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Independent Auditors Report

Board of Trustees
March of Dimes Birth Defects Foundation:

We have audited the accompanying balance sheets of the March of Dimes Birth Defects Foundation (the
Foundation) as of December 31, 2004 and 2003, and the related statements of activities, functiona
expenses, and cash flows for the years then ended. These financial statements are the responsibility of the
Foundation’s management. 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 of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Foundation’s
internal control over financia reporting. Accordingly, we express no such opinion. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide areasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects, the
financial position of the March of Dimes Birth Defects Foundation as of December 31, 2004 and 2003, and
the changes in its net assets and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Asdiscussed in note 12, the 2003 financial statements have been restated.

KPMme LIP

March 11, 2005

KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative



MARCH OF DIMESBIRTH DEFECTS FOUNDATION
Balance Sheets
December 31, 2004 and 2003
(in thousands)

2003

Assets 2004 (asrestated)

Cash and cash equivalents (NOLE 6).......c.cccevvrueueueuiiirieieteee e eee $ 8,758 $ 10,918

Contributionsand other recaiVabIEs...........oooiiiiii e 6,353 7,472

Inventory and other assetS (NOLE9).....cuecueciieii e 10,340 11,695

INVEStMENES (NOLES 2 AN B)......ccveiuiiiicieciecie ettt st re e e resbeeneenea, 96,069 79,101

Assetsheld in trust DY Others.......oo.ooe s 9,317 8,693

Land, building, and equipment - net (NOteS5 and 6)..........ccevevvrereerene s, 11,039 11,680

LI =TT €TSS $ 141876 $ 129,559

Liabilities and Net Assets

Accounts payable and acCrued EXPENSES.........cvviieerereseeiee e e e see e seeseeee e seesneeeenes $ 18327 $ 13,076

Grantsand awards payable - NEt (NOLE 3)......ccucvevieiieeeiese e 23,369 22,665

Refundable advances and deferred reVENUE.............oooceeeiceeeieee e 10,348 8,316

Accrued postretirement and pension benefit costs (notes9 and 12)........cccecvevvvvrerceenne 52,858 56,592

Mortgage Note Payable (NOLE B).......c.ccvivieeerese et e st sre e e neeneas 5,335 5,855

JLIK0 1= = o T = 110,237 106,504
Commitments and contingencies (notes 8 and 9)

Net assets:

UNrestricted (NOLE 12).......cccueeeereiiesieeeeriesie e eeeee e eae e e e ae e enesneneesrennens 15,087 6,703

Temporarily restricted (NOLE 4)......coviveeeeieie e 4,602 4,589

Permanently restricted (N0 4)......cuvvveeieeieree et 11,950 11,763

TOtAl NEL ASSELS.....vieieie ettt 31,639 23,055

Total liabilitiesand Net aSSEtS..........ccevrirereerneee e $ 141876 $ 129,559

See accompanying notesto financial statements.



MARCH OF DIMESBIRTH DEFECTS FOUNDATION
Statement of Activities
Y ear ended December 31, 2004

(in thousands)

Temporarily Permanently
Unrestricted Restricted Restricted Total
Operating Activity
Revenue:
Campaign contributions and SPONSOrships........cceveveveeeiereseerereenenns $ 207,303 $ 1,730 $ - $ 209,033
Less: direct benefitsto donorsand SPONSOrS.........ceceveeernereriererienenen, (15,791) - - (15,791)
Net campaign contributionsand sponsorships..........ccceeeeeveecneee. 191,512 1,730 - 193,242
BEQUESES.....coeeiceiti ettt sttt ettt 2,594 1,417 - 4,011
Government, foundation and corporate grants..........cccceeeevecreeenenn 9,855 185 - 10,040
Major giftsand other contributions............cceeeeereereieneceneeee 4,481 275 - 4,756
CONtriDULEA SEIVICES......veiieeectee ettt 2,232 - - 2,232
Investment return appropriated for operations (note 2)................... 2,561 439 - 3,000
Program SErVICE FEVENUE..........ccoviiririeeriec e, 2,107 - - 2,107
OENET .ttt r et re s 1,878 - - 1,878
Net assetsreleased from restriCtions.........occeveeeceeveeeceecee e, 4,063 (4,063) - -
TOtAl FEVENUE.......ee ettt st ne 221,283 (17) - 221,266
Expenses:
Program services:
Resear ch and medical SUPPOrt.......cccoveirerenneieneereeese e 39,012 - - 39,012
Public and professional education..........c.cccoveeveineiennicnnenenns 77,541 - - 77,541
COMMUNILY SENVICES....ueireiieieiireeierere st 46,844 - - 46,844
Total Program SErVICES........cueeereerieenesrenesee et seesenns 163,397 - - 163,397
Supporting services:
Management and general..........cocoeveeneinnennesse e, 15,874 - - 15,874
FUNA F@ISING. ..ttt 37,510 - - 37,510
Total SUPPOrting SErVICES.....cevivueerieirieerieereriees e 53,384 - - 53,384
TOtAl EXPENSES....ccuieeiieeteereees ettt tenesaenens 216,781 - - 216,781
Excess of operating revenue ovVer EXPENSES........cocveeivenereesiereeessesiessesens 4,502 a7 - 4,485
Non-oper ating Activity
Investment return greater than amount appropriated
for operationsS (NOLE2)......cvvieie i e e 2,902 - - 2,902
Net increasein fair value of
assetsheld intrust by others...........ocoiiiiii - 30 187 217
Excess of total revenue over total EXPENSES.......cccvvveveerevesesiereeeeiesneseas 7,404 13 187 7,604
Decreasein minimum pension liability........cccoveinienneineinee e, 980 - - 980
INCrEasein NEL ASSELS.....cucieieiii ettt sa e sre e 8,384 13 187 8,584
Net assetsat beginning of YEar ..o 6,703 4,589 11,763 23,055
Net assetsat eNd Of YEAN .......cocvveereireeer e e $ 15,087 $ 4,602 $ 11,950 $ 31,639

See accompanying notesto financial statements.



MARCH OF DIMESBIRTH DEFECTSFOUNDATION
Statement of Activities
Year ended December 31, 2003

(in thousands)

Temporarily Permanently
Unrestricted Restricted Restricted Total
Operating Activity
Revenue:
Campaign contributions and SPoNSorships.........cceeeeererereverersenennnns $ 197,124 $ 1570 $ - $ 198,694
Less: direct benefitsto donorsand SpoNSOrs........cceevveeecrenrineenene. (15,642) - - (15,642)
Net campaign contributions and sponsor ships.........ccceeeeereneenn, 181,482 1,570 - 183,052
BOOUESES.......euiiiir ettt 2,389 459 - 2,848
Government, foundation and corporate grants...........cceeeeevreeeeeene 10,241 198 - 10,439
Major giftsand other contributions..........cccooevvirrennennerreesene 4,108 472 - 4,580
CONtrIDULEA SENVICES. ..ottt s e e, 1,996 - - 1,996
Investment return appropriated for operations (note 2)................... 2,477 523 - 3,000
Program SErVICE TEVENUE.........cccvvevreeereeree e e s e e seee e seesas 1,841 - - 1,841
OBNEF bbb 2,340 - - 2,340
Net assets released from restriCtions.......coeeevveececveesecce e 3,480 (3,480) - -
B o = I == LU 210,354 (258) - 210,096
Expenses:
Program services:
Research and medical SUPPOrt.......cceveveiieieieeeeeeese e 31,932 - - 31,932
Public and professional education...........ccccoeeverererenennensenenes 75,764 - - 75,764
COMMUNITY SENVICES....cuieeeeereiesieerieereee et e e e neseenes 45,193 - - 45,193
Total Program SEMVICES.......cuiveereeseiseeesiesesieeseesesassesessesensens 152,889 - - 152,889
Supporting services:
Management and general.........cccocveereeneininieneesee s 17,505 - - 17,505
[T To I = ] o SRR 37,580 - - 37,580
Total SUPPOrting SENVICES.......c.cuvirireririeieeererieie e 55,085 - - 55,085
TOtAl EXPENSES. ...ttt 207,974 - - 207,974
Excess (deficiency) of operating revenue over eXpenses........cocceeveereenene 2,380 (258) - 2,122
Non-operating Activity
Investment return greater than amount appropriated
for operationsS (NOtE 2)......cvuvve it e e 6,735 - - 6,735
Net (decrease) increasein fair value of
assetsheld intrust by others.........coooooiii i - (155) 847 692
Excess (deficiency) of total revenue over total eXpenses..........ccoeeeveenas 9,115 (413) 847 9,549
Increasein minimum pension liability, asrestated...........ccoceovevereccnnns (2,413) - - (2,413)
Increase (decrease) in net assets, asrestated........coveeevvrniceinnnieeenes 6,702 (413) 847 7,136
Net assets at beginning Of YEar.........ccccvveveeeirei e 1 5,002 10,916 15,919
Net assets at end of year, asrestated........ococeeeervrivi e $ 6,703 $ 4,589 $ 11,763 $ 23,055

See accompanying notesto financial statements.



MARCH OF DIMESBIRTH DEFECTS FOUNDATION

Statement of Functional Expenses
Year ended December 31, 2004

(in thousands)

..................................... Program ServiCeS.........cccvvevecvninneinines vervsereennn . SUPPOr ting Services.........e.....
Research and Publicand M anagement Direct Benefits
Medical Professional Community and Fund to Donors

Support Education Services Total General Raising Total Total and Sponsors

GrantSand AWardsS.........c.eoeeueeeeeeeeeeeeeeece ettt ereens $ 24663 $ 5382 $ 3382 $ 33,427 - - - $ 33,427 -

California Birth Defects Monitoring Program (note 10) ................ 6,270 - - 6,270 - - - 6,270 -

Salaries and employee benefits.........covnninnnnnnnrrrrsce 4,115 33,924 31,549 6958 $ 10409 $ 11671 $ 22,080 91,668 -

Professional fEES.........ciuiiiiiee e 1,946 9,572 1,919 13,437 1,541 7,119 8,660 22,097 -

Printing, supplies, postage

AN SNIPPING. et 165 18,242 1,630 20,037 425 15,433 15,858 35895 $ 6,421

Occupancy and telePhOoNE..........ooeirreinreeeee s 350 4,031 4,335 8,716 1,287 1,327 2,614 11,330 -

1= == OO RSRSSRRRN 63 129 36 228 64 50 114 342 -
Travel, lodging, conferences

AN MEELINGS. ....vevieeeeeeeieteiee ettt nenenan 570 3,726 2,760 7,056 793 956 1,749 8,805 -

Equipment and maiNtenanCe.............cceerrerererereennieeeseseeesesesenens 218 872 757 1,847 524 310 834 2,681 -

Facilitiesrental, catering, entertainment, etC........cc.cooevvrecercvrennnnns - - - - - - - - 9,370

ONEY .ttt 298 721 172 1,191 373 282 655 1,846 -
Depreciation of building and

EUUIPMENT ..ttt senenenas 354 942 304 1,600 458 362 820 2,420 -

TOtal EXPENSES.....ceiveieririeieriserie et $ 39,012 $ 77541 $ 46,844 $ 163,397 $ 15874 $ 37510 $ 53384 $ 216,781 $ 15,791

See accompanying notes to financial statements.



MARCH OF DIMESBIRTH DEFECTS FOUNDATION

Statement of Functional Expenses
Year ended December 31, 2003

(in thousands)

...................................... Program Services.......ccooevvnninnieinininies eveeeneneeen . SUPPOrting Services.....o.veenee,
Research and  Publicand M anagement Direct Benefits
Medical Professional Community and Fund to Donors

Support Education Services Total General Raising Total Total and Sponsor s

GrantSand @War dS........ccccvveirreirieieie e $ 17,702 $ 6,452 $ 4152 $ 28,306 - - - % 28,306 -

California Birth Defects Monitoring Program (note 10) ................. 6,572 - - 6,572 - - - 6,572 -

Salaries and employee benefits........covoveinrciinccei e 4,151 33,521 30,147 67819 $ 11325 $ 10806 $ 22,131 89,950 -

Professional fEES.........cooviiiiiic s 1,572 9,294 1,732 12,598 2,076 6,809 8,885 21,483 -

Printing, supplies, postage

AN SNIPPING. ettt 159 16,667 1,402 18,228 400 17,053 17,453 35681 $ 6,798

Occupancy and tElePhONE..........cocveevceereer e 385 4,070 4,323 8,778 1,501 1,270 2,771 11,549 -

IMEEN B 69 136 31 236 86 45 131 367 -
Travel, lodging, conferences

AN MEELINGS.....eeveieeeteerer e 567 3,344 2,372 6,283 794 868 1,662 7,945 -

Equipment and MainteNanCe..........ccecvveeerereiereseieseesese e sees 127 773 676 1,576 377 235 612 2,188 -

Facilitiesrental, catering, entertainment, €fC........c.cccevvererrerererinncne - - - - - - - - 8,844

OIS et 253 580 111 944 376 191 567 1,511 -
Depreciation of building and

EUUIPMENT ... s 375 927 247 1,549 570 303 873 2,422 -

TOtal BXPENSES......ocvviiirere s $ 31,932 % 75,764 $ 45193 $ 152889 $ 17505 $ 37580 $ 55085 $ 207974 $ 15,642

See accompanying notesto financial statements.



MARCH OF DIMESBIRTH DEFECTS FOUNDATION

Statements of Cash Flows
Y ear s ended December 31, 2004 and 2003

(in thousands)

2003
Cash flows from operating activities: 2004 (asrestated)
INCrEASE IN NEL AISSELS.....vvvreirereieieteesisiseserete et be et se ettt ettt s e b et s e $ 8584 $ 7,136
Adjustmentsto reconcileincrease in net assets
to net cash provided by operating activities:

(D= o] = o= o TSRS 2,420 2,422
Net appreciation in fair value of iINVESEMENtS........c.ccovrrrrereeecnnesseeeeenes (2,691) (7,212)
Net increasein fair value of assets held in trust by others........ccoccvcviiciiciiiinne (217) (692)
Decrease (increase) in contributions and other receivables..........cccccvevvevecercnnnnnn. 1,119 5)
Decrease (increase) in inventory and other assets..........cocooveiiireencinnecseceseees 1,355 (2,260)
(Increase) decreasein assetsheld in trust by Others..........ccovvrniccecinnnnne (407) 3,387
Increase (decrease) in grantsand awards payable........coccceveinineinininicnene, 704 (8,808)
Increasein accounts payable and accrued EXPENSES.........coeveervriereeenesresieseeeeens 5,251 178
Increasein refundable advances and deferred revenue...........occevceeeeeecceeciee e 2,032 1,595
(Decrease) increasein accrued postretirement and pension benefit costs.............. (3,734 6,125
Net cash provided by operating aCtiVitieS.........ccocvvevvereiniinenecsesese s 14,416 1,866

Cash flows from investing activities:
Purchase Of fIXEd @SSELS.......coeiruiririeerieiere et (1,779) (925)
PUrchase Of INVESLMENTS........cccoiiiieicicieeers s (118,169) (129,083)
Proceeds from sale of iNVESEMENTS...........viit it 103,892 129,765
Net cash used in iNVESLING ACHIVITIES......ccviireeiccce e (16,056) (243)

Cash flows from financing activities:
Payments 0N MOrtgage NOLE..........ccoeirrrirerree e, (520) (495)
Net cash used in fiNANCING CHIVITIES........cvvieieiiiree s (520) (495)
Net (decrease) increasein cash and cash equivalents.........cocooeevinnneceiesenenne (2,160) 1,128
Cash and cash equivalentsat beginning Of YEar.........cocvvviniiineineses e 10,918 9,790
Cash and cash equivalents at €Nd Of YEAI ......c.ccccuevvreueeriresiieces s essreaeees $ 8,758 $ 10,918
Supplemental disclosures: Interest paid............oovie i e e e $ 342 $ 367

See accompanying notesto financial statements.



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The mission of the March of Dimes Birth Defects Foundation (the Foundation) is to improve the
health of babies by preventing birth defects and infant mortality. The Foundation carries out this
mission through programs of research and medical support, community services, education, and
advocacy.

The financid statements include the accounts of the Foundation’s Nationa Office and its 54
Chapters. The California Birth Defects Monitoring Program (CBDMP) is a separate and distinct
program unit of the Foundation’s National Office engaged in research funded principally under a
contract from the State of California. All significant intra-Foundation accounts and transactions have
been diminated.

Accounting estimates are an integra part of the financia statements prepared by management and
are based upon management’ s current judgments. Actual results may differ from those estimates.

The accompanying financial statements have been prepared to focus on the Foundation as a whole
and to present balances and transactions according to the existence or absence of donor-imposed
restrictions. Accordingly, the net assets of the Foundation and changes therein are classified and
reported as follows:

Unrestricted Net Assets - Net assets resulting from revenue whose use by the Foundation is
not subject to donor-imposed restrictions.

Temporarily Restricted Net Assets - Net assets resulting from revenue whose use by the
Foundation is limited by donor-imposed stipulations that either expire by passage of time or
can be fulfilled and removed by actions of the Foundation pursuant to those donor-imposed
stipulations.

Permanently Restricted Net Assets - Net assets resulting from revenue whose use by the
Foundation is limited by donor-imposed stipulations that neither expire by passage of time
nor can be fulfilled or otherwise removed by actions of the Foundation.

Revenues are reported as increases in unrestricted net assets unless their use is limited by donor-
imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains and |osses
on investments are reported as increases or decreases in unrestricted net assets unless their use is
restricted by donors or state law. Expirations of temporary restrictions on net assets (i.e., the donor-
stipulated purpose has been fulfilled and/or the required time period has elapsed) are reported as net
assets released from restrictions.

The Foundation excludes from operating activities investment return in excess of or less than the
amount approved by the Board of Trustees for spending (see note 2) and the change in fair value of
assets held in trust by others.



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

cont'd

Cash equivalents consist of money market accounts and short-term investments with maturities of
three months or less from date of purchase, except for such investments purchased by the Foundation
and its investment manager as part of along-term investment strategy.

Inventories are valued at the lower of cost or market.
Investments are stated at fair value based upon quoted market prices.

The Foundation is named as beneficiary of severa perpetua trusts and charitable remainder trusts
which are administered by third parties. The perpetua trusts are reported in the permanently
restricted net asset class and the reported value is measured by the fair value of the trust assets as
provided by trustees. Distributions from these trusts are unrestricted and are reported as investment
return. Those trusts in which the Foundation has a remainder interest are reported in the temporarily
restricted net asset class at the present value of the estimated future benefit to be received when the
trust assets are distributed.

Land isreported at cost. Building and equipment are reported at cost less accumulated depreciation.
Depreciation is provided on a straight-line basis over the estimated useful lives of the assets, ranging
from five to twenty-five years.

Grants awarded by the Foundation usually cover a period of one to three years. The Foundation
accrues grants and awards not disbursed at year-end but specifically committed to designated
grantees.

Contributions, including unconditional promises to give, are recognized as revenue in the period
received or pledged. Bequests are recognized as revenue when the Foundation has an irrevocable
right to the gift. Related receivables are generally due within one year.

Government and certain foundation and corporate grants are accounted for as exchange transactions
whereby revenue is recognized when related expenses are incurred. Amounts received but not yet
expended are reported as refundable advances.

The Foundation receives corporate sponsorships in connection with WalkAmerica and other specia
events. Although most of these sponsorship arrangements are considered exchange transactions
under which sponsors receive direct benefits, the revenue earned is reported with Campaign
contributions.



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

cont'd

In 2004 and 2003, the Foundation recognized $2,232,000 and $1,996,000, respectively, of
contributed services revenue (related expenses are included in professional fees) provided by doctors,
nurses and other health care professionals who serve on its Research and Program Service
Committees. Many other volunteers have made significant contributions of time to the Foundation’s
program and supporting functions. The value of these contributed services does not meet the criteria
for recognition and, accordingly, is not recognized in the accompanying financial statements.

The estimated fair value amounts for specific groups of financial instruments are presented within the
footnotes applicable to such items. The fair value of financial instruments for which estimated fair
value amounts have not been specifically presented is estimated to approximate the related book
value.

Certain reclassifications were made to the 2003 comparative information to conform to the 2004
financial statement presentation.

INVESTMENTS

Investments at December 31, 2004 and 2003 consist of (in thousands):

2004 2003
Certificates of dePOSIt ........oueeiiiie et e, $ 850 $ 848
U.S. Treasury obligations and repurchase agreements.................... 45,576 31,244
Money market funds .............oeiie i 9,666 11,629
Mutual funds - bonds and eqUIties.............ocoviiiiiii i 11,755 10,397
COMMON SEOCK. .. et e 28,222 24,983
Total INVESIMENTS ...ttt e e e e $96,069 $79,101

The Foundation reports as operating revenue the amount of investment return approved by the
Board of Trustees for spending. This amount includes return on investments held as part of along-
term investment strategy as well as return on cash and cash equivalents. The difference between the
actual return and the authorized spending level is reported as non-operating activity. The
components of investment return are as follows (in thousands):

2004 2003

Interest and dividends...........c.cooiiiiiiii i $3,211 $2,523

Net appreciation in fair value of investments...................cocveeenen. 2,691 7,212

Total INVESIMENE FEEUMN. ...t e e e 5,902 9,735

Amount appropriated for Operations............ocovviiiiieieneieanns (3.000) (3.000)
Investment return greater than amount appropriated for

(0] 01 = 1 o 1S T $2,902 $6,735

3



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

3. GRANTS AND AWARDS PAYABLE

Grants and awards payable at December 31, 2004 are scheduled to be paid as follows:

Amounts
Y ear ending December 31 (in thousands)
2005... .0, $ 16,840
2006......cccii i, 6,343
2007...cci i, 644
Less: discount to present value...... 458
Grants and awards payable, net..... $ 23,369

The Foundation has recorded grant expense of $1,000,000 in both 2004 and 2003 for grants to the
Salk Ingtitute for Biological Studies. The President of the Foundation is a volunteer board member

of the Salk Institute.
4. TEMPORARILY AND PERMANENTLY RESTRICTED NET ASSETS

Temporarily restricted net assets at December 31, 2004 and 2003 were available for the following
purposes (in thousands):

2004 2003
Remainder trusts in the custody of others................cocooveiiiii i, $ 1,125 $688
Biomedical research. ..., 116 225
Chapter programsand other.............coooi i 3,361 3,676
10 1= $4,602 $4,589

Permanently restricted net assets at December 31, 2004 and 2003 consist of perpetua trusts held by
others of $8,192,000 and $8,005,000, respectively, and Foundation endowments, the principal of
which must be invested in perpetuity with income expendable to support donor specified purposes,

principally research.



5.

MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

LAND, BUILDING, AND EQUIPMENT

Land, building, and equipment as of December 31, 2004 and 2003 consist of (in thousands):

2004 2003

Land. .. oo $ 918 $ 918
Building and building and

leasehold Improvements............ooevvveiiiiiiiieee e 24,536 24,364
Furniture and other equipment.............cocceee i iiiennnn. 13,283 12,165
LI = PP 38,737 37,447
Less: accumulated depreciation..........cccovevivnininnnnnnn. (27,698) (25,767)
Land, building, and equipment, net..............cccceevvivnnnnn. $11,039 $11,680

MORTGAGE NOTE PAYABLE

During 1993, the Foundation issued $9,950,000 Dormitory Authority of the State of New
York/March of Dimes Birth Defects Foundation Insured Revenue Bonds, Series 1993 to retire the
Series 1987 bonds which financed the National Office construction project.

The interest rate on the Series 1993 Bonds approximates 5.6 percent, with maturities through July 1,
2012. Annual principal payments and sinking fund requirements for the next five years are: 2005 -
$545,000; 2006 - $575,000; 2007 - $610,000; 2008 - $645,000, and 2009 - $680,000.

The Foundation pledged its future revenue and existing properties to the Dormitory Authority to
secure payment of al liabilities and performance of al obligations and agreed that a minimum of 95
percent of the National Office property shall be occupied by or used primarily for activities related to
the purposes of the Foundation. The Series 1993 Bonds contain certain financial covenants to be
maintained by the Foundation.

Debt service reserve funds held by the bond trustee are included in cash ($151,000 and $171,000 at
December 31, 2004 and 2003, respectively) and investments ($920,000 and $891,000 at December
31, 2004 and 2003, respectively).



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

ALLOCATION OF JOINT COSTS

In 2004 and 2003, the Foundation conducted activities, principaly direct response, that included
fund-raising appeals as well as program components. The joint costs incurred were alocated as
follows (in thousands):

2004 2003
Public and professional education................... $19,140 $17,032
FuNd raiSing.......oooeii i e 17,570 19,207
Total... oo $36,710 $36,239

COMMITMENTS

The following is a schedule of the approximate future minimum rental payments required under
operating leases that have initial or remaining noncancelable lease terms in excess of one year as of
December 31, 2004:

Amounts
Y ear ending December 31 (in thousands)
2005. ... $6,694
2006.....cciiiiiii e 5,245
2007. ... 4,081
2008.....cci i, 2,848
2009 ... 2,065
2010 and thereafter.............. 2,217

Total rental expense was $7,270,000 and $7,077,000 in 2004 and 2003, respectively.

RETIREMENT PLANS

The Foundation has two retirement plans - a noncontributory defined benefit pension plan covering
all employees who meet certain eligibility requirements and, effective January 1, 2004, a defined
contribution match for employees who elect to participate in the 403b Tax Deferred Annuity Plan.
Pension expense relating to the 403b Tax Deferred Annuity Plan for 2004 was $513,000. The
defined benefit plan was amended effective December 31, 2003 to change the benefit formula and the
norma form under which benefits will be paid, as well as to eliminate certain ancillary benefits.
These amendments had the net effect of increasing the benefit obligation by approximately $3.3
million, in 2003. The Foundation’s contributions are made in accordance with the Employee
Retirement Income Security Act of 1974.



MARCH OF DIMES BIRTH DEFECTS FOUNDATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2004 and 2003

cont'd

In addition to providing pension benefits, the Foundation sponsors two unfunded postretirement
benefit plans that cover al employees who meet certain eligibility requirements. One plan provides
health care benefits and the other provides life insurance benefits. The hedth care plan is

contributory, with participants contributions adjusted annualy; the life insurance plan is
noncontributory.

The following tables provide information with respect to the plans as of and for the years ended
December 31, 2004 and 2003 (in thousands).

Pension Benefits Other Benefits
2003
asrestated
2004 (note 12) 2004 2003
Change in projected benefit obligation
Benefit obligation at January 1......... $102,062 $79,861 $35,057 $32,251
SerVICeCOSt. .., 2,194 3,464 916 968
Interest Cost.......ovvivviiiiiiiiiien 6,301 5,577 1,866 2,101
Participant contributions................. - - 176 110
Plan amendments......................... - 3,272 - -
Actuaria 10SS.......ccccvviiiiiiiiienn, 4,215 13,298 4,542 1,513
Impact of Medicare RX................... - - (5,544) -
Benefit payments.............cceeven (3.924) (3,410) (2,006) (1,886)
Benefit obligation at December 31.... $110,848 $102,062 $35,007 $35,057
Changein fair value of plan assets
Fair value of plan assets at January 1.. $66,878 $50,431 $ - $ -
Actual return on plan assets............ 7,475 11,857 - -
Employer contributions................ 9,760 8,000 1,830 1,776
Participant contributions............... - - 176 110
Benefit payments........................ (3.924) (3,410) (2,006) (1,886)
Fair value of plan assets at
December 31.......cccvvviviiiinnnnnn. $80,189 $66,878 $ - $ -
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Pension Benefits

2003
asrestated
2004 (note 12)
Amounts recognized in the balance sheets

Funded status at December 31.......... $(30,659)  $(35,184)
Unrecognized prior service cost........ 3,706 4,662
Unrecognized [0SS.........covvvivininne 32,925 33,744
Prepaid (accrued) benefit cost before

minimum pension liability

adjustments..........c.oooiiiinenn 5,972 3,222
Intangibleasset............ccovviieini. (3,706) (4,662)
Accumulated minimum pension

liability chargeto net assets......... . (24,002) (24,982)
Accrued benefit liability................. $(21,736) $(26,422)

Other Benefits
2004 2003
$(35,007) $(35,057)
3,885 4,887
(31,122 (30,170)
$(31,122) $(30,170)

The accumulated benefit obligation (ABO) at December 31, 2004 and 2003 was $101,925 and
$93,300 (as restated), respectively, which exceeded plan assets by $21,736 and $26,422 (as
restated), respectively. The underfunded ABO is the minimum liability required to be recognized in
the balance sheets. In addition, the Foundation has recorded an intangible asset (included in

inventory and other assets in the balance sheets) equal to unrecognized prior service cost.

Net periodic benefit cost
SerVICECOSt. ..o,
Interest Cost......ovvvvvniiiiiiiie i,
Expected return on plan assets............
Amortization of prior service cot........
Amortization of net loss...................
Tota net periodic benefit cost.............

Weighted average assumptions at end of year
Discount rate............coovivvviiinnannns
Rate of compensation increase..........

Weighted average assumptions at beginning
of year
Discount rate..........covoevevievienennnne.
Expected return on plan assets............
Rate of compensation increase............

$2,194
6,301
(5,918)
956
3477
$7,010

6.00%
3.50%

6.25%
8.50%
3.50%

3,464
5,577
(4,504)
489
2,611
$7,637

6.25%
3.50%

6.75%
8.50%
3.50%

$ 916
1,866

6.00%
N/A

6.25%
N/A
N/A

6.25%
N/A

6.75%
N/A
N/A
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Pension Ben€fits Other Benefits
2003
asrestated
2004 (note 12) 2004 2003
Assumed health care cost trend rates
Health care cost trend rate assumed for
NEXLYEA. ...t eeeieeeaae N/A N/A 10.00% 8.50%
Ultimaterate........ocoovve i, N/A N/A 5.00% 5.00%
Y ear that the ultimate rate is reached..... N/A N/A 2015 2011
Impact of one-percentage-point change
in assumed health care cost trend rates | ncrease Decrease  Increase Decr ease
Effect on service cost and
interest cost for 2004................. N/A N/A $ 445 $ (356)
Effect on postretirement benefit
obligation at
December 31, 2004............... N/A N/A 3,204 (2,876)
The following table presents information with respect to pension plan assets:
Target Actual Allocation
Asset at
Allocation December 31
2005 2004 2003
Plan assets
Equity securities..... 45 —-75% 61% 74%
Debt securities....... 15 -25% 21% 24%
Redl estate............ 25-75% 5% 2%
Othéer...cocovvvvenenn. 7-23% 14% 0%

Based upon historically indexed data, the assumed long term rates of return for 2005 are: equity
securities - 10%,; debt securities - 5.0%; real estate - 8.5%; other assets including Absolute Return
Fund and Commodity Index — 10.0% which produces an expected composite rate of return of 8.5%.

The Foundation has a Pension Investments Committee comprised of staff, volunteers, and externa

consultants who meet on a quarterly basis to review asset performance and allocation.

The

committee has an adopted set of Investment Policies and Guidelines that was approved by the
Foundation’s Board of Trustees and serves as a guide for allocating plan assets among various asset
classes and investment managers. Managers are evaluated against prevaent indices and changes are

made when deemed necessary.
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Projected contributions and benefit payments for the defined benefit pension and postretirement plans
are asfollows:

Other Other
Benefits Benefits not
reflecting reflecting

MedicareRx Medicare Medicare
Pension Benefits  subsidy Rx subsidy Rx subsidy

Expected contributions for 2005:
Employer........coovevieiiiie e, $ 9580 $ 1,776 $ - $1,776
Employee..........coooi i - 171 - 171
Estimated future benefit payments
reflecting expected future
service for the year(s) ending:

December 31, 2005........cccvvevvinnnnne $ 433 $ 1,947 $ - $ 1,947
December 31, 2006.........c.cccvvennenne 4,629 1,831 224 2,055
December 31, 2007.......c.cevvvvvinnnnn 4,879 1,931 244 2,175
December 31, 2008.........ccccevvennnnne 5,203 2,038 265 2,303
December 31, 2009........ccccovevvinnnnne 5,526 2,138 294 2,432
December 31, 2010 — December 31,

2004, ... 32,890 12,454 2,029 14,483

Expected employer pension contributions were developed reflecting Congressional funding relief that
has been granted for 2004 and 2005.

The Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act) was signed
into law in December 2003. The accrued postretirement benefit obligation as of December 31, 2004
includes the economic impact associated with the federa subsidy provided by the Act. Accordingly,
the net periodic postretirement benefit cost in 2004 was reduced by $855,000.

CALIFORNIA BIRTH DEFECTS MONITORING PROGRAM

Because of the separate and distinct nature of the program conducted by CBDMP, its expenses are
aggregated in the statements of functional expenses. The following table presents CBDMP's
expenses by natural classification.

2004 2003
Saaries and employee benefits..................ocoon. $3,289 $3,694
Professional fees..........covviiiiii i 1,721 1,281
Occupancy and telephone.............ccccevveviein e, 411 519
Travel, lodging, conferences and mestings .............. 230 225
Printing, suppliesand al other............................. 619 853
TOtal . $6,270 $6,572
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TAX STATUS

The March of Dimes Birth Defects Foundation (including its National Office and Chapters) is a not-
for-profit voluntary health agency, exempt from federal income tax under Section 501(c)(3) of the
U.S. Internal Revenue Code (the Code), and contributions to it are tax deductible as prescribed by
the Code.

The Foundation has been classified as an organization that is not a private foundation under Section
509(a)(1) and has been designated as a “publicly supported” organization under Section 170(b)(1)
(A)(vi) of the Code.

RESTATEMENT OF THE 2003 FINANCIAL STATEMENTS

The accompanying balance sheet, statement of activities, and statement of cash flows as of and for
the year ended December 31, 2003 have been restated to correct an error by the Foundation’s former
outside actuary in the 2003 calculation of the actuaria loss (note 9) which resulted in a $5,779,000
understatement in the previously reported actuarialy determined accumulated benefit obligation of
the Foundation’ s defined benefit pension plan. This error resulted in a corresponding understatement
in the change in minimum pension liability and the accrued postretirement and pension benefit costs.
The impact on the previoudy reported amounts follows (in thousands);

As previousy Asrestated
reported
Balance Sheet — December 31, 2003:

Accrued postretirement and pension

benefit COSES......vivieiiiee e, $ 50,813 $ 56,592
Tota lHabilities.....ccoovveie e, 100,725 106,504
Tota unrestricted net assetsS........ovvvvvvvvinnnne. 12,482 6,703
Total NEL ASSELS. ..., 28,834 23,055

Statement of Activities — Y ear ended December 31, 2003:
Decrease (increase) in minimum pension

l1@bility ... 3,366 (2,413)
Increase in unrestricted net assets.........covveeeeee 12,481 6,702
Increaseintotal net assets.......ccoevvvvieeviiininnns 12,915 7,136
Unrestricted net assets at December 31, 2003..... 12,482 6,703
Total net assets at December 31, 2003............. 28,834 23,055

Statement of Cash Flows — Y ear ended December 31, 2003
Increase in Net aSSELS......covviiiiiei i 12,915 7,136
Increase in accrued postretirement and
pension benefit COStS........c.vviiiiiiiii, 346 6,125
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