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A s we all know, every facet of the business 

community and our own personal lives have been 

affected by the worldwide economic downturn. 

The American Psychological Association has been anything 

but immune; in many ways, 2008 was a “perfect storm” for 

APA. The economic downturn impacted all aspects of our 

2008 financial operations:

• �We sustained substantial losses from APA operations of 

roughly $4.9 million (after consideration of a $2.5 million 

operational subsidy from building cash flow and net 

activity from APA Board of Directors’ designations  

of $678,000). 

• �We took advantage of the favorable interest rate 

environment in 2008 and refinanced our long-term debt. 

By refinancing, we lowered our interest rate, extended 

the bank’s commitment, extended the amortization of 

principal, and simplified our reporting requirements.  

To do this, we had to absorb a prepayment penalty ($3.69 

million) to pay off our existing obligations. In short, we 

traded the prepayment penalty for long-term stability  

and certainty. 

• �Our long-term investment portfolio was severely affected 

by the 2008 Wall Street freefall, and our long-term assets 

declined (on paper) from $72 million at the beginning of 

2008 to $39.8 million as of December 31, 2008. 

• �The market values of the interest rate swaps declined (on 

paper) by nearly $15.8 million as of December 31, 2008, 

because of the steep decline in long-term interest rates.

The good news is that our long-term portfolio is recovering 

nicely (as of May 31, 2009), the entire prepayment penalty 

was absorbed in 2008 and will not recur in 2009, and 

management and governance are taking significant steps to 

balance the 2009/2010 operating budgets.

Paul L. Craig, PhD 
Treasurer

. . . Cost reductions, in concert with the development 

of our strategic plan, should set APA on a course 

that will preserve our resources and allow us 

to continue to deliver the products and services 

deserving of our membership.
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    Table 1 INCOME ANd Expense Statement
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Operations

During the summer of 2008, it was clear that the recession 

was upon us and that action was needed to minimize its 

impact on APA operations. Fortunately, our 2008 revenues 

were up 2.8% over 2007 levels, but there was little time to 

control expenses in a reasoned and thoughtful manner. 

Salary savings planned for in the 2008 probable were not 

realized because of record-low staff turnover during the 

year. We had inflation to absorb and contractual obligations 

to meet, and, for 2008, our overall expenses exceeded 2007 

levels by 8.8%. In the end, we sustained a sizeable loss from 

operations of approximately $4.9 million ($8.155 million 

loss less the $2.5 million from the building cash flow and 

the $678,000 net activity from the APA Board designations) 

(see Table 1). 

APA implemented various cost control measures in late 

2008 to curtail the growing operating deficit, most notably 

a hiring freeze effective November 2008 and an association-

wide reduction in staff travel, consulting, and contractual 

and special projects. Management and governance have 

agreed on massive expense reductions in an attempt to 

adjust operational expenses and balance the 2009 and 

future budgets in a reasoned and thoughtful manner.

Building Operations

In 2008, operations for the Ten G Street and the 750 First 

Street buildings resulted in solid gains, with net income of 

$2.2 million from the Ten G LLC and $5.8 million from 

the 750 LLC. However, the 750 LLC gain excludes the $10 

million paper loss resulting from the change in the value of 

the interest rate swap. The buildings distributed a total of 

$5.31 million in cash to APA in 2008.

In spite of the current economic challenges, we are 

pleased to report that our buildings remain 100% leased, 

and demand for space is growing. Amtrak, one of APA’s 

tenants, is in an expansion mode due to their receipt 

of stimulus funding from the federal government and 

their business plan to consolidate near Union Station in 

Washington, DC. During the latter part of 2008, Amtrak 

expanded by 9,141 square feet in APA’s building at Ten G 

    Table 2 Balance Sheet (Consolidated)
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Street. Under negotiation are an additional 8,653 square 

feet of space in the Ten G Street building and potentially 

10,000–14,000 square feet in APA’s 750 First Street building. 

APA has consolidated over 7,000 square feet of its space at 

Ten G Street into existing space at 750 First Street. APA is 

reviewing alternatives to use its space more efficiently to 

create even more leasable square footage and reduce APA’s 

occupancy expense.

Effects of Noncash Items on the Balance Sheet

As mentioned previously, APA’s long-term stock portfolio 

was not insulated from the significant market downturn 

in 2008. APA incurred realized losses of $3.4 million, 

unrealized losses of $28 million, and net management fees, 

dividend and interest earnings, and a transfer of dividend 

and interest earned during 2007 from the long-term 

portfolio to short-term working capital, which reduced our 

portfolio by $32.2 million—from $72 million as of January 

1, 2008, to $39.8 million as of December 31, 2008. Although 

our 2008 year-to-date performance was down 44%, the 

performance since inception (March 31, 1988) net of fees 

was up 9.85% in spite of the challenging period experienced 

during 2008. From January 1, 2009, through May 31, 2009, 

the portfolio has recorded a return of 14% and has just 

reached a value of $45 million (see Long-Term Portfolio 

chart on p. 332; see also Table 2). 

The market values of the interest rate swaps concerning 

APA and the APA 750 LLC declined by nearly $15.8 million 

as of year end due to the steep decline in the long-term 

interest rate market.

Because of the significant “paper” entries needed to 

adjust the long-term investments and interest rate swap 

valuations, as well as the other factors described previously, 

    Table 3 Consolidated Net Assets Summary
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APA finds itself in uncharted territory, with negative net 

assets of $8.3 million as of December 31, 2008 (see Table 

3). Negative net assets trigger (a) tighter scrutiny by 

our lenders (Bank of America) and credit rating agency 

(Standard & Poor’s) and may result in (b) increased debt 

interest and more rigorous reporting requirements,  

(c) greater focus by third parties on our fiscal controls,  

and (d) debt covenant violations.

It is important to remember that our audited financial 

statements do not reflect the equity we have in our 

buildings—equity that is conservatively estimated to be in 

excess of $150 million. However, because that equity is not 

readily accessible to support operations, it is important that 

we maintain solid controls over our expenditures through 

2009 and rebuild our net assets under the one arm of APA 

over which management has a great deal of control. 

Debt Refinance

In May 2008, APA and the APA 750 LLC refinanced the 

long-term debt associated with the 750 First Street building. 

This action lowered interest costs, extended the bank’s 

commitment for an unprecedented 10 years, extended 

amortization of principal, and simplified reporting 

requirements.

Total consolidated debt increased by $4.1 million to 

cover the cost of the prepayment penalty on the Series B 

Notes of approximately $3.5 million, closing costs, and 

accrued interest. Lower interest rates combined with the 

lower bank credit spread resulted in an average rate on 

the new debt of 5.24%, compared with 6.42% before the 

refinancing. This interest rate differential resulted in an 

annual interest savings of approximately $620,000.

Summary

To be sure, 2008 was a year to remember. On the positive 

side, the Council of Representatives, the Board of Directors, 

the Finance Committee, the members of APA governance, 

the CEO, senior management, and the entire staff have 

     Value 58% Growth 30% International 12%

Long-term Portfolio compostion

    Performance Returnsa/Market Value

48% Large-cap value

12% International Value

10% Small-Cap Value

10% Mid-Cap Growth

20% Small-Cap Growth
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tackled this downturn in the economy on multiple fronts in 

an attempt to preserve APA’s financial strength. There have 

been significant cost reductions at all levels as we position 

ourselves to deal with whatever comes our way in the future. 

These cost reductions, in concert with the development 

of our strategic plan, should set APA on a course that will 

preserve our resources and allow us to continue to deliver 

the products and services deserving of our membership. 

We have weathered many storms in years past, and we are 

prepared and ready to meet these current challenges as we 

look positively toward the future.

As always, if you have any questions about the 

association’s finances, please feel free to e-mail your 

treasurer at finances@apa.org. n

APA’s Public Credit Rating

In spite of the challenging 2008 results, Standard & 
Poor’s (S&P) reaffirmed APA’s BBB+ rating with a 
stable outlook (upgraded from BBB in September 
2006). S&P cited the following positive attributes of 
APA’s operations:

A long, positive operating history•	
Diverse revenue streams•	
Revenue flexibility supported by APA’s ability •	
to increase dues and subscription prices while 
reducing operating expenses
An increase, albeit a modest 2%, in membership •	
for the first time in at least 7 years
Adequate financial resources•	

Offsetting credit factors include: 

Balance sheet exposure risk due to real estate •	
holdings and the associated swaps and debt
Substantial losses in fiscal 2008 due to investments •	
and swap valuations
High level of debt•	
Subsequent operating challenges•	

The stable outlook reflects S&P’s anticipation that APA 
will issue no new debt, continue to manage its current 
debt and derivative instruments, return to balanced 
operations, and stabilize its membership base.

2008 Finance Committee Members

Paul L. Craig, PhD, APA Treasurer, Chair
Jean A. Carter, PhD, Vice Chair
Guillermo Bernal, PhD
Ronald E. Fox, PhD
Kathleen M. McNamara, PhD
Bonnie Markham, PhD, PsyD
Nina K. Thomas, PhD

2008 Investment Subcommittee 

Outside Expert Members
Frederick R. Kobrick
John J. McCormack
Sheila T. Roberts
Steven S. Zaleznick

2008 Audit Subcommittee

Outside Expert Members
Stephen C. Howell
Joan E. Lynch
Steven F. Stanton


