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IIA Headquarters Grows as Profession Expands
Since the passing of legislation designed to better protect stakeholder interests in the corporate
arena, such as the 2002 U.S. Sarbanes-Oxley Act, the profession of internal auditing has grown
exponentially. And with it, so has The Institute of Internal Auditors (IIA). The increased
awareness of the global business community for the need for strong corporate governance has
created a wealth of opportunities for internal audit practitioners to expand their roles, realize the
full potential of their positions, and step into the spotlight.
As the global voice, chief advocate, principal educator, and premier certifying organization for
the profession, The IIA has responded to the growing needs of the profession and its members by
offering new and enhanced service offerings and member benefits to help practitioners rise to the
challenges now facing them. This expanse has required IIA Headquarters to substantially
increase its number of staff. In 2005, the number of staff at headquarters increased by nearly 13
percent.
In addition to addressing the needs of members, The IIA has focused on ensuring IIA
headquarters is an excellent place to work. Results of an employee survey revealed scores that
significantly exceeded national averages. Additionally, for the second consecutive year, The IIA
was chosen by The Orlando Sentinel as one of Central Florida’s Top 100 Companies for
Working Families.

2005 Year-end Global Highlights
The IIA’s annual report puts into perspective another successful year for the internal audit
profession globally. While the financial-related information in this report specifically reflects the
monetary status of IIA global headquarters, the year-end highlights depict the state of the
profession around the world.
The IIA and The IIA Research Foundation's financial statements are presented in a consolidated
format in accordance with The AICPA's Accounting Statement of Position 94-3.

Strategic Objectives
Through its strategic objectives, The IIA opened up new paths of opportunity that will impact
and serve to advance the internal audit profession in years to come. The IIA Executive
Committee, led by 2004-05 Chairman Betty McPhilimy, CIA, and 2005-06 Chairman Thomas
Warga, CIA, oversaw the initial implementation phase of the three 2005-2007 strategic
objectives that comprise advocacy, globalization, and service.
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2005-2007 STRATEGIC OBJECTIVES

1. ADVOCACY. To be the recognized voice for the internal audit profession.
•
•
•

Define the messages that constitute The IIA's global voice.
Develop a global advocacy strategy.
Implement and monitor the global advocacy strategy.

2. GLOBALIZATION. To develop and sustain the internal audit profession globally
through appropriate infrastructure, coordination, support, and communication.
•
•
•

Develop and implement an affiliate collaboration and support strategy.
Develop and implement a global capacity plan to assist developing
countries/affiliates in growing the practice of internal auditing.
Modify the organizational infrastructures beyond the board (e.g., committees) as
appropriate.

3. SERVICE. To provide exceptional service to IIA members.
•
•
•
•

Establish The IIA as the primary knowledge resource on best practices and issues
impacting the internal audit profession.
Meet the evolving professional development needs of internal audit practitioners.
Serve as the internal audit practitioner’s preferred source for technology.
Ensure the value of IIA membership is perceived by all.

These strategic objectives served as a catalyst for all IIA activities and programs completed or
initiated throughout the year.

Advocacy for the Profession
Advocacy is composed of actions to represent, support, and speak on behalf of the profession to
influence public opinion, and societal attitudes about internal auditing and related matters. In
2005, The Institute implemented a formal global advocacy strategy, resulting in activities to
advance the knowledge and interests of IIA members and the profession around the world.
The Institute actively participated in ethics and standards advisory groups of the International
Federation of Accountants (IFAC), submitted comments to the U.S. Securities and Exchange
Commission regarding Sarbanes-Oxley implementation, secured a seat on the Standards
Advisory Group of the Public Company Accounting Oversight Board (PCAOB), and spoke at
the United Nations Global Forum on Reinventing Government. In addition, The IIA signed a
Memorandum of Understanding with the Association of Chartered Certified Accountants
(ACCA) that encourages compliance with the International Standards for the Professional
Practice of Internal Auditing.
Globally, IIA affiliates encouraged recognition and acceptance of the internal audit profession.
Affiliates in Australia, France, Philippines, South Africa, Sweden, Thailand, and the United
Kingdom — to name a few — took proactive and strategic steps to regularly influence
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lawmaking bodies, regulators, securities commissions, professional associations, and nongovernmental organizations.
As part of its ongoing advocacy efforts, The IIA continued to conduct surveys, develop position
papers, and write commentaries that it shared with audit practitioners and a range of other
stakeholders concerned and impacted by issues and topics relating to internal auditing. The IIA
issued formal responses to regulators like the Basel Committee on Banking Supervision, The
Securities and Exchange Commission, The Ontario Securities Commission, and the PCAOB in
relation to various position papers, some of which included: Enhancing Corporate Governance
for Banking Organizations, Implementation of U.S. Sarbanes-Oxley Act Internal Control
Provisions, and Proposed Rule on Auditing Standard No. 4: Reporting on Whether a Previously
Reported Material Weakness Continues to Exist.

Membership
In 2005, IIA membership grew from 99,433 to 114,775 – an increase of 15.4 percent. New IIA
affiliates were formed in Chile, Cote d’Ivoire and Guatemala, bringing the total to 94 affiliates
and 154 North American chapters. This increase and expansion was due to heightened public
awareness of the profession and the implementation of the multi-tiered recruitment initiatives
developed under The IIA’s Global Membership Development Strategy.
The IIA special membership sections — designed to advance and strengthen the profession of
internal auditing and help meet audit specialty or industry-specific needs on a global basis —
experienced healthy growth. In 2005, membership in the CAE Services Program (CAE), Control
Self-Assessment Center (CSA), Gaming Audit Group, and Financial Services Auditor Group
(FSA) grew to a total of 6,186 members. Twenty-seven issues of the popular CAE Bulletin were
distributed to CAE Services Program members during the year.
During 2005, The IIA’s Customer Service Center supported the membership by processing
168,843 transactions and responding to approximately 40,957 telephone calls. Additionally,
19,762 members updated their member profiles via the Web, attesting to the success of the
Customer Service Center’s and The IIA’s Information Systems’ continued efforts to provide
members convenient methods of communicating with The Institute.
To proactively address the needs of its rapidly expanding membership base and take full
advantage of the advancing technology available in the marketplace, in May 2005 The IIA
officially migrated from its established Association Management System to a more robust and
sophisticated system called netFORUM. This state-of-the-art relational database, which is being
implemented in tiered phases, will allow The Institute to better serve its members through the use
of powerful Client Relationship Management modules. Once fully implemented, the system will
track IIA members' activities, allowing staff to make customized recommendations and
provide increased membership value. The highly sophisticated platform on which the system
operates will also increase processing speed and allow The IIA to serve members in a more
timely fashion.
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IIA Web Site
In 2005, The IIA’s Web site maintained its status as a comprehensive source of internal auditrelated information. Visits to the site totaled nearly 5.3 million (a 50 percent increase over 2004)
with 37.4 million page views (a 60 percent increase over 2004). The most-visited sections were
ITAudit, IIA chapters/affiliates, certification, training, membership, and guidance.
IIA chapters and affiliates that utilize the Web template and site hosting offered by The IIA
enjoyed 602,693 visits, a 73 percent increase from last year. The number of chapter and affiliate
sites hosted by The IIA grew to 146 (an 11 percent increase from 2004 and 102 percent increase
from 2003). The new sites represent the following chapters and affiliates: North Alabama,
Atlantic City, Western New York, Chicago West, Heartland Iowa, Rochester (NY), Orange
County (CA), Denver, Florida East Coast, Triad (NC), Costa Rica, Zimbabwe, Paraguay,
Barbados, and Caracas (Venezuela).
In 2005, The IIA began the planning process of a Web site redesign to better meet the needs of
members and other stakeholders. The redesign is slated for completion by December of 2006.

Research Reports and Educational Products
Through The IIA Research Foundation (The Foundation), The Institute keeps abreast of issues
facing the profession, advances internal audit education, and responds to the needs of
practitioners with new research reports and educational products. In 2005 The Foundation
launched the Common Body of Knowledge (CBOK), a global survey of the profession funded by
The William G. Bishop III, CIA Memorial Fund. For a complete overview of The Foundation’s
2005 accomplishments, please see The IIARF’s 2005 annual report.

Training
The IIA presented seminars to 13,675 attendees at 608 courses, representing an 18 percent
increase in attendance and a 22 percent increase in courses offered from 2004. This includes
publicly held seminars, corporate and chapter on-site seminars, Vision University, government
on-site programs, co-sponsored Deloitte Information Technology seminars, and Organizational
Effectiveness Training (OET).
New courses introduced in 2005 included Corporate Governance: Strategies for Internal Audit,
Financial Auditing for Internal Auditors, Audit Project Management, Sarbanes-Oxley:
Performing the IT Assessment, and Tools and Techniques for the Audit Manager. In addition,
two new workshops were introduced, Sarbanes-Oxley Process Improvement and Enterprise Risk
Management Process Improvement.
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IIA conferences saw strong attendance in 2005. The General Audit Management (GAM)
Conference, held at Disney’s Grand Floridian Resort in Lake Buena Vista, Fla., sold out for the
second consecutive year. A total of eight headquarters-sponsored conferences garnered 2,168
attendees for the year. Additionally, in July The IIA-Chicago Chapter hosted a sold out crowd of
1,860 attendees at The Institute’s 64th Annual International Conference, in Chicago, Ill. The IIA
also added a new conference to the schedule, The IIA All-Star Conference, which features the
highest rated speakers and sessions from the prior year.
The IIA produced 11 Webcasts in 2005 and experienced growth in both participation and
viewers. The average number of registrants per Webcast for the year was approximately 875.
The free Webcast offered in May, which was produced in cooperation with the National
Association of Corporate Directors (NACD), garnered record interest, drawing more than 3,800
registrants. During the Webcast, which was titled Fine Tuning Compliance, the panel discussed
the results of the recent SEC roundtable that explored the intended - and unintended consequences of Section 404, the recent actions of the SEC, and subsequent PCAOB guidelines
to Section 404 implementation.
AuditLearning, an a-la-carte training platform, experienced increases in the volume of
transactions amounting to 85 percent. However, the rising popularity of value-priced items, such
as Webcast and Internal Auditor quizzes, resulted in total revenue growth for the platform of 23
percent. The Institute’s subscription-based online professional education center,
IIAOnlinecpe.org, posted a 20 percent increase in sales. Overall growth in the Web-based
training area remained consistently positive in 2005 and is expected to continue in the future
with the introduction of new offerings and enhanced administration tools in 2006.

Certification
The Certified Internal Auditor® (CIA®) exam, which was established more than 30 years ago,
has experienced significant increases in interest and participation during the past several years. In
1974, 654 candidates took a total of 2,299 exam parts. In 2004, 30,634 candidates took a total of
63,144 parts. During 2005, more than 38,000 candidates took a total of 79,354 CIA exam parts,
representing a 25 percent increase in exam parts over the prior year. The IIA has issued more
than 57,000 CIA designations since the program’s inception. The exam is currently offered in 16
languages, at 276 sites, in 85 countries.
To keep pace with the continuing global growth of the CIA program, the Board of Regents
(BOR) studied the advantages of using computers to administer the exams in place of the
traditional paper/pencil testing format. Some of the Computer Based Testing (CBT) advantages
include increased security, candidate flexibility, additional testing windows, and faster results.
Additionally, the availability of CBT testing facilities worldwide has increased while the cost of
using these facilities has decreased, and many IIA Affiliates are finding it more difficult to
secure exam sites that provide a good testing environment at a reasonable cost, as well as being
large enough to accommodate the growing number of candidates. Based on these factors, the
BOR decided to actively pursue a strategy of using third-party CBT facilities around the world to
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administer the CIA and specialty exams, with a scheduled rollout in 2008. The BOR selected
Pearson-Vue as the CBT provider and is in final contract negotiations with the vendor.
The IIA’s three specialty certification exams – Certification in Control Self Assessment
(CCSA®), Certified Government Auditing Professional® (CGAP®) and Certified Financial
Services Auditor® (CFSA®) – are now offered globally along with the CIA exam. In 2005, the
CCSA exam was taken by 567 candidates, bringing the total number of CCSAs to 1,930; a total
of 129 candidates sat for the CGAP exam, bringing the number of CGAPs to 918; and 93
individuals took the CFSA exam, bringing the total number of CFSAs to 3,370.

Quality
For an organization to be in conformance with Standard 1312 of the International Standards for
the Professional Practice of Internal Auditing, it must undergo an external Quality Assessment
(QA) conducted by an independent assessor, at least once every five years. External QAs assess
conformance to the Standards, the efficiency and effectiveness of the internal audit activity, and
identify opportunities for performance improvement and/or expansion of value-added services.
To ensure organizations are aware of the requirement and are best positioned to adhere to the
entire 1300 series of The Standards, in 2005 The IIA’s Quality department executed the initial
phase of a communication plan to accomplish these objectives. The Quality pages of The IIA’s
Web site were expanded to include tools for completing self assessments and preparing for an
external QA, a sample request for proposal, a list of service providers for QAs, and various
models for use in creating core departmental documents such as audit committee charters and
management control policies.
Traditionally, The IIA has provided external QA services, delivered by teams of IIA volunteer
members. In 2005, The IIA completed 59 external QAs, surpassing its goal for the year by more
than 10 percent. After evaluating the strategic direction of the department, IIA management
determined that to more effectively serve IIA members and the profession at large, The Institute
will intensify its efforts in regards to providing education and support to assist organizations in
establishing a Quality program, while continuing to deliver external QA service to the capacity
that resources permit.

Information Network
The IIA’s Information Network, which comprises Global Auditing Information Network (GAIN)
benchmarking and Flash Survey services, experienced positive growth during 2005. GAIN, a
comprehensive benchmarking service that has been offered by The IIA for the last twelve years,
allows organizations to compare their audit department size, experience, and other metrics
against similar organizations in their industry. In 2005, GAIN issued 611 benchmarking reports,
representing a six percent increase over the prior year.
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The Flash Surveys program is used to obtain feedback from the greater internal audit community
on timely, process-oriented topics. The surveys are issued at clients’ requests. Clients create the
survey content. The Information Network then distributes the surveys via the Web, collects the
responses, and sends the compiled data to the client. In 2005, a total of 41 surveys were
conducted. Those completed included such titles as SOX and Financial Statement Audits,
Enhancing Corporate Governance, and Membership Satisfaction Survey 2005.

Communications & PR
Increasing media exposure and visibility on internal audit issues, publicizing the value internal
audit processes bring to stakeholders, and identifying the profession as an ideal career choice are
all initiatives that advocate for the profession and tie into The IIA’s strategic objective of
Advocacy.
In 2005, IIA President Dave Richards participated in two Advocacy & Media Tours — New
York and Washington, D.C., where he met with numerous writers and reporters and various
organizations with synergistic goals. From these tours, The IIA garnered media exposure,
invitations for periodic article submissions, and partnerships at various levels. Plans are
underway for yearly tours both inside and outside North America.
Media coverage included 55 media outlets, with multiple placements in numerous publications.
The IIA also published five issues of its corporate governance newsletter, Tone at the
Top, which is designed to promote the profession and the value of internal auditing to top
management, boards of directors, and audit committees. The newsletter is available in print free
of charge and archived online.
•
•
•
•
•

November 2005 - Putting COSO's Theory into Practice
September 2005 - Meeting New Audit Committee Challenges
June 2005 - A Call for Character and Integrity
April 2005 -Those at the Top Applaud Value
(Special Edition, online only)
March 2005 - Common Misconceptions

of

Internal

Auditing

In 2005 The Institute established a new initiative, the Chairman’s Video. Its purpose is to push
key messages throughout The IIA network and to publicize the chairman’s theme and plans for
the year. Featuring 2005-2006 Chairman Thomas Warga, CIA, the video was shown at the 2005
Midyear Meeting and subsequently distributed on DVD to all IIA chapters and affiliates. The 12
key messages included in this year’s Chairman’s Video were adapted from a project of the
Professional Issues Committee.
The International Marketing Affiliates Program (IMAP) is designed to encourage IIA affiliates to
be advocates for the profession by elevating the profile of internal auditing. Each year a global
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award is presented at The IIA’s International Conference. The 2005 IMAP Award was presented
to IIA-Spain for its success in promoting the profession.
Various IIA affiliates celebrated May as International Internal Audit Awareness Month. The
purpose of the commemoration is to provide a unified structure for intensive promotional activity
throughout the world. Throughout the year, The Institute provided additional resources and
counsel for promoting the profession.

Global Guidance Development and Issuance
The IIA continually seeks to understand the guidance needs of its members, internal audit
practitioners, who are challenged daily with implementing the International Standards for the
Professional Practice of Internal Auditing and meeting various regulatory and oversight
requirements. The IIA’s development of guidance is based upon the needs of its members in an
approach called guidance planning, whereby The Institute validates key topics with constituents
from around the globe on an annual basis.
The current areas of focus are governance, enterprise-wide risk management, ethics, fraud
(prevention, detection, and investigation), internal controls, technology, and sustainable
development. Analyses, some of which have been completed and some of which are underway,
are performed to determine the gap between what is needed by practitioners versus what
currently exists within the global IIA structure. These gaps are then assigned to The IIA’s
international committees to develop the products and/or services needed. This process has
allowed The IIA to better leverage existing guidance available through affiliates. For example,
The IIA adopted on a global basis an IIA UK and Ireland paper on Internal Auditing’s Role in
ERM. This type of leveraging, in addition to the ongoing guidance planning process, positions
The IIA to better serve the guidance needs of its members.
In addition to submitting responses to exposure drafts issued by regulatory bodies on topics of
interest to the internal audit profession through its advocacy efforts, during 2005 The IIA
developed several position papers of its own on key areas of focus. The paper titled Practical
Considerations Regarding Internal Auditing Expressing an Opinion on Internal Control
discussed what criteria surround a chief audit executive in issuing an opinion – whether for an
audit or the organization as a whole – on internal controls. In the paper Resourcing Alternatives
for the Internal Audit Function, the advantages and disadvantages of outsourcing internal audit
work were discussed, as well as how to manage outsourced internal audit assistance. IIA
Bulgaria issued a position paper on Internal Auditing in Bulgaria, which has been used as an
advocacy tool in that country. Additionally, the European Confederation of Institutes of Internal
Auditing issued the Internal Auditing in Europe.
Other guidance was issued in the form of The IIA’s Global Technology Audit Guide (GTAG)
series. The premise of the GTAG series is to assist internal auditors, executive management, and
boards of directors in addressing issues surrounding information technology management and
security. Each guide is written in common business language and addresses areas of primary
concern to IIA members. Guides issued during 2005 include: Information Technology Controls;
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Change and Patch Management: Critical for Organizational Success; and Continuous Auditing:
Implications for Assurance, Monitoring and Risk Assessment.
Finally, nine Practice Advisories were issued on the topics of information technology, audit
evidence, consulting engagements in government, and establishing measures to improve internal
audit activity performance.

Progress through Sharing
The financial position of The Institute at the end of 2005 was very healthy (all in US dollars).
Total assets increased $4.7 million to $24.9 million from the previous year in
2004, while total liabilities increased by $1.0 million to $8.8 million. Unrestricted net assets
increased $3.7 million to $16.2 million, reflecting a contribution of $3.3 million plus a net gain
on investments of $395,900.
The IIA sincerely thanks its affiliates, leaders, members, customers, and other constituents and
expresses appreciation to all who have supported the work of the association in the spirit of The
IIA’s motto, “Progress through Sharing.”
The IIA Board of Directors 2005–2006
2005–2006 North American Board
2005–2006 Regional and District Representatives
International Committees
The IIA Board of Directors 2004–2005
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THE INSTITUTE OF INTERNAL AUDITORS, INC.
NOTES TO CONSOLIDATING FINANCIAL STATEMENTS
NOTE A – NATURE OF ACTIVITIES
The Institute of Internal Auditors, Inc. (“the Institute”) was formed in 1941 and is a not-for-profit corporation
organized to cultivate, promote and disseminate knowledge and information concerning internal auditing and related
subjects. The Institute’s primary program activities include conducting seminars and conferences to educate and
train internal auditors; publishing and selling periodicals and materials which inform internal auditors and members
of the Institute of current professional issues, standards and practices; offering examinations and certifications to
internal auditors; and evaluating the performance of internal audit departments.
Institute of Internal Auditors - Research Foundation, Inc. (“the Foundation”) is a not-for-profit corporation formed to
promote research and education in internal auditing. The Institute’s Board of Directors appoints the Foundation’s
Board of Trustees. Additionally, the Foundation is a supporting organization of the Institute. Accordingly, in
conformity with Statement of Position 94-3, issued by the American Institute of Certified Public Accountants, the
Institute’s consolidating financial statements include the accounts of the Foundation. All significant interorganization
transactions and balances have been eliminated.

NOTE B – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Restricted and unrestricted revenue and support
Contributions received are recorded as unrestricted, temporarily restricted or permanently restricted support,
depending on the existence and/or nature of any donor restrictions. 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 consolidating statements of activities as “net assets released
from restrictions.”
Revenue recognition and operating activities
The Institute recognizes revenue and incurs expenses in its operation of the following activities:
Seminars and conferences
Seminar and conference fees are recognized as income in the period in which the event is completed. Expenses
include the direct costs of conducting seminars and conferences.
Membership
Membership dues are recognized as income ratably throughout the year. Membership application fees are
nonrefundable and are recognized as income when received. Expenses include the direct costs of delivering
member benefits, as well as costs associated with the global integration program.
Certification
Certification fees are recognized as income in the period in which the exams are given. Exam registration fees
are nonrefundable and are recognized as income when received. Expenses include the direct costs of
conducting exams.
Publishing and publication sales
Subscriptions and print advertising revenue are recognized as income in the period in which the related
publications are issued. Website advertising revenue is recognized as income ratably over the length of the
advertising contract. Educational product sales are recognized as income when the related inventory is
shipped. Expenses include the direct costs of producing and delivering publications, as well as website
maintenance. Advertising costs are expensed as incurred.
Global Auditing Information Network (“GAIN”) subscription fees are recognized as income when the product
is shipped. Expenses include fulfillment of GAIN subscriptions.
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THE INSTITUTE OF INTERNAL AUDITORS, INC.
NOTES TO CONSOLIDATING FINANCIAL STATEMENTS
NOTE B – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Revenue recognition and operating activities (continued)
During 2005 and 2004, the Foundation reimbursed the Institute for certain personnel-related costs and certain
shared costs. Such reimbursements are reflected as expenses of the Foundation based on the nature of the
specific expenses. Additionally, the Institute absorbs certain overhead costs of the Foundation for which
reimbursement is not required.
Revenue received in advance of the recognition period is included in “deferred revenue” in the accompanying
consolidating statements of financial position.
Cash and cash equivalents
The Institute and the Foundation consider all investment instruments purchased with original maturities of three
months or less to be cash equivalents.
Restricted investments
Restricted investments consist of endowment funds given to the Foundation, the investment income from which is to
be used for scholarships for internal auditing students.
Investments
Investments are carried at fair market value as determined by quoted market prices.
Allowance for doubtful accounts
Accounts receivable are stated net of an allowance for doubtful accounts. The Institute and the Foundation estimate
the allowance for doubtful accounts based on an analysis of specific accounts, taking into consideration the age of
the past due account and an assessment of the client’s ability to pay. Accounts are considered past due when
payments are not made in accordance with specified terms. Accounts are written off when management determines
the amounts are uncollectible.
Inventories
Inventories consist of publications and are carried at the lower of cost or market value using the first-in, first-out
(FIFO) cost flow method.
Property and equipment
Property and equipment are stated at cost. The Institute and the Foundation use the straight-line method of
depreciating property and equipment over estimated useful lives.
Deferred project costs
Costs related to seminars, website development and design, and educational product development or revision are
deferred until the related projects are completed. Seminar costs are amortized over three or four years using the
straight-line method, website costs over three years using the straight-line method, and educational product
development or revision costs over three years at 60% the first year, 30% the second year, and 10% the third year.
Restrictions on net assets
Temporarily restricted net assets consist of amounts restricted for various research projects. Permanently restricted
net assets consist of endowment funds, the investment income from which is to be used for scholarships for internal
auditing students.
Income taxes
The Institute is exempt from federal income tax under Internal Revenue Code Section 501(a) as an organization
described in Section 501(c)(6) and from state income tax pursuant to state law. The Institute engages in certain
activities which are “unrelated business activities” as defined by the Internal Revenue Code, and which are subject
to taxation. Income taxes on unrelated business income are recognized as expenses as incurred. The Foundation is
exempt from federal income tax under Internal Revenue Code Section 501(a) as an organization described in
Section 501(c)(3) and from state income tax pursuant to state law. The Foundation has not incurred unrelated
business income taxes.
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THE INSTITUTE OF INTERNAL AUDITORS, INC.
NOTES TO CONSOLIDATING FINANCIAL STATEMENTS
NOTE B – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Use of estimates
Management uses estimates and assumptions in preparing consolidating financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities,
and reported revenues and expenses. Significant estimates used in preparing these consolidating financial
statements include those used in determining the useful lives of property and equipment and assessing the
collectibility of accounts receivable. Actual results could differ from the estimates.
Reclassifications
Certain amounts included in the 2004 consolidated financial statements were reclassified to conform with
classifications adopted during 2005. The reclassifications had no material effect on the accompanying consolidating
financial statements.

NOTE C – CONCENTRATION OF CREDIT RISK
The Institute and the Foundation maintain their cash and cash equivalents in deposit accounts and money market
funds which may not be federally insured, may exceed federally insured limits, or may be insured by an entity other
than an agency of the federal government. The Institute and the Foundation have not experienced any losses in such
accounts and believe they are not exposed to any significant credit risk related to cash and cash equivalents.

NOTE D – INVESTMENTS
As of December 31, 2004, investments consisted of the following:
Consolidated
Total
U.S. government obligations
Corporate bonds
Equity securities

$ 2,247,302
2,213,929
6,528,589

Subtotal

10,989,820
(135,000)

Less: restricted investments
Net investments

$10,854,820

During 2005, the Institute and the Foundation liquidated their investment portfolios and invested the proceeds in
mutual funds. The Institute considers all dividends and interest from investments as operating revenues for purposes
of the consolidating statements of activities. Gains and losses related to investments are considered to be
nonoperating activities for purposes of the consolidating statements of activities.
Net gain on investments consisted of the following:

The
Institute
Unrestricted
Temporarily restricted
Total

The
Foundation

December 31,
2005
2004
Consolidated Consolidated
Total
Total

$ 395,874
—

$

51,007
2,415

$

446,881
2,415

$

146,360
256

$ 395,874

$

53,422

$

449,296

$

146,616
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THE INSTITUTE OF INTERNAL AUDITORS, INC.
NOTES TO CONSOLIDATING FINANCIAL STATEMENTS
NOTE E – PROPERTY AND EQUIPMENT
Property and equipment consisted of the following:

The
Institute

The
Foundation

December 31,
2005
2004
Consolidated Consolidated
Total
Total

$

$

Category
Land
Buildings and building improvements
Furniture and equipment
Total property and equipment
Less: Accumulated depreciation
Net property and equipment

$ 114,103
3,726,517
2,363,181

—
—
28,497

114,103 $
114,103
3,726,517
3,726,517
2,391,678
1,335,806

6,203,801

28,497

6,232,298

5,176,426

(1,325,670)

(5,224)

(1,330,894)

(979,548)

$ 4,878,131

$

23,273

$ 4,901,404 $ 4,196,878

Depreciation expense for the Institute amounted to approximately $362,000 and $247,000 for 2005 and 2004,
respectively. Depreciation expense for the Foundation amounted to approximately $5,000 and $0 for 2005 and
2004, respectively.

NOTE F – OPERATING LEASES
The Institute leases office equipment under operating leases expiring through December 2008. Approximate future
lease payments are as follows:
Year Ending
December 31,
2006
2007
2008

$ 100,000
62,000
18,000

Total

$ 180,000

Total rent expense related to the above leases and additional amounts for short-term rentals and related charges
amounted to approximately $626,000 and $473,000 for 2005 and 2004, respectively.

NOTE G – RETIREMENT PLANS
The Institute maintains a Section 401(k) retirement plan. All employees who meet the eligibility requirements
described in the plan document are eligible to participate in the plan. The Institute contributes a certain percent of
the total salary of eligible employees to the plan.
The Institute previously maintained a money purchase pension plan. The Institute contributed a discretionary
amount of the total salary of eligible employees to the money purchase pension plan. Effective December 15, 2005,
the assets of the money purchase pension plan were merged into the Section 401(k) retirement plan described above.
During 2005 and 2004, the Institute contributed approximately $642,000 and $579,000, respectively, to its
retirement plans.
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THE INSTITUTE OF INTERNAL AUDITORS, INC.
NOTES TO CONSOLIDATING FINANCIAL STATEMENTS
NOTE G – RETIREMENT PLANS (Continued)
The Institute maintains a Section 457 deferred compensation plan for the benefit of certain employees. Under the
provisions of the plan, employees could elect to have a portion of their salary contributed to the plan. The Institute
held approximately $1,163,000 and $1,183,000 in the plan as of December 31, 2005 and 2004, respectively, which
is reflected in the accompanying consolidating statements of financial position under “employee savings plan” and
“deferred employee compensation.” Contributions to the plan were terminated effective December 31, 2001.

NOTE H – COMMITMENTS
The Foundation has entered into contracts and agreements with various parties for research projects. Unpaid
commitments related to these contracts and agreements totaled approximately $506,000 as of December 31, 2005.

NOTE I – EXPENSE ALLOCATIONS
Total expenses for the Institute include approximately $16,824,000 and $13,835,000 of program expenses,
$6,981,000 and $5,402,000 of supporting expenses, and $5,000 and $5,000 of fund-raising expenses for 2005 and
2004, respectively.
During 2005 and 2004, the Foundation incurred approximately $20,000 of fund-raising expenses. Such amounts are
included in “general and administrative” expense in the accompanying consolidating financial statements.

NOTE J – RELATED PARTY TRANSACTIONS
As of December 31, 2005, the Foundation was a party to certain contracts for research and educational projects with
various third parties which include certain members of the Foundation’s Board. Following is a summary of such
projects:

Project Name
“Taking it to the Next Level: Sarbanes-Oxley and
COSO ERM”
“Behavioral Dimensions of Internal Auditing”
“Internal Assurance and Consulting Services Textbook”
“Sustainable Development”
“Proactively Detecting Occupational Fraud Self-Study
Course”
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Award

Payments –
2005

Payments –
2004

$ 49,000
$ 29,500
$ 108,000
$ 6,000

$ 15,000
$ 2,972
$ 1,821
$ 3,000

$
$
$
$

—
—
—
—

$

$

$

1,000

1,000

—

