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INDEPENDENT AUDITORS' REPORT

January 25, 2006

To the Board of Trustees of
Airborne and Special Operations Museum Foundation
Fayetteville, North Carolina

We have audited the accompanying statement of financial position of Airborne and Special Operations Museum
Foundation (a nonprofit corporation) as of September 30, 2005, and the related statements of activities, functional
expenses, and cash flows for the year then ended. These financial statements are the responsibility of the
Foundation's management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
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 audit provides 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 Airborne and Special Operations Museum Foundation as of September 30, 2005, and the changes in its net assets
and its cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Certified Public Accountants
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AIRBORNE AND SPECIAL OPERATIONS MUSEUM FOUNDATION
Fayetteville, North Carolina

STATEMENT OF FINANCIAL POSITION
September 30, 2005

EXHIBIT A
ASSETS
Cash and cash equivalents $ 90,508.38
Prepaid expenses 17,588.97
Contributions receivable 12,600.00
Grants receivable 82,000.00
Inventories 186,387.68
Endowment funds held by others 14,725.25
Property and equipment, net 969,912.16
Total assets $ 1,373,722.44
LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable $ 10,365.89
Accrued expenses 11,489.90
Total liabilities 21,855.79

Net assets:
Unrestricted 1,339,266.65
Temporarily restricted 12,600.00
Total net assets 1,351,866.65

Total liabilities and net assets $ 1,373,722.44




AIRBORNE AND SPECIAL OPERATIONS MUSEUM FOUNDATION
Fayetteville, North Carolina

STATEMENT OF ACTIVITIES
For the year ended September 30, 2005

Support, revenues, gains and reclassifications:

Pledges and contributions

Paver and memorial sales

Memberships

Governmental contracts and grants:
Funding - Cumberland County
Funding - Tourism & Development Auth

Use of museum facilities

Museum gift shop sales

Simulator / theatre ticket sales

Interest and dividends

Sales tax refunds

Net assets released from restrictions:
Satisfaction of program restrictions
Expiration of time restrictions

Total support, revenues and gains

Operating expenses:
Program services
Administrative and general
Fundraising
Donation of museum building to Army
Museum gift shop cost of sales
Total operating expenses

Other gains/losses:
Increase in fair value of funds held by others

Change in net assets

Net assets - beginning of year

Net assets - end of year

EXHIBIT B
Temporarily
Unrestricted Restricted Total

$ 126,040.89 $ 10,000.00 $ 136,040.89
53,960.00 - 53,960.00
11,485.00 - 11,485.00
- 164,000.00 164,000.00
- 150,000.00 150,000.00
34,641.50 - 34,641.50
626,341.81 - 626,341.81
130,184.50 - 130,184.50
206.60 - 206.60
2,966.58 - 2,966.58

324,000.00 (324,000.00) -

12,596.51 (12,596.51) -
1,322,423.39 (12,596.51) 1,309,826.88
1,143,924.62 - 1,143,924.62
125,961.88 - 125,961.88
44,161.63 - 44,161.63
16,670,911.10 - 16,670,911.10
308,170.59 - 308,170.59
18,293,129.82 - 18,293,129.82
1,340.80 - 1,340.80
(16,969,365.63) (12,596.51) (16,981,962.14)
18,308,632.28 25,196.51 18,333,828.79
$ 1,339,266.65 $ 12,600.00 $ 1,351,866.65




AIRBORNE AND SPECIAL OPERATIONS MUSEUM FOUNDATION
Fayetteville, North Carolina

STATEMENT OF CASH FLOWS
For the year ended September 30, 2005

EXHIBIT C

Cash flows from operating activities:
Change in net assets $ (16,981,962.14)
Adjustments to reconcile change in net assets to net cash
used by operating activities:

Depreciation 344,807.72
Donation of Museum building to Army 16,670,911.10
Unrealized gain on funds held by others (1,340.80)
Changes in:

Prepaid expenses (653.22)
Contributions receivable 12,596.51
Grants receivable (82,000.00)
Inventories (44,215.68)
Accounts payable (3,343.88)
Accrued expenses 893.57
Net cash used by operating activities (84,306.82)

Cash flows from investing activities:
Purchase of property and equipment (7,520.31)
Net cash used by investing activities (7,520.31)
Net decrease in cash (91,827.13)
Cash and cash equivalents - beginning of year 182,335.51

Cash and cash equivalents - end of year $ 90,508.38




AIRBORNE AND SPECIAL OPERATIONS MUSEUM FOUNDATION
Fayetteville, North Carolina

STATEMENT OF FUNCTIONAL EXPENSES
For the year ended September 30, 2005

Advertising
Bank charges
Depreciation
Dues and subscriptions
Employee benefits
Collections
Bad debt expense
Theater/Simulator loss
Fundraising expenses
Grounds maintenance
Insurance
Meetings and travel
Miscellaneous
Office expenses and equipment rental
Paver and memorial costs
Postage and shipping
Printing and supplies
Professional fees
Repairs and maintenance
Salaries and wages
Taxes
Telephone and utilities
Volunteer expenses
Ground Lease

Subtotal

Donation of museum building to Army
Museum gift shop cost of sales

Total expenses

EXHIBIT D
Program Administrative

Services and General Fundraising Total
$ 302,890.10 $ - - $ 302,890.10
15,093.04 105.90 - 15,198.94
331,314.99 11,118.87 2,373.86 344,807.72
2,105.00 756.00 - 2,861.00
19,445.58 4,651.89 1,025.81 25,123.28
25,184.27 - - 25,184.27
1,988.00 - - 1,988.00
10,083.10 - - 10,083.10
4,697.02 - 7,681.48 12,378.50
34,045.12 946.38 189.98 35,181.48
54,578.17 1,517.16 304.56 56,399.89
2,843.32 1,278.80 237.07 4,359.19
133.86 65.25 - 199.11
7,579.49 1,811.64 401.50 9,792.63
- - 14,871.00 14,871.00
9,397.04 1,868.22 1,784.98 13,050.24
8,958.00 2,141.12 474.52 11,573.64
- 13,780.00 - 13,780.00
12,480.07 2,838.95 - 15,319.02
258,913.98 61,941.24 13,656.17 334,511.39
22,006.28 5,264.67 1,160.70 28,431.65
1,109.72 15,875.79 - 16,985.51
4,094.72 - - 4,094.72
14,983.75 - - 14,983.75
1,143,924.62 125,961.88 44,161.63 1,314,048.13
- - - 16,670,911.10
- - - 308,170.59
$ 1,143,924.62 $ 125,961.88 44,161.63 $18,293,129.82




NOTE 1

AIRBORNE AND SPECIAL OPERATIONS MUSEUM FOUNDATION
Fayetteville, North Carolina

NOTES TO FINANCIAL STATEMENTS
For the year ended September 30, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Activities - Airborne and Special Operations Museum Foundation (the Foundation) was
incorporated as a nonprofit organization, under the laws of North Carolina on January 22, 1991. The
purpose of the Foundation is to assist the Army in the operation of a military museum which focuses on
the history of the Army's Airborne and Special Operations forces. The Foundation is supported
primarily through donor contributions and grants, gift shop sales, and theater/simulator ticket sales.

Basis of Accounting - The financial statements of the Foundation have been prepared on the accrual
basis of accounting and accordingly reflect all significant receivables, payables, and other liabilities.

Income taxes - The Foundation is a nonprofit corporation as described in Section 501(c)(3) of the
Internal Revenue Code and is exempt from federal income taxes on related income pursuant to Section
501(a) of the Code.

Financial statement presentation - The Foundation has adopted the provisions of Statement of Financial
Accounting Standards No. 117, "Financial Statements of Not-for-Profit Organizations." Under these
provisions, net assets and revenues, expenses, gains and losses are classified based on the existence or
absence of donor-imposed restrictions. Accordingly, net assets of the Foundation and changes therein
are classified and reported as follows:

Unrestricted net assets
Funds over which the governing board has discretionary control and which are available for current
operations and other purposes.

Temporarily restricted net assets
Funds restricted by donors. Also, contributions restricted by time (i.e. pledges to be received in
future years) have been classified as temporarily restricted.

Permanently restricted
Net assets that are required by donor stipulation or by law to be maintained in perpetuity by the
Foundation.

Cash and equivalents - For purpose of the Statement of Cash Flows, the Foundation considers all highly
liquid investments to be cash equivalents.




NOTES TO FINANCIAL STATEMENTS - continued

Contributions - The Foundation reports gifts of cash and other assets as restricted support if they are
received with donor stipulations that limit the use of the donated assets. Contributions of unconditional
promises to give with payments due in future periods are also reported as temporarily restricted support.
When a donor 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 statement of activities as net assets released from restrictions.

The Foundation reports the fair value of gifts of land, buildings, and equipment as unrestricted support
unless explicit donor stipulations specify how the donated assets must be used. Gifts of long-lived
assets with explicit restrictions that specify how the assets are to be used and gifts of cash or other assets
that must be used to acquire long-lived assets are reported as restricted support. Absent explicit donor
stipulations about how long those long-lived assets must be maintained, the Foundation reports
expirations of donor restrictions when the donated or acquired long-lived assets are placed in service.

Unconditional promises to give that are expected to be collected within one year are recorded at their net
realizable value. Unconditional promises to give that are expected to be collected in future years are
recorded at the present value of estimated future cash flows. The discounts on those amounts are
computed using a risk-free interest rate applicable to the year in which the promise is received.
Amortization of the discount is included in contribution revenue. Conditional promises to give are not
included as support until such time as the conditions are substantially met.

Property and Equipment - All acquisitions of property and equipment in excess of $200, and all
expenditures for repairs, maintenance, renewals, and betterments that materially prolong the useful lives
of assets are capitalized. Property and equipment are carried at cost or, if donated, at the approximate
fair value at the date of donation. Depreciation is computed using primarily the straight-line method
over the estimated useful lives.

Collections - Collection items acquired either through purchase or donation are not capitalized.
Purchases of collection items are recorded as decreases in unrestricted net assets if purchased with
unrestricted assets and as decreases in temporarily restricted or permanently restricted net assets if
purchased with donor-restricted assets. Contributions of collection items are not recognized in the
Statement of Activities. Proceeds from deaccessions or insurance recoveries are reflected on the
statement of activities based on the absence or existence and nature of donor-imposed restrictions.

Estimates - The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.

Functional allocation of expenses - The costs of providing Foundation programs and the administration
of the Foundation have been summarized on a functional basis in the Statement of Activities and in the
Statement of Functional Expenses. Accordingly, certain costs have been allocated among the programs
and supporting services benefited.

Inventories - Items available for resale in the Foundation’s gift shop are stated at the lower of cost (first-
in, first-out) or net realizable value. The Foundation purchased pavers for its memorial garden. If the
donor gives a specific donation the Foundation has the donor’s name engraved on the pavers. The
pavers are reflected at cost.

Advertising Costs - Advertising costs are expensed as incurred and were $302,890.10 during the year
ended September 30, 2005.



NOTES TO FINANCIAL STATEMENTS - continued

NOTE 2

NOTE 3

NOTE 4

NOTE 5

TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets at September 30, 2005 are available for the following purposes:

Available for future periods $ 12,600.00
Total $ 12,600.00

CONTRIBUTIONS RECEIVABLE

Included in contributions receivable in the Statement of Financial Position, are the following
unconditional promises to give:

Gross unconditional promises to give $ 12,600.00

Amounts due in:
Less than one year $ 12,200.00
One to five years 400.00
Total $ 12,600.00

Interest rates used for discounting future pledge receipts ranged from 5 percent to 7 percent.

DONATED SERVICES

Contributed services are recognized in the financial statements when they create or enhance long-lived
assets, or, require specialized skills, are provided by individuals possessing those skills, and would
typically need to be purchased if not provided by donation. Although, a substantial number of
volunteers have donated a significant amount of time to the Foundation's operations, no amounts have
been reflected in the accompanying financial statements for contributed services since the requirements
of recognition were not met.

GOVERNMENTAL AWARDS

The County of Cumberland, North Carolina, paid $164,000.00 to the Foundation under contracts dated
July 1, 1997 and 1998. These funds are to be used to operate the museum and are recognized as
temporarily restricted support in the accompanying Statement of Activities. All of the County funding
was expended during the year ended September 30, 2005 for museum operations.

The Cumberland County Tourism Development Authority paid $150,000.00 to the Foundation under a
contract dated September 1, 2004. These funds are for travel and tourism promotion services and are
recognized as temporarily restricted support in the accompanying Statement of Activities. All of the
Tourism Development Authority funding was expended during the year ended September 30, 2005 for
marketing and advertising.



NOTES TO FINANCIAL STATEMENTS - continued

NOTE 6

NOTE 7

NOTE 8

NOTE 9

ENDOWMENT FUNDS HELD BY OTHERS

During the year ended September 30, 2003, the Foundation transferred $6,600.00 to Cumberland
Community Foundation, Inc. to be held in a fund identified as the ASOMF Endowment. Distributions
from the fund can only be made with the approval and authorization of the Board of Directors of the
Foundation with the Foundation having ultimate authority and control over the funds. The principal of
the fund shall not be invaded. Awvailable distributions of earnings from the fund are to be made as
requested on an annual basis. At September 30, 2005, the balance in this fund was $14,725.25, and the
fund was not expendable.

COLLECTIONS

The Foundation’s collections are made up of artifacts of historical significance, scientific specimens,
and art objects that are held for educational, research, scientific, and curatorial purposes. Each of the
items is cataloged, preserved, and cared for, and activities verifying their existence and assessing their
condition are performed continuously. The collections are subject to a policy that requires proceeds
from their sales to be used to acquire other items for collections.

INVENTORIES

Inventories consist of the following at September 30, 2005:

Museum gift shop items $ 172,285.68
Pavers and unit memorials 14,102.00
Total $ 186,387.68

PROPERTY AND EQUIPMENT

Property and equipment consists of the following at September 30, 2005:

Theater and simulator $1,650,073.75
Equipment 272,338.61
1,922,412.36

Less: Accumulated depreciation (952,500.20)
Total $ 969,912.16

Depreciation expense was $344,807.72 for the year ended September 30, 2005.



NOTES TO FINANCIAL STATEMENTS - continued

NOTE 10

NOTE 11

NOTE 12

NOTE 13

NOTE 14

GROUND LEASE

On February 23, 2004, the Foundation renegotiated its lease with the City of Fayetteville. The original
lease contained two parts, debt to the City of $4,500,000.00 which was used for the construction of the
museum building and a ground lease for the land surrounding the museum building. The City forgave
the debt of $4,500,000.00 plus interest for a total of $5,283,579.72. The City transferred the deed for
the museum building to the Foundation in order to allow the building to be turned over to the Army.
The land surrounding the museum will continue to belong to the City. The new lease terms call for the
Foundation to pay the City 2% of gross sales from the gift shop, theater, and simulator. The 2% of
gross sale lease payments will continue in perpetuity. The ground lease expense was $14,983.75 for
the year ended September 30, 2005.

CONCENTRATION OF CREDIT RISK

Cash accounts at commercial banks are guaranteed by the Federal Deposit Insurance Corporation
(FDIC) up to $100,000.00. The Foundation had deposits at commercial banks which exceeded the
guaranteed amount by $17,057.81 at September 30, 2005.

ACCRUED COMPENSATED ABSENCES

Foundation employees are entitled to paid vacation and sick days, which accumulate at rates based
upon years of service. Employees may carry forward unused vacation days, up to 30 days, into the
following calendar year and will be compensated for unused vacation days upon termination at the
employee's request. Unused sick days are not compensated upon termination.

As of September 30, 2005, the Foundation was obligated for vacation pay in the amount of $11,489.90.

RETIREMENT PLAN

The Foundation maintains a 403(b) tax-deferred annuity plan for all employees, full-time and part-time.
Employees have the option of directing part of their pay into the plan to purchase annuities. There is
presently no matching deferral made by the Foundation.

RELATED PARTY TRANSACTIONS

The gift shop sells apparel supplied by a local company, the Chief Executive Officer of which is a
member of the board. Total payments to the apparel company during fiscal year 2005 were $29,841.94.



NOTES TO FINANCIAL STATEMENTS - continued

NOTE 15 DONATION OF MUSEUM BUILDING TO ARMY

The Foundation's original purpose was to construct a museum. Once the museum construction was
complete, the Foundation would transfer ownership of the museum to the US Army. The US Army and
the Foundation would jointly run the museum. The US Army and the Foundation have been jointly
running the museum since the construction was completed, but the Foundation was unable to transfer
ownership to the US Army due to the debt associated with the construction still owed to the City of
Fayetteville. On February 23, 2004, the City of Fayetteville forgave the debt, effectively allowing the
Foundation to transfer ownership of the museum building to the US Army. The deed transferring
ownership in the museum building was filed on September 15, 2005. The net book value of the
property transferred was $16,670,911.10. The transfer should not affect the day to day operations of the
Foundation or the Museum.
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