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SglE The objective of this audit was to assess the financial condition of the Alaska Aviation
Heritage Museum (lrduseum). To accomplish this, we relied on the financial data provided to us by
the Museum staff and did not perform further audit tests to validate the data. The audit was
requested by the Adminishation.

Overall Evaluation.

Due to the condition of the Museum's frnancial records and the inability of the Museum personnel
to provide us with some information, our analysis was limited. However, we were able to assemble
enough information to conclude that the Museum is not financially sound. It appears that the
Museum has been able to continue operations only by deferring its debt obligations and by receiving
public conftibutions. The near-term financial health of the Museum now appears to be critical due
to accumulated debt and decreased revenue, particularly gate receipts. In addition, the Museum's
payroll increased from 1993 to 1996, even while debt obligations continued to grow. Payroll now
consumes over 60%o of the Museum's annual expenditures.

f indinss and Conclusions.

1. The Museum's 1995 Income Statement depicted a favorable financial position in that rovenues
exceeded expenditures (see Schedule 1). However, the primary bank account balance decreased
during 1995 indicating that cash outflows exceeded cash inflows. We were not able to obtain
a Statement of Cash Flows during our audit to perform a detailed analysis.

2. It appears that the Museum has been able to continue operation over the last three years by not
paying their debt. The required payments for the Museum's leases and notes payable dwing
1996 amount to $408,118.56 plus interest and penalties. The Museum Director advised us that
some of these payments were not required or had been forgiven. However, we confirmed the
amounts and found them to be valid liabilities (see Schedule 2). In addition, accounts payable
as of May 14, 1996 totaled $23,556.28 of which $12,692.19 was over 120 days old and
54,626.03 was over one year old.
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5 .

Even though the Museum has had a successful record of fund raising through public
contributions, the majority of the funds have been restricted to specific uses. For example, in
1 995 the Museum received $337,788.56 from public contributions. Of this amount, $ 190,000.00
was the value assessed to a donation of a hanger (Metro Building) which required a payment
of $59,500.00 in June 1996. Another $84,500.00 was restricted to the purchase of historical
aircraft. Thus, of the contributions received, only $63,288.56 remained for operating expenses.

Revenue received from gate receipts has averaged around 17.5% of total revenue dwing the last
three years. However, Grayline Tours has discontinued the Museum in their city tour impacting
the amount of visitors to the Museum. According to Museum records, both gate and gift shop
receips for May 1996 are down by 55% from May 1995.

Payroll for the Museum has steadily increased dwing the last three years from $145,332.00
(36.3%oftotal expenditures) in 1993 to$216,689.35 in 1995 (60.3% of total expenditures). To
deal with this increase, the Museum laid off their marketing position in 1996 leaving the
Museum with two fuIl-time salaried employees and 5 to 15 part-time employees. However,
records indicate that the Executive Director received an annualized pay increase of 18.4% in
1995 and a 2Yo pay increase in 1996. In 1996 the two full-time employees will receive,
assuming current wages, a total of $100,737.96 in salaries ($70,737.96 for the Executive
Director and $30,000.00 for the second full-time position).

6. The Museum's 1995 Balance Sheet listed fixed assets as:

Buildings
Equipment
Aircraft
Leasehold Improvements
Artifacts & Archives

Total Fixed Assets

8333,95992
25,321.72

5t7,709.96
258,243.94
35.807.94

$ 1,171,043.48

However, depreciation of the assets was not included. Also, Museum personnel could not
provide documentation to substantiate the valuation of the assets.

7. Thefinancial statements prepared by the Museum for 1995 were not on a consistent accounting
basis. While we were told that the statements were on a cash basis of accounting, the format
indicated the accrual basis. Additionally, the statements understated liabilities by $60,100 and
overstated cash by $1,387.53. Accordingly, the financial statements were, to some extent,
misleading in presenting the financial condition of the Museum.

a
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Management Comments. While a formal management response was not requested to this audit,
we did offer the Museum's Executive Director an opportunity to comment on the report. His
conrments are presented at Attachment 1.

Discussion with Responsible Officials. The results of the audit were discussed with appropriate
officials dwing June 1996.

Audit Staff:
Alice Jensen

- 5 -



1 995 REVENUE ($011,984)
Gift Shop

s62.924 10.3%

1 995 EXPENDTTURES ($3S9,531 )

Gate Receipts
$103,708 16.90/o

Other
$10,467 1.7%

Contributions
$337,789 55.2o/o

Payroll
$216,689 60.3%

Grants
$97,098 15.9%

Operational
$58,242 16.20/o

lnsurance
$14,461 4.0%

lnterest
$16,481 4.60/o

Advertis i n g/Promotion
$15,435 4.30/o

Gift Shop Purchases
$38,224 10.60/o

SOURCE: 1995 Museum
lncome Statement

SCHEDULE:I
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ALASKA
AVIATION HERITAGE

MUSEUM

June 17, 1996

To Whom It Mav Concern:

Initial Response to Draft Audit Report

This response reflects our general impression 9f the audit conducted by the
Director of Internal Audit, Feter Raiskums and staJf member, Alice Jensen.
This response is being provided on short notice havin$ bee_n qrovided to us by
Mr. Raiskums with ai6sponse period for AAFIM of two and a half working days.
Given more time we will ilrovidti a more detailed response involvin$ real
numbers rather ttran peicentages and distorted perceptions that were
contained in the audit.

Item 1 - This paragraph implies that museum stalf falsified data on our
financial staterirent"to indca]te a revenue surplus. Our financial statements
over the tast eigtrteen months were preparedby Martin.Wogd, financial officer
for Anchorage freighborhood Housing and prior to ttrat by Doug HanleX, 9Pi
from the acdounuig lirm pohland and Hansen. Mr. Raiskums has conlusecl
cash with donated assets or at least did not bother to differentiate between the
two. He was aqlur. of it though, because he makes reference to it in paragraph
3.

As for a cash flow statement, I'll let Mr. Martin Wood address that issue.

I would also like to state at this point that the museum and its meager staff is

being accused of not being alle !o provide accountin$ documents- At no time
wasThe executive director-asked to locate any documents andfvlqy Crego, our

boolkeeper states that in addition to a cash flow statement, which we do not
pioa""., Ure onfy item that we were unable to locate, were the 1992 bank'statements. 

The auditors had a written release from me to access alY ban5 -
records via Brent Lllmer, the NBA bank officer who handles our banking afilairs.
Alt6;gh etice had numerous conversations with him, at no time did she
reques[ any missing statements from the bank archives.

Item 2. The museum has never attempted to conceal the fact that we are and

tt""e alwala been undercapitaliaed, and subsequently have been in tough
financial straits since daY one.

Regarding "the museum's leases and ngteg PfJnable-: wP hgve two leases, one
*trictr *e"p.v tJne State of anstra on behdlfbr uoa for the cltr leasehold and '

the other a lease which we have with the Heritage Land Bank for the use of
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their leasehold. Our payrnents on tlte state lease are culTent and have been for
,o*. time. a crrJct fiiiitd toi Leasing Dept. at 266-2420 can conlirm this.

The lease payments with HLD were waived in 1991-1994 according to
provisions in oui lease and because of actions taken by the Herita$e Land ̂
^g",1L 

Advisory noarO. I've attached letters vrritten to Mayol Mystrom and Gus

Gustafson, ru,e DirJctor, that discuss this issue in detail. In short, the lease
puy*""t" are in 

"o"i."Uon 
and under discussion with HLB ald other MOA

i.i,utU"."i". d; bank payments and debt are in order and while sums are

owed. we are not in defauit 6n any moneys owed'. In fact, $9,7OO'+ of the
g28,bb6.28 onour accounts payinle ar6 due the Executive Director for
uncbUected salarv. This is ari iiternal sacrifice made by me to assist the
co"Oitio" of thetruseums cash flow. While we a.r_e long overdue on the
p"yrd;t or somi-aeut, we have in most cases made eurangements wittr our
creditors ana we ... aite*pting to sell a major asset to satisfy alldebt tg uoy
accounr we may have. We are way overd-ue lrn the AHPI note and hope that
this item wil d, converted to a grant in the future'

Item 3. Again, semantics have been twisted here !9 c?9l9e air museum in a

i""*iUdi Ururt, i" fact, it is in. The statement, "in 1995 ttre museum
ieceivedS ssz ,i6e.so Laouarsr in public contrib_utions,' Mr. Raiskums goes on ̂
to clarify ttrat ureiJ.rras act"*tn,ilit 963,288.56 in uSable castl the balance of
the figde being hard assets or iestricted use cash donations'

Item 4. Raiskums continues to say that olly 'L7 .5o/o of lotaf glg revenue was

Affi*t,aToilts irasteflce. He coriveniently-leaves out the revenue from ttre

ftii"tt"n, Ur. pio"iiA" from ttre sale of surplus assets, fundraising events, or

cash contribuuons g"d by tlre private_sec-tor wtrich are intended for use in the

day to day operatiofr of the mus6u*. Without doin$-the research, at this time

I wogld estimate that ttre rnuserun provides at leasiSo% or more of its
sustenance or op.*uo"al e4pense ihrouglr ttrese fundraising activities'

Item 5. Discussion of the role and amounts of salaries anq wElges for museum

stalf and the executive director tti"e also been skewed to distort ttre financial
picture of tlre -"*"*. I will 

"oi, 
at this time, -d€ ottl qll tht numbers for the

benefit of this document. I Tvill however make these statements:

compare the staffng structure, activities, and nurrrber of staff at the air
musetun $/ith ilr*;ii the city-ffided Fine Arts Museum downtown' What

;;;;;"dg; orn. *o"ey utltgto5ect receives from the city goes to salaries'
wages ana ueneifffiiAt*? {ttii. 

"t 
no health lryTIn 

plans here at trte
air muse"*. Aftf6;gh ft op.*t" u ryajolvitllqt prbgram,.archivaf research'
extribit.or"t o"ub","ru"toriial 

"ir"ort 
doa arura"i acquisitiol attd restoration

Jo"g,itt 
"ll 

urJ"tiendant administrative duties not to mention promotion'

advertising 
""Oi"ttool 

programs, we have but hro full time employees'

sue cogswell, flY assistalt, currenfly makes$3o,ooo.-per year' she is a five

V."t i"ipfoy.. who started as a voluiteet and worked her way up from a
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g1g,OOO. a year unage. Her job is multi-faceted and she is currently working on
a deferred wage Program.

Currently, the executive director is ov,rned nearly $35,000. in back wages with
no benedts or interest attached. My salary in contractual and heartily
enaorsed by the naHM Board of Dii'ectors. tvty t995 salary 

"clq-attY 
included

rt 
=iA6uo"uf 

p"v"t."k from 1994. The audit document also fails to reveal that
the museum dn56yed.a2}o/oincrease in $at9 an{ Sift thop revenue. The
executive directofs salar5r, up or down, is airectly tie-d to gate and gift shop,
revenue. Not included in thti wage calculations a.re doaations, grants, asset-suiiJ"i 

"oV 
other revenue sumsl If I have $7a,737 .96 in salary coming in

iggO, Uoy,i'd sure like to see it, as at this point I'm two paychecks dovnr for
"96.

Item 6. I'm attaching a market value wittr "depreciation'amounts for our
current major aJseis] Asset values are determined by boqafi$ggtpraisals,
current market activity and in the case of the buildin$g , the 19?? Means
Sqt:rr;rre Foot Cosi lTth Aruru;lrrl Ediit:rlrL a construction industry bible on
building values.

Item 7. In ttrat this paragraph the audit accuses ttre museum of not
incorporating consistent 

-accounting 
lnanciat statements, I will let Martin

woo.i, o* trdt tnt ii financial o{Iiceidiscuss this issue. He can be reached at
ttre anctrorage Neighborhood Housing Authority, 243 - 1 558.

And finally, the audit fails to note absglqtgly anything nopi_tiy.ryearAing qt .
aviation *.t".tr* r operauon, l.e. the $75o,-ooo. in tease hold improvements to
t1.e city's ptop.tfy, Uie fggS 4O'OOO visitor count, or the fact that we've
receiv6d S* tbl ffi"6ip"l and three (3) major,sgte of Alaq{a grattt" over tlre
last nine years ft"ti"g *.11 over one miflioh dolars ($1'Q0O,9OO') and that
ttrese grants -*. 

"""E 
ssr"uy executed and accounted for down to the pePny'

W; ha?e, in fact, received vrilten compliments from grant admin:istrators for
our thorou$h documentation and efficiency'

I don't understand the motive behind this audit report, but it sure makes me
wonder.

Sincerely,-Tt-tnt
Ted M. Spencer
Executive Director
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