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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Canines for Service, Inc.
Wilmington, North Carolina

Opinion

We have audited the accompanying financial statements of Canines for Service, Inc. (“Canines for Service”), a
nonprofit organization, which comprise the statement of financial position as of June 30, 2022, and the related
statements of activities, functional expenses, and cash flows, for the six-month period then ended, and the related
notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Canines for Service as of June 30,2022, and the changes in its net assets and its cash flows for the six-
month period then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of
the Financial Statements section of our report. We are required to be independent of Canines for Service and to
meet our other ethical responsibilities in accordance with the relevant ethical requirements relating to our audit.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Management’s Responsibility for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about Canines for Service’s ability to continue as a going
concern within one year after the date that the financial statements are available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee
that an audit conducted in accordance with generally accepted auditing standards will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
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or the override of internal control. Misstatements, including omissions, are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Canines for Service’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about Canines for Service’s ability to continue as a going concern for a reasonable period
of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control related matters if we identified
any during the audit.

“Beacnan COK e

Wilmington, North Carolina
September 13, 2022
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Canines for Service Inc.
Statement of Financial Position
as of June 30, 2022

Assets
Cash and Cash Equivalents (Note 3c) $ 498,773
Accounts Receivable (Note 4) 33,822
Investments (Note 5) 405,108
Prepaid Expenses 18,283
Property & Equipment (Note 6) 440,965
Total Assets 1,396,951

Liabilities & Net Assets

Accounts Payable & Accrued Liabilities (Note 7) 56,259
Note Payable (Note 9) 326,205
Total Liabilities 382,464
Net Assets

Without Donor Restrictions (Note 3b) 1,014,487

With Donor Restrictions (Note 3b) -

Total Net Assets 1,014,487

Total Liabilities & Net Assets $ 1,396,951

See the Independent Auditor's Report and accompanying notes.
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Canines for Service Inc.
Statement of Activities
for the six-month period ended June 30, 2022

Without With
Donor Donor 2022
Restrictions Restrictions Total

Revenue

Private Grants & Contributions (Notes 3d and 4) $ 396,677 $ - $ 396,677

Government Grants & Contracts (Notes 3d and 4) 64,087 171,366 235,453

Program Services (Note 3d) 6,143 - 6,143

Investment Income, net (Note 5) (54,333) - (54,333)

Net Assets Released from Restriction (Note 3b) 178,736 (178,736) -
Total Revenue 591,310 (7,370) 583,940
Expense

Program (Note 3e) 341,177 - 341,177

Management & General (Note 3e) 40,140 - 40,140

Fundraising (Note 3e) 63,990 - 63,990
Total Expense 445,307 - 445,307
Change in Net Assets 146,003 (7,370) 138,633
Net Assets Beginning of Year 868,484 7,370 875,854
Net Assets End of Year $1,014,487 $ - $1,014,487

See the Independent Auditor's Report and accompanying notes.
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Canines for Service Inc.
Statement of Functional Expenses
for the six-month period ended June 30, 2022

Management 2022

Expense Type Program & General Fundraising Total
Payroll 192,522 16,248 29,017 237,787
Contracted Services 700 17,877 - 18,577
Dog Welfare & Training 46,386 46,386
Occupancy (Note 3h) 30,703 1,616 32,319
Travel, Training & Meetings 26,733 746 1,328 28,807
Fundraising Event (Note 3e) - - 30,325 30,325
Interest (Note 9) 6,328 333 6,661
Insurance 4,262 1,408 5,670
General Operations 24,988 1,454 3,320 29,762
Depreciation 8,555 458 - 9,013
Total Expense $ 341,177 $ 40,140 $ 63,990 $ 445,307

See the Independent Auditor's Report and accompanying notes.
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Canines for Service Inc.
Statement of Cash Flows

for the six-month period ended June 30, 2022

Cash Flows from Operating Activity
Change in Net Assets
Adjustments to reconcile the change in net assets

to net cash provided by operating activities:

Changes in certain assets and liabilities:
Accounts Receivable
Prepaid Expenses
Accounts Payable
Deferred Revenue

Depreciation

Net realized and unrealized (gains) losses on investments

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities
Purchase of investments, net

Net Cash Used in Investing Activities

Cash Flows from Financing Activities
Payments on Note Payable

Net Cash Used in Financing Activities
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of year

Cash and Cash Equivalents, end of year

2022

$ 138,633

9,595
(7,505)
10,990

(58,477)

9,013
60,515

162,764

(5,198)

(5,198)

(6,927)

(6,927)

150,639

348,134

$ 498,773

See the Independent Auditor's Report and accompanying notes.
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

1. Organization

Canines for Service, Inc., (“CFS”), is a North Carolina nonprofit corporation organized in June
1998. The organization is exempt from income taxes under the Internal Revenue Service Code
Section 501(c)(3). As such, contributions to the organization are tax deductible.

2. Mission

CFS seeks to inspire veterans through life-changing canine partnerships. It is the longest
running, internationally accredited, service dog provider in North Carolina. Civilian and veteran
clients have included those with cerebral palsy, multiple sclerosis, traumatic brain injury,
muscular dystrophy, spina bifida, spinal cord injury, stroke, severe heart conditions, arthritis, and
post-traumatic stress disorder.

Recognizing a significant need within the Veteran community, CFS shifted its focus to solely
serving Veterans in 2018. CFS continues to provide service dogs at no cost or fundraising
requirement to Veterans from all conflicts with service-connect PTSD, traumatic brain injuries,
mobility challenges, and/or military sexual trauma. To date, CFS has provided more than 100
service dogs across the United States, with over half placed exclusively with Veterans.

3. Summary of Significant Accounting Policies

The organization prepares its financial statements in accordance with generally accepted
accounting principles promulgated in the United States of America (U.S. GAAP) for not-for-
profit organizations using the accrual basis of accounting. As such, revenues are recorded when
earned and expenses are recorded when incurred. The significant accounting and reporting
policies used by the organization are described below to enhance the usefulness and
understandability of the financial statements.

3a. Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of revenues and expenses during the reporting
period and the reported amounts of assets and liabilities at the date of the financial statements.
On an ongoing basis, the organization’s management evaluates the estimates and assumptions
based upon historical experience and various other factors and circumstances. The
organization’s management believes that the estimates and assumptions are reasonable in the
circumstances; however, the actual results could differ from those estimates.

3b. Net Asset Classes

The Financial Accounting Standards Board Accounting Standards Codification (FASB ASC)
topic 958, “Not-for-Profit Entities,” requires the reporting of an organization’s activities by net
asset class. The financial statements report net assets and changes in net assets in two classes
that are based upon the existence of restrictions on use that are placed by its donors, as follows:

See the Independent Auditor’s Report
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

Net assets without donor restrictions are resources available for use in general operations
and not subject to donor (or certain grantor) restrictions. The only limits on their use are the
broad limits resulting from the nature of the organization, the environment in which it
operates, the purposes specified in its corporate documents and its application for tax-exempt
status, and any limits resulting from contractual agreements with creditors and others that are
entered into in the course of its operations.

Net assets with donor restrictions are resources that are subject to donor (or certain grantor) -
imposed restrictions. Some donor-imposed restrictions are temporary in nature, such as those
that will be met by the passage of time or other events specified by the donor. Other donor-
imposed restrictions are permanent in nature, where the donor stipulates that resources be
maintained in perpetuity. Donor-imposed restrictions are released when a restriction expires,
that is, when the stipulated time has elapsed, when the stipulated purpose for which the
resource was restricted has been fulfilled, or both.

During the year, funds totaling $178,736 that were initially restricted for a variety of uses
were expended for their intended purposes and released from restriction. These appear as the
line item “Net Assets Released from Restriction” on the Statement of Activities.

3c. Cash and Cash Equivalents

The organization considers short-term, interest bearing, highly liquid investments with original
maturities of three months or less to be cash equivalents for purposes of financial statement
presentation.

Ligquidity and Availability

As of June 30, 2022, Canines for Service had financial assets (cash, accounts receivable and
investments) of $937,703 available for use within one year for general expenditures. In 2022,
the organization had average daily expenses of $2,356. Therefore, the $937,703 of available
financial assets could theoretically fund operations for 398 days at 2022 expenditure levels.

As part of the organization’s liquidity management plan, cash in excess of daily requirements
may be invested in interest-bearing accounts.

3d. Contributions, Grant and Contracts

Contributions, including unconditional promises to give, are recognized when received. All
contributions are reported as increases in unrestricted net assets unless the use of the
contributed assets is specifically restricted by the donor (see Note 3b, previously).

See the Independent Auditor’s Report
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

Contributed services are only recorded if they meet the requirements for recognition (such as if
they require specialized skills and would otherwise have been purchased by the organization).
These requirements are outlined in FASB ASC 958-605-25-16, “Contributed Services.” While
many individuals volunteer significant amounts of time and perform a variety of tasks for the
organization, their services do not meet the criteria for recognition and are, therefore, not
reflected in the financial statements.

Program revenue is recognized as services are provided to program participants. Program
service fees and payments under cost-reimbursable contracts received in advance are deferred
to the applicable period in which the related services are performed, or expenditures are
incurred, respectively.

3e. Functional Allocation of Expenses

The Statement of Activities presents expenses by functional classification (program,
management and general, and fundraising). Expenses that can be identified with a specific
program or support service are charged directly to that program or support service. Costs
common to multiple functions have been allocated among the various functions benefited using
an objective basis for the following expense categories: payroll and general operations (time
and effort); facility-related costs (square footage).

The Statement of Functional Expenses presents these same expenses by both the functional
category (program, management and general, and fundraising) and by natural classification
(e.g. wages, contracted services).

Management and General activities include the functions necessary to provide support for the
organization’s program. These include those that provide governance (Board of Directors),
oversight, business management, financial recordkeeping, budgeting, legal services, human
resource management, and similar activities that ensure an adequate working environment and
an equitable employment program.

Fundraising activities include publicizing and conducting fundraising campaigns; maintaining
donor lists; conducting special fundraising events; and other activities involved with soliciting
contributions from corporations, foundations, individuals, and others.

Canines for Service hosts occasional special events to raise awareness of its mission and to
raise funds for the organization. In recognizing special events revenue, the organization
follows the guidance provided by FASB ASC-958-605, Revenue Recognition. Canines for
Service considers its events to be on-going and central to its operations and therefore records
revenues at the gross amount. All costs of the events appear within the fundraising category on
the Statement of Functional Expenses. The organization’s 2022 gala raised $82,037 net of
expenses.

See the Independent Auditor’s Report
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

3f. Investments

Investments are reported at their fair value in the Statement of Financial Position. Unrealized
gains and losses are included in the change in net assets. Investment income and gains are
reported as increases in unrestricted net assets as there are no donor-imposed restrictions upon
them. Also see Note 5, Investments.

3g. Property & Equipment

Canines for Service capitalizes property and equipment costing more than $1,000. Lesser
amounts are expensed. Purchased property and equipment is capitalized at cost. Donations of
property and equipment are recorded as contributions at their estimated fair value. Such
donations are reported as unrestricted contributions unless the donor specifically restricts the
asset’s use.

3h. Operating Lease Commitments

Canines for Service has elected, as allowed by ASC 842-20-25-2, not to recognize right-of-use
assets and lease liabilities for short-term leases (that is, leases with terms of 12 months or less).
As such, future scheduled payments under short-term lease arrangements, or the corresponding
rights-of-use, are not displayed on the Statement of Financial Position. The organization leases
approximately 5,000 square feet of program space from a local landlord under a short-term
lease that expires in April 2023. Total rent expense of $19,730 is included within the line item
“Occupancy” on the Statement of Functional Expenses.

4. Grants & Contributions

Canines for Service received approximately 71% of its revenue from a wide variety of funding
sources including individuals, businesses, and private foundations. Also, the organization
received $171,366 (29% of total revenue) from the Uniformed Services University of the Health
Sciences in pass-through funding from the federal Wounded Warriors Service Dog Program
grant. If a decrease in funding from this grant source were ever to occur, it could have a
significant impact on CFS’s ability to operate its current programs.

Accounts Receivable

The accounts receivable balance of $33,822 consists primarily of reimbursements due under the
federal grant noted above. Management believes all amounts are fully collectible. Accordingly,
no provision is made for uncollectible amounts.

See the Independent Auditor’s Report
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

5. Investments
A summary of investments as of June 30, 2022 is as follows:

Unrealized

Market Value Cost Gain (Loss)
Cash & Money Market Accounts S 25,679 S 25,679 S 0
Equities 277,162 277,708 (546)
Mutual Funds 102,267 107,436 (5,169)
$ 405,108 $ 410,823 $ (5,715)

In establishing the “fair value” of its investments, Canines for Service follows FASB ASC topic
820, Fair Value Measurements and Disclosures, which provides a basic hierarchy for measuring
fair values. The hierarchy gives the highest priority to unadjusted quoted prices in active markets
for identical assets or liabilities (level 1 measurements) and the lowest priority to unobservable
inputs (level 3 measurements). The fair values for Canines for Service’s investments are
determined by reference to quoted market prices (i.e. level 1 measurements).

On the Statement of Activities, the line item “Investment Income, net” of $ (54,333) consists of
dividend and interest income of $6,225 plus realized gains of $15,409 minus unrealized losses of
$75,967.

6. Property & Equipment

The property and equipment balance of $448,323 is stated at cost and consists of the categories in
the following table. Depreciation is computed on a straight-line basis over the useful lives of the
assets (5-7 years for vehicles and equipment, 15 to 39 years for buildings and improvements).
Depreciation expense totaled $9,156 and appears as a line item on the Statement of Functional
Expenses.

Property & Equipment Summary

Land S 25,500
Building 449,500
Vehicles & Equipment 97,231

S 572,231
Less accumulated depreciation (131,266)
Total S 440,965

7. Accounts Payable and Accrued Liabilities
The accounts payable and accrued liabilities balance of $56,259 consists of operational accounts
payable of $17,561 and payroll-related liabilities of $38,699.

See the Independent Auditor’s Report
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Canines for Service, Inc.
Notes to the Audited Financial Statements
June 30, 2022

8. Line of Credit
CFS maintains a $50,000 line of credit with First National Bank. There was no outstanding
balance as of June 30, 2022.

9. Long-Term Debt

CFS’s debt totals $326,205 and consists of a 20-year note payable to Southern Bank that matures
in 2039. The note is due in monthly installments of $2,265, including interest at a fixed rate of
3.99% until 2024 at which time the interest will be recalculated at the U.S. Treasury Securities
rate plus 2%. The loan is secured by the property at 221 Old Dairy Road, Wilmington, North
Carolina.

Future scheduled maturities of long-term debt are as follows:

2022/23 S 14,424
2023/24 15,010
2024/25 15,620
2025/26 16,255
2026/27 16,937
Beyond 247,959

Total $ 326,205

10. Income Taxes

The organization is exempt from federal income taxation under Section 501(c)(3) of the Internal
Revenue Code. Additionally, it does not generate business income unrelated to its exempt
purpose and therefore has made no provision for income taxes or uncertain tax positions in the
financial statements. There are no federal or state tax audits of the organization in progress and
Canines for Service believes it is not subject to tax examinations for fiscal years prior to 2020.

11. Subsequent Events

Canines for Service has evaluated events that have occurred subsequent to the statement of
financial position date (June 30, 2022) and through the date that the Independent Auditor’s
Report was available to be issued (September 13, 2022). No events have occurred during that
period that would require adjustments to the audited financial statements or disclosure in these
notes.

See the Independent Auditor’s Report
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