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With your help

and through the paironage of more than

2,000 Museum members

and our many generous local sponsors.
the Berkshire Museum has had a banner year of

serving our community.

THANK YOU

for your ongoing support!
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With $47M in hand, trustees must decide on applying
it to ensure growth, cover budget gaps

By LARRY PARNASS
The Berkshire Eagle

PITTSFIELD — As newly filed docu-
ments make clear, the month of
April will go down as a turning point
for the Berkshire Museum, when it
muscled up financially after taking
in $47 million from art sales.
Consider what became of the
nonprofit’s $2 million line of credit,
on which it owed $1,852,426 as of
June 30, 2017, costing it tens of thou-
sand of dollars in interest costs.
“The Organiza-

A CLOSER LOOK: The tion paid off its line
museum’s finances, of credit balance ...

by the numbers. A5 in April,” the muse-

um’s auditors wrote
in small print in a new report.

Just like that.

During months of litigation and
an investigation by Attorney Gen-
eral Maura Healey, museum lead-
ers and lawyers pointed often to
budget deficits and a shrinking do-
nor base.

The institution is now positioning
itself to cover what it calculates as a
more than $1 million yearly deficit
without any outside help, thanks to
art sales.

Reacting to what they termed
a financial crisis, trustees pulled
40 works from their collection last
July, intending to bring them to
market. This May, the museum sold
13 of the most valuable deacces-
sioned works in auctions and pri-
vate transactions, with additional
sales ahead.

Today, museum trustees who spe-
cialize in financial matters have a
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An architectural rendering shows an expanded lobby and entrance into the

Berkshire Museum.

far different kind of problem: how
and where to invest art sale pro-
ceeds, to ensure growth and the
ability to use endowment earnings
to cover budget gaps.

It’s anew era for the board.

Critics of the art sales, mean-
time, continue to question wheth-
er the museum’s finances were
really so dire, despite the fact that
Healey’s office in the end backed

the sales.

Documents recently filed with
authorities offer the most up-to-date
look into the museum’s finances, up
until days before art sales were an-
nounced July 12, 2017. The reports
do not account for the latest pro-
ceeds, but the museum says it has
updated financial models to include
its new cash.
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A banner outside the Berkshire Museum in Pittsfield thanks supporters for their visits and boasts of new, upcoming programs. Today,
museum trustees who specialize in financial matters have a far different kind of problem: how and where to invest art sale proceeds.

How to invest art sale money?
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Like earlier filings, these
documents — an IRS Form
990 and the museum’s audited
financial statements — bol-
ster the museum’s case that
it faced a crisis. They were
provided by the museum to
The Eagle upon request.

They also show how ex-
penses mounted through the
year as trustees continued
work on a master plan that
called for a shift in how the
museum uses its collection
to shape exhibitions. That
interactive and multimedia
venture is called the “New Vi-
sion.”

A new budget line for
“work in progress” added
$339,582 to costs in 2017; the
auditors’ notes define that
as money spent on “concep-
tual and schematic design
costs incurred towards the
proposed renovation of the
facility.”

The audited statements
for the year ending June 30,
2017, prepared by Adelson &
Co. PC of Pittsfield and Great
Barrington, show where the
museum stood at that point
in time, when trustees al-
ready had set a plan to sell art
but had not announced it.

While not yet approved in a
board vote, attorney Mark S.
Gold notified Healey’s office
in June 2017 that the museum
planned to sell works.

Stephen Bayne, a trustee
who serves as board trea-
surer, said that when the
2017 fiscal year closed, total
contributed income (from
grants, fundraising, member-
ships and other sources) and
total earned income (from
things like admissions, muse-
um shop sales, programs and
traveling exhibitions) came
up well short of expenses.

Those revenues amounted
to $1,482,412, while total ex-
penses came to $2,808,622.
That is a shortfall of
$1,326,210.

“If you add those two to-
gether, that’s the funds we
have. ... and the $1.3 million,
which is the problem we
have,” Bayne said. “You can
start shaving the $1.3 million
down a little bit, but that’s the
problem that we have.”

Not any longer, given art
sale proceeds.

The new documents of-
fer a look back and final ac-
counting of the situation that
sparked a continuing nation-
al debate over the laws and
ethics that apply to museum
collection management.

Healey’s office and leaders
of the Massachusetts Cultur-
al Council continue to meet
on the issue, hoping to draw
up a statement on what con-
stitutes proper care of collec-
tions.

Anita Walker, the council’s
executive director, opposed
the Berkshire Museum’s
plan, based on her group’s
financial analysis. She ques-
tioned, for example, why the
museum had not calculated
higher revenue from its new
exhibition strategy.

And others, including
Williams College econom-
ics professor Stephen Shep-
pard, who reviewed years of
financial documents for the
museum, said it could fix its
problems with far less money
raised through art sales. Peo-
ple suggested that the muse-
um’s expenses were inflated
by a charge of $515,065 for de-
preciation. That accounting
practice involves marking an
expense to cover loss of value
in assets due to wear and tear.

DEPRECIATION DEBATE

Bayne, in a joint telephone
interview with fellow Finance
Committee member Michael
Christopher, conceded that
the depreciation amount dif-
fers from other expenses like
salaries, marketing or payroll
taxes.

Without it, the deficit for
2017, before the museum
shifted $1,272,558 from its en-
dowment, would have been
$811,145.

“You can get into philo-
sophical debates about depre-
ciation,” Bayne said. “Funda-
mentally, you can’t not spend
anything on your building
and facilities and capital ex-
penses over time, so you have
to be reinvesting some of that
$500,000 — or what that de-
preciation represents — back
into the business.”

“So, your challenge is defi-
nitely bigger than $800,000 a
year, though maybe it’s not as
high as the $1.3 million a year.
You can say it falls between
those numbers,” he said.

The draw from the endow-
ment was not sustainable,
Bayne said, echoing museum
statements over the past year.

The museum shifted $659,298
from its endowment in 2017
to cover operating costs, and
even more the previous year
— $797,259, according to its
financial statements.

Bayne said trustees spent
time with staff examining
whether it could find new
sources of income or reduce
expenses. “There’s not the
level of opportunity in those
two lines that can make us
sustainable,” he said. That
conclusion led trustees to
pursue art sales, over initial
objections on the board, in-
cluding a vow from Elizabeth
McGraw, the panel’s presi-
dent, that she would quit
rather than orchestrate a de-
accession.

McGraw said in an earlier
interview that, in time, she
changed her mind.

On the revenue side, a few
factors contributed to creat-
ing the financial hole.

Support from foundations
and corporations dropped by
$57,983 in 2017, to a total of
$373,263, a decline of 13.4 per-
cent from the year before.

The museum’s annual
appeal also flagged, falling
$52,284, to a total of $76,284,
a drop of 40.5 percent. Other
contributions rose about
$10,000.

Those elements fall under
“contributed” income. As for
money the museum took in
through its programming,
things were a bit brighter,
rising $17,000, or 3.8 percent,
from the $440,394 it took in
during 2016.

The museum’s IRS Form
990 for the fiscal year ending
June 30, 2017, tallies things
differently. It states total rev-
enues of $2,358,252, with ex-
penses of $3,117,319. In that
accounting, the museum
came up short by $759,067,
closer to the actual “cash”
shortfall that would be shown
in the audited statements
without the depreciation ex-
pense.

TRACKING EXPENSES

On the expense side, the
numbers related to museum
operations — that is, cover-
ing the cost of mounting
programs, paying salaries
and fundraising bills — were
about the same in 2016 and
2017.

One growing cost, though,
was related to the museum’s
master plan, listed in the au-
dited statements as “strate-
gic planning expense.” That
came to $266,943 for 2017 and
$142,006 for 2016, adding up to
a two-year total of $408,949.

Not all of that resulted in
a higher budget gap, accord-
ing to the audited statements.
The museum lists two grants
that it applied to the master
plan project totaling $257,567
over two years.

The museum’s IRS Form
990 for 2017 digs a bit deeper
into where it spent money.

Work on the New Vi-
sion triggered payments of
$193,283 to TDC, a Boston
consultant that helped trust-
ees shape their master plan,
including sessions held dur-
ing retreats.

The IRS form also required
the museum to state “busi-
ness transactions involving
interested persons.” That
phrase refers to business
dealings with insiders.

For 2017, the museum paid
$115,171 to Hill Engineers,
Architects, Planners Inc. of
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An image of the planned new atrium of the Berkshire Museum in
Pittsfield, as envisioned by Arcade Architects. The atrium would
replace the museum’s auditorium and Crane Room.

Dalton for engineering work.
Trustee Jeffrey Noble is the
company’s president. The
year before, it paid $1,428 for
those services, according to
the audited statements. From
2011 to 2015, earlier filings
show, Noble’s company was
paid a total of $578,000.
Elsewhere, the IRS form
shows legal expenses for the
year of $1,900. The audited
statements offer a different
total in connection with “re-
lated party” dealings. Note
17 says the museum incurred
expenses from two firms that
employed one of its trustees,
for total of $3,575 in 2017 and
$725 in 2016. That trustee
is identified in Form PC as
Ethan Klepetar, now the
board’s vice president.

NEW LEGAL COSTS

Four months after the 2017
fiscal year closed, the mu-
seum was named in the first
of two civil lawsuits opposing
the art sales. Trustees have
declined to say how they are
paying legal bills from Wilm-
erHale, which successfully
defended against the suits in
three courts. Oral arguments
are expected soon in a re-
maining appeals court case.

William F. Lee, a Wilmer-
Hale partner, said in a May 31
letter to Healey’s office that
the $47 million it took in from
sales in April and May was a
net amount minus legal costs.

If those costs include his
firm’s billings, the amount
paid for legal representation
might not ever be publicly
known.

The federal tax form re-
quires the museum to recap
its public support, a figure
meant, in part, to justify its
tax-exempt status. Over the
past five years, the amounts
taken in through gifts, grants,
contributions and mem-
bership fees have bumped
around, but landed with a to-
tal of $8,935,725.

For 2017, public support
added up to $968,821, down
44.1 percent from the year
before, and 67.9 percent less
than 2014, the year with the
highest total of public sup-
port.

Critics of the art sales have
questioned whether the mu-
seum eased off on fundrais-
ing to exacerbate a budget
problem. The museum’s lead
development staffer, Laurie
Werner, was dismissed in
early 2016 and a campaign
was put on hold.

The museum says its gen-
eral fundraising appeals con-
tinue. Trustees said in a May
31 open letter that they plan
to restart a capital campaign
in 2019 after completing plans
for renovations related to the
New Vision.

“It’s part of what makes
the museum the museum,”
Bayne said of fundraising.
“We continue to do fundrais-
ing today and continue to fun-
draise through this process.
We continue to have very
strong support with our op-
erational fundraising, which
is a great sign for us.”

The audited financial
statements offer a tally of
all monies held in endow-
ments. While the value at
the end of fiscal 2017 came
to $14,690,923, a significant
portion, $6,077,438, is held in
the Keep Crane Fund. That
money can only be used for
the “enhancement, care,
preservation and protection

of collections,” according to
the auditors.

That still left $8,613,485
in unrestricted endowment
money. One endowment
account, known as the An-
nual Operations Fund, the
auditors reported, “was ex-
hausted” during the 2017 fis-
cal year — and shows up as a
blank at year’s end, erasing
the $534,749 value posted for
2016.

Bayne said that the credit
line debt of about $1.8 million
— later wiped out with sale
proceeds — meant trustees
had fewer resources than the
$8.6 million figure suggests.

MONEY MOVES

Windfall in hand, the mu-
seum has worked out special
deals with banks for short-
term deposits as the board
prepares to roll out a longer
investment strategy.

Along with the $47 million
taken in so far, the museum
anticipates receiving $8 mil-
lion from the sale of addition-
al works, all of them listed
among the 40 pieces decom-
missioned last July.

“We’d like to begin the
process as soon as possible,”
Christopher, the board trust-
ee and Finance Committee
member, said of those invest-
ments. He said that once a
plan is set, it could take two
to four months to shift from
short-term deposits to more
lucrative placements.

But first, trustees will get
expert help.

Bayne said the museum is
moving to hire an indepen-
dent financial expert to ad-
vise them on picking money
managers.

The museum’s initial goal
is to find investments that
will return at least 4.5 per-
cent in earnings. That is the
figure trustees used to calcu-
late how much they needed
to raise from an enhanced en-
dowment to cover shortfalls,
Bayne said.

The museum’s agreement
with Healey’s office calls for
$40 million in art sale pro-
ceeds to flow into the endow-
ment.

One of the hired expert’s
assignments will be to test
the museum’s assumption on
what it can earn on the new
endowment principal.

Documents show that the
museum traditionally has
split its investments between
stocks (about two-thirds) and
bonds.

Bayne said the adviser will
provide guidance on whether
that makes sense.

“We don’t know yet what
we’ll target. We'll get some
expertise in that field to ad-
vise us as to best way to in-
vest,” he said in a recent con-
ference call with The Eagle
and Christopher. “We don’t
know yet.”

OUTSIDE REVIEW

In an analysis he did last
year after reviewing more
than a decade of Berkshire
Museum finances, Shep-
pard, the Williams College
economist and expert in non-
profits, questioned the mu-
seum’s claims about the size
of a structural deficit and its
claims that it needed as much
as $60 million in new resourc-
es.
Sheppard, like Walker of
the Massachusetts Cultural
Council, concluded that the
museum could fix its finances
with less.

He still feels that way.

“The $47 million they have
realized from the sales so far
is more than enough to sus-
tain the museum and keep
its doors open,” Sheppard
said by email from Russia,
where he was traveling. He
reviewed the 2017 financial
statements and IRS Form 990
at The Eagle’s request.

“It might not be enough to
hire some new consultants,
hold more retreats for the
board, make field trips to
visit other little museums in
the region, and remodel the
building with new exhibits,”
Sheppard said.

“But the $47 million should,
if properly managed, produce
well over $2 million per year
in endowment earnings. This
would more than cover the
claimed $1.15 million ‘struc-
tural deficit’ which was al-
ready exaggerated. Declaring
the existential crisis solved
and suspending any future
art sales would go a long way
towards the ‘healing’ that the
museum says is now a top pri-
ority,” Sheppard said.

Sheppard also picked apart
the museum’s claims about a
“structural deficit.”

He observed that the new
audited financial statements
incorporate a line he felt
was missing in earlier state-
ments, but used by the same

accounting firm in reports
about the Clark Art Institute.

The 2017 statement in-
cludes, on Page 5, the value
of “investment support for
operating activities.” That
sum comes to $1.2 million.
The same page includes a
comparative figure for 2016 of
$755,255.

Without adding that line,
Sheppard said, earnings
drawn from the beefed-up en-
dowment would not “solve”
the deficit issue.

“Now they have added a
new line to the budget ...
where these earnings can be
entered to demonstrate how
the sale ‘saved’ the Museum,”
Sheppard said.

Sheppard also said, as he
did in last year’s report, that
the museum should reconsid-
er how it is managing long-
term investments, looking for
ways to increase the yield.

“This will be increasingly
important as the endowment
grows,” Sheppard wrote in a
paper posted to the Center for
Creative Community Devel-
opment website. While cau-
tioning that he did not do an
in-depth study, he said it ap-
peared that the museum was
losing out with “an average
return that is substantially
less than could be achieved
by investing in a simple port-
folio of [Standard & Poor’s]
500 index funds. It is an unfor-
tunately common mistake of
institutions who have modest
endowments to place those
funds with active managers
who then proceed to under-
perform broad market indi-
ces.”

NEW BIDS

The museum’s new finan-
cial consultant will be hired
through a competitive bid,
Bayne said.

“I think it’s instrumental
that we have a competitive
process for choosing advis-
ers to support us on this,” he
said.

That spirit of open compe-
tition also will apply to work
on the New Vision itself. In a
May 2 letter, Healey’s office
asked the museum to report
on how it is working to re-
solve possible internal con-
flicts of interest.

In a May 31 letter back,
Lee, the museum’s lead law-
yer, said the museum would
prepare a new request for
proposals for architectural
and engineering work. It’s
unclear if that means designs
and plans the museum paid
nearly $340,000 for in 2017
now lack value.

The new request for pro-
posals is expected late this
year, Lee said, when the mu-
seum has hired a business
planning consultant and
firmed up its timeline for con-
struction.

Van Shields, the executive
director who led staff prepa-
rations for the New Vision,
left his job June 28. He has
been replaced on an interim
basis by David W. Ellis of
Cambridge.

Shields was paid a salary
of $138,571 in 2017, along with
$1,692 in other compensation,
according to the IRS form.

The museum said Shields
decided to retire. A spokes-
woman declined to say
whether he received financial
incentives to retire, but any
such lump-sum payments
should show up in a future
Form 990.

The museum recently
switched to a calendar fiscal
year, meaning it is now half-
way through its 2018 fiscal
year. Its next Form 990 filing
would be due in about a year.

The museum is earning
more than standard pass-
book interest rates on the
short-term deposits.

Christopher said investors
with significant cash can
negotiate better rates. The
museum asked several local
banks to bid on what they
would be willing to pay and
selected institutions.

“Because of the signifi-
cance of the amount of mon-
ey,” Christopher said. “But
we can’t lock it in there be-
cause we have other plans for
that money. So, it’s very, very
short-term investments.”

As it lays the groundwork
for getting the most out of
its new money, the museum
is tending to practices that
came in for criticism from
Healey’s office during its in-
vestigation.

In his May 31 letter to Heal-
ey’s office, Lee, the museum
lawyer, said it is revising
how it purchases goods and
services, guided by a new fi-
nancial governance subcom-
mittee.

Itis setting rules on when it
should seek competitive bids,
all part of an effort, Bayne
said, to make sure its finan-

Berkshire Museum
finances by the
numbers

The following data are
drawn from the Berkshire
Museum's IRS Form

990 filing and its audited
financial statements for the
fiscal year that ended June
30, 2017, as well as its Form
PC filing to Massachusetts
authorities:

$47,000,000.

Proceeds to date from art
sales. (Net after costs,
including legal fees).

$1,326,210 :Size
of deficit in 2017, including
charge of $515,065 for
depreciation.

$811,145 : Size
of deficit 2017, without
depreciation charge.

$1,272,558.

Amount shifted from
endowment investments to
cover deficit.

$1,852,4Z6 Line of
credit debt paid off in April
with art sale proceeds.

$8,613,485 Value

of unrestricted endowment
as of June 30, 2017.

$14,690,923.

Total value as of that date,
including restricted funds.

$339,582.

Spending on “New Vision”
“work in progress” in fiscal
year 2017, for conceptual
and schematic designs
related to proposed
renovation.

$408,949.

Spending on strategic
planning in 2016 and 2017.

$216,234 Amount

allocated to Experience
Design for New Vision
architectural designs on
Form PC.

$193,283 Amount

allocated to TDC, Boston-
based master plan
consultant, in 2017 on
Form 990. Note, that sum
is listed as $190,620 on
Form PC.

$115,171 Amount

allocated to Hill Engineers,
Architects, Planners Inc. of
Dalton, whose president,
Jeffrey Noble, sits on
museum board on Form
990.

$140,263 Total

compensation paid to
former Executive Director
Van Shields: (Form 990);
Note, that compensation is
listed as $141,500 on Form
PC

Other top employees earned
the following salaries,
according to Form PC:

$77,267 cret

Support Services Officer
Jon Provost.

$74,304: crics

Engagement Officer Nina
Garlington (now chief of
staff).

$55,710: chicr

Experience Officer Craig
Langlois.

$53,641

Communications Manager
Leslie Beck.
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cial practices are sound.

“We think we have strong
controls ... but we’re not so
arrogant to think that we
have the best controls in the
world or are the best in class,”
he said. “So, we want to take
this opportunity, at this in-
flection point to the museum,
to be more aggressive at going
out and benchmarking oth-
ers and trying to learn from
other institutions about what
we may be able to improve on.
Just seeing what we might be
able to do better.”

Larry Parnass can be reached at
Iparnass@berkshireeagle.com, at
@larryparnass on Twitter

and 413-496-6214.
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