Nonoperating activities
Investment return, net (note 3) 1,740,677 8,734 1,749,411
Change in net assets 1,553,636 4,234 1,557,870
Net assets, beginning of year 11,325,533 121,748 11,447,281
Net assets, end of year $ 12,879,169 125,982 13,005,151

See the accompanying notes to the financial statements.



Alpha Omega Alpha Honor Medical Society
Statement of Functional Expenses
Year Ended August 31, 2021

Salaries, benefits, taxes $
Solicitations
Merchandise
Program support
Occupancy

Fees for service
Bank and other fees
Office expenses
Board expense
Technology upgrades
Insurance
Professional fees

Total functional expense $

See the accompanying notes to the financial statements.

Programs Supporting services
Chapter Visiting Distinguished Profession- Total Management Total
The Student development Professor- teacher alism program and supporting
Pharos awards Leadership & other ships Insignia awards awards services general  Solicitations  services Total
291,720 70,471 82,007 120,909 15,024 8,854 25,577 72,706 687,268 207,031 - 207,031 894,299
- - - - - - - - - 82,030 82,030 82,030
- - - - - 166,605 - - 166,605 - - - 166,605
192,869 224,979 112,334 249,916 126 - 49,504 20,052 849,780 - - - 849,780
18,105 5,329 3,518 11,570 1,811 1,008 1,008 3,518 45,867 14,484 - 14,484 60,351
- - - - - - - - - 50,883 - 50,883 50,883
- - - - - - - - - 88,553 - 88,553 88,553
15,515 4,566 3,015 9,915 1,551 864 864 3,015 39,305 12,412 - 12,412 51,717
- - - - - - - - - 812 - 812 812
- - - - - - - - 62,530 - 62,530 62,530
- - - - - - - - - 6,756 - 6,756 6,756
— — — — — — — — 3,438 — 3,438 3,438
518,209 305,345 200,874 392,310 18,512 177,331 76,953 99,291 1,788,825 446,899 82,030 528,929 2,317,754




Alpha Omega Alpha Honor Medical Society
Statement of Functional Expenses
Year Ended August 31, 2020

Programs Supporting services
Chapter Visiting Distinguished Profession- Total Management Total
The Student development Professor- teacher alism program and supporting
Pharos awards Leadership & other ships Insignia awards awards services general  Solicitations  services Total

Salaries, benefits,taxes $ 313,645 78,091 85,745 97,819 9,539 12,954 25,401 48,697 671,891 262,334 - 262,334 934,225
Solicitations - - - - - - - - - 83,297 83,297 83,297
Merchandise - - - - - 147,363 - - 147,363 - - - 147,363
Program support 199,423 290,567 83,185 34,335 19,982 - 60,249 10,667 698,408 - - - 698,408
Travel - - - - - - - - - 2,030 - 2,030 2,030
Occupancy 23,928 7,639 5,267 10,207 1,350 1,659 1,350 3,824 55,224 22,569 - 22,569 77,793
Fees for service - - - - - - - - - 42,880 - 42,880 42,880
Bank and other fees - - - - - - - - 77,729 - 77,729 77,729
Office expenses 12,422 3,966 2,735 5,298 701 861 701 1,985 28,669 5,800 - 5,800 34,469
Board expense - — - — - — — — 67,102 — 67,102 67,102
Technology upgrades - - - - - - - - - 52,847 - 52,847 52,847
Insurance - — - — - — — — 6,632 — 6,632 6,632
Professional fees — — — — — — — — — 2,437 — 2,437 2,437

Total functional expense$ 549,418 380,263 176,932 147,659 31,572 162,837 87,701 65,173 1,601,555 542,360 83,297 625,657 2,227,212

See the accompanying notes to the financial statements.



Alpha Omega Alpha Honor Medical Society

Statements of Cash Flows

Years Ended August 31, 2021 and 2020

Cash flows from operating activities
Change in net assets
Adjustments to reconcile change in net assets
to net cash provided by operating activities
Net realized and unrealized gain on investments
Paycheck Protection Program loan forgiveness
Amortization of lifetime dues
Receipts of lifetime dues
Change in operating assets and liabilities
Prepaid expenses and other assets
Accounts payable and accrued expenses
Fellowships, grants and awards payable

Net cash provided by operating activities

Cash flows from investing activities
Purchase of investments
Proceeds from sale of investments

Net cash used in investing activities

Cash flows from financing activities
Proceeds from Paycheck Protection Program loan

Net cash provided by financing activities
Increase in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

See the accompanying notes to the financial statements.

2021 2020
$ 4,659,510 1,557,870
(4,090,991)  (1,411,787)
(211,969) -

(450,476)  (427,482)
948,410 675,638
(6,467) 12,502
8,214 (8,274)

8,420 14,819
864,651 413,286
(1,821,054)  (643,125)
1,422,383 175,000
(398,671)  (468,125)
129,453 82,516
129,453 82,516
595,433 27,677
75,471 47,794

$ 670,904 75,471




Alpha Omega Alpha Honor Medical Society
Notes to Financial Statements

August 31, 2021 and 2020

(1) Summary of Significant Accounting Policies

(@

(b)

(©)

()

Organization

Alpha Omega Alpha Honor Medical Society (AQA) is a nonprofit honor medical society,
organized in 1902 and currently has 135 self-directed chapters at medical schools in the
United States and Lebanon. AQA’s financial statements do not include chapter financial
activities.

AQA publishes The Pharos, a quarterly, multidisciplinary, peer-reviewed medical
humanities journal, and sponsors thirteen national fellowships, grants, and awards that are
available to all students, residents, faculty, fellows, and community and private
physicians. These awards include visiting professorships; distinguished teacher awards;
student research fellowships; postgraduate research fellowships; essay and poetry awards;
excellence in inclusion, diversity, and equity; and recognition for AQA chapter
administrative personnel and volunteer clinical faculty. AQA promotes leadership
through its Medical Student Service Leadership Project grant, Fellow in Leadership, and
Professionalism awards.

AQA’s revenue is derived primarily from membership dues, return on investments, and
contributions.

Basis of Accounting

The accompanying financial statements of AQA have been prepared on the accrual basis
of accounting, and accordingly reflect all significant receivables, payables, and other
liabilities.

Financial Statement Presentation

AQA is required to present information regarding its financial position and activities
according to the following net asset classifications:

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 AQA. These net assets may be used at the discretion of AQA’s
management and the board of directors.

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 AQA or by the passage of time. Other donor
restrictions are perpetual in nature, whereby the donor has stipulated the funds be
maintained in perpetuity.

Measure of Operations

The statements of activities report all changes in net assets, including changes in net
assets from operating and nonoperating activities. Operating activities consist of those
items attributed to AQA’s ongoing activities and program services. Nonoperating
activities are limited to resources that generate return from investments and other
activities considered to be of a more unusual or nonrecurring nature.



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

(e)

®

69

(h)

Cash and Cash Equivalents

For purposes of the statements of cash flows, AQA considers all highly liquid
investments with an initial maturity of three months or less, and which are not held by
investment managers as part of an investment portfolio, to be cash equivalents.

Concentrations of Credit Risk

Financial instruments which potentially subject AQA to concentrations of credit risk
consist of investments. Investments are made by investment consultants engaged by
AQA and are monitored by the Investment Committee of the Board of Directors and
management. Though the market value of investments is subject to fluctuations on a year-
to-year basis, management believes that the investment policy is prudent for the long-
term welfare of AQA.

Investments

AQA reports investments at fair value. Fair value is determined as more fully described
in note 1(h). AQA’s management is responsible for the fair value measurement of
investments reported in the financial statements and believes that the reported values are
reasonable. Investment return consists of the AQA’s distributive share of any interest,
dividends, and capital gains and losses generated from investments. Investment gain or
loss (including realized and unrealized gains and losses on investments) is included in the
change in net assets in the statements of activities as increases or decreases in net assets
without donor restrictions unless the income or loss is restricted by donor or law.

Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset in the principal or
most advantageous market for the asset in an orderly transaction between market
participants on the measurement date. Fair value should be based on the assumptions
market participants would use when pricing an asset. U.S. generally accepted accounting
principles establish a fair value hierarchy that prioritizes investments based on those
assumptions. The fair value hierarchy gives the highest priority to quoted prices in active
markets (observable inputs) and the lowest priority to an entity’s assumptions
(unobservable inputs). Assets are grouped in three levels based on the markets in which
the assets are traded, and the reliability of the assumptions used to determine fair value.
These levels are:

Level 1  Unadjusted quoted market prices for identical assets or liabilities in active
markets as of the measurement date.

Level2  Inputs other than quoted market prices that are observable for the
asset/liability, either directly or indirectly.

Level 3 Unobservable inputs that cannot be corroborated by observable market
data.

In certain cases, the inputs used to measure fair value may fall into different levels of the
fair value hierarchy. In such cases, an investment’s level within the fair value hierarchy is
based on the lowest level of input that is significant to the fair value measurement. These
classifications (Level 1, 2 and 3) are intended to reflect the observability of inputs used in
the valuation of investments and are not necessarily an indication of risk or liquidity.



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

(h) Fair Value Measurements, Continued

1)

In addition, certain investments are reported using the “practical expedient” method. The
practical expedient method allows net asset value per share or its equivalent to represent
fair value for reporting purposes when the criteria for using this method are met.
Investments valued using net asset value per share or its equivalent are not categorized
within the hierarchy.

Revenue Recognition

Contributions
Contributions received are recorded as net assets with donor restrictions or net assets
without donor restrictions, depending on the existence or nature of any donor restrictions.

All donor-restricted support, including pledges, is reported as an increase in net assets
with donor restrictions, depending on the nature of the restriction. When a donor
restriction expires, (that is, when a stipulated time restriction ends or purpose restriction
is accomplished), net assets with donor restrictions are reclassified to net assets without
donor restrictions and reported in the statements of activities as net assets released from
donor restrictions.

Membership Dues

Management has determined that membership dues do not represent a commensurate
exchange of value between AQA and the member and are therefore contributions. As
such, AQA’s annual membership dues are recognized as revenue at the time the payment
is received. AQA also offers the option of a one-time lifetime membership dues payment.
Although lifetime membership dues are also contributions, AQA chooses to record these
payments as deferred lifetime dues and amortize them over the estimated membership
service period, which is based on the member’s estimated age at the time of electing to
pay lifetime dues. AQA believes this method presents the most accurate representation of
the intended use of these dues payments.

Insignia and Other
Revenue is recognized for insignia and other sales at the time of the sale when the goods
are delivered to the buyer.

Functional Allocation of Expenses

The costs of providing program and supporting services have been summarized on a
functional basis in the accompanying statements of functional expenses. AQA incurs
expenses that directly relate to, and can be assigned to, a specific program or supporting
activity. AQA also conducts a number of activities which benefit both program
objectives as well as supporting services (i.e. management and general and solicitations
activities). These costs, which are not specifically attributable to a specific program or
supporting activity, are allocated by management on a consistent basis among program
and supporting services benefited, based on either financial or nonfinancial data, such as
estimates of time and effort incurred by personnel.

10



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

(k)

()

(m)

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Income Tax Status

AQA is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. Accordingly, AQA qualifies for the charitable contribution deduction. Income
from activities not directly related to AQA’s tax-exempt purpose is subject to taxation as
unrelated business income. There was no unrelated business income subject to tax in
2021.

Management is required to evaluate tax positions taken by AQA and to recognize a tax
liability if AQA has taken an uncertain position that probably would not be sustained
upon examination by taxing authorities. AQA believes that it has appropriate support for
any tax positions taken and that none would require recognition of a liability or disclosure
in the financial statements. AQA is subject to routine audits by taxing jurisdictions;
however, there are currently no audits for any tax periods in progress. Management

believes AQA is no longer subject to income tax examinations for years prior to June 30,
2018.

Subsequent Events

Management has evaluated subsequent events through February 9, 2022, the date the
financial statements were available to be issued. No events were identified.

11



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(2) Liquidity and Availability of Financial Assets

©))

The following represents the AQA’s financial assets available for general expenditures within
one year as of August 31:

2021 2020
Cash and cash equivalents $ 670,904 75,471
Operating investments 25.798.805 20,098.427

Financial assets available to meet cash
expenditures over the next twelve months $ 26,469,709 22,173,898

The AQA’s financial assets available to meet cash needs for general expenditures within one
year represent funding for ongoing operational requirements. General expenditures include
administrative, program, and solicitation expenses incurred in the conduct of the AQA’s
ongoing activities. In the normal course of operations, AQA earns revenue from membership
fees that are available to meet cash needs for general expenditures throughout the year. As part
of its liquidity management, cash in excess of daily requirements is invested in investment
funds that provide immediate liquidity.

Investments totaling $127,201 and $125,982 at August 31, 2021 and 2020, respectively,
represent AQA’s donor-restricted endowment funds, which are subject to an annual spending
policy, and the income from which is restricted for specific purposes as described in note 6.
Additionally, AQA’s investment in a hedge fund totaling $788,065 at August 31, 2021, is not
available for general expenditures over the next twelve months as described in note 3.

Investments

Investments are stated at fair value and consist of the following at August 31:

2021 2020

Cash equivalents and short-term funds $ 28,811 548,081
Equities

Exchange-traded funds 10,310,491 9,696,354

Equity mutual funds 6,358,134 5,227,467
Fixed income

Bond mutual funds 9,228,570 5,658,153

U.S. Treasuries and agency securities - 559,135

Corporate bonds - 411,635

Municipal bonds - 123,584
Diversifiers

Hedge fund 788.065 -

$ 26,714,071 22,224,409

AQA has adopted investment and spending policies approved by the Board of Directors
consistent with the Uniform Prudent Management of Institutional Funds Act (UPMIFA) to
ensure support for the long-term viability of AQA’s programs through consistent, predictable
cash flows. The return objective shall be to earn 4.5% on average over longer periods of time
(+/- 10 years). AQA has a policy of appropriating for distribution each year 4% of the average
value of the endowment assets over the last 12 quarters measured at June 30.

12



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(3) Investments, Continued

AQA employs an outside investment manager to manage its equity and fixed income
portfolios, and these funds are largely invested across a highly diversified group of mutual
funds.

AQA’s net investment return consists of the following for the years ended August 31:

2021 2020
Net realized and unrealized gains $ 4,090,991 1,411,787
Interest and dividends 565,819 420,644
Less investment fees (74.754) (83.020)
Net investment return $ 4,582,056 1,749,411

The following table summarizes AQA’s investments by the fair value hierarchy levels as of
August 31, 2021:

Assets
Measured
Fair Value  at NAV* Level 1  Level 2 Level 3
Cash equivalents $ 28,811 - 28,811 - -
Exchange-traded funds 10,310,491 - 10,310,491 - -
Mutual funds 15,586,704 - 15,586,704 — —
Hedge fund (a) 788.065 788.065 — — —
Total $ 26,714,071 788,065 25,926,006 - —

The following table summarizes AQA’s investments by the fair value hierarchy levels as of
August 31, 2020:

Assets
Measured
Fair Value  at NAV* Levell Level2 Level 3

Cash equivalents and

short-term funds (b) $ 548,081 344,373 203,708 - -
Exchange-traded funds 9,696,354 - 9,696,354 - -
Mutual funds 10,885,620 - 10,885,620 - -
U.S. Treasuries and

agency securities 559,135 — 559,135
Bonds 535,219 - 535,219 - -

Total $ 22,224,409 344,373 21,880,036 - —

*  Certain investments that are measured at fair value using the net asset value per share (or its equivalent)
practical expedient, which is a reasonable estimate of fair value, have not been classified in the fair value
hierarchy. The fair value amounts presented in this table are intended to permit reconciliation of the fair value
hierarchy to the amounts presented in the statements of financial position.

All assets have been valued using a market approach. There were no changes in the valuation
techniques during the current year.

13



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(3) Investments, Continued

4)

)

6)

(a) The fair value of the multi-strategy hedge fund was determined using NAV, or its
equivalent, and was based on financial information determined and reported by the
investment manager. The multi-strategy hedge fund’s investment objective is capital
appreciation with limited variability of returns, which is achieved by allocating capital
among several pooled entities, each managed by an independent investment advisor.
Because the hedge fund is a closed-end investment company, the investment is redeemable
only semi-annually with 95 days’ notice and a one-year hard lock. Therefore, this
investment is not considered to be available for use in general operations within twelve
months from August 31, 2021. AQA has no unfunded commitments to the fund as of
August 31, 2021.

(b) The fair value of the short-term fund was determined using NAV, or its equivalent, and
was based on financial information determined and reported by the investment manager.
The short-term fund sought to attain a high rate of current income while ensuring that the
fund’s risk of principal loss did not exceed that of a portfolio invested in U.S. six-month
Treasury bills. During the year ended August 31, 2021, the short-term fund closed, and
AQA transferred the investment proceeds to Schwab checking accounts.

Fellowships, Grants, and Awards Payable

At August 31, 2021 and 2020, fellowships, grants and awards payable total $383,150 and
$374,730, respectively, and consist of approved but unpaid second- and third-year awards for
various AQA programs, including Student Research, Post Graduate, and Medical Student
Leadership awards.

Paycheck Protection Program Loan

AQA received two loans under the U.S. Small Business Administration’s (SBA) Paycheck
Protection Program (PPP) authorized under the Coronavirus Aid, Relief, and Economic
Security Act (the CARES Act). The first loan totaled $82,516 and was received in June 2020.
The second loan totaled $129,453 and was received in February 2021. Both loans were
forgiven during the year ended August 31, 2021, and AQA recognized $211,969 as a
contribution.

Endowment Funds

Net assets with donor restrictions are composed of AQA’s endowment funds, which consist of
the following as of August 31:

2021 2020
Endowments subject to spending policy and appropriation
Gifts restricted in perpetuity $ 115,325 115,325
Unexpended endowment earnings 11.876 10,657
Total net assets with donor restrictions $ 127,201 125,982

14



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(6) Endowment Funds, Continued

AQA’s donor-restricted endowment funds restricted in perpetuity consist of the following as of

August 31:
2021 2020
Dr. David J. and Diane L. de Harter Gift
Endowment Fund (de Harter Fund) § 70,000 70,000
Robert H. Moser Gift Endowment Fund
(Moser Fund) 45,325 45,325
Total donor-restricted endowment funds $ 115,325 115,325

Net assets associated with these endowment funds are classified and reported based on the
existence or absence of donor-imposed restrictions.

The de Harter Fund endowment gift agreement established $70,000, with a match of $30,000
by AQA, to be invested in perpetuity. This fund supports AQA’s Visiting Professorship
program at the University of Wisconsin and is invested according to AQA’s investment policy.
Up to 4% of the average annual investment return is available for annual distributions. AQA
has agreed to match the annual yield of the gift up to 4% of $100,000 in the AQA investment
pool.

The Moser Fund was established to issue a recurring Moser Writing award. The funds are
invested under AQA’s investment program described in note 3. At August 31, 2021 and 2020,
net assets maintained in perpetuity related to the Moser Fund consist of original contributions
plus accumulated earnings and appreciation.

AQA has interpreted UPMIFA as requiring the preservation of the fair value of the original gift
as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to
the contrary. As a result of this interpretation, AQA classifies as donor-restricted endowment
funds to be maintained in perpetuity (a) the original value of gifts donated to the endowment,
(b) the original value of subsequent gifts to the endowment, and (c¢) accumulations to the
endowment made in accordance with the direction of the applicable donor gift instrument at
the time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment funds that are not retained in perpetuity are classified as net assets with donor
restrictions until those amounts are appropriated for expenditure by AQA management in a
manner consistent with the standard of prudence prescribed by UPMIFA.

In accordance with UPMIFA, AQA considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds:

(1) The duration and preservation of the fund

(2) The purpose of AQA and the donor-restricted endowment fund

(3) General economic conditions

(4) The possible effects of inflation and deflation

(5) The expected total return from income and the appreciation of investments
(6) Other AQA resources

(7) The investment policies of the AQA.

15



Alpha Omega Alpha Honor Medical Society

Notes to Financial Statements, Continued

(6) Endowment Funds, Continued

Following are the changes in the donor-restricted endowment net assets for 2021 and 2020:

Endowment net assets at August 31, 2019 $ 121,748
Investment return, net 8,734
Endowment assets appropriated for expenditure (4.500)
Endowment net assets at August 31, 2020 125,982
Investment return, net 5,719
Endowment assets appropriated for expenditure (4.500)
Endowment net assets at August 31, 2021 $ 127,201

Return Objectives and Risk Parameters

The primary investment objective is to generate income and assets to carry out the purpose of
the endowment funds while reducing, to the greatest extent possible, the possibility of loss.
Consistent with prudent standards of preservation of capital and maintenance of liquidity, the
goal is to earn the highest possible total rate of return by investing in socially responsible

investment vehicles, consistent with the investment guidelines and social criteria of AQA.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, AQA 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). To achieve its long-term return objectives within prudent
risk constraints, AQA invests across a highly diversified group of mutual funds. AQA has an

active investment committee that consistently reviews allocations and returns.

Spending Policy and How the Investment Objectives Relate to Spending Policy

Investment income earned on endowment assets are to be used per donor intent. Distributions
from the endowment funds shall not cause the fund’s net asset value to drop below the
restricted amount. In establishing the spending policy, AQA considers the long-term expected
return on its endowments. Accordingly, over the long term, AQA expects the current spending
policy to allow its investment portfolio to grow at an average of 4.5% annually. This is
consistent with AQA’s objective to provide additional real growth through investment return.

(7) Operating Leases

AQA leases office space under a non-cancelable operating lease that expires in August 2022.
The future minimum lease payments at August 31, 2021 total $81,562. Rental expense incurred

for the years ended August 31, 2021 and 2020 was $60,351 and $77,792, respectively.

(8) Employee Retirement Plan

The employees of AQA participate in a defined contribution plan under Section 403(b) of the
Internal Revenue Code. AQA is required to contribute 10% of employees’ eligible
compensation to the plan annually. Pension expense incurred for the years ended August 31,

2021 and 2020 was $68,617 and $69,289, respectively.
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