NATIONAL MULTIPLE SCLEROSIS SOCIETY
PACIFIC SOUTH COAST CHAPTER

REPORT, FINANCIAL STATEMENTS
AND SUPPLEMENTAL SCHEDULES

YEARS ENDED SEPTEMBER 30, 2010 AND 2009



Principals

George M. Lesiey
Jofin Postma If
Thomas . Madigan
Cory G Youngberg
Mark D. Murphy

LESLE\’, THOMAS, SCHWARZ & E:’OSTMA,‘NC. Doris {1 Farinacc!
CERTIFIED PUBLIC ACCOUNTANTS Mark A Simurda
A Professional Accountancy Corporation Cyndi M. LeBerthon

December 29, 2010
Independent Auditors’ Report

To the Board of Trustees of
National Multiple Sclerosis Society Pacific South Coast Chapter,
Carlsbad, California

We have audited the accompanying statements of financial position of National Multiple
Sclerosis Society Pacific South Coast Chapter, (a non-profit organization) as of September 30,
2010 and 2009, and the related statements of activities and changes in unrestricted net assets,
temporarily restricted net assets, and permanently restricted net assets, functional expenses, and
cash flows for the years then ended. These financial statements are the responsibility of the
Chapter’s management. Our responsibility 1s 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 examining, on a test 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 a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of National Multiple Sclerosis Society Pacific South Coast
Chapter, as of September 30, 2010 and 2009, and the changes in net assets and cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States
of America.

A Professional Accountancy Corporation
Newport Beach, California
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENTS OF FINANCIAL POSITION

September 30,
2010 2009
ASSETS
CURRENT ASSETS
Cash and cash equivalents § 2,422,558 % 2,273,789
Prepaid expenses 240,956 288,458
Deposits 11,646 14,274
Other receivables 298,326 48,226
Total current assets 2,973,486 2,624,747
INVESTMENTS, in marketable securities (Notes 3 and 4) 507,481 483,704
PROPERTY AND EQUIPMENT, at cost, less accumulated
depreciation and amortization of $234,095 and $254,194
at September 30, 2010 and 2009, respectively (Note 8) 105,035 136,093
OTHER ASSETS
Security deposits 23,710 23,710
Charitable gift annuities (Note 7) 10,140 9,941
Endowment fund at San Diego Foundation (Notes 3, 4 and 5) 32,310 30,136
Total other assets 66,160 63,787

$ 3,652,162 § 3,308,331

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

LIABILITIES AND NET ASSETS

STATEMENTS OF FINANCIAL POSITION

CURRENT LIABILITIES
Accounts payable and accrued expenses

Amounts due to National Multiple Sclerosis Society:

Remittance due to National
Other payables to National
Due to other Chapters

Deferred rent
Deferred revenue

Total current liabilities

COMMITMENTS AND CONTINGENCIES (Note 9)

NET ASSETS (Note 11)

Unrestricted

Temporarily restricted
Permanently restricted

Total net assets

September 30,
2010 2009
$ 383,088  § 311,348
120,125 51,943
36,111 9,602
252,055 242,907
12,294 35,501
1,280,684 1,127,434
2,084,357 1,778,735
1,364,097 1,333,029
171,398 166,431
32,310 30,136
1,567,805 1,529,596
$ 3,652,162 § 3,308,331

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENT OF ACTIVITIES AND CHANGES IN

UNRESTRICTED NET ASSETS, TEMPORARILY RESTRICTED NET ASSETS, AND

PERMANENTLY RESTRICTED NET ASSETS

YEAR ENDED SEPTEMBER 30, 2010

Public Revenue
Received directly
Special events (includes in-kind
donations of $284,769)
Less benefit to donor costs

Membership and contributions (includes
in-kind donations of $232,803)

Bequests and legacies

Received at National (other than legacies)

Total received directly

Received indirectly
Combined federal service campaign
Federated fund raising organizations

Total received indirectly
Total revenue from the public

Other revenue
Investment gain (Note 3)
Miscellaneous income
Service program fees

Total other revenue
Net assets released from restrictions

Total revenue

Temporarily Permanently
Unrestricted Restricted Restricted Total

$ 5492521 - b - § 5,492,521
{1,156,236) - - (1,156,236)
4,336,285 - - 4,336,285
190,804 653,653 - 844,517
453,083 20,199 - 473,282
67,547 2.370 - 69,917
5,047,779 676,222 - 5,724,001
21,859 - - 21,859
35,751 4,707 - 40,458
57,610 4707 - 62,317
5,105,389 680,929 - 5,786,318
37,313 - 1,975 39,288
20,004 - - 20,004

- 830 - 830

57,317 830 1,975 60,122
676,593 {676,792} 199 -
5,839,269 4,967 2,174 5,846,440

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENT OF ACTIVITIES AND CHANGES IN

UNRESTRICTED NET ASSETS, TEMPORARILY RESTRICTED NET ASSETS, AND

PERMANENTLY RESTRICTED NET ASSETS

YEAR ENDED SEPTEMBER 30, 2010

Expenses
Program services

Research

National activities

Client programs

Community programs

Professional education and training
Public education

Total program services
Supporting services
Fund raising
Management and general
Total supporting services
Total expenses
Change in net assets

Net assets at the beginning of the year

Net assets at the end of the year

See the accompanying notes to these financial statements

Unrestricted

Temporarily Permanently

Total

1,064,001
806,583
1,238,053
565,277
188,121
548,580

1,064,001
896,583
1,238,053
565,277
188,121
548,580

4,500,615

4,500,615

854,524
453,092

854,524
453,092

1,307,616

1,307,616

5,808,231

5,808,231

31,068

38,209

1,333,029

1,529,596

1,364,097

1,567,805
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENT OF ACTIVITIES AND CHANGES IN

UNRESTRICTED NET ASSETS, TEMPORARILY RESTRICTED NET ASSETS, AND

PERMANENTLY RESTRICTED NET ASSETS

YEAR ENDED SEPTEMBER 30, 2009

Public Revenue
Received directly
Special events (includes in-kind
donations of $307,727)
1.ess benefit to donor costs

Membership and contributions (includes
in-kind donations of $42,949)

Bequests and legacies

Received at National (other than legacies)

Total received directly

Received indirectly
Combined federal service campaign
Federated fund raising organizations

Total received indirectly
Total revenue from the public

Other revenue (loss)
Investment loss (Note 3)
Miscellaneous income
Service program fees

Total other revenue {loss)
Net assets released from restrictions

Total revenue (expense)

Temporarily Permanently

Unrestricted Restricted Restricted Total
$ 5,571,889 ¢ - 5 - $ 5,571,889
{1,145,871) - - (1,145,871)
4,426,018 - - 4,426,018
140,929 564,587 - 705,516
126,180 199,900 - 326,080
96,187 2,630 - 98,817
4,789,314 767,117 - 5,556,431
41,734 - - 41,734
41,607 13,830 - 55,437
83,341 13,830 - 97,171
4,872,655 780,947 - 5,653,602
(83,341) - (1,911) (85,252)
49,813 - - 49,813
- 39,849 - 39,849
(33,528) 39,849 {1,911) 4,410
$20,493 (820,393) {100) -
5,659,620 403 2,011 5,658,012

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENT OF ACTIVITIES AND CHANGES IN
UNRESTRICTED NET ASSETS, TEMPORARILY RESTRICTED NET ASSETS, AND
PERMANENTLY RESTRICTED NET ASSETS

YEAR ENDED SEPTEMBER 30, 2009

Temporarily Permanently

Unrestricted Restricted Restricted Total

Expenses
Program services

Client programs 1,246,477 - - 1,246,477

Research 1,245,400 - - 1,245,400

Community programs 614,601 - - 614,601

Professional education and training 190,672 - - 190,672

Public education 576,433 - - 576,433
Total program services 3,873,583 - - 3,873,583
Supporting services

Fund raising 1,000,020 - - 1,000,020

Management and general 210,181 - - 210,181
Total supporting services 1,210,201 - - 1,210,201
National program expense 814,413 - - 814,413
Total expenses 5,898,197 - “ 5,898,197
Change in net assets (238,577) 403 2,011) (240,185)
Net assets at the beginning of the year 1,571,606 166,028 32,147 1,769,781
Net assets at the end of the year $ 1333029 § 166431 $ 30,136 § 1,529,596

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by {used in) operating activities
Depreciation and amortization
Realized gain on disposal of property and equipment
Unrealized loss (gain) on investments
Deferred rent expense
Changes in certain operating assets and liabilities
Charitable remainder trust
Other receivables
Prepaid expenses and current deposits
Charitable gift annuities
Endowment fund at San Diego Foundation
Accounts payable and accrued expenses
Deferred revenue
Due to other Chapters
Amount due to/from National Multiple Sclerosis Society

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Purchase of investments in marketable securities

Net cash used in investing activities
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

Years Ended September 30,

2010 2009
38,209 $ (240,185)
74,650 78,062

- (509)
(17,984) 105,721
(23,207) (14,333)

. 168,696
(250,100) 4,367
50,130 105,777

(199) 100
(2,174) 2,011
71,740 (96,234)
153,250 (178,118)
9,148 570
94,691 (70,194)
198,154 (134,269)
(43,592) (26,749)
(5,793) (19,718)
(49,385) (46,467)
148,769 (180,736)
2,273,789 2,454,525
$ 2422558 $ 2,273,789

See the accompanying notes to these financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2010 AND 2009

NOTE 1 - ORGANIZATION AND NATURE OF ACTIVITIES

The National Multiple Sclerosis Society Pacific South Coast Chapter, (the “Chapter™), is
a not-for-profit voluntary health agency which raises funds in Orange, San Diego, and Imperial
counties of California to provide services to people with Multiple Sclerosis, support to Multiple
Sclerosis research through its national organization and to educate the public about the impact of
Multiple Sclerosis. Services include supporting medical care centers, counseling, crisis services,
education, transportation, recreation and physical therapy for individuals who have Mutltiple
Sclerosis.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Method of Accounting - The financial statements of the Chapter have been prepared on
the accrual basis of accounting and accordingly, reflect all significant receivables, payables and
other assets and liabilities.

The Chapter has evaluated subsequent events through December 29, 2010, the date which
the financial statements were available to be issued.

Financial Statement Presentation — These financial statements present the accounts and
activities of the Chapter and have been prepared on the accrual basis of accounting. The accounts
of the Chapter have been classified for financial statement purposes as follows:

Net assets and revenue, gains, expenses and losses are classified as unrestricted,
temporarily restricted and permanently restricted, as follows:

o Unrestricted Net Assets: Unrestricted net assets represent funds which are fully
available, at the discretion of management and the Board of Trustees, for the
Chapter to utilize in any of its program or supporting services.

° Temporarily Restricted Net Assets: Temporarily restricted net assets are comprised
of funds which are restricted by donors for specific purposes. The restrictions are
satisfied either by the passage of time or by actions of the Chapter.

o Permanently Resiricted Net Assets: Permanently restricted net assets include
resources with permanent donor-imposed restrictions, which require the assets to
be maintained in perpetuity but permit the Chapter to expend all or part of the
income derived from the donated assets.

11



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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.

Accounts Receivable - Management believes all receivables are collectible, therefore, no
allowance for doubtful accounts has been established at September 30, 2010 and 2009.

Revenue Recognition and Deferred Revenue — Contributions are recorded as revenue
when received or promised (pledged) unconditionally, at their fair value. Gifts received with
donor stipulations limit the use of donated assets are reported as temporarily restricted support.
The Chapter recognizes income from legacies and bequests when an unassailable right to the gift
has been established by the court and the proceeds are measurable in amount. When a donor
restriction expires, that is, when a time restriction ends or purpose restriction is fulfilled,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
statement of activities as net assets released from restrictions. Conditional contributions are
recognized as revenue when the conditions on which they depend have been substantially met. It
is the Chapter’s policy to record temporarily restricted contributions received and expended in the
same accounting period in the unrestricted net asset class.

All revenue received in advance for special events that are held subsequent to year-end is
deferred.

Prepaid Expenses - Expenses directly associated with future special events are deferred
until the fiscal year in which the special event occurs. Prepaid special event expenses totaled
$192,077 and $222,521, at September 30, 2010 and 2009, and are included in prepaid expenses in
the statement of financial position.

Property_and Equipment - Property and equipment are recorded at cost and are
depreciated on the straight-line method over the assets’ estimated useful lives which range from 2
to 7 years. The leasehold improvements are amortized over the life of the lease. Depreciation and
amortization expense was $74,650 and $78,062, for the years ended September 30, 2010 and
2009, respectively.

Donated Services and Materials — The Chapter records various types of in-kind
contributions. Contributed services are recognized at fair value if the services received (a) create
or enhance long-lived assets or (b) require specialized skills, are provided by individuals
possessing those skills and would typically need to be purchased if not provided by donation.

In-kind contributions consisting of professional services with an estimated fair value of
$187,618 and $0, at September 30, 2010 and 2009, have been recorded as contribution revenue,
which is included in memberships and contributions in the statement of activities.

In-kind contributions consisting of medical equipment, with an estimated fair value of
$45,185 and $26,050, at September 30, 2010 and 2009, have been recorded as restricted
contribution revenue, which is included in memberships and contributions in the statement of
activities.

12



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

In-kind contributions of supplies for use in special events with an estimated fair value of
$284,769 and $234,938, at September 30, 2010 and 2009 are included in special events revenue
and direct benefit to donor expense in the statements of activities.

Research and National Activities Expense — The Chapter is required to remit 40% of all
unrestricted contributions, net of allowances, 50% of all unrestricted legacies and 100% of
research restricted contributions to the National Multiple Sclerosis Society (“National”). The total
amount of contributions and legacies attributable to National amounted to $1,960,584 and
$2,059,813, in fiscal 2010 and 2009, respectively.

The Chapter participates in National’s direct marketing program. Unrestricted public
support received under the program by National that is attributable to Chapter sources is credited
to and recorded by the Chapter at 40% of such unrestricted public support, net of 60% retained by
National. These amounts are recorded as contributions received indirectly from National in the
accompanying statements of activities.

Multi-year contributions that are restricted for research and other National initiatives, if
any, are remitted to National when received and reflected as expense as the respective payments
are received from donors.

In fiscal year 2005, the Chapter indicated its intent to contribute to National’s Promise
2010 Campaign in the amount of $1,000,000, payable through 2010 in annual amounts to be
determined by the Chapter. This is an intent and as such is reflected in the Chapter’s
Contributions to National. Contributions dedicated to this campaign in the amount of $118,330
and $425,190 were received in 2010 and 2009, respectively, These contributions have been
recorded as an expense and included in “Restricted contributions to National for research and
other activities” on the Statement of Functional Expenses.

Allocated Expenses — Functional expenses which are not specifically attributable to
program services or support services are allocated by management based on various allocation
factors.

Tax-Exempt Status — The Chapter qualifies as a charitable organization as defined by
Internal Revenue Code 501(c)(3), and, accordingly, it is exempt from federal income taxes under
Internal Revenue Code Section 501(a). Additionally, since the Chapter is publicly supported,
contributions made to the Chapter qualify for the maximum charitable contributions deduction
under the Internal Revenue Code. The Chapter is also exempt from California State and Carlsbad
City income tax.

Concentration of Credit Risk - The Chapter maintains its cash in bank deposit accounts
which at times may exceed federally insured limits. The Chapter has not experienced any losses
in such accounts. The Chapter believes it is not exposed to any significant credit risk on cash and
cash equivalents. At September 30, 2010 and 2009, the Chapter’s cash was held by 3 banks.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash _and Cash Equivalents - For purposes of the statements of financial position and
cash flows, the Chapter considers all highly liquid investments available for current use with an
initial maturity of three months or less to be cash and cash equivalents.

Investments — The Chapter’s investments in mutual funds and government securities are
stated at their quoted market prices, with the net change in unrealized gains or losses included in
the statements of activities. Donated marketable securities are recorded as contributions at their
fair value at the date of gift.

Recent Accounting Pronouncements

During fiscal 2009, the Chapter adopted FASB ASC 820-10 (formerly SFAS No. 157),
Fair Value Measurements. This statement defines fair value, establishes a framework for
measuring fair value, and expands disclosures about the fair value measurements. See Note 4 for
more information on the measurement of fair value.

During fiscal 2009, the Chapter adopted the disclosure requirements of FASB ASC 958-
205-45-28 through 45-31 (formerly FSP 117-1), Endowment of Not-for-Profit Organizalions:
Net Asset Classification of Funds Subject to an Enacted Version of the Uniform Prudent
Management of Institutional Funds Act, and Enhanced Disclosures for All Endowment Funds to
require specific disclosures, among other things, of the governing board’s interpretation of the
laws that underlie the organization’s net asset classification of donor-restricted endowment
funds, its endowment spending policies, and its endowment investment policies, including the
return objectives, risk parameters, and strategies for achieving those objectives. See Note 5 for
more information.

NOTE 3 - INVESTMENTS

Investments are stated at fair value. Investments are summarized as follows:

September 30,
2010 2009
Unrestricted investments
Mutual funds $ 89,591 % 29,121
Government securities 417.890 454,583
507,481 483,704
Permanently restricted investments
Endowment fund at San Diego Foundation 32,310 30.136

A 539791  § 513,840
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NOTE 3 -~ INVESTMENTS (CONTINUED)

The following schedule summarizes the investment return gain (loss) and its classification

in the statements of activities:

Net realized and unrealized gain (loss) on

investments

Interest and dividend income

Years Ended September 30,

Gain (loss) on endowment fund at San Diego

Foundation

Gain (loss) in charitable remainder trust

Total investment gain (loss)

NOTE 4 - FAIR VALUE MEASUREMENTS

2010 2009

$  17.852 $  (78,603)
19,262 23.470
37,114 (55,133)

2,174 (2,011)
(28,108)

§ 39288 $  (85252)

The Chapter adopted the fair value hierarchy for the inputs used to measure fair value
based on the nature of the data input, which generally range from quoted prices for identical
instruments in a principal trading market (Level 1) to estimates determined using related market
data (Level 3). Multiple inputs may be used to measure fair value, however, the level of fair
value of each financial asset or liability presented below is based on the lower significant input
level within this fair value hierarchy. The following tables provide the fair value hierarchy of the
Chapter’s financial assets as of September 30, 2010 and 2009:

September 30, 2010

Investments:
Government securities
Mutual funds
Endowments

September 30, 2009

Investments:
Government securities
Mutual funds
Endowments

Level 1 Level 2 Level 3 Total
$ 417,890 -—- $ -~ $ 417,890
89,59] - — 89,591
——— - 32.310 32.310
$ 507481 i $ 32310 $§ 539,791
Level 1 Level2 Level 3 Total
$ 454583 $ - 5 454,583
29,121 -— 29,121
— 30,136 30,136
$ 483704 - $ 30136 $ 513.840
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NOTE 4 - FAIR VALUE MEASUREMENTS (CONTINUED)

The table below sets forth a summary of the changes in the fair value of the Chapter’s
Level 3 financial assets for the years ended September 30, 2010 and 2009:
Years Ended September 30,

2010 2009
Balance, beginning of the year $ 30,136 $ 32,147
Withdrawals - net (including fees) (705) (825)
Unrealized gain (loss) 2.879 (1.186)
Balance, end of the year $ 32,310 § 30,136

Details on the methods and assumptions used to determine the fair values of the financial
assets and liabilities are as follows:

Fair value measurements based on Level 1 inputs: Measurements that are most
observable are based on quoted prices of identical instruments obtained from the principal
markets in which they are traded. Closing prices are both readily available and representative of
fair value. Market transactions occur with sufficient frequency and volume to ensure liquidity.

Mutual Funds: These investments are public investment securities valued using
the Net Asset Value (“NAV™) provided by the investment custodian. The NAV is
based on the value of the underlying assets owned by the fund, minus its
liabilities, and then divided by the number of shares outstanding. The NAV is a
quoted price in an active market.

US  Government Securities: These investments are valued based on the
underlying assets using quoted prices in an active market.

Fair value measurements based on Level 2 inputs: Measurements derived indirectly from
observable inputs or from quoted prices from markets that are less liquid are considered Level 2.
Measurements may consider inputs that other market participants would use in valuing a
portfolio, quoted market prices for similar securities, interest rates, credit risks, and others. The
Chapter did not hold any financial assets valued using level 2 methodology.

Fair value measurements based on Level 3 inputs: Measurements that are least
observable are estimated from related market data, determined from sources with little or no
market activity for comparable contracts, or are positions with longer durations.

Endowments: - These investments are valued using the NAV provided by the

foundation holding the investments. The NAV is quoted on a private market that
is not active, however, the unit price is based on the underlying investments.
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NOTE 5 - ENDOWMENTS

The methods described above may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, while the
Chapter believes its valuation methods are appropriate and consistent with other market
participants, the use of different methodologies or assumptions to determine the fair value of
certain financial instruments could result in a different fair value measurement at the reporting
date.

The Chapter’s endowment consists of funds established for a variety of purposes. As
required by accounting principles generally accepted in the United States of America, net assets
associated with endowment funds are classified and reported based on the existence or absence
of donor imposed restrictions.

Interpretation of Relevant Law

The Chapter has interpreted the State of California Uniform Prudent Management of
Institutional Funds Act (“UPMIFA”) as requiring the preservation of the fair value of the original
gift as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations
to the contrary. As a result of this interpretation, the Chapter classifies as permanently restricted
net assets (1) the original value of gifts donated to the permanent endowment, (2) the original
value of subsequent gifts to the permanent endowment, and (3) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the
time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is characterized as
temporarily restricted net assets until those amounts are appropriated for expenditure by the
Chapter in a manner consistent with the standard for expenditure prescribed by UPMIFA. In
accordance with UPMIFA, the Chapter considers the following factors in making a determination
to appropriate or calculate donor-restricted endowment funds:

1. The duration and preservation of the fund

2. The general purposes of the Chapter and the donor-restricted endowment
fund

General economic conditions

The possible effect of inflation and deflation

The expected total return from income and appreciation of investments
Other resources of the Chapter

The investment policies of the Chapter

Ne Ve W

The Chapter has an endowment fund at the San Diego Foundation which is classified as
permanently restricted as the endowment must be maintained in perpetuity. The endowment is
carried at fair market value based on the underlying investments in the portfolio and totaled
$32,310 and $30,136, at September 30, 2010 and 2009, respectively.
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NOTE 5 - ENDOWMENTS (CONTINUED)

The changes in endowment net assets for the year ended September 30, 2010, follow:

Permanently
Restricted
Endowment net assets, beginning of the year $ 30,136
Net realized and unrealized gain 2,879
Appropriation of endowment assets for expenditure (705)
Endowment net assets, end of the year $ 32310

Return Objectives and Risk Parameters

The Chapter has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment
while seeking to maintain the purchasing power of the endowment assets. Endowment assets
include those assets of donor-restricted funds that the Chapter must hold in perpetuity or for
donor specified periods. Under this policy, as provided by the Board of Trustees, the endowment
assets are invested in a manner that is intended to produce results that exceed the price and yield
results of the S&P 500 index while assuming a moderate level of investment risk. The Chapter
expects its endowment funds over time to provide an average rate of return of 5% annually.
Actual returns in any given year may vary from this amount.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The endowments are to be thought of as a permanent fund. As such, the investment
objectives require disciplined and consistent management philosophies that accommodate all
those events which are relevant, reasonable, and probable. Therefore, periodic review of total
rate of return and spending rate objectives is required. Extreme positions or variations in
management style are not consistent with these objectives. The Chapter does not allow spending
of the market value of the portfolio.

NOTE 6 — ALLOCATION OF JOINT COSTS

In fiscal 2010 and 2009, the Chapter incurred joint costs of $2,516 and $6,614,
respectively, for information materials and activities that included fundraising appeals. Such
costs were allocated in accordance with the requirements of ASC Section 958-720 Accounting
Jfor Cash of Activities of Not-for-Profit Organizations and State and Local Government Entities
That Include Fund-Raising. All of these costs were allocated to fundraising.
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NOTE 9 - COMMITMENTS AND CONTINGENCIES

The Chapter leases office space under two noncancellable lease agreements with
expiration dates through January 2012. Future minimum rental payments due from
noncancellable office space lease agreements are as follows:

Years Ended September 30, Amount
2011 $ 117,619
2012 12.566
$ 130,185

Rent expense totaled $285,352 and $297,102, for the years ended September 30, 2010
and 2009, respectively.

The Chapter also leases various other office equipment under noncancellable operating
leases. Total operating lease expense for these various leases was $47,595 and $38,936, for the
years ended September 30, 2010 and 2009. Minimum future rental payments due from
noncancellable equipment operating lease agreements are as follows:

Years Ended September 30, Amount
2011 $ 26,592
2012 26,592
2013 3.968
$ 57,152

The Chapter has restricted cash funds consisting of $18,396 and $13,627 at September
30, 2010 and 2009, respectively, for scholarships. The Chapter has restricted cash funds of
$142,862 and $142,862 at September 30, 2010 and 2009, respectively, for specific “Fund a
Need” program expenditures.

The Chapter is committed to remit 40% of income to National according to calculations
stipulated by National.

In Januvary 2010, the Society’s National Board of Directors approved a change in the
policy for calculating each Chapter’s national program expense effective Fiscal Year 2011. This
change was approved to simplify the formula, to reduce redundancies, internal reconciliations
and billings, and to improve budgeting and planning. Under the new policy, the Society will
calculate the National Program Expense for each chapter in advance of the fiscal year after a
complete review by the Budget Review Committee and National Board. The Chapter’s national
program expense will be calculated using the average of the previous two year’s audited results
as the revenue base. The remittance percentage is subject to adjustment each year to ensure that
the Society’s meets its programmatic goals and that all donor restrictions are honored. In Fiscal
Year 2011, the Chapter’s National Program Expense will be $2,018,904. By setting the
Chapter’s national program expense in advance, the chapters and the national organization are in
a better position to control resources through their respective budgeting and planning processes.
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NOTE 10 - PENSION PLAN

The Chapter has a noncontributory defined contribution pension plan covering all eligible
employees. Employees are fully vested at the end of five years. Contributions for the years ended
September 30, 2010 and 2009, as determined by the National Headquarters’ Chief Executive
Officer, were 0% of gross annual salary. There was therefore no pension expense related to this
plan for the years ended September 30, 2010 and 2009.

NOTE 11 - NET ASSETS

Temporarily Restricted Net Assets

Temporarily restricted net assets are amounts restricted due to donor imposed purpose
restrictions for programs.

Temporarily restricted net assets consist of the following:

September 30,
2010 2009
Scholarship Fund $ 1839  § 13,627
Fund a Need program 142.862 142.862
161,258 156,489
Charitable gift annuities 10.140 9.942

h 171398 % 166,431

Net assets were released from donor restrictions by incurring expenses satisfying the
purpose or time restrictions specified by donors as follows:

Years Ended September 30,

2010 2009

Contributions from Campaigns $ 676,792 § 820393

21



NOTE 11 - NET ASSETS (CONTINUED}

Permanently Restricted Net Assets

Permanently restricted net assets consist of the following:

September 30,
2010 2009
Endowment at San Diego Foundation $ 32310 $ 30,136

Net assets were released from donor restrictions by incurring expenses satisfying the
purpose or time restrictions specified by donors as follows:

Years Ended September 30,

2010 2009

5 (199 $ 100

NOTE 12 - SPECIAL EVENTS

The Chapter conducts special events in order to assist in the program operations and to
contribute monies to the Society for research. All events are conducted in accordance with
applicable federal, state, and local laws and ordinances.

NOTE 13 - CONTRIBUTIONS

Public support includes the following contributions, legacies and bequests received at
National from San Diego, Orange and Imperial counties for the years ended September 30:

2010 2009
General contributions $ - $ 0,074
Research contributions —— 500
3 $ 9.574

NOTE 14 - CONTRIBUTIONS RESTRICTED FOR LOCAL USE

During the fiscal years ended September 30, 2010 and 2009, the Chapter received
contributions of $1,408,255 and $1,349,956 which were restricted by the donors to be used solely
for local chapter services and sponsorship for special events. These restricted contributions were
tested as part of our independent audit procedures and were in compliance with the restricted gift
policy of National.
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Principals

George M. Lestey
John Postma fi
Thomas R. Madigan
Cory G.Youngberg
Mark T, Murphy

LESLEY, THOMAS, SCHWARZ & POSTMA, INC. Doris 1. Farinacci
CERTIFIED PUBLIC ACCOUNTANTS Mark A. Simurda
A Profassional Accountancy Corporation Cyndi M. LeBerthen

December 29, 2010

Independent Auditors’ Report on Supplementary Information

To the Board of Trustees of
Naticnal Multiple Sclerosis Society Pacific South Coast Chapter

Our report on our audits of the basic financial statements of the National Multiple
Sclerosis Society Pacific South Coast Chapter as of September 30, 2010 and 2009, and for the
vears then ended which was dated December 29, 2010 is included with the basic financial
statements, We conducted our audits in accordance with auditing standards generally accepted in
the United States of America for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information is for additional analysis and is not a
required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audits of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

%%%MXM # flatos e

A Professional Accountancy Corporation
Newport Beach, California

2 San Joaguin Plaza, Suite 250 o Newpart Beach, California 82650 o Phong: (949) BA0-2771 o Fax: {945) 650-6373  www LISP-CFA.com



NATIONAL MULTIPLE SCLEROQSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

SUPPLEMENTAL SCHEDULE OF AMOUNT DUE NATIONAL

YEAR ENDED SEPTEMBER 30, 2010

Total Revenue for the year ended September 30, 2010
Add: Benefit to donor costs

Gross Income

Less Revenue not subject to 40% sharing:

Restricted for Local Use-Deductible Sponsorship

Restricted for Local Use-Bequests and Legacies

Restricted for Local Use-Other

Research received at the Chapter {100%)

Promise 2010 Research Received at the Chapter (100%)

Disaster Fund

Received at National-Chapter's share of Direct Mail

Received at National-Chapter's share of Direct Mail - Research

Received at National-Chapter's share of Helping Hands

Received at National-Research

Received at National-Promise 2010

Received at National-Chapter's share of unrestricted gifts
(including unrestricted 60/40 legacies)

Sub-total - Received at National

Investment income (loss)

In-kind Donations for Special Events

In-kind Donations for other contributions

Subsidies

Service program fees

Miscellaneous income (refunds, miscellaneous)

Unrestricted legacies received at the Chapter subject to
50/50 sharing

Total revenue not subject to 40% sharing

Less Allowances:
Fund Raising Allowance - Special Events
Fund Raising Allowance - New Campaigns
Major Gift Allowance

Total AHowances

Total Allowances and Deductions .
See Independent Auditors' Report

$ 5,846,440
§,156,236

7,002,676

436,637

454,046

8,847

156,330
67,547
2,270

69,817

39,288
284,769
232,803

16,621

830
3,383

453,035

2,156,406

929,721

929,721

3,086,127

and accompanying notes to the financial statements
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NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

SUPPLEMENTAL SCHEDULE OF AMOUNT DUE NATIONAL

YEAR ENDED SEPTEMBER 30, 2010

Divisible income subject to 40% sharing

Forty Percent of divisible income
Add: Fifty Percent of unrestricted legacies received at the
Chapter

Sub-total

Add:
Honor roll contributed from Chapter reserves
Research Received at the Chapter 100%
Promise 2010 Research Received at the Chapter (100%)
Received at National-Research
Received at National-Chapter's share of Direct Mail - Research
Received at National-Promise 2010

Total National Program Expense

Chapter Payments:
October 2009 through September 2010
Less Payments for FY09
Less Payments for FY07 and prior years

Total Paid for FY10
Credits:
Received At National in FY 10 (current fiscal year):
Total Credits

Total Payments and Credits

Balance Due National for FY 10

See Independent Auditors’ Report
and accompanying notes to the financial statements
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3,916,549

1,566,620

226,517

1,793,137

8,847
156,330

2,270

1,960,584

1,772,565
(51,943)

1,720,622

119,837

119,837

1,840,459

120,125



NATIONAL MULTIPLE SCLEROSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

SUPPLEMENTAL SCHEDULE OF AMOUNT DUE NATIONAL

YEAR ENDED SEPTEMBER 30, 2010

Remittance indebtedness:

Remittance Balance Due National as of

9/30/09 (previous yr) 51,943
Less: Payments for previous year in current year (51,543)
Less: Payments for FY (8 and prior years during current year -
Adjustment for change in value of restricted annuities

receivable -
Less: Other reduction to Past Debt by National

(e.g. move to Memo Debt) -

Adjusted Balance Due National for prior years -

Total Remittance Balance Due National at 9/30/10 $ 120,125
Current $ 120,125
Long-term b -

OTHER PAYABLES (RECEIVABLES) TO NATIONAL.:
Campaign Supplies b -
Loans & Advances -
Health Insurance -
Liability Insurance -
IRC 3,640
Scholarships -
Other (List and describe individually): -

Router charges 2,181
Convio 1,245
Benefits 3,167
Technology services 23,915
Payroll 1,259
Fundraising (5,000)
Summer Summit 1,200
Literature 4,504
TOTAL OTHER PAYABLES TO NATIONAL.: 3 36,111

IN ADDITION - AMOUNTS PAYABLE TO/FROM OTHER CHAPTERS:
Southern California Chapter (Challenge Walk) 252,055
Southern California Chapter -
Northern California Chapter (share of Advocacy staff) -

Total due to other Chapters at September 30, 2010 $ 252,055

See Independent Auditors' Report
and accompanying notes to the financial statements
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NATIONAL MULTIPLE SCLEROQSIS SOCIETY PACIFIC SOUTH COAST CHAPTER

SCHEDULE OF MEMBERSHIP AND CONTRIBUTIONS

YEAR ENDED SEPTEMBER 30, 2010

Amount of
In-Kind
Included
Temporarily  Permanently Totals in 2010
Individual contributions Unrestricted Restricted Restricted 2810 Totals
Board appeal § - $ 105,113 § - % 105113 % -
Employee appeal - 4,393 - 4,393 -
Tributes and memorials 21,689 150 - 21,839 -
Individual contributions 127,415 308,641 - 436,056 114,879
Other campaign incormne 38,098 49,359 - 88,057 -
Total individual contributions 187,802 467,656 - 655,458 114,879
Corporate contributions
Corporate gifts 2,562 155,349 - 157,911 117,924
Total corporate contributions 2,562 155,349 - 157,911 117,924
Other contributions
Foundations 500 30,648 - 31,148 -
500 30,648 - 31,148 -
Total § 190,864 b 653,653 3 - % 844,517 % 232,803

and accompanying notes to the financial statements

See Independent Auditors' Report
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