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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees of
National Foundation For Facial Reconstruction, Inc.

We have audited the accompanying financial statements of the National Foundation for Facial Reconstruction, Inc.
D/B/A myFace (“NFFR"), which comprise the statements of financial position as of September 30, 2016 and 2015,
and the related statements of activities, functional expenses and cash flows for the years then ended, and the
related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal controls relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal controls relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of NFFR as of September 30, 2016 and 2015, 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.
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Purchase, NY
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NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
STATEMENTS OF FINANCIAL POSITION

September 30,
(Restated)
2016 2015

ASSETS

Cash and cash equivalents $ 170,416 $ 603,017

Investments 20,343,026 14,983,817

Pledges receivable - Net 276,594 3,385,720

Prepaid expenses and other assets 239,951 67,362

Property and equipment, net of accumulated depreciation 1,916,447 1,975,665

TOTAL ASSETS $ 22,946,434 $ 21,015,581
LIABILITIES AND NET ASSETS

Liabilities

Accounts payable and accrued expenses $ 91,714 $ 108,925

Grants payable - 500,000

TOTAL LIABILITIES 91,714 608,925
CONTINGENCY AND COMMITMENTS

Net Assets

Unrestricted 12,296,245 10,020,649

Temporarily restricted 8,158,475 7,986,007

Permanently restricted 2,400,000 2,400,000

TOTAL NET ASSETS 22,854,720 20,406,656

TOTAL LIABILITIES AND NET ASSETS $ 22,946,434 $ 21,015,581

The accompanying notes are an integral part of these financial statements. -2-
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NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
STATEMENTS OF CASH FLOWS
YEAR ENDED SEPTEMBER 30,

Year Ended September 30,

2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES:
Change in net assets: $ 2,448,064 $ 2,405,919
Adjustments to reconcile change in net assets to
net cash provided by operating activities:
Depreciation 59,218 69,534
Realized and unrealized (gain) loss on investments (1,199,380) 556,984
Changes in operating assets and liabilities:
Pledges receivable 3,109,126 506,267
Prepaid expenses and other assets (172,589) 92,889
Accounts payable and accrued expenses (17,211) (74,255)
Grants payable (500,000) (1,225,607)
Net Cash Provided by Operating Activities 3,727,228 2,331,731
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of investments (5,313,946) (8,370,538)
Procceeds from sale of investments 1,154,117 6,087,902
Net Cash Used in Investing Activities (4,159,829) (2,282,638)
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (432,601) 49,095
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 603,017 553,922
CASH AND CASH EQUIVALENTS - END OF YEAR $ 170,416 3 603,017

The accompanying notes are an integral part of these financial statements. -B-



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 1 - ORGANIZATION AND NATURE OF ACTIVITIES

The National Foundation for Facial Reconstruction, Inc. ("NFFR") operates under the name myFace
("myFace”). myFace is dedicated to transforming the lives of patients with facial disfigurement and their
families. With a special focus on children, myFace funds medical, surgical, dental and psychosocial services
as well as research and raises public awareness.

NFFR was incorporated in 1951 in the State of New York and is exempt from federal income tax under Section
501(c) (3) of the Internal Revenue Code and from state and local taxes under comparable laws.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A,

Basis of Accounting and Use of Estimates

The accompanying financial statements of the NFFR have been prepared on the accrual basis of
accounting and conform to accounting principles generally accepted in the United States of America.

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 of assets and liabilities, revenues, and expenses, as well as the disclosure of contingent
assets and liabilities at the date of the financial statements. Actual results may differ from those estimates.

Basis of Presentation

NFFR maintains its net assets under the following classes:

Unrestricted — represents resources available for support of the NFFR’s operations over which the
Board of Trustees has discretionary control.

Temporarily Restricted — represents assets that are subject to donor-imposed stipulations. When a
restriction expires (that is, when a stipulated time restriction ends or purpose restriction is
accomplished), temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of activities as net assets released from restrictions.

Permanently restricted — represents those resources the principal of which is originally restricted
into perpetuity by donors. The purposes for which the income and net capital appreciation arising
from the underlying assets may be used depend on the wishes of those donors. Under the terms of
the New York Prudent Management of Institution Fund Act ("NYPMIFA"), those earnings are
classified as temporarily restricted in the accompanying statements of activities, pending
appropriation by the Board of Trustees.



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C.

Cash and Cash Equivalents

NFFR considers all highly liquid financials investments purchased with a maturity of three months or less to
be cash equivalents, except for those held in the investment portfolio.

Investments

Investments are carried at fair value. Unrealized gains and losses are recognized as changes in net assets
in the period in which they occur, and investment income is recognized as revenue in the period earned.
Fair value measurements are 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 provides observable and
unobservable inputs used to measure fair value into three levels as described in Note 3. Donated securities
are recorded at their fair values on the dates of the gifts.

Contributions and Grants

Contributions are considered available for unrestricted use, unless the donors restrict the use thereof,
either on a temporary or permanent basis. Contributions to be received over periods greater than one
year are discounted at an appropriate interest rate commensurate with the risk involved. Contribution
revenue has been recognized based on the present value of the estimated future payments to be made to
NFFR.

Bequests are recorded as income when the will has cleared probate and the sum is certain.
Allowance for Uncollectible Pledges Receivables

NFFR determines whether an allowance for uncollectible contributions and grants receivables should be
provided based on prior years’ experience and management's analysis of specific promises to give. As of
September 30, 2016 and 2015, NFFR determined that no allowance was necessary.

Donated services

Those donated services that meet the requirements for recognition under accounting principles generally
accepted in the United States of America are recorded as both revenue and expense in the
accompanying statements of activities, at amounts determined by management to be reasonable for
acquiring such services. A number of volunteers have routinely made significant contributions of their time
to NFFR. However, such contributed services do not meet the criteria for recognition under generally
accepted accounting principles, and thus they are not included in the accompanying financial statements.

NFFR coordinates pro bono surgical procedures contributed by medical professionals for those who are
affected by facial disfigurement. During fiscal years 2016 and 2015, NFFR coordinated approximately
$1.4 miliion and $3.3 million, respectively, in donated surgical procedures. Since the NFFR is not the
direct recipient of these services, the values are not reported in the accompanying financial statements.



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

H.

Property and Equipment

Property and equipment are stated at their original costs at the date of acquisition or at their fair values at
the dates of donation. NFFR capitalizes property and equipment with a cost of $1,000 or more and a useful
life greater than one year. Depreciation is provided using the straight-line method over the assets’ estimated
useful lives which range from 3 to 40 years.

Grants Payable

Grants payable are recorded at the time the grant is awarded, unless there is an unconditional right to
revoke the grant commitment or the grant is contingent on future events. Grants awarded but unpaid at
year end are reported as grants payable in the accompanying statements of financial position. NFFR has
not made any grants with restrictions that would revoke the grant.

Functional Allocation of Expenses

The costs of providing the various program and supporting services have been summarized on a
functional basis in the accompanying statements of activities. Accordingly, expenses have been
allocated among the programs and supporting services using appropriate measurement methodologies
developed by management.

Income Taxes

NFFR follows Financial Accounting Standards Board's (the “FASB") Accounting Standards Codification
("ASC") Topic 740, which provides standards for establishing and classifying any tax provisions for
uncertain tax positions.



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 3 —~ INVESTMENTS

At each fiscal year-end, investments consisted of the following:

September 30,
2016 2015
Cost Fair Value Cost Fair Value
Cash $ 52,307 $ 82,307 $ 34,322 3 34,322
Fixed-income securities 8,762,446 8,911,457 7,238,062 7,289,230
Equity securities 8,354,643 9,122,405 7,125,041 6,893,970
Alternative investments 2,371,369 2,256,857 831,244 766,295

$ 19,540,765 $ 20,343,026 $ 15,228,669 $ 14,983,817

During each fiscal year, net investment income (loss) consisted of the following:

Year Ended
September 30,
2016 2015
Interest and dividends $ 277,924 $ 254 549
Net realized gains 171,170 523,089
Net unrealized gains (losses) 1,028,210 (1,080,073)
$ 1,477,304 3 {302,435)

ASC Topic 820-10-05 establishes a three-level valuation hierarchy of fair-value measurements. These
valuation techniques are based on observable and unobservable inputs. Observable inputs reflect market data
obtained from independent sources, while unobservable inputs reflect market assumptions. These two types of
inputs create the following fair-value hierarchy:

Level 1:Valuations are based on observable inputs that reflect quoted market prices in active markets
for those investments, or similar investments, at the reporting date.

Level 2:Valuations are based on (i) quoted prices for those investments, or similar investments, in
active markets, or (ii) quoted prices for those investments, or similar investments, in markets that are
not active, or (iii) pricing inputs other than quoted prices that are directly or indirectly observable at the
reporting date. Level 2 assets include those investments that are redeemable at or near the balance
sheet date and for which a model was derived for valuation.

Level 3:Valuations are based on pricing inputs that are unobservable and include situations where (i)

there is little, if any, market activity for the investments, or (ii) the investments cannot be independently
valued, or (iii) the investments cannot be immediately redeemed at or near the fiscal year-end.

-10-



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 3 — INVESTMENTS (continued)

Other investments

Other investments are valued at the net asset value (NAV) of units of the entity. The NAV, as provided by the
entities, is used as a practical expedient to estimate fair value. The NAV is based on the fair value of the
underlying investments held by the fund less its liabilities. The practical expedient is not used when it is
determined to be probable that the fund will seil the investment for an amount different than the reported NAV.
Participant transactions (purchases and sales) may occur daily. Were NFFR to initiate a full redemption of the
other investments the investment advisor reserves the right to temporarily delay withdrawal from the trust in
order to ensure that securities liquidations will be carried out in an orderly business manner.

Fair Value of Investments in Entities that Use Net Asset Value

The following table summarizes investments measured at fair value based on net assets value (NAVs) per
share:

As of September 30, 2016

Fair Market Unfunded Redemption Redemption
Value Commitment Frequency Notice Period
JP Morgan Intrepid International Fund (1) $ 1,141,221 None None None
Deutsche X-trackers MSCI EAFE Hedged Equity (2) 1,115,636 None None None
$ 2,256,857

As of September 30, 2015

Fair Market Unfunded Redemption Redemption
Value Commitment Frequency Notice Period
JP Morgan Intrepid International Fund (1) $ 766,295 None None None
$ 766,295

(1) JP Morgan Intrepid International Fund — The Fund was designed to provide long-term capital growth
primarily from a portfolio of foreign equity securities.

(2) Deutsche X-trackers MSCI EAFE Hedged Equity - The Fund seeks investment results that correspond
to the performance of the MSCI EAFE 100% Hedged to USD Index. The underlying index is designed
to provide exposure to equity securities in developed international stock markets, while mitigating
exposure to fluctuations between U.S. dollar and non-U.S. currencies

.



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 3 — INVESTMENTS (continued)

The following tables summarize the fair values of NFFR's assets at each fiscal year-end, in accordance with

the fair value hierarchy:

Cash and short-term investments
Fixed-income securities

Equity securities

Alternative investments

Cash and short-term investments
Fixed-income securities

Equity securities

Alternative investments

Level 3 — Gains and Losses

September 30, 2016

Level 1 Level 2 Level 3 Total
52,307 = $ - 52,307
= 8,911,457 - 8,911,457
9,122,405 - 9,122,405
& - 2,256 857 2,256 857
9,174,712 8,911,457 $ 2,256,857 20,343,026

September 30, 2015

Level 1 Level 2 Level 3 Total
34,322 - $ - 34,322
3 7,289,230 - 7,289,230
6,893,970 - - 6,893,970
- - 766,295 766,295
6,928,292 7,289,230 $ 766,295 14,983,817

The following table sets forth a summary of changes in the fair value of the Level 3 assets for the years ended

September 30, 2016 and 2015:

Balance, beginning of year
Unrealized gain (loss) relating to instruments

still held at the reporting date

Purchases
Sales
Balance, end of year

Level 3 Asset

2016
$ 766295 $ -
776,245 (64,950)
732,955 831,245
(18,638) ;
$ 2256857 766,295

-12-



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 4 —- PLEDGES RECEIVABLE

At each fiscal year-end, pledges receivable consisted of the following:

September 30,

2016 2015
Gross amounts due in:
One year $ 246,779 $ 1,872,166
One to five years 30,000 1,632,000
$ 276,779 $ 3,404,166
Discount of pledges due in excess of one year (185) (18,446)
$ 276,594 $ 3,385,720

Management considers these receivables to be fully collectible; accordingly, no allowance for uncollectible
pledges has been established.

NOTE 5 — PROPERTY AND EQUIPMENT

Property and equipment consists of the following:

September 30,
2016 2015

Condominium office and improvements $ 2,241,860 $ 2,241,860
Furniture and fixtures 56,581 56,581
Computer equipment 25,403 25,403
2,323,844 2,323,844

Less accumulated depreciation (407,397) (348,179)
3 1,916,447 $ 1,975,665

Depreciation expense for fiscal years 2016 and 2015 was $59,218 and $69,534, respectively.

A3



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 6 — GRANTS PAYABLE

During fiscal year 2011, NFFR made a commitment of $4,000,000 to the New York University Langone
Medical Center (“NYULMC") for a new facility. In fiscal year 2012, an additional grant was made for $2,500,000
for the Joseph G. McCarthy Professorship for Reconstruction Plastic Surgery of the Face. The Grants payable
balance was paid in full in 2016.

NOTE 7 - TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets consisted of the following:

September 30,
2016 2015
Patient care 7,795,158 $ 7,709,933
Endowment asset appreciation 363,317 276,074

$ 8,158,475 $ 7,986,007

Net assets released from restrictions resulting from satisfying the donor restrictions are as follows:

September 30,
2016 2015

Patient Care $ 910,129 $ 782,421

NOTE 8 - PERMANENTLY RESTRICTED NET ASSETS

NFFR's permanently restricted net assets consists of three donor—restricted funds established for a variety of
purposes.

Return objectives, risk parameters and spending policy:
The Board of Trustees has adopted investment and spending policies for NFFR's permanently
restricted net assets that attempt to maintain the purchasing power of those assets in the future, while

being mindful of the cash-flow and liquidity requirements of NFFR. Investment funds are invested in
such a way as to help in meeting the future capital and other investments needs of NFFR.

-14-



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.

FINANCIAL STATEMENTS

YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 8 — PERMANENTLY RESTRICTED NET ASSETS (CONTINUED)

Strategies employed for achieving objectives:

To satisfy its long-term rate-of-return objectives, NFFR seeks to ensure an appropriate diversification
of the portfolio by asset class, sector, geographic region, and by investment managers, unless it is
prudently determined that, because of special circumstances, the purposes of the investment funds
are better served without diversification. Diversification decisions are reviewed at least quarterly.

Changes in restricted net assets during each fiscal year

Endowment net assets and the earnings
thereon, beginning of year

Investment return:
Investment income
Net appreciation (realized and unrealized)

Total investment gain

Endowment net assets and the earnings
thereon, end of year

Endowment net assets and the earnings
thereon, beginning of year

Investment return:
Investment income
Net appreciation (realized and unrealized)

Total investment gain

Endowment net assets and the earnings
thereon, end of year

Year Ended September 30, 2016

Temporarily Permanently
Restricted Restricted Total
$ 276,074 $ 2,400,000 $ 2,676,074
53,938 = 53,938
33,305 - 33,305
87,243 - 87,243
$ 363,317 $ 2,400,000 $ 2,763,317

Year Ended September 30, 2015

Temporarily Permanently
Restricted Restricted Total
$ 137,763 3 2,400,000 $ 2,537,763
65,573 - 65,573
72,738 - 72,738
138,311 - 138,311
$ 276,074 $ 2,400,000 $ 2,676,074
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NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 8 - PERMANENTLY RESTRICTED NET ASSETS (continued)

Funds with deficiencies:

In the event of unfavorable market fluctuations, from time to time the fair value of assets associated with
individual donor-restricted endowment funds may decline below the historic dollar value of the donor's original,
permanently restricted contribution. Under the terms of NYPMIFA, NFFR has no responsibility to restore such
decrease in value. There were no funds with deficiencies as of September 30, 2016 and 2015.

NOTE 9 — PENSION EXPENSE

NFFR sponsors a defined-contribution, Section 403(b) annuity retirement plan, which covers substantially all
employees, in compliance with the Employee Retirement Income Security Act of 1974. NFFR does not make

contributions to the plan.

NOTE 10 - DONATED GOODS AND SERVICES

NFFR received donated goods and services in connection with a special event during fiscal years 2016 and
2015. Estimated fair values for amounts received were approximately $145,000 and $129,000, respectively.
These goods and services are recognized as revenue and corresponding expenses in the accompanying

financial statements.

NOTE 11 —- CONCENTRATIONS

A. Concentration of Credit Risk

Financial instruments that potentially subject NFFR to concentrations of credit risk consist principally of
cash and cash-equivalent amounts deposited in accounts at high-credit-quality financial institutions, the
balances of which, from time to time, may exceed Federal Deposit Insurance Corporation (“FDIC”)
insurance limit amount of $250,000 per depositor. NFFR had insured cash accounts that exceed FDIC
insurance limit for the years ended 2016 and 2015 by approximately $93,000 and $386,000, respectively.

B. Concentration of Revenues and Receivables

Included in pledges receivable at September 30, 2015 is a receivable from one donor totaling $3,000,000
which amount was paid in fiscal 2016.

Included in total contributions and grants in 2016 and 2015 is a bequest of $1,920,000 and $600,000,
respectively, that was received from an unrelated donor.

NOTE 12 - RELATED PARTY TRANSACTIONS

Four members of NFFR's Board of Trustees are employees of NYULMC. Additionally, a member of NFFR'’s
Board of Trustees is also a partner at the law firm which provided donated legal services as described in Note
10. During fiscal years 2016 and 2015, grants of $2,489,818 and $2,203,558, respectively, were made to the
Wyss Department of Plastic Surgery at NYULMC.

-16-



NATIONAL FOUNDATION FOR FACIAL RECONSTRUCTION, INC.
FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2016 AND 2015

NOTE 13 — COMMITMENTS AND CONTINGENCIES

Agencies of the government of the United States have the right to conduct or otherwise require audits of
funding they provide to NFFR. Such audits might result in disallowances of costs submitted for reimbursement
or other guestioned amounts. No amounts have been provided in the accompanying statements for such
potential claims. Management believes that, in the event of such audits, any findings would not have a material

adverse effect on NFFR's financial position or operations.

NFFR is committed under two non-cancelable operating leases through 2017. In addition, NFFR leases certain
equipment under agreements expiring through 2019.

Approximate minimum annual payments remaining on the leases for the years ended after September 30, 2016
are as follows:

Real Property Office Equipment Total
2017 3 106,000 3 12,000 $ 118,000
2018 12,000 12,000
2019 4,000 4,000
3 106,000 $ 28,000 $ 134,000

Rent expense for office equipment and rental property for the years ended September 30, 2016 and 2015
amounted to approximately $61,000 and $47,000, respectively.

NOTE 14 - PRIOR PERIOD ADJUSTMENT

The accompanying financial statements for the year ended September 30, 2015 have been restated to adjust
the classification of net assets at October 1, 2015. The resuit of the restatement decreased “unrestricted net
assets” and increased “temporarily restricted net assets” by $3,000,000. The restatement had no effect on total

net assets.

NOTE 15 - SUBSEQUENT EVENTS

Management has evaluated events subsequent to the date of the financial statements through April 14, 2017,
the date the financial statements were available to be issued.
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