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CONSIDINE CONSIDINE

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
The Honor Foundation

Opinion

We have audited the accompanying consolidated financial statements of The Honor Foundation, a
nonprofit organization, which comprise the consolidated statements of financial position as of December
31, 2021 and 2020, and the related consolidated statements of activities and changes in net assets,
consolidated statements of functional expenses, and consolidated statements of cash flows for the years
then ended, and the related notes to the consolidated financial statements.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of The Honor Foundation, a nonprofit organization, as of December 31,
2021 and 2020, and the changes in its net assets and its cash flows for the years then ended in accordance
with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits 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 or our report. We are required to be
independent of The Honor Foundation and to meet our other ethical responsibilities in accordance with
the relevant ethical requirements relating to our audits. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
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 The Honor Foundation’s ability
to continue as a going concern within one year after the date that the financial statements are available
to be issued.

Earning Your Trust Since 1946

8989 RIO SAN DIEGO DRIVE, SUITE 250 « SAN DIEGO, CA 92108
TEL 619-231-1977 « FAX 619-231-8244 » www.cccpa.com



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated 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, or the override of
internal control. Misstatements 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 consolidated 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.

e 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 The Honor Foundation’s internal control. Accordingly, no such
opinion is expressed.

e 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
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate
that raise substantial doubt about The Honor Foundation’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 that we identified during the audit.
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THE HONOR FOUNDATION
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2021 AND 2020
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2021 2020
ASSETS
CURRENT ASSETS
Cash S 3,340,663 S 2,084,597
Contributions receivable 40,000 10,000
Prepaid expenses 36,392 29,070
Other receivables (note 9) 79,294 85,075
3,496,349 2,208,742
PROPERTY AND EQUIPMENT (note 3) 29,622 168,471
TOTAL ASSETS 3,525,971 2,377,213
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable 51,589 24,789
Accrued liabilities 4,623 89,350
56,212 114,139
NET ASSETS (note 4)
Without donor restrictions 3,079,759 2,028,074
With donor restrictions 390,000 235,000
3,469,759 2,263,074
TOTAL LIABILITIES AND NET ASSETS S 3,525,971 S 2,377,213

See accompanying notes



THE HONOR FOUNDATION
CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2021
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WITHOUT DONOR WITH DONOR
RESTRICTIONS  RESTRICTIONS TOTAL

SUPPORT AND REVENUE

Grants S 805,097 S 1,090,000 S 1,895,097

Contributions 1,703,327 - 1,703,327

Other income (note 9) 716,370 - 716,370

Donated services and facilities (note 5) 326,867 - 326,867

3,551,661 1,090,000 4,641,661

NET ASSETS RELEASED FROM RESTRICTIONS

Restrictions satisfied by payments 935,000 (935,000) -
TOTAL REVENUE AND SUPPORT 4,486,661 155,000 4,641,661
EXPENSES

Program 2,850,785 - 2,850,785

Management and general 88,808 - 88,808

Development 495,384 - 495,384
TOTAL EXPENSES 3,434,976 - 3,434,976
CHANGE IN NET ASSETS 1,051,685 155,000 1,206,685
NET ASSETS, BEGINNING OF YEAR 2,028,074 235,000 2,263,074
NET ASSETS, END OF YEAR S 3,079,759 S 390,000 S 3,469,759

See accompanying notes



THE HONOR FOUNDATION
CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2020
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WITHOUT DONOR WITH DONOR
RESTRICTIONS  RESTRICTIONS TOTAL
REVENUE AND SUPPORT
Grants S 300,000 S 1,200,000 S 1,500,000
Contributions 1,082,651 24,500 1,107,151
Other income 386,068 - 386,068
Donated services and facilities (note 5) 333,699 - 333,699
Teaching and Consulting 55,000 55,000
2,157,418 1,224,500 3,381,918
NET ASSETS RELEASED FROM RESTRICTIONS
Restrictions satisfied by payments 989,603 (989,603) -
TOTAL REVENUE AND SUPPORT 3,147,021 234,897 3,381,918
EXPENSES
Program 2,160,651 - 2,160,651
Management and general 189,989 - 189,989
Development 397,268 - 397,268
TOTAL EXPENSES 2,747,908 - 2,747,908
CHANGE IN NET ASSETS 399,113 234,897 634,010
NET ASSETS, BEGINNING OF YEAR 1,628,961 103 1,629,064
NET ASSETS, END OF YEAR S 2,028,074 S 235,000 S 2,263,074

See accompanying notes



THE HONOR FOUNDATION
CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2021

Page 7
MANAGEMENT
PROGRAM AND GENERAL DEVELOPMENT TOTAL

EXPENSES
Personnel S 1,441,787 S 71,686 S 214,371 S 1,727,844
Event specific 544,367 - 164,098 708,465
Facilities and equipment 447,157 1,629 28,220 477,006
Professional fees 116,155 5,776 17,270 139,201
Meetings and travel 85,897 - 15,086 100,983
Marketing 51,610 344 11,425 63,379
Administrative 16,994 3,007 20,643 40,644
Bank and merchant fees 967 4,969 22,026 27,962
Insurance 8,394 417 1,248 10,060
2,713,329 87,828 494,388 3,295,544
Depreciation 137,456 980 996 139,432
TOTAL EXPENSES S 2,850,785 S 88,808 S 495,384 S 3,434,976

See accompanying notes



EXPENSES
Personnel
Facilities and equipment
Event specific
Professional fees
Marketing
Meetings and travel
Administrative
Bank and merchant fees
Insurance

Depreciation

TOTAL EXPENSES

THE HONOR FOUNDATION
CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2020
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MANAGEMENT

PROGRAM AND GENERAL DEVELOPMENT TOTAL
S 1,151,324 S 163,796 S 300,432 S 1,615,552
346,308 9,876 12,898 369,082
328,950 - 28,035 356,985
55,676 14,305 9,473 79,454
37,827 - 17,585 55,412
38,597 - 2,086 40,683
7,627 931 14,072 22,630
10 304 12,274 12,588
9,271 - - 9,271
1,975,590 189,212 396,855 2,561,657
185,061 777 413 186,251
S 2,160,651 S 189,989 S 397,268 S 2,747,908

See accompanying notes



THE HONOR FOUNDATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020
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2021 2020
CASH FLOWS PROVIDED BY OPERATING ACTIVITIES
Change in net assets S 1,206,685 S 634,010
ADJUSTMENTS TO RECONCILE CHANGE IN NET ASSETS
TO NET CASH PROVIDED/(USED) BY OPERATING ACTIVITIES:
Depreciation expense 139,432 186,251
Loss on disposal of property and equipment - 7,957
Change in operating assets and liabilities:
Contributions receivable (30,000) (1,800)
Prepaid expenses (7,905) 5,096
Other receivables 5,781 (85,075)
Accounts payable 26,800 (7,713)
Accrued liabilities (84,727) 22,034
49,381 126,750
NET CASH PROVIDED BY OPERATING ACTIVITIES 1,256,066 760,760
CASH FLOWS USED BY INVESTING ACTIVITIES
Purchase of property and equipment - (5,469)
NET INCREASE IN CASH 1,256,066 755,291
CASH, BEGINNING OF YEAR 2,084,597 1,329,306
CASH, END OF YEAR S 3,340,663 S 2,084,597

See accompanying notes



THE HONOR FOUNDATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2021 AND 2020
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NOTE 1 THE ORGANIZATION

The Honor Foundation (the “Organization”) is a California non-profit organization that was incorporated
in 2013. Headquartered in San Diego, California, with an additional campus in Virginia Beach, Virginia, the
Organization’s mission to educate and provide Navy SEALs and U.S. Special Operations the tools to
transition from active duty to the private sector. The Organization’s support comes primarily from
contributions including donated services and facilities.

The Honor for Life Foundation (the “HFLF”) is a California non-profit organization that was incorporated
in 2018. Headquartered in San Diego, California, the HFLF’'s mission is to support the Organization. The
HFLF is managed by a board of directors appointed by the Organization’s board of directors and has no
members. The HFLF’s support comes primarily from contributions.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting — The accompanying consolidated financial statements are prepared using the accrual
method in conformity with United States generally accepted accounting principles (GAAP).

Basis of consolidation — The Organization formed Honor for Life Foundation, LLC, a single-member LLC, to
operate a future endowment for the Organization. The consolidated financial statements include the
accounts of the Organization and HFLF. All significant interorganization balances and transactions have
been eliminated.

Estimates — The preparation of the consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts and disclosures.
Accordingly, actual results could differ from these estimates.

Basis of presentation — Under accounting standards on financial statements of not-for-profit
organizations, the Organization is required to report information regarding its financial position and
activities according to two classes of net assets: net assets without donor restrictions and net assets with
donor restrictions.

Not-for-profit accounting update — The Organization follows Financial Accounting Standard Board (FASB)
issued Accounting Standards Update (ASU) 2016-14. The update addresses the complexity and
understandability of new asset classification, deficiencies in information about liquidity and availability of
resources, and the lack of consistency in the type of information provided about expenses and investment
return.

Net assets without donor restrictions — Net assets without restriction amounts consist of assets which are
fully available, at the discretion of management and the Board of Directors, for the Organization to utilize
for its programs and supporting services.

Net assets with donor restriction — Net assets with donor restrictions consist of contributed funds subject
to donor-imposed restrictions contingent upon specific performance of a future event or a specific
passage of time before the Organization may spend the funds. At December 31, 2021 and 2020 there
were $390,000 and $235,000, respectively, of net assets with donor restrictions.
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Cash — The Organization considers financial instruments with a fixed maturity date of less than three
months from the statement of financial position date to be cash equivalents.

The Organization maintained its cash in one commercial bank as of December 31, 2021 and 2020. Cash
deposits are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000. At December
31, 2021 and 2020, the Organization had balances in its bank of approximately $2,694,123 and
$1,795,330, respectively, that was in excess of the FDIC limit.

Contributions receivable — Contributions receivable consist of donor promises to give. It is the
Organization’s policy to charge off uncollectible contributions receivable when management determines
the receivable will not be collected. Contributions receivable that are expected to be received in excess
of one year are reported at present value and a discount is recorded. All contributions receivable are
considered collectible as of December 31, 2021 and 2020.

Prepaid expenses—Prepaid expenses are stated at cost less applicable amortization and includes expenses
prepaid for events that will occur in the next fiscal year and for insurance premiums, which are expensed
over their useful lives using the straight-line method.

Property and equipment — Property and equipment are recorded at cost if purchased, or at fair value at
date of gift if donated, less depreciation. Depreciation is computed using the straight-line method over
the assets' estimated useful lives of three to thirty-nine years. Maintenance and repairs are charged to
expense as incurred. Major renewals and betterments are capitalized. It is the Organization's policy to
capitalize all property and equipment costs in excess of $2,000. When items of property and equipment
are sold or retired, the related cost and accumulated depreciation are removed from the accounts, and
any gain or loss is recognized in the current period financial statements.

Fair value measurement — The Organization follows accounting standards consistent with the FASB
Codification which defines fair value, establishes a framework for measuring fair value and enhances
disclosures about fair value measurements for all financial assets and liabilities.

Revenue recognition — Contributions received are recorded as without donor restrictions or with donor
restrictions support depending on the existence and/or nature of any donor restrictions. All donor-
restricted support is reported as an increase in with donor restricted net assets. When a restriction expires
(that is, when a stipulated time restriction ends or purpose restriction is accomplished), with donor
restricted net assets are reclassified to without donor restricted net assets and reported in the
consolidated statements of activities and changes in net assets as net assets released from restrictions.

The Organization follows FASB Accounting Standards Codification (“ASC”) Topic 606 (“ASC 606”) Revenue
from Contracts with Customers, which provides guidance for revenue recognition. This ASC's core
principle requires an organization to recognize revenue when it transfers promised goods or services to
customers in an amount that reflects consideration to which the organization expects to be entitled in
exchange for those goods or services. The standard also clarifies the principal versus agent considerations.
Providing the evaluation must focus on whether the entity has control of the goods or services before
they are transferred to the customer.
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Contributions received and contributions made — The Organization follows accounting standards
consistent with the FASB ASC Topic 958 (“ASC 958") Not-for-Profit Entities, Clarifying the Scope and the
Accounting Guidance for Contributions Received and Contributions Made. This ASC’s core principle
includes clarification regarding the accounting for contracts and agreements as exchange transactions or
contributions and provides improved guidance to better distinguish between conditional and
unconditional contributions.

Functional allocation of expenses — The Organization allocates its expenses on a functional basis among
its various programs and support services. Expenditures which can be identified with specific program or
support service are allocated directly, according to their natural expenditure. Costs that are common to
several functions are allocated among the program and supporting services on the basis of time records,
space utilized, and estimates made by the Organization’s management. The costs include:

e Depreciation — which is allocated based on an estimated percentage determined by the
Organization’s management.

e Personnel expenses — which are allocated based on time spent.

e Professional services — which are allocated based on the number of fellows participating in each
cohort.

e Rent, utilities, and janitorial services — which are allocated based on square footage and class days.

Donor-imposed restrictions — All contributions are considered to be unrestricted unless specifically
restricted by the donor. Amounts received designated for future periods or restricted by the donor for
specific purposes are reported as with donor restrictions, increasing that net asset class. If a restriction is
fulfilled in the same period in which the contribution is received, the support is reported as with donor
restrictions and then released from restriction in the same period.

Donated services and facilities — The Organization follows standards relating to contributions received and
contributions made as consistent with FASB codification. These standards require recording the value of
donated services and facilities that create or enhance non-financial assets or require specialized skills. The
fair value donated services and facilities has been measured on a nonrecurring basis using quoted prices
for similar financial statement elements in inactive market (level 2 inputs).

Marketing — Marketing expenses are charged to expense as incurred.
Income taxes — As a nonprofit organization, the Organization has obtained exempt status. Under Internal

Revenue Section 501(c)(3) and Section 23701(d) of the California Franchise Tax Code, the Organization is
not subject to income taxes for operations related to its exempt purpose.

Management has considered its tax positions taken in its exempt Organization tax returns are more than
likely than not to be sustained upon examination. As of December 31, 2021 and 2020, the Organization
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believes it does not have any taxable unrelated business income, and accordingly, has not accrued interest

or penalties related to uncertain tax positions. The Organization files tax returns in the U.S. Federal
jurisdiction and the State of California.

NOTE 3 PROPERTY AND EQUIPMENT

Major categories of property and equipment are summarized as follows:

2021 2020
Software S 583,495 S 583,495
Website 72,010 72,010
Furniture and fixtures 41,794 41,794
Equipment 35,278 35,278
732,577 732,577
Accumulated depreciation (702,955) (564,106)

$ 29622 $ 168471

Depreciation expense was $139,432 and $186,251 for the years ended December 31, 2021 and 2020,
respectively.

NOTE 4 NET ASSETS
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Net assets were available for the following purposes as of December 31:
2021 2020
Without donor restrictions:
Unrestricted and undesignated S 2,085,259 S 1,579,501
Board designated - operations and general reserves 994,500 448,573
3,079,759 2,028,074
With donor restrictions:
Subject to expenditure for specific purpose:
Program support 390,000 235,000
Total net assets S 3,469,759 S 2,263,074

Net assets released from donor restrictions by incurring expenses satisfying the restricted purpose of by
occurrence of the passage of time or other events specified by donors during the years ended December

31 are as follows:

2021 2020
Purpose restrictions accomplished
Program - Honor Institute S 235,000 S 24,603
Program - general - 90,000
Program - alumni - 10,000
235,000 124,603
Expiration of time restrictions
Navy SEAL Foundation grant 700,000 700,000
Marine Raider Foundation grant - 165,000
700,000 865,000
S 935,000 S 989,603
NOTE 5 DONATED SERVICES AND FACILITIES
The following summarizes donated services and facilities as of December 31:
2021 2020
Space usage S 246,995 S 248,065
Training faculty services 79,872 85,634
S 326,867 S 333,699
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NOTE 6 COMMITMENTS

On July 20, 2017, the Organization entered into a lease agreement with a third party. The sixty month
lease commenced on February 12, 2018. Monthly rent expense includes base rent and general operating
costs. The base rent portion of monthly rent expense begins in year three and cannot exceed $2,500,
$2,575, and $2,652 per month for the years three, four, and five, respectively. General operating costs
are paid monthly by the Organization for the entirety of the lease.

Minimum future lease payments, including general operating costs, for the years ended December 31 are
as follows:
2022 S 106,779
2023 5,932
S 112,711

NOTE 7 RETIREMENT PLAN

The Organization sponsors a 401(k) plan for its employees. The 401(k) plan provides for discretionary
matching contributions. The total matching contribution for the years ended December 31, 2021 and 2020
was S0. All contributions to the plan are 100% vested.

NOTE 8 LIQUIDITY AND AVAILABILITY

The Organization is substantially supported by restricted contributions. Because a donor’s restriction
requires resources to be used in a particular manner or in a future period, the Organization must maintain
sufficient resources to meet those responsibilities to its donors. Thus, financial assets may not be available
for general expenditure within one year. As part of the Organization’s liquidity management, it has a policy
to structure its financial assets to be available as its general expenditures, liabilities, and other obligations
come due. Although the Organization does not intend to spend from its board designated endowment
fund other than the amounts appropriated for general expenditures as part of its annual budget and
approval process, amounts from the fund could be made available in the event of an unanticipated
liquidity need.
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The following reflects the Organization’s financial assets as of December 31, 2021, reduced by the
amounts not available for general use because of board designated and donor-imposed restrictions within
one year of the statement of financial position date:

Financial assets, at year-end:

Cash S 3,340,663
Contributions receivable 40,000
Other receivables 79,294

3,459,957

Less those unavailable for general expenditures within one year due to
contractual or donor imposed restrictions:

Board designated reserves (994,500)
Donor-restricted to specified programs (390,000)
(1,384,500)

Financial assets available to meet cash needs for general expenditures
within one year S 2,075,457

NOTE 9 GOVERNMENT GRANTS

In response to COVID-19 pandemic, the Paycheck Protection Program (PPP) was established under the
Coronavirus Aid, Relief, and Economic Security (CARES) Act and administered by the Small Business
Administration (SBA). Organizations who met the eligibility requirements set forth by the PPP could qualify
for PPP loans. If the loan proceeds are fully utilized to pay qualified expenses, the principal amount of the
PPP loan, along with any accrued interest, may qualify for loan forgiveness, subject to potential reduction
based on the level of full-time employees maintained by the Organization.

In April 2020 the Organization received a loan totaling $264,400 under the PPP. The loan bears interest at
1.0%, with principal and interest payments deferred for the first six months of the loan. After that, the
loan and interest would be paid back over a period of 18 months, if the loans are not forgiven under the
terms of the PPP.

The Organization received forgiveness for the full portion of the loan on December 1, 2020. As such, the
Organization has accounted for the loan as a government grant. While GAAP does not contain guidance
on the accounting for government grants, the Organization is following guidance of International
Accounting Standards, or IAS, 20, Accounting for Government Grants and Disclosure of Government
Assistance. Under the provisions of IAS 20, the Organization has recognized PPP grant income for the full
amount of the PPP loan, $264,400, and the forgiveness of the loan is included in other income on the
consolidated statement of activities for the year ended December 31, 2020.
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The CARES Act also provided an employee retention credit (“Employee Retention Credit”), which is a
refundable tax credit against certain employment taxes of up to $5,000 per employee for eligible
employers. The tax credit is equal to 50% of qualified wages paid to the employees during a quarter,
capped at $10,000 of qualified wages per employee throughout the year. The Organization qualified for
the tax credit in the first, second and fourth quarters of 2020 and accrued a benefit of $85,000 related to
the ERC, in other income on the Organization’s consolidated statement of activities and changes in net
assets, and in other receivables on the consolidated statements of financial position for the year ended
December 31, 2020. In February 2022, the organization received $79,294 out of the $85,000 requested,
which is reflected in the other receivables section of the consolidated statement of financial position for
the year ended December 31, 2021. The Organization qualified for the tax credit in the first, second and
third quarters of 2021, totaling $391,024 in ERC for 2021. This amount was received in 2021 and is in other
income, in the consolidated statement of activities and changes in net assets, for the year ended
December 31, 2021.

NOTE 10 SUBSEQUENT EVENTS

The Organization has evaluated subsequent events through March 8, 2022, the date the consolidated
financial statements were ready to be issued. There were not material subsequent events which affected
the amounts or disclosures in the consolidated financial statements, except as noted below.

While the Organization has not experienced decreased revenue due to the COVID-19 pandemic, it
continues to monitor the effects on the not-for-profit industry and, as needed, adjusts its operations
based on the health orders issued by governmental authorities. The future financial impact of the
pandemic cannot be reasonably estimated at this time.



