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Councilor » Buchanan ¢ Mitchell

Certified Public Accountants & Business Advisors

Independent Auditors' Report on Basic Financial Statements and
Supplementary Schedules of Indirect Cost Rate Calculation and
Expenditures of Federal Awards

The Board of Trustees
The Salvation Army World Service Office
Alexandria, Virginia

We have audited the accompanying statements of financial position of The Salvation Army
World Service Office (SAWSO), a nonprofit organization, as of December 31, 2005 and 2004,
and the related statements of activities, functional expenses, and cash flows for the years then
ended. These financial statements are the responsibility of SAWSO's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of SAWSO as of December 31, 2005 and 2004, and the changes in its net
assets and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
May 30, 2006, on our consideration of SAWSO’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

7910 Woodmont Avenue « Suite 500 « Bethesda, MD 20814 « Phone: 301-986-0600 « Fax: 301-986-0432 « www.cbmcpa.com



The Board of Trustees
The Salvation Army World Service Office

Our audits were made for the purpose of forming an opinion on the basic financial statements of
SAWSO taken as a whole. The accompanying supplementary schedule of indirect cost rate
calculation is presented for purposes of additional analysis and is not a required part of the basic
financial statements of SAWSO. The accompanying supplementary schedule of expenditures of
federal awards is presented for purposes of additional analysis as required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is also not a required part of the basic financial statements of SAWSO. The
information in these schedules has been subjected to the auditing procedures applied in the audits
of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

G rnitin Bidaman ~IT|Hletl £C.

Bethesda, Maryland Certified Public Accountants
May 30, 2006



SIUBUIIDIS [D19UDULT 0f $2J0N uiubduiosop 235

SLYLSL'9  § O8TET6IE  § S8360VCC $ S6LEIS6 $ 00000S  $ S6CEl06 §  SISSY 19N Pue samiqery Teo,
6YL LTY9 IL6'1TT°6T $88°60¥ T 980 C18°9 000°00S 980°TI€9 $19SSY 19N €30,
9L8 VLS S88°60¥'TT §88°60% T - - - pa1nsay Auerodwsa],
€L8°TS8'S 980°718‘9 - 980°T18°9 000°00S 980°TI€9 pajomsatupn
S19SSVY 19N
9TL 6T¢ 60T 10L°T - 607 10L°C - 60T 10L°C sanIiqery [eo],
¥79°601 SL8'998 - $L8°998 - $L8°998 SNUDADY PaLIdyo(
SLY 0S €STTHS'T - ESTTHS T - ESTTHS T s19f014 01 an(g syunoury
LT9°691 $ I8I°T6T $ - $ 1816 § - $ 181°T6T $ sosuadxg panIooy pue s[qedeq sunoooy
sanIIqery
$19sSY JON pue sanifiqery
SLYVLSL9  § OBTEC6IE  § S8360PCC & S6CEIS6 § 000005 8 Cereioe 3 $19sSY [eJ0,
0LT 6ST LIS'616 - L18616 - L18°616 saoueApy 109fo1g
L06°S ST8'L - ST8°L - ST8°L sosuadxy predaig
TEO'EL 866808 - 866808 - 866808 SIIqRAIDIY 19730
608°67 L9587 L9S°8T - - - oWy
1s31u-)1[dS 19pun) pIoH S1essy
€1+°99 97 1L - 9TE1TL - 97E17L O[qBAIOSY SjueIn)
LLEBET9 9919087 000°00S°1¢C 991959 000°00S 991909 sjusUISaAU]
L99FTI $  IST'SLET $ 8ICI88 $ €98¢er § - § €98°cov $ Sjua[eAInby yse) pue yse)
S}Issy
201, [e10L Pa10LISay 2101, PAIRUSISA(] sunerddp
£00C $007 Aquerodway, preog
paloLnsaIuf)

(P00T ‘1€ 12qdI3( Jo SV s[e10 |, saneredwo)) ypm)
S00T ‘T€ JPquIdda(g
uonIsoJ [enuenlf jo Judwdjel§

JO NIAIIG PHOA, AULIY BONBA[ES YL



‘SIUIDIS [D12UDUL] 0] $210N SUluDduI0d0D 2ag

SLY'LSL'9 g 920189  § 6v¥9L09 § 00000  § 6YY9LSS  §
6¥L'LTH'9 9L8°FLS €L8°768°S 000006 €L8°TSES
9.8VLS 9L8VLS - - -
€L8'TS8'S - £18°758°S 000006 €L8°TSES
97L67¢ 0S1°901 9LS°€TT - 9.5°€TT
¥79°601 - v79°601 - v29°601
SLY'0S - SLY0S - SLY0S
LT9°691 $ 0S1°901 $ LLY'E9 $ - $ LLY'€9 $
SLY'LSL'9 S 970°189 $ 6Y79L09 § 000°006 § 6Vv9LSS  §
0LT°6ST - 0LT6ST - 0LT°6ST
LO6'S - L06°S - LO6°S
TE0'EL - Te0°cL - TE0°EL
60867 608°67 - - -
€199 - €1%99 - €199
LLE'S6T9 000°0S$ LLE'YY'S 00000 LLESYIS
LIYVTI $ LITT0T $ 0SY°€T $ - $ 0SY°€T $
[B10], PaIoLISay [810], paleusISa(q 3uneredp
007 Apuerodwa], pieog
pa1oLSaIuny
$00T ‘1€ 12quIdd(

UONISOJ [BIPURBUIY JO JUIUIIE)S

IJJO INAIAG PlIoAy AULIY UONBA[BS YL

S}9SSY JON PU® sanI[IqeI [e)o],
S19SSY JON [BI0],

pa1oLnsay Ajureroduis |
pajosarun
S19SSY 19N

sanIfIqer] eoL

SNUIAFY palIeje(

s199{01q 0} an(g syunoury

sasuadxy ponidoy pue ajqeded sjunosoy
senIqery

SJOSSY JON Pu® sapiiqery

$)3sSY €10

saoueApY 103f01g
sasuadxy predaig
S3[qRA1299Y Jayi()
JusweaIdy
1sasaur-n1dg 19pun) proy s19ssy
3[qBAI909Y] SIUBID)
SIUSWIISIAU]
siuafeAInby yse)) pue yse)

$1958Y



6vLLTY9 §$ TL6TZT6C $ 8860V CC § 9807189 $ 000700S $ 980CIcO 3
¥¥9°TTLY 6PL°LTY9 9L8pLS £L8°7S8°S 000°00S €L87TSES
($68¥627) wTUP6LTL 600°S€8°1T £1Z°656 - £17°656
TIsc06°CI LISTTIS'SI - LTSTTIZ]I - LTSTITSI
69S9LY 6V8'8LS - 6V878LS - 6V8°8LS
£Y6°9ZH°TI 8L9CET'8I - 8L9°CET81 - 8L9°CET8I
Y68 VL0 11 8S€° 26091 - 86€°L6091 - 8S€°L6091
90Y°L9 $90‘LY - $90°LY - S90°LY
TTI°081 $00‘csI - ¥00°¢81 - $00°€81
12S°PE1°1 1ST°906°1 - 1529061 - 1$2°906°1
L19°809C1 6vL'909°TY 600°6€8°1C OVL ILL61 - OVLILL61
- - (PLEELY'S) YLEELY'S - YLEELY'S
L19°809°C1 6VL‘909° T £8€°80€°LT 99€°86T° ¥ 1 - 99¢°86Z ¥ 1
660816 991°L96 - 99t°L96 - 99t°L96
1LT°TLT 919°sS - 919°¢S - 919°¢
EPILIL 060671 - 060°6Z1 - 060°6Z1
$89°8T71 09L78L - 09L°T8L - 09L°T8L
100°0€8°1 6€1IS6T - 6£1°CS6'1 - 6£1°2S6°1
L1§°09Z°01 PPIL89°SE £8€°80€°LT 19L°8LET1 - 19L°8LE°T1
S00°6v1'8 799°C01°87 £1£0TS81 6v£7685°6 - 6v£7685°6
£E0°PSS p6s‘L8S - Y65 L8S - $65°L8S
6LV LSS I 888°C66°6 0L0°88L°8 818°C0T°I - 818°C0T°I
1€0°61% 6£9°691 - 6£9°691 - 6£9°691
9761 @rn (Tvz'D - - -

£12°C2 - - - - -

60L P11 $  I6p‘sz8'6 $  TIg'68L's $  6L1°9€0°1 $ - $  6L1°9L0°1

[e10], [ejo], SJOSSY JoN 2], pareusisaqg duneradp
$002 $00Z parLnsay preog
Anretodura ], S19SSY JON POIdIISAIUNY

($00T ‘1€ 4oquiddeq papu 483X Y3 104 s[ejo, 2An3eaedwo)) YY)

S00T ‘I€ 12quiada( papuy 183K 2u) dog

. SANIAIDY JO JudWI)B)G

DUJO NNARS PlIOAY AWaY UONBAJES oY ],

SjuawBIvIS [p1UvULY 01 §910N Surduvdwiooson sag

Tea x JO puy ‘s1assy 1aN
Teax jo Jutuuiag ‘sjossy 10N
$)3sSY 33N u1 a3usy)

sasuadxq [w10
[e19USN) pue Juswageuey
S901AI9S weadoid [e10],

SPOIAIDG UOHIINNSU0IIY PUE JAIoy
ssudioug o101y
1uswdopaaa Aunwwo))
SIJIAISS YI[esH
S01AIS weidoig
sasuadxy

[el0]
SUOTIOLISIY WOLJ PIsea]oy 19SSy 1aN
anuaAay pue poddng [e1o],
SWIOdU JUSUHSIAU] 210,

SIUSTUNSIAU] JO ONJEA UO SUTRL) pazi[esiup)

SIIOUNSIAU] JO SI[BS UO SUIRD) PIzIeoy

$39,] JO 10N IS3ISU pUe SPUSPIAI(]
SWOdU] JUSUNSIAU]

SOOUAZ Y [RIUSWILIDAOL) WO SjuRIN
uoddng s1qnq [e10,

SOLIONLIS ],
Ay uoneAes woyj suonnguiuo))
suoneziuedi()
Sutstey-puny pajelapa, Aq pateso[[y
A[12311pU] PIAIROYY

Anodang peareday [eo],

90edg 901J()/S01AISS PINGIIIUO))
Juowdy
182191U1-1[dS JO anfe ur a8uey)
sisanbag pue saroedor|
suonnquIuoy)
A[12211(] PaAIISY
uoddng s1qng

anudAdy pue jioddng



6PL LTI 3 9L3VLS €L87CS8’S 3 0007008 g €L8CSES $
YO TTL'O 4aAN4 1 70S°0¥7°9 6L9°T6L €T8°LYY'S
(568'v67) vELT6 (679°L8¢) (6L9°C67) (056°v6)
T1S'€06°T1 - Z1S°€06°C1 - T1S7€06°C1
69S9LY - 69S°9LY - 69S79LY
€P6'oTH' 1 - £Y6°9THTI - £Y6°9THTI
P68 VLTI - P68 VLOTI - ¥68°vL0T1
90b'L9 - 90t°L9 - 90t°L9
TTI°0ST - TTI°0s1 - TT1°081
1ZS'PEI‘T - 1Z$vE1°1 - 1Z$vE1°1
L19°809°Z1 YELT6 €88°616°CI1 (6L9°767) 796808°C1
- - - (6L9°T67) 6L9°T6T
- (Pss'e1s) PSsiclIs - PSSEIS
L19°809'T1 882909 62£°700°C1 - 62£°700°C1
660815 - 6607816 - 6607816
1LTTLT - 1L22LT - 1LT°TLT
cPI‘LIT - cHI°LLI - PI‘LIL
$89°8T1 - $89°8CI - $89°8C1
100°0€8°1 - 10070€8°1 - 100°0€8°1
L1S709T°01 282909 67T159°6 - 6TT7S96
S00°6¥1°8 - S006¥1°8 - S006V1°S
€E0'PSS - £€0°vSS - £€0°vSS
6LY'LSST 887°909 161°166 - 161°166
1€0°61¥ - 1£0°61% - 10611
9751 97s°l - - -
€177t - €12°2T - €12°2T
60L P11 Y $ 79L°P09 LY6°60S $ - $ L¥6°60S $
Je30], $138SY 10N 101 poreusiso(q guneredp
$007 parInsay pieog
Apresodwa |, S13SSY JON PAOIMSaIUfy

$00T ‘1€ 19quaddQ pIpug 183X 24} 10y
SANIANOY Jo Juswd)e)g

YJO NAIIS PIIOAY AWIY UOYEBA[ES YL

SyuaWRIDIS [DIOUDULL] 01 $310N Sutdupduooon 2ag

Tesx Jo pug S1assy 19N
Tea g jo FutuurSoq ‘S19ssy 10N
$}9SSY 19N i 38uey))

sosuadxy (0],
[elsusn) pue Juswageury
$a01A10G werdold [eio].

SIOIAIAG UOTIONNSUOIY PUe JoI[oy
asudiojug o1
wowdorars Lrunuwoyy
SAOIAIOG YI[BOH
S901AIOS WeIdo1g
sasuadxy

[L2AN

SIaJsuel] oy
SUONOLISIY WOI] Pasea]ay 19SSy 19N

anudAdY pue poddng Jei0],

3WOOU] JUSUNSIAUY [210 ]

SIUDUIISIAU] JO AN[BA UO SUTED) Pazi[edsup)
SIUDUISIAU] JO S3[BS UO (S9SS07]) SUIRD) PazIeay

39, JO 19N “1S12)U] pUE SPUSPIAI(]
QWOOU] JUSUNSIAU]

S31USY [RIUSWIIAAOL) WO SIURIn
uoddng onqng [e1o .

SOLIOILLIO |
AWry UoneA[eS WOl suonngriuor)
suoneziuediQ
3uistey-pung parerapa, Aq paleoo|y
A[10211pU] POATSOSY

Ao paA1edsy [v10],

20edg 201J3()/S901A12S PaINGLIUOT)
WY

1s2199u1-11dg Jo anjep ur o8uey)
sisanbag pue saedor]
suonuqryuo))

A[310911(] PaAIadaYy

yoddng a1gng
ANUIAIY pue Jioddng



‘SiusUIDIS [D10UDUL] 0] §2]0N Buldupduiooon 22§

LTSTI88l §  6V8'8LS $ 8L9°€ET8l § 8SEL609T § S90Lb § 00781 § 1ST906T § sasuadxd Jejo,
T61TLY 01 - T61TLY 0l T61°TLY 01 - - - S3BI[LIY 01 SIUEID)
SEO'PL - SE0PL 9E‘6S €€ - 1S€p1 (uren) sso] a3ueyoxy
780°8S€ - 780°8S¢ LTTT¥E - - $S8°91 uoddng pue pooy
819959 S81°LI €€V 6€9 0LY‘981 870°¢ $90°11 0L8°8¢h SBUNLA PUE 20URIJUOD)
1vL18€ - 1rL18€ v0S‘€LE 961 ¥4 8IS‘L sarddng 1o0)
v8L'61 - v8L'61 SIzcl - - 6959 sarddng [earpapy
€ETLOT E - €ET'L6T'E €ET'L6TE - - - sarjddng uononnsuo))
S10°CLI vE6°s 180°€91 1LSLTT SIL L96°S 878°8¢ asuadxy 2030
686°LYT 8768 190°6£2 T09°0T1 8€T 0LT 1S6°L11 wowdinbg
$6%°0S SLO‘S 0Th'sy LTEOY L 9€TT $8LC 3uiddiyg pue 23e1s04
6vL‘88 91L01 ££0°8L LOV'LY 6€€°1 120°C 90T°LT suoydaja].
886691 TLL'S 917491 8L9°6¥ 09891 6£5°0¢ 6€1°L9 suonesI|qng pue Junulig
118481 86101 €19‘c8 LES6E 1€l - SY9‘cy Kouednoogy
T08°¢SS 096°¢1 Tr8°6€S 620192 885°C 987°C¢ 6£6°€HT uonenodsuel],
pue ‘S[eaJ ‘[aABI],
TO1°LS9 161°91C 116°0v¥ 122°18T €201 ILYEE 961611 §39] [eUOISS3JOI]
906°LTT T95v9 rhe‘e9l S8L'SY 819°¢ EV6v1 86686 saxe], [JoIked
pue sjiyousg adkojdwyg
$86961°1 ¢ 8TE'€Tl $§  LS9ELOT §  ¥S9bPE $ 61691 $ €89%6¥ $ 10v799 $ SJLIe[es
sasuadxy [elsuan) pue R0, UoNoNIISU02Y asudiajuyg awdojeaa(y SROTAIRG
[e10], Juswageur pue Ja119y OIDIN Arunuo) yiesy
$00¢ S3OIAIRS WeIFol]

S00T ‘1€ 1oquIddd( Papuyg 1edx oY) 1oy
sasuadxj [euonduny Jo JUAMAE)S

JJO IAIAS PIIOA\ AULIY UOI}BAJES O |,



Squaua101g 1010UPULY 01 §210N SUulkupduiosop 29¢

TIS'E06'TL §  69S°9LY $ EV6'9TV'TI §  ¥68HLOTL $§ 90V'L9 $  TTI'0SI $ ITSHEI'T § sasuadxq [e30
¥87°L99°8 - ¥8T°L99°8 ¥87°L99°8 - - - SAIRIIIJY 03 S)UBID)
(620°0¢) - (620°0€) 9L0°0C (662) - (908°6t) (uren) sso adueyoxyg
vy'sTy - vTy'sTy vTy'sTy - - - poddng pue poo .
LOSY0T 901°L 10¥°L61 0€€’S LITTT 12801 €€0°0LT S3UNSSN pUB 20USIBJUO))
SEP' - SEVl T el Y4 0Z0°T sorjddng 1oy10
€0€°LT - €0€°LT - €1 - 06Z°L1 sa1jddng [ea1pajy
811vL6 - 811%L6 811VL6 - - - saiddng uononnsuoy
voL‘OY SYL9 610°0¥ LYLET 24! 807°C 0T6°€T asuadxy 30130
608°L8 8€8°¢C 1L6°€8 0ZT'L - LOET vry L juswdmbyg
EVLY1 GS8e 888°01 TSL9 1 SLY1 05T 3uiddiys pue a8eisoq
880°1S €ELTT SSE‘6e 991°L1 TEL 65Y 866°0C auoydajag,
0LZ0¢ €781 Ly¥'8T 0£6°T €11 TLELT 7€0°6 suoneol[qnd pue unuug
TLE oY1 89¢v6 ¥00°SS 6L2°9T - - $TL'8T KouednooQ

TITSET 01LT 205°2€T LY1€9 yo1‘S T68°11 667°TS1 uoneunodsuel],
pue ‘sjeay ‘[9ABI]
YYLLLS L66°9V1 LYLOEL 06 86¥ 779°61 vE1 ‘9 L80°991 $99 [euOIssajoI]

090481 09196 006°LZ1 IvL'6e 0Z8v 1981 8LY0OL SoXe[, [[0lAed
pue syijouag sakopdwyg
80¥°996 $  peTIvl $ vLI‘GZ8 $ ISLLO€ $ ¥09°6T $ 8eEYy $ I8Y'Lyy $ soue[es

sasuadxy [eIsuan) pue [eloL UONONIISUOIY asudiajuyg usudojaasg RERI RS EIN
[e10L jusuwIageuRy pue Ja1oyg OIDIN Anunuo) yieeHq
$00T $901A19S weijolg

P00T ‘T€ 19qUIdd3( papuy 18dX Yy} 10§
sasuadxy [suonOUNY JO JUIWIYB)S

I NIAIAG PlI0AN AULIY HONBA[ES YL



The Salvation Army World Service Office

Statements of Cash Flows
For the Years Ended December 31, 2005 and 2004

2005 2004
Cash Flows from Operating Activities
Change in Net Assets $ 22,794,222 $ (294,895)
Adjustments to Reconcile Change in Net Assets to Net
Cash Provided by (Used in) Operating Activities
Change in Value of Split-Interest Agreement 1,242 (1,526)
Realized (Gains) Losses on Sales of Investments (129,090) (117,143)
Unrealized (Gains) Losses on Value
of Investments (55,616) (272,271)
(Increase) Decrease in Operating Assets
Grants Receivable (654,913) 26,443
Other Receivables (735,966) 109,313
Prepaid Expenses (1,918) (2,600)
Project Advances (660,547) 169,272
Increase (Decrease) in Operating Liabilities
Accounts Payable and Accrued Expenses 122,554 (64,579)
Amounts Due to Projects 1,491,678 19,424
Deferred Revenue 757,251 (2,069)
Net Cash Provided by (Used in)
Operating Activities 22,928,897 (430,631)
Cash Flows from Investing Activities
Proceeds from Sales of Investments 6,848,575 6,347,308
Purchases of Investments (28,526,958) (6,220,564)
Net Cash Provided by (Used in) Investing Activities (21,678,383) 126,744
Net Increase (Decrease) in Cash and Cash Equivalents 1,250,514 (303,887)
Cash and Cash Equivalents, Beginning of Year 124,667 428,554
Cash and Cash Equivalents, End of Year $ 1,375,181 $ 124,667

See accompanying Notes to Financial Statements.

-7-



The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

PURPOSE AND ORGANIZATION

The Salvation Army World Service Office (SAWSO) provides technical assistance and
project funding to the International Salvation Army in diverse areas of community
development around the world. SAWSO’s multi-disciplinary team of development
professionals works with Salvation Army personnel to promote community-based
programming in primary health care, HIV/AIDS, micro-enterprise credit, literacy, and
relief.

SAWSO was incorporated in the District of Columbia (the “District”), USA, pursuant to
the District’s Nonprofit Corporation Act and began operations on October 1, 1977.
SAWSO is a charitable corporation exempt from federal income taxes under Section 501(a)
of the Internal Revenue Code as an organization described in Section 501(c)(3) and is not
classified as a private foundation under Section 509(a).

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

Financial statements are reported in accordance with accounting principles generally
accepted in the United States of America.

Management Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying
notes. Actual results could differ from these estimates.

Cash and Cash Equivalents

Cash and cash equivalents include standard bank accounts and repurchase agreements
backed, but not collateralized, by federal securities with maturities of three months or less.
At December 31, 2005 and 2004, repurchase agreements amounted to $1,270,000 and
$4,000, respectively.



The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Assets Held Under Split-Interest Agreement

A donor has established and funded a trust, held by a third-party trustee, under which
specified distributions are to be made to designated beneficiaries over the Trust’s term.
Upon termination of the Trust, SAWSO receives a partial amount of the assets remaining in
the Trust. The Trust has been recorded as a receivable and an increase to temporarily
restricted net assets at the fair value of SAWSO’s share of the Trust’s assets. The estimated
future distributions expected to be received are discounted to present value at a rate of
4.2%.

Other Receivables

Other receivables are reported at their outstanding balances, reduced by an allowance for
doubtful accounts.

Management periodically evaluates the adequacy of the allowance for doubtful accounts by
considering SAWSO’s past receivables loss experience, known and inherent risks in the
receivables population, adverse situations that may affect an organization’s ability to pay,
and current economic conditions.

The allowance for doubtful accounts is increased by charges to bad debts expense and
decreased by charge offs of the receivables balances. Receivables are considered past due
based on management’s determination. Receivables are charged off based on
management’s case-by-case determination that they are uncollectible.

As of December 31, 2005 and 2004, management determined that an allowance for
doubtful accounts was not necessary.

Project Advances and Amounts Due to Projects

To expedite the development of SAWSO projects, funds are provided to less developed
countries in advance of incurred expenses. The related expenses are recorded as incurred by
projects, at which time the projects’ advance accounts are reduced. Expenses incurred in
excess of the advances provided are recognized as amounts due to projects until paid.



The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Foreign Currency Translation

Certain expenses were reported by foreign affiliates of The Salvation Army in local
currencies and translated into U.S. dollars at the average exchange rate during the period in
which the expenses were incurred. Amounts advanced to projects were adjusted for foreign
currency fluctuations occurring between the time the funds were disbursed by SAWSO and
the time funds were spent by foreign affiliates.

Deferred Revenue

Pursuant to the terms of certain grants, revenues from grants from applicable government
agencies are deferred when funds are advanced to SAWSO. Revenue for these grants is
recognized in amounts equal to direct costs incurred and related recoverable indirect costs.

Net Asset Classifications

All contributions are considered to be available for unrestricted use unless specifically
restricted by the donor. Amounts received that are restricted by the donor for a specific
purpose or time are reported as temporarily restricted or permanently restricted
contributions that increase the respective net asset class. However, if a restriction is
fulfilled in the same time period in which the contribution is received, the contribution is
reported as unrestricted.

As donor restrictions expire, restricted net assets are reclassified to unrestricted net assets
and reported in the statements of activities as net assets released from restrictions.

At and for the years ended December 31, 2005 and 2004, SAWSO did not maintain or
receive assets required to be reported as permanently restricted net assets.

Income Recognition on Tsunami Relief Contracts

Funding for the Tsunami relief effort is generated in two forms: (1) contributions from the
public, and (2) fixed-price contracts with various Salvation Army territories around the

world.

The contributions received from the public are recorded as temporarily restricted
contributions when received, and the entire amount received is spent directly on the
Tsunami relief effort. SAWSO incurs all of the overhead.
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The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Income Recognition on Tsunami Relief Contracts (Continued)

Revenues on fixed-price Tsunami relief contracts are recorded using the percentage-of-
completion method, measured by the percentage of cost incurred to date to estimated total
costs for each contract. Revenues related to these contracts of approximately $2,330,000
and $-0- for the years ended December 31, 2005 and 2004, respectively, are included on the
statements of activities under the caption “Contributions from Salvation Army Territories.”
Costs of these contracts of approximately $2,330,000 and $-0- for the years ended
December 31, 2005 and 2004, respectively, are included on the statements of activities
under the caption “Relief and Reconstruction Services.”

Estimated losses on fixed-price contracts are recorded as they become known, and, in the
opinion of management, adequate provisions for such losses have been recorded. Any
losses on fixed-price contracts will be covered by SAWSO’s unrestricted net assets.
Changes in job performances, job conditions, and estimated profitability may result in
revisions to costs and revenues in the near term.

Contributed Services and Office Space

Contributed services and rent are recorded as revenue and expense in the period rendered
based upon their current market values. Donated services consisted of professional fees
with a market value of approximately $84,000 and $81,000 during 2005 and 2004,
respectively, and donated rent with a market value of approximately $85,000 and $75,000
during 2005 and 2004, respectively, which were used in management and general expenses.

Contributed services/office space/land also includes contributed land and labor provided by
El Salvadorans as part of the United States Agency for International Development’s El
Salvador Housing Program. The contributed land and labor are valued at approximately
$-0- and $263,000 during 2005 and 2004, respectively.

Indirect Expenses

Pursuant to the terms of certain grants from applicable government agencies, indirect
expenses have been allocated from management and general to grant expense based on an
indirect cost rate.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Contingency

SAWSO receives a portion of its revenue from government grants. The ultimate
determination of amounts received under these programs generally is based upon allowable
costs that are subject to audit under government audit requirements. Management is of the

The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

opinion that no material amount will be disallowed by granting agencies.

CONCENTRATION OF CASH BALANCES

SAWSO maintains its cash in accounts with financial institutions that are insured by the
Federal Deposit Insurance Corporation up to $100,000 each. At December 31, 2005 and
2004, deposits exceeded the insured limit by approximately $34,000 and $26,000,

respectively.

INVESTMENTS

Investments are stated at market value and consisted of the following at December 31:

2005 2004
Investments

Money Funds $ 549,779 $ 236,866
U.S. Government Securities 1,034,726 983,165
Corporate Bonds and Notes 12,421,162 457,619
Mutual Funds - Fixed Income 379,553 364,941
Equities 13,676,246 4,155,786

$__28,061.466 $_ 6,198.377

The total cost basis of investments at December 31, 2005 and 2004 is $26,621,588 and

$5,372,632, respectively.
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The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

RELATED PARTY TRANSACTIONS

Members of SAWSO’s Board of Trustees are also officers in The Salvation Army in the
United States of America.

SAWSO commingles its investments in an investment account with The Salvation
Army - National Headquarters. Realized and unrealized gains and losses, interest and
dividends, and investment fees are allocated monthly to SAWSO based on the initial
investment made by SAWSO and adjusted for additions to and withdrawals from the
account. The allocation of investments in Note 4 is based on the initial investment
percentage of the commingled account made by SAWSO.

The four territorial headquarters of The Salvation Army in the United States of America
made contributions to SAWSO during 2005 and 2004 of approximately $28,106,000 and
$8,149,000, respectively. These funds were used in part in the year received to provide
project funding to the international programs of The Salvation Army and are included in
SAWSO’s program services expenses under the caption “Grants to Affiliates,” and
amounted to approximately $10,472,000 and $8,149,000 during 2005 and 2004,
respectively. The affiliates are various Salvation Army territories around the world.
Unexpended funds are included in unrestricted and temporarily restricted net assets at
year-end. SAWSO has been granted the variance power to redirect contributions received
from the four Salvation Army Territories in the United States of America that are restricted

for international projects.

Employees of SAWSO may participate in a money purchase defined contribution pension
plan with Salvation Army corporations. SAWSO recognized pension expense of
approximately $27,800 and $29,800 during 2005 and 2004, respectively. Such employer
contributions are based upon compensation and are paid by SAWSO to The Salvation
Army-USA Eastern territory.

The USA National Headquarters of The Salvation Army (NHQ) provided SAWSO with
managerial and accounting services for which SAWSO was billed approximately $4,000 in
both 2005 and 2004. SAWSO leased office space from NHQ during 2005 and 2004 for
approximately $19,000 each year. At December 31, 2005 and 2004, SAWSO owed NHQ
approximately $3,800 and $6,300, respectively, for the above services plus certain other
routine services provided in the normal course of operations. SAWSO expects to continue
to use NHQ services and office space for an indefinite period of time.
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The Salvation Army World Service Office

Notes to Financial Statements
December 31, 2005 and 2004

TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets, other than those related to assets held under split-interest
agreements, were available for the following purposes at December 31:

2005 2004
Relief and Reconstruction Activities
Tsunami Relief $ 21,743,676 $ -
Western Hemisphere 171,694 201,289
Mexico 343,778 343,778
Pakistan Earthquake 122,170 -
Total $_ 22381318 $ 545,067

All of the contributions received that were restricted to the Tsunami relief effort are
maintained as temporarily restricted net assets until they are directly expensed for the
Tsunami relief.
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Schedule 1
The Salvation Army World Service Office

Schedule of Indirect Cost Rate Calculation
For the Year Ended December 31, 2005

Management and General Supporting Services per Financial Statements $ 578,849
Less Contributed Services/Office Space (169.639)
Allocable Management and General Supporting Services “A” $ 409,210
Total Program Services Expenses per Financial Statements § 18,233,678
Less Grants to Affiliates (10,472,192)
Less Construction Supplies - Tsunami Projects (3,297.233)
Net Program Services Expenses “B”) $_ 4464253
Indirect Cost Rate (“A” Divided by “B”) 9.17%

See accompanying Note to Supplementary Schedules.
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The Salvation Army World Service Office

Schedule of Expenditures of Federal Awards

For the Year Ended December 31, 2005

Federal Grantor/Pass-Through Grantor/
Program Title

Major Programs Awards

U.S. Agency for International Development
Pass-Through from World Vision
Zambia - RAPIDS

U.S. Agency for International Development
Tanzania/Uganda PEPFAR

Total Major Programs Awards Expenditures
Other Federal Awards

U.S. Agency for International Development
Child Survival - South Africa

U.S. Agency for International Development
Pass - Through from Pact Headquarters
HIV/AIDS — Malawi

U.S. Agency for International Development
Haiti - OVC

U.S. Agency for International Development
Child Survival — Zambia

U.S. Agency for International Development
Malawi DAP

U.S. Agency for International Development
Pass-Through from World Vision Angola
Polio Awareness

U.S. Agency for International Development
Malawi [FRP

U.S. Agency for International Development
Haiti/Nigeria ABY

Total Expenditures of Federal Awards

Agreement Number

690-A-00-04-00251-03

GPO-A-00-05-00018-00

HFP-A-100-000-1206

GPH-A-00-01-00007-00

GPO-A-00-04-00023-00

GHS-A-00-05-00033-00

AS-00-04-00066-00

HRN-A-00-98-00053-19

FFP-G-00-05-00090-00

GPO-A-00-05-00008-00

See accompanying Note to Supplementary Schedules.
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Schedule 2

Total
Federal Expenditures
$ 342,622

379.015

721,637

743,451

78,119

49,982

23,385

201,221

42,519

54,585

37.240

“$__1.952.139



The Salvation Army World Service Office

Note to Supplementary Schedules
For the Year Ended December 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Federal Awards

The Salvation Army World Service Office (SAWSO) is required to comply with the
provisions of U.S. Office of Management and Budget (OMB) Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations (the “Circular™). In accordance
with the Circular, SAWSO is required to prepare a schedule of expenditures of federal
awards either directly or indirectly through other organizations. All expenditures of
federal awards identified by SAWSO have been included in the accompanying schedules,
and the related awards were received from the federal grantor or pass-through grantor as
indicated.

Basis of Accounting

The accompanying supplementary schedules were prepared using the accrual basis of
accounting. Expenses are recognized as incurred using the cost principles contained in
OMB Circular A-122, Cost Principles for Nonprofit Organizations. Under those cost
principles, certain types of expenses are not allowable or limited as to reimbursement.
Moreover, expenses include a portion of costs associated with general activities (indirect
costs) that are allocated to federal awards under negotiated formulas referred to as
indirect cost rates. Revenue is recognized in amounts equal to direct costs incurred and
related recoverable indirect costs.
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Councilor » Buchanan » Mitchell

Certified Public Accountants & Business Advisors

Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in
Accordance With Government Auditing Standards

The Board of Trustees
The Salvation Army World Service Office
Alexandria, Virginia

We have audited the financial statements of The Salvation Army World Service Office as of and
for the year ended December 31, 2005, and have issued our report thereon dated
May 30, 2006. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered The Salvation Army World Service Office’s
internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide an opinion on
the internal control over financial reporting. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might be
material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether The Salvation Army World Service
Office’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.
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The Board of Trustees
The Salvation Army World Service Office

This report is intended solely for the information and use of the board of trustees, management,
others within the organization, and the federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

C rniitin Bk wmar ~IV2lel] £C.

Bethesda, Maryland Certified Public Accountants
May 30, 2006
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" Councilor » Buchanan * Mitchell

Centified Public Accountants & Business Advisors

Report on Compliance With Requirements Applicable to Each Major
Program and on Internal Control Over Compliance in Accordance
With OMB Circular A-133

The Board of Trustees
The Salvation Army World Service Office
Alexandria, Virginia

Compliance

We have audited the compliance of The Salvation Army World Service Office with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs
for the year ended December 31, 2005. The Salvation Army World Service Office’s major federal
programs are identified in the summary of auditors’ results section of the accompanying schedule
of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of The
Salvation Army World Service Office’s management. Our responsibility is to express an opinion
on The Salvation Army World Service Office’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about The Salvation Army
World Service Office’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of The
Salvation Army World Service Office’s compliance with those requirements.

In our opinion, The Salvation Army World Service Office complied, in all material respects, with
the requirements referred to above that are applicable to each of its major federal programs for
the year ended December 31, 2005.
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The Board of Trustees
The Salvation Army World Service Office

Internal Control Over Compliance

The management of The Salvation Army World Service Office is responsible for establishing
and maintaining effective internal control over compliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. In planning and performing our
audit, we considered The Salvation Army World Service Office’s internal control over
compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion
on compliance and to test and report on the internal control over compliance in accordance with
OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants caused by error or fraud that would be
material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended solely for the information and use of the board of trustees, management,

others within the organization, and the federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

G ronaitinn Leidaman IV Hket FC.

Bethesda, Maryland Certified Public Accountants
May 30, 2006 '
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The Salvation Army World Service Office

Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2005

Summary of Auditors’ Results

1.  The auditors’ report expresses an unqualified opinion on the basic financial statements of
The Salvation Army World Service Office.

2. The audit disclosed no instances of noncompliance material to the financial statements of
The Salvation Army World Service Office.

3. The auditors’ report on compliance for the major federal award programs for The Salvation
Army World Service Office expresses an unqualified opinion on all major federal
programs.

4.  There were no audit findings relative to the major federal award programs for The
Salvation Army World Service Office that are required to be reported in accordance with
OMB Circular A-133, Section 510(a).

5.  Identification of major programs:

Federal Grantor/Pass-Through Total Federal
Grantor/Program Title Agreement Number Expenditures

U.S. Agency for International Development
Pass-Through from World Vision

Zambia - RAPIDS 690-A-00-04-00251-03 § 342,622
U.S. Agency for International Development
Tanzania/Uganda PEPFAR GPO-A-00-05-00018-00 379,015

6.  The threshold for distinguishing type A and type B programs was $300,000.

7.  The Salvation Army World Service Office was determined to be a low-risk auditee.
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