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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of Operation Smile Canada Foundation

Qualified Opinion

We have audited the financial statements of Operation Smile Canada Foundation
{the Entity) which comprise:

« the statement of financial position as at June 30, 2021

¢ the statement of operations and changes in unrestricted net assets for the year
then ended

+ the statement of changes in restricted net assets for the year then ended
e the statement of cash flows for the year then ended

¢ and notes to the financial statements, including a summary of significant
accounting policies

(Hereinafter referred to as the "financial statements").

In our opinion, except for the possible effects of the matter described in the "Basis for
Qualified QOpinion™ section of our auditors' report, the accompanying financial
statements present fairly, in all material respects, the financial position of the Entity as
at June 30, 2021 and its resutis of operations and its cash flows for the year then
ended in accordance with Canadian accounting standards for not-for-profit
organizatiens.

Basis for Qualified Opinion

In common with many charitable organizations, the Entity derives revenue from
donations, the completeness of which is not susceptible to satisfactory audit
verification.  Accordingly, verification of this revenue was limited to the amounts
recorded in the records of the Entity. Therefore, we were not able fo determine
whether any adjustments might be necessary to:

« the current assets reported in the statements of financial position as at June 30,
2021 and June 30, 2020

« the revenue from donations and excess of ravenue over expenditures reported in
the statements of operations and changes in unrestricted net assefs for the years
ended June 30, 2021 and June 30, 2020
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+ the unresiricted balances, at the beginning and end of the year, reported in the
statements of operations and changes in unrestricted net assets for the years
ended June 30, 2021 and June 30, 2020

s the excess of revenue over expenditures reparted in the statements of cash flows
the years ended June 30, 2021 and June 30, 2020.

Our opinion on the financial statements for the year ended June 30, 2020 was
qualified accordingly because of the possible effects of this limitation in scope.

We conducted our audit in accordance with Canadian generally accepted auditing
standards. Our responsibilities under those standards are further described in the
“Auditors’ Responsibilities for the Audit of the Financial Statements” section of
our auditors' report.

We are independent of the Entity in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Canada and we have fulfilled our
other ethical responsibilities in accordance with these requirements.

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

Other Information
Management is responsible for the other information. Other information comprises:

o the information, other than the financial statements and the auditors' report
thereon, included in the impact report.

Our opinion on the financial statements does not cover the other information and we
do not and will not express any form of assurance conclusion thereon.

in conneclion with our audit of the financial statements, our responsibility is to read the
other information ideniified above and, in doing so, consider whether the other
information is materially inconsistent with the financial staterments or our knowledge
obtained in the audit and remain alert for indications that the other information appears
to be materially misstated.

We aobtained the information, other than the financial statementis and the auditors’
report thereon, included in the impact report as at the date of this auditors’ report, If,
based on the work we have performed on this other information, we conclude that
there is a material misstatement of this cther information, we are required to report
that fact in the auditors' report.

We have nothing to report in this regard.
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Responsibilities of Management and Those Charged with
Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with Canadian accounting standards for not-for-profit
organizations, and for such internal control as management determines is necessary
to enable the preparation of financial statemenis that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Entity's ability to continue as a going concern, disclosing as applicable, matters related
to going concern and using the going concern basis of accounting uniess
management either intends to liquidate the Entity or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Entity's financial
reporting process.

Auditors' Responsibilities for the Audit of the Financial Statements

QOur obhjectives are to obiain 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 auditors’ report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards
will always detect a material misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of the financial statements.

As part of an audit in accordance with Canadian generally accepted auditing
standards, we exercise professionat judgment and maintain professional skepticism
throughout the audit.

We also:

¢ Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion.

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.

+ 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 Entity's internal
control,
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Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by management.

Conclude on the appropriateness of management's use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast significant
doubt on the Entity's ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditors' report
to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit
evidence cbtained up to the date of our auditors' report. However, future events
or conditions may cause the Entity fo cease to continue as & going concern.

Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

Communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.
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Chariered Professional Accountants, Licensed Public Accountants
Vaughan, Canada

October 19, 2021



OPERATION SMILE CANADA FOUNDATION

Statement of Financial Position

June 30, 2021, with comparative information for 2020

2021 2020
Assets
Cash and cash equivalents 5,856,672 3,486,700
Accounts receivable 197,206 224,111
Due from Operation Smiie, Inc. (note 3(a)) 40,172 42,897
Prepaid expenses 122,490 193,937
6,217,240 3,947,645
Liabilities and Net Assets
Liabilities:
Accounts payable and accrued liabilities 230,563 128,694
Net asseis:
Unrestricted 1,093,833 926,107
Internally restricted funds {note 5) 4,892,844 2,892,844
5,986,677 3,818,951
Commitments (note 6)
6,217,240 3,947,645

See accompanying notes io financial statements.
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OPERATION SMILE CANADA FOUNDATION

Statement of Operations and Changes in Unrestricted Net Assets

Year ended June 30, 2021, with comparative information for 2020

2021 2020
Revenue:
Donations $ 14,684,551 $ 14,370,618
Operating grant {note 3(b)) 700,000 499,983
Other (note 3(a)) 42,486 41,792
15,427,037 14,912,393
Expenditures:
Program services (note 4) 7,536,736 7,982,293
Supporting services (note 7):
Fundraising 4,154,088 3,985,023
Administrative 1,568,487 1,507,408
13,258,311 13,474,724
Excess of revenue over expenditures 2,167,726 1,437,669
Unrestricted net assets, beginning of year 926,107 (186,562)
Internal transfer to restricted fund for operation stabilization - {325,000)
Internal transfer to restricted fund for program commitments {2,000,000) -
Unrestricted net assets, end of year $ 1,093,833 $ 926,107

See accompanying notes to financial statements.



OPERATION SMILE CANADA FOUNDATION

Statement of Changes in Restricted Net Assets

Year ended June 30, 2021, with comparative information for 2020

2021 2020
Restricted net assets, beginning of year $ 2,892,844 $ 2,567,844
Internal transfer from unrestricted fund for operation stabilization - 325,000
Internal transfer from unrestricted fund for program commitments 2,000,000 -
Restricted net assets, end of year $ 4892844 $ 2,892,844

See accompanying noies to financial statements.



OPERATION SMILE CANADA FOUNDATION

Statement of Cash Flows

Year ended June 30, 2021, with comparative information for 2020

2021 2020
Cash provided by (used in}:
Operations:
Excess of revenue over expendifures $ 2,167,726 $ 1,437,669
Change in non-cash operating items:
Accounts receivable 26,205 324,044
Due from Operation Smile, Inc. 2,725 39,118
Prepaid expenses 71,447 (113,268)
Accounts payable and accrued liabilities 101,869 (255,700)
Due to Operation Smile, Inc. - (470,095)
Increase in cash and cash equivalents 2,369,972 961,768
Cash and cash equivalents, beginning of year 3,486,700 2,524,932
Cash and cash eqguivalents, end of year $ 5,856,672 $ 3,486,700

See accompanying notes to financial statements.



OPERATION SMILE CANADA FOUNDATION

Notes to Financial Statements

Year ended June 30, 2021

1. Purpose of organization:

Operation Smile Canada Foundation ("Operation Smile” or the “Organization") was
incorporated without share capital under the Canada Corporations Act on July 1, 2011 and was
continued under the Canada Not-for-profit Corporations Act on August 21, 2014. Operation
Smile is registered as a charitable organization under the Income Tax Act (Canada) and,
accordingly, is not subject to income taxes.

Operation Smile's charitable purposes are:

» to perform health-care examinations and surgical procedures by credentialed medical
professionals on children and other individuals to repair various facial deformities, including
but not fimited to, cleft lip and cleft palate;

» to provide education and training to medical personnel with respect to providing surgical
care and treatment services to children and other individuals;

= o provide medical equipment to not-for-profit medical clinics and hospitals in geographical
areas unable to adequately meet the medical needs of individuals suffering from facial
deformities;

¢ to conduct research with respect to the causes of cleft lip and cleft palate, and to
disseminate the resuits of such research; and

« to raise awareness and inspire action and leadership with respect fo cleft lip and cleft
palate by educating the public through social media and by participating in internaticnal
health conferences.

The Qrganization raises funds from Canadians to support these programs, which are delivered
through a Contract for Service Agreement by Operation Smile, inc. ("OSI"), a related party,
headquartered in Virginia Beach, Virginia, USA.



OPERATION SMILE CANADA FOUNDATION

Notes to Financial Statements (continued)

Year ended June 30, 2021

2. Significant accounting policies:

These financial statements have been prepared by management in accordance with Canadian
accounting standards for not-for-profit organizations - Part Il of the Chartered Professional
Accountants of Canada Handbook applied within the framework of the accounting policies
summarized below:

{a) Revenue recognition:

(b)

(c)

(d)

The Organization follows the deferral method of accounting for coniributions which include
donations and operating grants. Operating grants are recorded as revenue in the year to
which they relate. Grants approved but not received at the end of an accounting year are
accrued. Unrestricted confributions are recognized as revenue when received or
receivable if the amount to be received can be reasonably estimated and collection is
reasonably assured. Externally restricted contributions are recognized as revenue in the
year in which the related expenses are recognized.

Cash and cash equivalents:

Cash and cash equivalents include cash in the bank and guaranteed investment certificates
with maturities of less than three months.

Foreign currency translation:

Monetary assets and liabilities denominated in foreign currencies are transiated into
Canadian dollars at the statement of financial position date. Revenue and expenditures
relating to foreign currency denominated transactions are translated into Canadian dollars
at the rates of exchange prevailing on the dates of the transactions.

Financial instruments;

Financial assets and liabilities are recognized when the Organization becomes a party to
the contraciual provisions of the instrument. Financial assets and liabilities are
derecognized when the rights and obligations to receive or repay cash flows from the
assets and liabilities have expired or have been transferred and the Organization has
transferred substantially all the risks and rewards of ownership.



OPERATION SMILE CANADA FOUNDATION

Notes to Financial Statements (continued)

Year ended June 30, 2021

2,

Significant accounting pelicies (continued):

The Organization initially recognizes all its financial assets and financial liabilities at fair
value and subsequently at amortized cost, except for due toffrom OSI, which is measured
at the exchange amount. Changes in fair value are recognized in the statement of
operations and changes in net assets. Financial assets measured at amoriized cost are
tested for impairment at the end of each reporting year when there are indicators the
assets may be impaired.

{e) Allocation of expenditures:

(f)

Operation Smile allocates salaries and benefits to its fundraising and administrative
activities based on esfimates of time spent. Web expenses are allocated to its fundraising
and program activities based on an estimate of the site content.

Use of estimates:

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenditures during the year. Actual results could differ from
those estimates.

Related party transactions and balances:

The Organization has a licensing agreement with O8I, which grants the Organization the legal
right to use the Operation Smile name, logo and other trademarks to raise awareness and
funds that support programs as stated in note 1.

(a) Program services:

The Organization remits an agreed upon amount to OS| based on contractor agreement(s).
During the year, the Organization funded $7,065,289 (2020 - $7,379,390) to OSI.

As of year end, $40,172 was receivable from OS!1 for reimbursement of expenses related to
the department of the VP of Global Medical Training & Education, which is included in other
revenue. In 2020, $42,897 was receivable from OSI for reimbursement of global travel
related expenses of Canadian medical volunteers.



OPERATION SMILE CANADA FOUNDATION

Notes to Financial Statements (continued)

Year ended June 30, 2021

3. Related party transactions and balances {continued):
{b) Operating grant:

OS] supporis the Organization with grant funding to assist with strategic initiatives that
leverage a larger portion of donations to be used for program investments. In the current
year, $700,000 (2020 - $499,983) funding was granted to the Organization.

4. Program services:

Details of the program services expenditures are as follows:

2021 2020
Funded to OSI (riote 3(a)) $ 7,065,289 $ 7.379,390
Other program expenses 471,447 602,903

$ 7,536,736 $ 7,982,293

5. Internally restricted net assets:

The Board of Directors has approved the transfer of an additional $2,000,000 to the program

fund:

2021 2020
Stabilization (a) $ 800,000 $ 800,000
Program {b) 4,092 844 2,092,844

$ 48923844 $ 2,892,844

{a) To cover its operations in the event of unanticipated changes.

(b) Supporting program commitments for surgical and comprehensive cleft care programs,
education/training, and research.



OPERATION SMILE CANADA FOUNDATION

Notes to Financial Statements (continued)

Year ended June 30, 2021

6. Commitments:

The minimum annual lease payments under operating leases for premises for the next five
years and thereafter are as follows:

2022 $ 190,108
2023 193,854
2024 192,888
2025 191,663
2026 190,021
Thereafter 700,875

$ 1,659,407

7. Supporting services expenditures:

Details of supporting services expenditures are as follows:

2021 2020
Fundraising Administrative Fundraising _Administrative
Bank charges % - $ 202409 § 1,200 $ 172,235
Donor relations/processing 235,188 - 221,118 -
Media 1,681,488 — 1,604,663 -
Occupancy - 189,021 - 191,115
Office expenses 11,850 176,504 11,806 142,771
Outbound donor engagement
programs 154,956 - 13,754 -
Postage 557,044 13,335 680,817 13,626
Printing and promotions 774,096 14,852 821,034 3,645
Professional services 15,832 97,201 20,427 103,416
Salaries and benefits 575,589 861,766 432,281 839,962
Staff training 8,706 11,397 10,338 5779
Travel 247 1,949 26,097 34,601
Web expense 139,292 - 141,488 -
Loss on foreign exchange - 53 - 258

$ 4,154,088 $ 1568487 § 3085023 $ 1,507,408

8. Comparative information:

Certain comparative information has been reclassified to conform with the financial statement
presentation adopted in the current year.



