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PRESIDENT’S LETTER
New Directions and Promises to Keep
If there is a theme permeating this Annual Report, it is that change, positive
change, is a function of the need to keep our promises to our customers.
The promises that we have made are the same ones that have driven us
since the American Arbitration Association’s birth in 1926: that
we will engage in meaningful and continuous improvement to
meet the needs of a growing number of alternative dispute
resolution (ADR) users in a variety of fields, and infuse
all of our actions with the steadfast drive to provide
our clients with the highest level of service in a
cost- and time-effective manner.
Keeping such promises in the climate of
perpetual change in which the world of
dispute resolution seems to exist is never
easy, but 2012 brought extra change
and challenges to the AAA/ICDR. A
search committee consisting of AAA
Board Members was formed to find
a new President and CEO for the
organization—a task that had not
been undertaken for almost 20
years. The search and the transition
to new leadership were carried out
in a deliberate and patient manner
and the subsequent response—
both internally and externally—to
the Committee’s decision has been
nothing short of overwhelming.
For this, I, the officers and senior
team, Board, and all of the staff, are
extremely grateful.
The transition has been smooth, yet
dynamic and energizing at the same time.
For many months, I interviewed staff at
all levels of the AAA, Board Members, past
Board Members, end-users, lawyers, and our
arbitrators and mediators. I discovered that
while there is a real sense of pride in the AAA/
ICDR as an institution, there is also a sense of need
for transformation in very specific areas: elevating the
skill level of our staff, re-establishing our local presence
around the country, extending the reach of our marketing
and advertising, placing greater emphasis on our international

INDIA JOHNSON
President and Chief Executive Officer
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arm—the ICDR, and refining our strategies for
the future. Fortunately, all of these areas are
within our ability to not only improve, but to
elevate to new levels of success … which is
what we intend to do.
The changeover in leadership aside, last year
was an enormously busy one for the AAA.
In March 2012, we launched an entirely
redesigned website, www.adr.org, to an
exceedingly positive response. The site has
been visited nearly 920,000 times since March
with more than 3 million page views tallied.
Visitors from 200 countries and territories
spent more than 58,000 hours viewing the
site—the equivalent of 2,441 days!

“

Literally and figuratively,
the AAA is on the move.
Progress underlies
our every action ... we
are actively engaged in
reinventing ourselves
to ensure that our
service delivery offers
substantive value.
INDIA JOHNSON

”

President and CEO, American Arbitration Association

Also in March 2012, we held a very successful
Neutrals’ Retreat in Scottsdale, Arizona,
attended by 241 AAA panelists. It focused
on the need to improve the time and cost of
arbitration so that its users get to realize the
promise of arbitration—probably the most
elegant solution to disputes that has ever
been devised.
We launched ClauseBuilder, a new online tool
to help people build customized arbitration
clauses and not just roll over legacy clauses
they have in their files or on their computers.
We created it to make it easy to construct
dispute resolution processes that are efficient
and appropriate for a range of transactions,
and also to educate users along the way.
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We secured our offices for the next 15 years
here in New York City: a hearing facility
in Midtown, and another office located
downtown in the Financial District that
will house additional hearing and election
facilities, and our headquarters’ staff. Both
will have state of the art technology and
conference capabilities as well as smartly
configured staff space and productivity
solutions.
We saved hundreds of thousands of dollars
annually with the installation of a state of
the art, internet-based telephone system
that enables staff to transfer calls from one
city to another as well as optimize internal
conference calling without having to use
outside conference services.
The work on our new case management
software platform, called PRISM, continued
and we expect to launch it this Fall. It will
make the case management staff much more
productive and give them time to better focus
on clients’ needs. We also began designing our
new mediation platform, www.mediation.org,
and commenced recruitment efforts to find a
dynamic new leader for our mediation effort.
In response to client concerns about fees and
the talent that the AAA correspondingly
deploys to handle their cases and needs,
the senior team and our Human Resources
department undertook a comprehensive
examination of these concerns. Addressing
our case management competency and talent
issues became a priority, with the result that
vice presidents are now directly engaged in
the oversight of large complex cases among
others. As a result, our employees with the
highest level of dispute resolution expertise
are increasingly interacting with parties and
their attorneys to expedite the arbitration
process, remove obstacles, and assist in
resolving any problems that may arise.
We established a new approach to our
budgeting process that should enable us to
address talent and compensation issues. With
this new approach, we can now see where
best to deploy or reallocate our resources.
We can identify the sources of our funding

and make necessary adjustments. We have
raised some fees to make particular caseloads
more self-sustaining, since we cannot rely on
one caseload to support another unrelated
caseload, or expect some users to pay the
costs of other users’ cases. Such a framework
was not only unfair, it was clearly high-risk in
times of recession when fewer cases are filed.
2012 also brought significantly improved
financial health to the AAA compared to the
prior year, as is reflected in the substantial
increase in the AAA’s net assets.
To put the aforementioned into perspective,
all of the AAA’s funding comes from just a
few sources:
•

B2B and Labor/Management caseloads

•

No-Fault State Insurance caseloads
from New York and Minnesota

•

Employment and consumer caseloads

•

Occasional special claims programs

•

AAA education and training fees

•

Unique opportunities, such as our
partnership with Bahrain

Literally and figuratively, the AAA is on
the move. “Progress” underlies our every
action. While we continue to address our
core business—the daily facilitation of ADR
processes, chiefly arbitration and mediation—
we are actively engaged in reinventing
ourselves to ensure that our service delivery
offers substantive value and fulfills our
promises to the range of individuals and
organizations that use our services.
We plan to report back to you next year about
a great many successes. But, perhaps more
importantly, we wish for you to be “along for
the ride” during this entire transformative
process and, well before next year, weigh in
with your ideas and suggestions about our
many initiatives.
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Labor | Employment | Elections
Case filings increased in the employment area.
There were 1,857 employment arbitration
cases filed in 2012, a nearly 5% increase over
2011’s filings. This reflects a boost in both
Employment Plan cases and Individually
Negotiated Contract cases.
In 2012, the Labor, Employment, Elections
Division continued to focus on the AAA’s
promise to optimize speed and economy in
every undertaking. In addition to conducting
several Arbitrator Continuing Education (ACE)
courses focusing on methodologies by which
the time and costs of conducting an arbitration
can be controlled, the division rolled out
two additional programs: “Are You Really
Running an Efficient Hearing?” and “What
We Have Here is a Failure to Communicate.”

The former was geared at streamlining the
arbitration hearing and reducing cost. The
latter highly rated and interactive program
combined best practices and case-specific
client feedback. Both programs were featured
at the AAA’s Neutral’s Conference, were
subsequently offered throughout the year,
and reached more than 300 neutrals.
Ensuring the quality of the National Roster
of Neutrals throughout the country remains
a fundamental component of the AAA’s
efforts to improve client engagement. The
National Recruitment Review Committee,
established in late 2011, was re-configured
and improved to better continue its oversight
of the application and recruitment process of
potential arbitrators.

Last year, the AAA was selected to oversee
the annual election for a large union of state
and local government employees.   The size
of the election was historic, involving more
than 4,500 delegates. A highly skilled and
experienced, cross-divisional AAA team
coordinated and oversaw the voting process.
On election day, the 40+ member team was in
place and ready to verify delegate eligibility
and issue the appropriate number of assigned
ballots. The accuracy of the tabulation was
verified using both scanning and manual
verification at the site. At the conclusion of
the voting process, the AAA successfully
tabulated approximately 1.2 million votes
within an eight-hour period.

Ensuring the quality of the National Roster of Neutrals throughout the country
remains a fundamental component of the AAA’s efforts to improve client engagement.

State Insurance Caseloads
The New York Insurance programs continued
to experience rapid growth to reach another
record volume of case filings in 2012. There
were 143,000 filings in the No-Fault program,
a 50% increase over 2011 and more than
double the volume of 2010. The AAA engaged
and trained 31 new full-time arbitrators
for this caseload during the second half of
2012 and also increased support staff to
meet caseload needs. The Supplementary
Uninsured/Underinsured Motorist (SUM)
program experienced growth of 4% in 2012,
to nearly 2,500 cases. Due to computerization,
the paperless hearings in No Fault, and other
efficiencies, total AAA administrative costs

CHRISTINE L. NEWHALL
Senior Vice President
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(not including arbitrator compensation) in
2012 were lower than such costs had been in
2007 for a much smaller volume of cases.
In Minnesota, the AAA was reappointed
by the Minnesota Supreme Court as the
administrator for the state’s No-Fault
arbitration caseload for the next four years.
The appointment resulted from the Supreme
Court’s 2012 request for proposal for an
arbitration organization for the no-fault
process under Minnesota Statute 65B.525.
The AAA was one of a number of provider
organizations that responded to the RFP.
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Commercial

Construction

In 2012, the Commercial Division built a
technology platform and designed the service
delivery model for the AAA’s administration
of an Independent Review Program, which
is a function of the Copyright Alert System
developed by the Center for Copyright
Information in Washington, D.C. The Program
allows subscribers of the five largest Internet
Service Providers in the U.S. to appeal
allegations of illegal file sharing of copyrighted
material via peer-to-peer computer networks.

As concerns continue throughout the
construction industry about managing
the cost and time of arbitration, in
2012 the AAA’s National Construction
Dispute Resolution Committee (NCDRC)
undertook a comprehensive effort to
provide arbitration parties, advocates and
neutrals with additional metrics to help them
evaluate their cases against those of their
peers. The metrics included cases that
were graded on a scale of A to F. The top
10% of cases with the shortest time from
filing to award received an A grade. The
metrics also compared how completing a
case within the 10% timeframe affects the
cost of the arbitration. Representatives of
the NCDRC member Associations concluded
that construction arbitration cases could
progress in a more expeditious manner
by implementing certain techniques
that include:

The AAA joined with the American Bar
Association in 2012 to promote women as
arbitrators and mediators. The Association
published a special edition of the Dispute
Resolution Journal, entitled “Women’s Voices
in ADR,” which featured substantive articles
on ADR written by women. The special edition
was issued to coincide with the release of the
ABA Section of Dispute Resolution’s magazine
devoted to women in the ADR profession.
Based on our successful management of
previous foreclosure mediation programs,
in August 2012 the AAA, in conjunction
with the University of South Florida Conflict
Resolution Collaborative, was appointed
by Florida’s 12th Judicial Circuit Court to
manage their Residential Mortgage Mediation
Program. The program provides courtordered and voluntary residential mortgage
foreclosure mediation for homes located in
Sarasota, Manatee, and Desoto Counties.
The AAA has provided targeted training
and resources for lenders, law firms, local
mediators, and the public, and manages from
350-400 cases per month.

•

Simultaneously conducting mediation
while preparing for the arbitration

• The

use of a chess clock by arbitrators
to keep presentation of evidence on track

•

Using an AAA mediator instead of
going outside the organization

•

Having arbitrators and parties propose a
budget for the process

The NCDRC also has committed to
expanding its member groups to be
more inclusive of industry constituents.
In particular, the involvement of more
industry professionals and owner groups
such as the Construction Users Roundtable
(CURT) will provide more meaningful
insight into the issues the construction
industry faces as it recovers from the
economic downturn.
The Construction Division was the
groundbreaker as the AAA launched its
first social media group on LinkedIn. The
AAA Construction Neutrals Group is open
only to active construction panel members.
It provides an easily accessible platform
for the AAA and construction neutrals to
share ideas, feedback, and discuss topics
of interest. The group currently has more
than 300 members and is growing.

ROBERT MATLIN (left)
Senior Vice President

DWIGHT JAMES (right)
Senior Vice President
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Case filings at the ICDR reached an all-time high of 996, of which approximately
10% are mediations. This figure constitutes the largest number of new case filings
of any international arbitral institution. The growth in mediations reflects growing
recognition of the benefits of the process by parties in many regions of the world.
The 10th Annual ICDR Miami Program, held September 9th-11th, was conducted in
partnership with the International Bar Association and attracted 150 attendees. The
simultaneously translated program was conducted using the hallmark conferencing
techniques of past events, including “Tertulias” and rapid-fire discussions.
The Fifth Annual ICDR Practice Moot and Seminar, held March 2, 2012 at the AAA’s
corporate offices in New York City, was the largest to date, consisting of 14 teams from
the United States, Europe and China, the latter participating via video conferencing.
The practice moot is an educational event to help student teams prepare for the
Willem C. Vis International Commercial Arbitration Moot (Vis Moot) held each year
in Vienna. Judge Judith Kaye and then-president of the AAA, William K. Slate II,
opened the proceedings. ICDR staff members also were coaches for four university
teams at the subsequent 2012 Vis Moot. Also of note was the participation
of an ICDR case manager as a team coach in
the 2nd Annual Latin American Moot
conducted in Washington, D.C.

RICHARD W. NAIMARK
Senior Vice President
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Senior Vice President
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ADR.ORG
The American Arbitration Association
was the first alternative dispute resolution
services provider to have a website back in
1996. Since then, a lot has changed on the
Internet—especially the number of people
using it.
On March 10, 2012, the AAA launched a
new and improved ADR.org. As mentioned
in last year’s Annual Report, the visual
appeal, navigation, and searchability have
all been enhanced. In addition, this site is
powered by a robust content management
system that gives us the ability to keep this
website up-to-date with greater ease and on
a more timely basis.

Here are some statistics
from the new ADR.org :

920,000
3,000,000
58,000
200
46,000

Visited over
920,000 times
over 3 MILLION
pages viewed
Over 58,000 hours spent by
visitors on the site: the
equivalent of 2,441 days!
Visited by people from over
200 countries and territories
Accessed over 46,000 times
from mobile devices

Diana N. DIDIA
Senior Vice President, Chief Information Officer

AAA’s First Mobile App
On June 13, 2012, the AAA launched its first
mobile app designed to streamline access
to vital information about arbitration and
mediation. Available for free in iTunes and
the Android Play Store, this app provides
easy reference to AAA Rules, Codes and
Protocols, and AAA contact information.
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Users can instantly find AAA arbitration and
mediation rules for Commercial; Construction,
Real Estate & Environmental; Government
& Consumer; International; and Labor &
Employment. Similarly, AAA due process
protocols for an array of critical disciplines
are within two taps on your device.
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CLAUSEBUILDER TOOL
tm

ClauseBuilder, an online arbitration and
mediation tool that assists individuals and
organizations in drafting clear, effective
arbitration and mediation agreements, was
successfully launched on December 4, 2012.
The development of ClauseBuilder arose out
of the AAA’s ongoing strategic initiatives
aimed at simplifying the process of inserting
AAA arbitration and mediation clauses into
contracts. This tool enables users to draft
customized arbitration agreements through a
self-guided process that starts with the AAA’s
standard arbitration agreement and then
allows parties to choose options, such as the
number and method of selecting arbitrators,
locale, governing law, duration of the
proceedings, remedies, and choice of law. The
current version of ClauseBuilder is oriented
toward commercial, business-to-business
disputes; in 2013, additional functionality
will be added that is specific to construction,
employment, and international disputes.

ClauseBuilder also is a reflection of the success
of the AAA’ s Internal Investment Initiative,
whereby AAA staff are encouraged to suggest
new opportunities for the AAA and receive
the backing of investment dollars and the
support of senior management. The impetus
for the ClauseBuilder Tool was the submission
of a proposal for the creation of a “Dispute
Resolution Clauses Writer,” by an AAA
employee. The idea was referred to an AAA
strategic initiative team, and then developed.

AAA staff are encouraged to
suggest new opportunities
for the AAA and receive
the backing of investment
dollars and the support
of senior management.
ERIC P. Tuchmann
General Counsel & Corporate Secretary
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AAA introduces a New ADR Service

AAA Judicial Settlement
Conference Service
On August 15, 2012, the AAA introduced
a new ADR service for disputing parties.
Called AAA Judicial Settlement Conference
Service (JSCS), this non-binding process
is conducted in a highly evaluative
manner by a former judge that mirrors
the settlement conferences conducted in
the court environment. New procedures, a
specialized panel, and a new web presence
were developed for the service. The panel
is composed exclusively of former federal
and state judges selected for their strong
settlement skills, and for the first time
AAA differentiated a panel of its neutrals
by posting their names and locations on
www.adr.org. The panel augmented their
resumes by highlighting their settlement
experience and completed a training
orientation program created for the
new service.
Educational conferences were held to
help launch the JSCS in Miami and Los
Angeles—two communities where budget
pressures on the court system have reduced

“

judicial resources and elevated interest in a
private settlement conference service of the
type designed to resolve or narrow issues
in large, complex cases prior to or during
litigation. Supported by print advertising
in both markets, these in-person
conferences introduced the local members
of the Judicial Settlement Conference
panel. Of the JSCS service, Timothy K.
Lewis, a former judge on the U.S. Court of
Appeals for the Third Circuit commented,
“As an active ADR practitioner and a
member of the AAA Board of Directors,
I am pleased to participate in the Judicial
Settlement Conference service, which
will provide indispensable cost savings
while allowing litigants creative means of
resolving difficult disputes. This cuttingedge approach, with Panel members who
have vast and unique experience in dealing
with the most difficult commercial cases,
is offered at a time when companies are
increasingly looking beyond traditional
ADR paradigms in addressing disputes.”

I am pleased to participate in the Judicial Settlement
Conference service, which will provide indispensable
cost savings while allowing litigants creative means
of resolving difficult disputes.
Timothy K. Lewis
Former Judge, Third Circuit Court of Appeals
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PRISM
Last year was an important year in the
development of our multi-tiered case
management software. We have completed
many of the buildouts that will make our
case management staff more effective and
efficient.
These include:
• Intuitive

navigation designed for greater
automation, access to case information and
improved productivity

• Party

accessibility to on-line case
management, documents and information

• Improved

billing, invoices, statements
and email communications

• Enhanced

ability to customize for unique
or special caseloads

• Paperless

document management

• Increased

capability to obtain metrics
and analytics

Also, to get ahead of the learning curve, we
developed and conducted Super User training
with staff from all around the country.
To help continue the educational process
for PRISM, we also built several training
modules to help our staff understand PRISM
and all of its new features.
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Flexible Fee Schedule
In 2012, the AAA responded to increasing
interest for additional pricing options and
economic challenges affecting businesses
and organizations worldwide by offering
parties to arbitrations the choice of two
fee schedules to initiate these cases. The
options — the Standard Fee Schedule
and the Flexible Fee Schedule — are
available for some types of claims using the
AAA’s Commercial (excluding Consumer
cases), Construction, International and
Employment Rules. To provide parties with
further choices, each party to a case may file
claims and counterclaims under the same or

different fee schedules: one party may use
the Flexible Fee Schedule while the other
utilizes the Standard Fee Schedule, or both
may opt for the same schedule.
The differences: under the Standard Fee
Schedule, the filing party pays a large share
of the administrative fee at the time the
demand is filed, and a smaller additional
fee near the time that the hearing takes
place. With the Flexible Fee Schedule, a
party is permitted to file for arbitration
with a reduced filing fee, followed by two
additional payment stages.
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LOOKING AHEAD
The AAA has many initiatives that are in process that we will
be reporting on in greater detail in the future. However, two
important initiatives are already well underway.
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On April 4, 2013, the AAA launched a
new division, Mediation.org, to further
expand the Association’s focus on the mediation
component of the ADR field. Harold Coleman,
Jr., Esq., an arbitrator and mediator with 26
years of experience, and former member
of the AAA’s Board of Directors, was
appointed as Mediation.org’s Executive
Director and Mediator.

Mediation.org is a web-based tool that
will serve every aspect of the mediation
community via an array of specialized
services, including a database of best-practice
knowledge, an extensive listing of mediation
experts, and a comprehensive educational
module. The directory will feature both AAA
and non-AAA mediators from around the
country so that those in need of mediation
services can find a mediation professional
with the precise background and needed
skills to handle their cases.

Harold ColEman, Jr.
Executive Director and Mediator, Mediation.org
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Sandy
The AAA has been named by the States of New York and New Jersey to manage mediation
programs that were established to help settle claim disputes between insurers and personal or
commercial property and casualty insurance policyholders for losses issuing from Storm Sandy,
which had a devastating impact on the East Coast.
The AAA has, on many occasions, partnered successfully with various states to
administer insurance claims programs on their behalf. The programs provide a
non-adversarial mediation process to facilitate the effective, fair and timely
resolution of disputed insurance claims through the use of the AAA’s
proprietary information and case management systems. With large
numbers of insurance claims outstanding, case volume estimates
range from several thousand to tens of thousands in each state.

The AAA has, on many
occasions, partnered
successfully with various
states to administer
insurance claims
programs on their behalf.

FRANCESCO ROSSI
Chief Financial Officer & Treasurer
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AAA Higginbotham Fellows Program
Now in its fifth year, the AAA Higginbotham
Fellows Program was established in 2009 to
address one of the challenges that the AAA
has identified as discouraging diversity in
ADR: the dearth of opportunities for diverse
professionals to become future ADR leaders.
The Fellows Program is a one-year program that
offers the full breadth of AAA/ICDR resources
to participants to enhance their knowledge
and skills in the field of ADR. Its foundation
is built upon a week-long intensive training

program that is conducted at the AAA’s New
York headquarters in the spring and consists
of seminars on a variety of dispute resolution
topics as well as participation in mock
arbitrations and mediations taught by leading
ADR professionals. AAA Higginbotham
Fellows are afforded additional training
and networking opportunities throughout
the year and the Fellows are provided with
mentors in their field of interest.

In 2012, the AAA selected 10 Fellows from
around the country with substantive expertise
in commercial, government, labor and
employment and international practices. The
training program took place April 30-May 4,
2012 to coincide with the week of the Annual
Meeting of the Board of Directors, which
provided the Fellows with an opportunity
to attend the luncheon and the Discussion of
Initiatives.

AAA Higginbotham Fellows, Class of 2012

The mission of the AAA Diversity Committee is to promote
the inclusion of those individuals who historically have
been excluded from meaningful and active participation
in the alternative dispute resolution field.

Programs with Bar Associations
and other Organizations
The AAA Diversity Committee continues
to work with national, minority and local
bar associations and other organizations to
provide training and other opportunities
for diverse practitioners. These groups
include the American Bar Association, the
National Bar Association, the New York City
Bar Association, the National Asian Pacific
American Bar Association, the New York
State Bar Association, and other organizations
around the country. In connection with this
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work, AAA staff authored an article providing
guidance and advice to assist minority and
women neutrals in advancing their careers
in ADR. The article, “Increasing Diversity
Among Arbitrators: A Guideline for What
the New Arbitrator and ADR Community
Should Be Doing to Achieve this Goal,” was
published in the January 2012 edition of the
New York State Bar Association Law Journal
and has received wide circulation.
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AWARDS
and RECOGNITION
The AAA presented its Outstanding Director award was to Teresa
E. McCaslin, Executive Vice President, Chief Human Resources
and Administrative Officer of Continental Grain Company. In
addition, the President’s Award for Living the Values, presented
each year to an AAA staff member who exemplifies the
Association’s core values, was awarded to Paul Dompier of the
AAA’s Minneapolis, Minnesota office.
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BOARD MEMBERS
and AAA Management
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2013 - 2014 Board Members
* José María Abascal, Esq.

**|* John E. Bulman, Esq.

Abascal, Segovia & Asociados
México City, México

Little, Medeiros, Kinder,
Bulman & Whitney, P.C.
Providence, RI

Guillermo Aguilar-Alvarez, Esq.
King & Spalding
New York, NY
+

+

Howard J. Aibel, Esq.
Weston, CT

James H. Carter, Esq.
WilmerHale
New York, NY
Arthur Chong
Broadcom Corporation
Irvine, CA

Henri Alvarez, Esq.
Fasken Martineau DuMoulin LLP
Vancouver, BC, Canada

+

David R. Andrews
MetaJure Inc.
San Francisco, CA

James R. Jenkins

Robert Coulson
Riverside, CT
Alan R. Crain, Jr., Esq.
Baker Hughes, Inc.
Houston, TX

Albert Bates, Jr., Esq.
Duane Morris LLP
Pittsburgh, PA

Dushyant Dave, Esq.
Chamber of Dushyant Dave
New Delhi, India

David M. Benck, Esq.
Hibbett Sporting Goods, Inc.
Birmingham, AL

**|* Susan Davis, Esq.

Cohen, Weiss and Simon LLP
New York, NY

Left: Joia M. Johnson Center: James R.
Jenkins Right: Harold Coleman, Jr.

**|* Fred G. Bennett, Esq.

Quinn Emanuel Urquhart & Sullivan LLP
Los Angeles, CA

Jacquelin F. Drucker, Esq.
New York, NY

Richard T. Bennett, Esq.
Bennett, Lotterhos, Sulser & Wilson, P.A.
Jackson, MS

Mark H. Duesenberg
Ferro Global Headquarters
Mayfield Heights, OH

Professor George A. Bermann
Columbia University School of Law
New York, NY

Mary S. Elcano
Washington, D.C.
Siegfried H. Elsing, Esq.
Orrick Hölters & Elsing
Dusseldorf, Germany

Gonzalo Biggs, Esq.
Figueroa Valenzuela & Cia Abogados
Santiago, Chile

Hon. Cheryl Demmert Fairbanks
Cuddy, Kennedy, Albetta & Ives, LLP
Albuquerque, NM

R. Doak Bishop, Esq.
King & Spalding
Houston, TX
+

Christian Bouckaert, Esq.
Bouckaert Ormen Passemard Sportes
Paris, France

Professor John D. Feerick
Fordham University Law School
New York, NY
John Fellas, Esq.
Hughes Hubbard and Reed LLP
New York, NY

Frank J. Branchini
Emblemhealth
New York, NY

* 2012-2013 Executive Committee Members

Left: Christine L. Newhall
Right: Susan Davis

|

** 2013-2014 Executive Committee Members

| + Past Presidents, Chairpersons of the Board, or Honorary Members of the Board
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2013 - 2014 Board Members
Phillip Finkelstein
Minnesota Nurses Association
St. Louis Park, MN

Peter B. Hamilton
Brunswick Corporation
Lake Forest, IL

* Israel J. Floyd

Hon. Deborah G. Hankinson
Hankinson Levinger LLP
Dallas, TX

Hockessin, DE
Judith Ann Freedberg
University of Miami School of Law
Coral Gables, FL

Left: India Johnson Right: Israel J. Floyd

Melinda Reid Hatton
American Hospital Association
Washington, D.C.

Samuel P. Fried
Limited Brands, Inc.
Columbus, OH

Denis J. Hauptly
Information Innovators Group, LLC
Minneapolis, MN

**|* Paul Friedland, Esq.

Toni D. Hennike
Hess
Houston, TX

White & Case LLP
New York, NY
Patricia D. Galloway
Pegasus Global Holdings
Cle Elum, WA

Left: Richard Naimark Center: John J.
Kerr, Jr. Right: Joia M. Johnson

Elisa Garcia
Office Depot, Inc.
Boca Raton, FL

**|* Jonathan P. Hiatt

AFL-CIO
Washington, D.C.
+

Joseph D. Garrison, Esq.
Garrison, Levin-Epstein, Chimes,
Richardson & Fitzgerald, P.C.
New Haven, CT
**|* Hon. James T. Giles (Ret.)

Pepper Hamilton LLP
Philadelphia, PA

Left: Christi L. Underwood
Center: Carolyn B. Lamm
Right: James H. Carter

Judith Gill, Esq.
Allen & Overy LLP
London, United Kingdom
Teresa Giovannini, Esq.
Lalive
Geneva, Switzerland
Hon. Richard J. Goldstone
Morningside, South Africa
Christine Guerrier
Thales SA
Neuilly-sur-Seine Cedex, France
Bradley E. Haddock, Esq.
Haddock Law Office, LLC
Wichita, KS
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David R. Haigh, Q.C.
Burnet, Duckworth & Palmer LLP
Calgary, Alberta, Canada

Norman M. Hinerfeld
The Delta Group
Larchmont, NY
Kaj Hober, Esq.
Mannheimer Swartling
Stockholm, Sweden

+

Hon. Howard M. Holtzmann
New York, NY
Professor Howard Hunter
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A M E R I C A N A R B I T R AT I O N A S S O C I AT I O N , I N C . A N D S U B S I D I A R Y

I N D E P E N D E N T AU D I T O R’ S R E P O RT
T o t h e B oard of D irectors
A merican A rbitration A ssociation , I nc .

We have audited the accompanying consolidated financial statements of American Arbitration
Association, Inc. and Subsidiary (the “Association”), which comprise the consolidated balance
sheets as of December 31, 2012 and 2011, and the related consolidated statements of operations
and changes in net assets, and cash flows for the years then ended, and the related notes to the
consolidated financial statements.
Management’s Responsibilty for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated
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 consolidated financial statements that are free
from material misstatement, whether due to fraud or error.
Auditor’s Responsibilty
Our responsibility is to express an opinion on these consolidated 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
judgement, including the assessment of the risks of material misstatement of the consolidated
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
consolidated 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 consolidated
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 consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Association as of December 31, 2012 and 2011, and
the results of their operations and changes in net assets and their cash flows for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

New York, New York
April 18, 2013
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C onsolidated B alance S h eets
D ecember 3 1 , 2 0 1 2 and 2 0 1 1

2012

ASSETS
Cash and cash equivalents
Investments, at fair value (Note 2)

$

538,000

2011
$

3,740,000

97,952,000

94,161,000

Administration fees receivable, net of allowances for
cancellations and uncollectable accounts of $578,000
in 2012 and $674,000 in 2011

8,997,000

9,386,000

Other receivables, net of allowances for uncollectable
accounts of $122,000 in 2012 and $139,000 in 2011

1,274,000

223,000

Prepaid expenses

2,617,000

2,545,000

Internal use software development in progress and
construction in progress (Note 3)

7,915,000

8,103,000

Furnishings, equipment, technology and leasehold
improvements, net (Note 3)

5,141,000

4,144,000

$ 124,434,000

$ 122,302,000

$ 62,595,000

$ 65,842,000

Accrued postretirement medical costs (Note 4)

8,156,000

8,507,000

Accrued pension liability (Note 4)

7,682,000

8,797,000

Deferred rent

1,043,000

1,906,000

Deferred revenue

1,727,000

1,964,000

81,203,000

87,016,000

Total Assets
LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable and accrued expenses
(Notes 4 and 5)

Total Liabilities
Commitments and contingencies (Note 5)
Unrestricted net assets
Total Liabilities and Net Assets

–

–

43,231,000

35,286,000

$ 124,434,000

$ 122,302,000

See notes to consolidated financial statements.
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C onsolidated S tatements of O perations and
C h an g es in N et A ssets
Y ears E nded D ecember 3 1 , 2 0 1 2 and 2 0 1 1
2012

2011

OPERATING REVENUES
Administration fees earned:
Commercial

$ 38,727,000

$ 42,923,000

15,253,000

13,907,000

Labor

4,849,000

5,283,000

Elections

3,472,000

4,135,000

Totals

62,301,000

66,248,000

1,887,000

1,974,000

373,000

335,000

64,561,000

68,557,000

53,622,000

60,738,000

Elections

3,446,000

3,909,000

Publications and education

2,226,000

2,496,000

General and administration

4,170,000

4,229,000

Loss on impairment of internal use software
development in progress (Note 3)

1,402,000

1,478,000

Net loss on write-off of office leases (Note 5)

388,000

594,000

Totals

65,254,000

73,444,000

Net Operating Loss

(693,000)

(4,887,000)

Interest and dividends on investments, net of fees (Note 2)

2,852,000

1,942,000

Net realized and unrealized gains / (losses) on investments

5,047,000

(326,000)

Loss on disposal of assets (Note 3)

(113,000)

(78,000)

7,093,000

(3,349,000)

814,000

(4,404,000)

38,000

(171,000)

7,945,000

(7,924,000)

35,286,000

43,210,000

$ 43,231,000

$ 35,286,000

State insurance

Publications and education
Other operating income
Totals
OPERATING EXPENSES
Administration of tribunals

NON OPERATING INCOME AND EXPENSES

CHANGE IN UNRESTRICTED NET ASSETS
BEFORE OTHER CHANGES IN NET ASSETS
Pension liability adjustment (Note 4)
Postretirement medical obligation adjustment (Note 4)
CHANGE IN UNRESTRICTED NET ASSETS
UNRESTRICTED NET ASSETS, BEGINNING OF YEAR

UNRESTRICTED NET ASSETS, END OF YEAR

See notes to consolidated financial statements.
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C onsolidated S tatements of C as h F lows
Y ears E nded D ecember 3 1 , 2 0 1 2 and 2 0 1 1
2012

2011

CASH FLOWS FROM OPERATING ACTIVITIES
Change in unrestricted net assets

$ 7,945,000

$ (7,924,000)

2,494,000

2,353,000

301,000

1,746,000

(863,000)

(482,000)

(5,047,000)

326,000

1,402,000

1,478,000

Loss on write-off of office leases

388,000

594,000

Loss on disposal of assets

113,000

78,000

88,000

33,000

Increase in other receivables

(1,051,000)

(104,000)

Increase in prepaid expenses

(72,000)

(9,000)

(3,635,000)

422,000

(351,000)

(77,000)

(1,115,000)

2,750,000

(237,000)

(375,000)

360,000

809,000

Purchase of furnishings, equipment, technology and
leasehold improvements

(3,604,000)

(469,000)

Proceeds from sale of investments

49,010,000

19,917,000

(47,754,000)

(17,602,000)

Internal use software development in progress and
construction in progress

(1,214,000)

(6,746,000)

Net cash used in investing activities

(3,562,000)

(4,900,000)

(3,202,000)

(4,091,000)

3,740,000

7,831,000

538,000

$ 3,740,000

Adjustments to reconcile change in unrestricted net assets to
net cash provided by operating activities:
Depreciation and amortization
Bad debt and change in provisions for uncollectible accounts
Deferred rent
Net realized and unrealized (gains) / losses on investments
Loss on impairment of internal-use software development
in progress

Changes in operating assets and liabilities:
Decrease in administration fees receivable

(Decrease)/increase in accounts payable and accrued expenses
Decrease in accrued postretirement medical costs
(Decrease)/increase in accrued pension liability
Decrease in deferred revenue
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of investments

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

$

See notes to consolidated financial statements.
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N otes to C onso l idated F inancia l S tatements
N ote 1 - S ummary of si g nificant accountin g policies :

Business and principles of consolidation:
The accompanying consolidated financial statements include the financial position and operating
activities of the American Arbitration Association, Inc. (“AAA”) and the Subsidiary it controls,
American Arbitration Association-ICDR Ltd. All inter-company accounts and transactions
have been eliminated in consolidation. As used herein, the “Association” includes the American
Arbitration Association, Inc. and Subsidiary.
AAA is a not-for-profit organization that provides administrative, educational and development
services for the widespread use of dispute resolution procedures both domestically and
internationally.
Administration fees:
The initial filing fee for commercial cases, which are subject to a minimum fee, is billed at the
commencement of the dispute resolution process. Over the next 60 days, which is the time
period for refund eligibility, a portion of the refundable initial filing is recognized as revenue as
services are performed. Under certain limited circumstances the 60-day time period for refund
eligibility is extended for arbitration cases that utilize the AAA’s mediation services. Based on
analysis of current trends, the Association recorded a provision for deferred revenue in 2012
and 2011 of $129,000 and $214,000, respectively, which is included in the accompanying
consolidated balance sheets and represents the estimated amount of future refunds.
A case service fee is payable in advance prior to the first scheduled hearing. The case service fee
is refundable at the conclusion of the case if no hearings have occurred. Case service fee revenue
is recognized, net of estimated refunds, as case administration services are provided. Deferred
case service fee revenue of $1,585,000 and $1,682,000 as of December 31, 2012 and 2011,
respectively, are included in deferred revenue in the accompanying consolidated balance sheets.
Registration fees for education programs may be payable in advance prior to an education program
event. Deferred education program registration fees of $13,000 and $68,000 as of December 31,
2012 and 2011, respectively, are included in the deferred revenue in the accompanying
consolidated balance sheets.
Cash and cash equivalents:
The Association considers all highly liquid investments with maturities of three months or less on
the date of purchase to be cash equivalents.
Concentrations of credit risk:
Financial instruments, which potentially subject the Association to concentrations of credit
risk, include cash and cash equivalents, administration fees receivable, other receivables, and
investments (see Note 2). The Association maintains cash and cash equivalents in bank deposit
and other accounts, the balances of which exceeded Federally insured limits by $8,366,000 and
$12,551,000 as of December 31, 2012 and 2011, respectively. The Association places its cash and
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N otes to C onso l idated F inancia l S tatements
N ote 1 - S ummary of si g nificant accountin g policies
( continued ) :

Concentrations of credit risk (concluded):
cash equivalents with creditworthy, high-quality financial institutions. Credit risk with respect to
administration fees receivable is also limited because the Association deals with a large number
of customers in a wide geographic area. The Association closely monitors the extension of credit
to its customers while maintaining allowances for potential credit losses. On a periodic basis, the
Association evaluates its administration fees receivable and establishes an allowance for doubtful
accounts, based on a history of past write-offs and collections and current credit considerations.
Investments:
Investments are reported at fair value. Cash equivalents included in investments are held for
investment purposes. Changes in unrealized investment gains or losses are reported in the
consolidated statements of operations and changes in net assets.
Furnishings, equipment, technology and leasehold improvements:
Furnishings, equipment, technology and leasehold improvements are stated at cost less
accumulated depreciation and amortization. Depreciation and amortization are computed using
the straight-line method over the estimated useful lives of the individual asset or the lease term, if
shorter than the useful life. The cost of maintenance and repairs is charged to expense as incurred.
Capitalization of software developed for internal use:
The Association capitalizes costs incurred for the development of software for internal use.
The Association began a project in 2008 to design and develop new case management
applications and is currently engaged in several projects related to website upgrades and
educational applications. The cost of development will be amortized over the useful lives of
the underlying applications, varying from three to ten years, once the new software is placed in
service, which is expected to occur in phases in 2013.
Use of estimates:
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.
Income taxes:
The AAA is exempt from Federal income tax under the provisions of Section 501(c)(3) of the
Internal Revenue Code; therefore, no provision for income taxes is included in the Association’s
consolidated financial statements. The Association has no unrecognized tax benefits at December
31, 2012 and 2011. The Association’s U.S. Federal and state income tax returns prior to fiscal year
2009 are closed and management continually evaluates expiring statutes of limitations, audits,
proposed settlements, changes in tax law and new authoritative rulings.
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N otes to C onso l idated F inancia l S tatements
N ote 1 - S ummary of si g nificant accountin g policies
( concluded ) :

Fair value of financial instruments:
The carrying amounts of cash and cash equivalents, administration fees receivable, other
receivables, accounts payable and accrued expenses approximate fair value because of the
short-term nature of the items.
Deferred rent:
Certain of the Association’s lease agreements provide for scheduled rent increases during the lease
term or for rental payments commencing at a date other than initial occupancy. Provision has
been made for the excess of operating lease rental expense, computed on a straight-line basis over
the lease term, over cash rentals paid.
Subsequent events:
The Association has evaluated subsequent events through April 18, 2013, which is the date the
financial statements were available to be issued.
N ote 2 - I n v estments :

Investments at December 31, 2012 and 2011 consist of the following:
2012
Cost
Short Term Bond funds

2011
Fair Value

Cost

Fair Value

$ 18,221,000

$ 18,054,000

$ 27,375,000

$ 26,992,000

Intermediate Term Bond funds

20,220,000

21,255,000

21,104,000

21,537,000

Inflation-Protected Bond funds

10,573,000

12,548,000

10,108,000

11,741,000

High Yield Bond funds

3,643,000

3,693,000

6,419,000

7,303,000

Emerging Markets Bond funds

3,661,000

4,085,000

3,247,000

3,124,000

Index Equities funds

7,192,000

7,697,000

11,687,000

12,795,000

International Equities funds

9,383,000

9,813,000

–

–

U.S. Equities funds

8,912,000

9,194,000

–

–

Emerging Markets Equities funds

5,135,000

5,816,000

–

–

Real Estate Investment Trust funds

4,394,000

4,970,000

–

–

827,000

827,000

10,669,000

10,669,000

$ 92,161,000

$ 97,952,000

$ 90,609,000

$ 94,161,000

Cash/Money Market funds
Totals

Interest and dividends on investments are reported net of investment management fees and bank
charges of $892,000 and $744,000 in 2012 and 2011, respectively.
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N otes to C onso l idated F inancia l S tatements
N ote 2 - I n v estments ( concluded ) :

The Association values its financial assets and liabilities based on the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date. In order to increase consistency and comparability in fair value
measurements, a fair value hierarchy that prioritizes observable and unobservable inputs is used
to measure fair value into three broad levels, which are described below:
Level 1: Q
 uoted prices (unadjusted) in active markets that are accessible at the measurement date
for identical assets or liabilities. The fair value hierarchy gives the highest priority level to
Level 1 inputs.
Level 2: O
 bservable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in inactive markets; or model-derived valuations in which all
significant inputs are observable or can be derived principally from or corroborated with
observable market data.
Level 3: Unobservable inputs are used when little or no market data is available. The fair value
hierarchy gives the lowest priority to Level 3 inputs.
In determining fair value, the Association utilizes valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs to the extent possible. There have
been no changes in the methodologies used at December 31, 2012 and 2011.
Financial assets carried at fair value at December 31, 2012 and 2011 are classified as Level 1.
Investments in mutual funds, which account for all of the Association’s investment holdings at
December 31, 2012 and 2011, are valued using market prices on active markets (Level 1).
Level 1 instrument valuations are obtained from real-time quotes for transactions in active
exchange markets.
The Association recognizes transfers between levels in the fair value hierarchy at the end of each
year. There were no such transfers during the years ended December 31, 2012 and 2011.
Investment securities are exposed to various risks such as interest rate, market and credit risks.
Due to the level of risk associated with certain investment securities, it is at least reasonably
possible that changes in the values of investment securities will occur in the near term and that
such changes could materially affect the amounts reported in the consolidated balance sheets.
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N otes to C onso l idated F inancia l S tatements
N ote 3 - F urnis h in g s , e Q uipment, tec h nolo g y and
lease h old impro v ements :

Furnishings, equipment, technology and leasehold improvements consist of the following:

Furnishings and equipment
Software developed for internal use
Leasehold improvements
Less accumulated depreciation and amortization
Totals

2012

2011

$ 14,061,000

$ 12,514,000

6,643,000

5,466,000

11,478,000

11,773,000

32,182,000

29,753,000

(27,041,000)

(25,609,000)

$ 5,141,000

$ 4,144,000

In 2012 and 2011, the Association recognized a net loss of approximately $113,000 and
$78,000 relating to the disposal of certain assets with original costs totaling $412,000 and
$2,758,000, respectively.
Included in fixed assets are capitalized costs associated with the development of software for
internal use of $6,643,000 and $5,466,000 as of December 31, 2012 and 2011, respectively.
Related accumulated amortization as of December 31, 2012 and 2011 was $5,290,000 and
$5,312,000, respectively.
In-progress internal-use software development costs totaled $7,521,000 and $8,103,000 in
2012 and 2011, respectively. When placed into service, these in-progress software development
costs will be included in capital assets and amortized over a period of ten years. During 2012,
software development costs in progress for the ADR.org website, the AAAU.org website and
the ClauseBuilder.org website were placed into service with values totaling $1,737,000. There
were no software development costs in progress placed in service during 2011.
The Association recognized losses relating to the impairment of internal use software
development in progress of approximately $1,402,000 and $1,478,000 in 2012 and 2011,
respectively. These amounts represent the portion of software development costs previously
capitalized between 2009 and 2011 that are no longer expected to provide substantive value
to the capabilities, functions, or uses of the software due to changes in the technical design
and architecture of the underlying applications being developed. The in-progress internal-use
software development assets totaling $7,521,000 and $8,103,000 at December 31, 2012 and
2011, respectively, have accordingly been reduced by the amount of the impairment.
Additionally, the Association had construction-in-progress totaling approximately $394,000
in 2012. These costs are primarily associated with leasehold improvements for three new office
leases in New York City which will be placed in service in 2013. When placed in service, the
construction-in-progress costs are included in capital assets and amortized over the lives of the
underlying leases. No such costs were incurred in 2011.
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A M E R I C A N A R B I T R AT I O N A S S O C I AT I O N , I N C . A N D S U B S I D I A R Y

N otes to C onso l idated F inancia l S tatements
N ote 4 - P ension and ot h er postretirement benefit plans :

The Association maintains a noncontributory, qualified defined benefit pension plan covering
all eligible employees. Effective December 31, 2006 the defined benefit pension plan was frozen
and no additional benefits will be accrued by employees for future years of service. Accordingly,
at December 31, 2012 and 2011 the projected benefit obligation and accumulated benefit
obligation are equal.
The Association makes contributions to the plan based on actuarial calculations. Total employer
contributions required for the fiscal year beginning January 1, 2013 are zero; therefore the
Association expects to make no contributions to the plan during 2013.
The Association also provides certain healthcare benefits for substantially all of its retirees.
The Association is required to accrue the estimated cost of these retiree benefit payments during
the employees’ active service period. The Association pays the cost of the postretirement benefits
as incurred.
Employees hired on or after July 1, 2003 are not eligible for retiree healthcare coverage. Prior
to a plan amendment in December 2008, active employees hired on or before June 30, 2003
were eligible for retiree healthcare coverage upon retirement with at least 10 years of service
after age 45. Effective December 31, 2008 eligibility for retiree medical was changed to
require 15 years of service after the age of 45. However, exceptions were made for employees
who would be eligible for retiree healthcare coverage as of December 31, 2008 under the
previous eligibility rules of having at least 10 years of service after age 45, for employees who
have at least 15 years of service as of December 31, 2008 and who were within 2 years of
eligibility under the previous rules, and for a small group of senior executives. Employees
who qualify under those exceptions will maintain the previous eligibility provision. The
change in this benefit also limits the Association’s annual net subsidy for retiree healthcare
coverage to twice the 2008 net subsidy provided for all participants.
The pension plan provides a benefit equal to the sum of (a) for each year of benefit accrual
service (or any fractional part thereof ) credited on or before January 1, 1997, 1.75% of
earnings in effect on January 1, 1997, and (b) for each year of benefit accrual service credited
after January 1, 1997 and through December 31, 2006, 1.75% of earnings in effect on January
1 of such year.
Estimated future benefit payments in each of the five years subsequent to December 31, 2012
and in the aggregate for the five years beginning in 2018 are as follows:
January 1,
2013

Pension Benefits
$

2,272,000

Healthcare Benefits
$

365,000

2014

2,247,000

383,000

2015

2,213,000

388,000

2016

2,276,000

396,000

2017

2,285,000

422,000

11,931,000

2,436,000

Years 2018 to 2022
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N otes to C onso l idated F inancia l S tatements
N ote 4 - P ension and ot h er postretirement benefit plans
( continued ) :

For the defined benefit and the healthcare benefit plan, the following tables set forth each plan’s
funded status and amounts recognized in the Association’s financial statements at December 31,
2012 and 2011:
Pension Benefits

Benefit obligation at December 31
Fair value of plan assets at December 31
Net unfunded status of the plan
Amounts recognized in the consolidated balance sheets
consists of the following at:
Current liabilities
Noncurrent liabilities
Totals

Healthcare Benefits

2012

2011

2012

2011

$ 41,886,000

$ 40,385,000

$ 8,156,000

$ 8,507,000

34,204,000

31,588,000

–

–

$ (7,682,000)

$ (8,797,000)

$ (8,156,000)

$ (8,507,000)

$ 365,000

$ 360,000

–

–

$ 7,682,000

$ 8,797,000

7,791,000

8,147,000

$ 7,682,000

$ 8,797,000

$ 8,156,000

$ 8,507,000

–
$ 1,761,000
(2,300,000)
–
1,238,000
$ 699,000

–
$ 1,900,000
(2,285,000)
–
832,000
$ 447,000

$ 170,000
375,000
–
(432,000)
15,000
$ 128,000

$ 160,000
440,000
–
(432,000)
34,000
$ 202,000

$ 16,233,000 $ 17,047,000
1,000,000
2,100,000
–
–
699,000
447,000
–
–
(2,041,000)
(2,331,000)

$ (812,000)
441,000
48,000
128,000
38,000
(526,000)

$ (774,000)
452,000
52,000
202,000
37,000
(541,000)

Components of net periodic benefit cost and other
amounts recognized in other changes in net assets
Net periodic benefit cost:
Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of net actuarial loss
Net periodic benefit cost at December 31
Unrecognized net loss (gain) included in net assets
Employer's contribution
Plan participants' contributions
Net periodic benefit costs
Subsidies received
Benefit payments
Amounts recognized in other changes in net assets in
the statements of operations and changes in net
assets consist of:
Prior service credit
Net actuarial (gain) / loss

–
(814,000)

–
4,404,000

(1,411,000)
599,000

(1,843,000)
1,069,000

Weighted-average assumptions to determine the benefit
obligation as of December 31:
Discount rate

3.75%

4.50%

4.00%

4.50%

Weighted-average assumptions to determine the net
benefit cost for the year ended December 31:
Discount rate
Expected return on plan assets

4.50%
7.50%

5.25%
7.50%

4.50%
N/A

5.25%
N/A
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N otes to C onso l idated F inancia l S tatements
N ote 4 - P ension and ot h er postretirement benefit plans
( continued ) :
Pension Benefits
2012

Unrecognized actuarial (gain) or loss:
Beginning of year
Actual return on plan assets
Expected return on plan assets
Actual (gain) or loss
Amortization of net gain or (loss)
End of year

Healthcare Benefits

2011

2012

2011

$ 17,047,000
(3,657,000)
2,300,000
1,781,000
(1,238,000)

$ 12,643,000
(478,000)
2,285,000
3,429,000
(832,000)

$ (774,000)
–
–
(455,000)
417,000

$ (945,000)
–
–
(226,000)
397,000

$ 16,233,000

$ 17,047,000

$ (812,000)

$ (774,000)

The estimated net loss for the defined benefit pension plan that will be amortized from unrestricted
net assets into net periodic benefit cost for the next fiscal year is $1,158,000. The estimated prior
service credit for the postretirement plan that will be amortized from changes in unrestricted net assets
into net periodic benefit cost over the next fiscal year is $432,000.
For measurement purposes, an 8.50% annual rate of increase in the per capita cost of covered
healthcare benefits was assumed for 2012. The rate was assumed to decrease gradually to 5.00%
until 2019 and remain at that level thereafter.
The target allocations of pension assets are outlined below:

Target
Allocation
Plan assets:

Percentage of
Plan Assets at
December 31,
2012

2011

Equity securities

40-70%

51%

48%

Fixed income/Group annuity contract

30-60%

49%

52%

100%

100%

Totals

The overall objective of these allocations is to provide for long-term growth while maintaining an
acceptable level of risk. The expected long-term rate of return on assets is 7.5%. The assumption
is based on future rates of return for the investment portfolio, with consideration given to the
distribution of investments by asset class and historical rates of return for each individual asset
class. All investments are chosen with prudence and due diligence by investment managers
to ensure that results over time meet the objectives of the Association’s Pension Investment
Objectives and Policies Statement.
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N otes to C onso l idated F inancia l S tatements
N ote 4 - P ension and ot h er postretirement benefit plans
( continued ) :

The fair values of the Association’s pension plan assets at December 31, by asset category are
as follows:

2012 Asset Category

Quoted Prices
in Active
Markets
(Level 1)

Bond Mutual Funds

$ 16,811,000

U.S. Equities Mutual Funds

9,338,000

International Equities Mutual Funds

6,287,000

Totals

$ 32,436,000

2011 Asset Category

Quoted Prices
in Active
Markets
(Level 1)

Bond Mutual Funds

$ 16,390,000

U.S. Equities Mutual Funds

8,183,000

International Equities Mutual Funds

5,382,000

Group Annuity Contract
Totals

–
$ 29,955,000

Significant
Observable
Inputs
(Level 2)

Unobservable
Inputs
(Level 3)

–

–

$ 16,811,000

$ 1,768,000

–

11,106,000

–

–

6,287,000

$ 1,768,000

–

$ 34,204,000

Total

Significant
Observable
Inputs
(Level 2)

Unobservable
Inputs
(Level 3)

–

–

$ 16,390,000

–

9,707,000

–

–

5,382,000

–

$ 109,000

109,000

$ 109,000

$ 31,588,000

$ 1,524,000

$ 1,524,000

Total
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N ote 4 - P ension and ot h er postretirement benefit plans
( concluded ) :

The following is a description of the valuation methodologies used for assets measured at fair
value. There have been no changes in methodologies used at December 31, 2012 and 2011.
Mutual Funds are valued at the net value of shares held by the plan at year end (Level 1). Level
1 instrument valuations are obtained from real-time quotes for transactions in active markets
involving identical assets. A portion of U.S. Equities Mutual Funds is based on a modeled bid
evaluation pricing estimate for comparable instruments (Level 2). The Group Annuity Contract
is valued utilizing the net asset valuations provided by the underlying administrator (Level 3).
The Association recognizes transfers between levels in the fair value hierarchy at the end of each
year. There were no such transfers during the years ended December 31, 2012 and 2011.
As of December 31, 2012, all assets held under the Group Annuity Contract were depleted.
The contract is no longer an asset for the plan and the liabilities were fully assumed by the
issuer of the contract.
Changes in assets measured at fair value using level 3 inputs for the year ended
December 31, 2012 and 2011 are as follows:

Balance,
January 1,
2012

Net Realized
and Unrealized
Gain

$ 109,000

$ 6,000

Investment
Income
(net of fees)

Annuity
Benefits

Balance,
December 31,
2012

Change in
Unrealized
Gains (Losses)
for Investments
Still Held at
December 31, 2012

2012
Group Annuity
Contract, at fair
market value

–

$ (115,000)

–

Balance,
January 1,
2011

Net Realized
and Unrealized
Losses

Investment
Income
(net of fees)

Annuity
Benefits

Balance,
December 31,
2011

$ 349,000

$ (8,000)

$ 2,000

$ (234,000)

$ 109,000

N/A
Change in
Unrealized
Gains (Losses)
for Investments
Still Held at
December 31, 2011

2011
Group Annuity
Contract, at fair
market value

$ (13,000)

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 (“DIMA”)
introduced a prescription drug benefit under Medicare, as well as a Federal subsidy to sponsors of
retiree medical benefit plans that provide a benefit that is similar to Medicare. The Association elected
to recognize the effects of DIMA on its retiree medical benefits expense in 2005. Due to the inclusion
of DIMA, the plan’s benefit obligation was reduced by $1,318,000 and $1,388,000 as of December
31, 2012 and 2011, respectively.
16

A M E R I C A N A R B I T R AT I O N A S S O C I AT I O N , I N C . A N D S U B S I D I A R Y

N otes to C onso l idated F inancia l S tatements
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Lease commitments:
The Association conducts all of its activities from leased office space and is currently a party to
various leases that expire between 2013 and 2028. Most of the leases provide for future escalation
charges relating to real estate taxes and other building operating expenses. Rental expenses charged to
operations amounted to $9,319,000 and $10,412,000, for the years ended December 31, 2012 and
2011, respectively. In addition, the Association leases certain computer and office equipment under
various operating leases, all of which expire over the next one to three years.
Minimum non-cancelable lease commitments for office facilities, equipment and software, exclusive
of any future escalation charges, due in each of the five years subsequent to December 31, 2012 and
thereafter are as follows:

Year Ending December 31,

Amount

2013

$ 4,794,000

2014

7,491,000

2015

6,539,000

2016

5,965,000

2017

4,768,000

Thereafter
Total

37,045,000
$ 66,602,000

Due to the consolidation of certain offices, the Association recorded expenses of $388,000 and
$594,000 for 2012 and 2011, respectively, which accounted for future lease payments and
related costs for those leased offices, offset by expected future net sublease income. These
expenses are included in the net loss on write-off of office leases in the accompanying
consolidated statements of operations and changes in net assets. The related liability amounts
of $388,000 and $594,000 for 2012 and 2011, respectively, are included in accounts payable
and accrued expenses in the accompanying consolidated balance sheets at December 31, 2012
and 2011, respectively.
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N ote 5 - C ommitments and contin g encies ( concluded ) :

Contingencies:
The Association is a defendant in certain lawsuits arising in the ordinary course of business.
While the outcome of lawsuits or other proceedings against the Association cannot be
predicted with certainty, the Association does not expect that those matters will have a
material adverse effect on its consolidated financial position.
The Association bills and collects amounts in advance for unearned arbitrators’ compensation. At
December 31, 2012 and 2011, advance deposits collected totaled $55,618,000 and $56,805,000,
respectively. These amounts are included in accounts payable and accrued expenses in the
accompanying consolidated balance sheets.
As of December 31, 2012, pursuant to various office space leases, the Association has letter of
credit agreements totaling $3,170,000. These agreements guarantee operating lease rental
obligations and are secured by the investment portfolio. There were no payments drawn against
these letters of credit by any of the beneficiaries during 2012 and 2011.
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