C.M. RUSSELL MUSEUM

| Cure

October 1, 2009
Dear Friends of the C.M. Russell Museum:

In light of the past month’s media coverage of the Museum, the Ad Club (AAF-Great Falls),
and the Russell Auction, we write to provide you with many relevant facts and analyses that have not
appeared in the press. We hope that you will take the time to understand the rest of the story, so you
can effectively support the Museum in the community.

On August 20, 2009, after extended negotiations with the Ad Club, the Museum notified the Ad
Club that it would independently produce a sale of high quality C.M. Russell and Western art in 2010
to increase the awareness and promotion of the Museum exclusively. Subsequently the Museum
decided to hold its events during the traditional Western Art Week, but with a view to avoiding time
conflicts with the Ad Club’s events to the extent reasonably possible.

This momentous decision was reached by the Executive Committee of the Board of Directors
of the Museum after thorough inquiry, much deliberation, and several meetings with the Ad Club.
There are a number of sound reasons for the Museum’s decision, which we set forth below, but we
made a conscious decision not to air our differences with the Ad Club in the media. This decision was
driven by the fact that the Museum has been the beneficiary of significant contributions from the Ad
Club over the years, and it would have been unseemly to publicize the reasons that led the Museum’s
decision, because they might cast the Ad Club in a bad light. We acknowledge, however, that this
created a public relations vacuum for the Museum with the general public and with you. We are
primarily concerned about communicating with you, our members, supporters, and friends. Therefore,
we write to help you understand the process and reasoning that led to our decision to hold our own
Russell Auction events.

The Ad ClubOs Intentions Towards the Museum Changed in 2009

In February of 2009, shortly before the 2009 Auction, the Ad Club signaled a change in its
intentions toward the Museum when it sent a letter to the Museum that proposed to eliminate the
former “understandings” on the split of Auction net proceeds, which had provided for 75 percent of the
net proceeds to the Museum and 25 percent to the Ad Club. The Ad Club proposed to apply the net
auction proceeds to fund its entire operating budget, including reserves and capital improvements; any
remaining funds could be distributed to the Museum at the sole discretion of the Ad Club’s board of
directors. We objected to this proposal on its face, but we deferred a response until after the Auction.

The Auction was held on March 21-22, 2009 with gross sales down by half. On May 7, 2009,
the Ad Club issued a press release stating that it had donated $10,000 to two area charities, the Rescue
Mission and the Children’s Receiving Home. At the end of its press release, the Ad Club stated in
stark contrast to the day’s announcement: “Ad Club coordinates the annual C.M. Russell Auction for
the benefit of the C.M. Russell Museum.” We subsequently learned that the Ad Club does not have
net income from any source other than the Auction to fund such a donation. The Auction has
supported the Ad Club’s operations for many years. Their Addy Awards program does not produce
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any net income. So after the Auction, with sales down by half, the Ad Club distributed Auction
proceeds to other charities before it distributed any to the Museum.

In late May, the Ad Club distributed the quick draw proceeds to the Museum, which are a 100
percent donation by the artists, in the amount of $81,000. On June 15, 2009, the Ad Club filed for the
assumed business name, “C.M. Russell Art Auction.” On June 17, 2009, the Ad Club announced a
total distribution to the Museum of $120,829, of which $81,000 was from quick draw proceeds already
delivered in May. Thus, the net distribution to the Museum in June was $39,829, 2.71 percent of the
art sale proceeds of $1.47 million.

Although the Museum knew that the donation would be down because gross sales were down,
and had laid off employees in anticipation of this, the Museum was quite surprised that the donation
was so significantly below prior years’ donations with similar gross sales. For example, in 2004, when
gross sales were about the same as in 2009, the donation to the Museum (beyond the quick draw
proceeds) was $244,860, over six times greater. The Ad Club gave no explanation or justification for
the substantially reduced amount of its donation this year. Thus, it appeared that the Ad Club had
unilaterally imposed its new proposed “absolute discretion” donations policy, contrary to past practice
and expectations.

The Requirements of Fiduciary Duty and Our 501(c)(3) Status

We reviewed the last written “Agreement of Mutual Understanding” between the parties, dated
February 17, 2005, an apparently unsigned document of uncertain legal effect. We discovered that it
had been the Ad Club’s express position that the Auction was primarily for their benefit. Yet the Ad
Club has consistently marketed the Auction to the public as a benefit for the Museum, restating that
position as recently as May 7, 2009, as noted above. We then considered the Museum’s fundamental
structure and purposes, and concluded that the Museum, as a charitable 501(c)(3) tax-exempt
organization, could not continue in an arrangement, the principal purpose of which was expressly to
benefit a non-charity (the Ad Club, a business league) with a non-charitable purpose (improving
business conditions in the advertising industry). That would violate our corporate duty and tax
restrictions to use the Museum’s resources to pursue only the Museum’s charitable exempt purpose
and mission. The donation from the 2009 Auction showed that our concerns were not academic.
Continuing with the status quo and losing money would put our tax-exempt status at risk. We also
identified additional federal tax problems with the arrangement that apparently had not been addressed
before.

Financial Analysis of the 2009 Auctia Results and Contribution

We have stated publicly that the contribution from the 2009 Auction was not the primary
reason for dissociating with the Ad Club, and that is true. One poor year, by itself, would not have
been determinative. But our analysis of the financial details of the 2009 Auction identified a number
of fundamental structural problems that could not be ignored in a down market and going forward.
The Ad Club charged very large amounts of its general overhead, including personnel expense
($187,000), office rent, utilities, etc. to the Auction accounting. On the other hand, the Museum’s out
of pocket costs for receptions and all of its overhead incurred in handling, insuring, and displaying of
the auction art were ignored. We concluded that the Museum lost money on the 2009 Auction. We
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determined that the Museum could not afford to do that going forward. The 2009 financials also
showed the Ad Club had lost control of its costs and had built in expenses with member-vendors that
significantly reduced its margins and profitability. We discovered that the 2009 contribution was not
primarily a result of reduced gross revenues from a down art market, it was a result of the Ad Club’s
highly leveraged cost structure and its having significantly increased its profit take by 448 percent
(after its huge overhead allocations), which reduced the contribution to the Museum by 70 percent.
Thus, the results of 2009 show that the Ad Club takes very seriously its position that the Auction is
primarily for its benefit.

Because the Auction contribution has been such a significant percentage of the Museum’s
operating budget over the years, the Museum is in a very vulnerable position. The 2009 donation
demonstrated that we could not allow that to continue. That is why we concluded that the Museum
must take responsibility for its own fund raising, and producing our own sales of Russell and Western
art is the best opportunity we have to do that.

Protecting the MuseumOs Name and Reputation in the Westeknt World

Over the years the Museum’s Board and staff have received many criticisms about the Auction
from artists and patrons, relating to the art selection process, the quality and market value of the art, the
quality of Auction catalogue, production of the Auction itself, and many other matters. Staff members
have conveyed these concerns to the Ad Club over the years with little effect. Criticism has often been
directed to the Museum itself, because many members of the public have come to believe that the
Museum runs the Auction. The Museum staff has had to explain countless times that the Ad Club runs
the Auction, not the Museum. Thus, the Museum’s name and reputation are substantially affected by
the Ad Club’s conduct of the Auction, but the Museum has no control over that conduct.

The magnitude of this problem was recently revealed by the reactions that Dr. Darrell
Beauchamp received when he was introduced as the new Executive Director to important participants
at the recent Coeur d’Alene Auction in Reno. Dr. Beauchamp encountered one of two reactions.
Either the participant understood that the Museum was not responsible for the Auction, but wondered
what Dr. Beauchamp was going to do about the situation (a poor deal for the Museum generally in
their view), or the participant was like many of the public who thought the Museum ran the Auction,
and what was he going to do about various problems experienced. A decline in the quality and market
value of the Auction art portfolio, with the resultant loss of serious buyers and gross revenues, was also
mentioned by many. Thus, protecting and enhancing the Museum’s name and reputation locally and
nationally was a major factor in the our recommendation that the Museum begin conducting its own
auction, which would also give us an exclusive forum to further our own development efforts.

Extensive Attempts to Work with the Ad Club Were Unsuccessful

For all of the foregoing reasons, we decided that the Museum must develop and produce its
own auction for 2010 and beyond. Yet many expressed a hope that this could be carried out within the
context of the existing Russell Auction week, working with the Ad Club. The idea of an enforceable
joint venture was fraught with too many federal tax complications and risks. We hoped that the Ad
Club would see that the status quo was not sustainable, and they would reluctantly accept a reduced
role and allow the Museum to produce a new auction in place of theirs, with them retaining valuable
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revenue sources, such as the exhibit rooms, which would have provided the Ad Club with more income
than they had retained from the net profits in 2009. After two long letters from us and two face-to-face
meetings, no path to collaboration seemed apparent, but we held out hope. But then, just hours after
our last face-face meeting, the Ad Club delivered a 48-hour ultimatum to choose between their last two
proposals. As a result, on Thursday, August 20, 2009, we rejected the ultimatum and informed the Ad
Club that we would proceed with our own auction without their participation.

The Ad Club’s ultimatum of August 20™ and its subsequent conduct demonstrate the practical
impossibility of reaching any reasonable accommodation with them. The day following its ultimatum,
the Ad Club rolled out its media full court press, which continued throughout the following weekend.
Ad Club representatives were seen in Helena the same day at the Western Rendezvous of Art
recruiting artists and otherwise aggressively promoting their auction. Thus, it became clear that Ad
Club’s 48-hour ultimatum was intended to produce a termination of negotiations, so that Ad Club
representatives could launch an initiative for their 2010 auction at the Western Rendezvous of Art.
Apparently the Ad Club’s aggressive artist recruitment was not going well, because on September 9,
2009, the Ad Club wrote Chairman Solberg stating that its board of directors had requested mediation.
At its regular board meeting on September 11, 2009, the Museum’s Board of Directors approved the
Museum’s auction plans and directed that they move forward because of the shortness of time, but the
Board also directed that mediation should be pursued as well. If mediation resulted in acceptable
alternatives, plans could be changed accordingly. On September 11, 2009, Chairman Solberg accepted
the Ad Club’s offer to mediate, but requested that the fact of mediation be kept confidential.

On September 18, 2009 Chairman Solberg wrote the Ad Club about proposed mediators and
dates, but stated, “[w]e realize that you are going ahead with your plans for an art auction in March
2010, as are we.” (Emphasis added.) Chairman Solberg then reiterated the prior request that the fact
of mediation be kept confidential. The next day, Ad Club personnel were seen aggressively recruiting
artists at the Jackson Hole art show. At the same time, many artists were expressing frustration with
the Museum because we had not published our specific plans. As a result, the Museum’s Executive
Committee authorized the publication of our specific sale plans on September 22, 2009. In response,
the Ad Club wrote a letter to us that alleged that the Museum was not proceeding in good faith and that
they would proceed with mediation only if we halted our plans [while they continued to pursue their
plans aggressively]. More importantly, the Ad Club also made its allegations to the media and
admitted that it had intentionally breached its agreement of confidentiality. Under such circumstances
it was clear that mediation could not possibly proceed, so plans for mediation have been terminated.

Going Forward To Succeed

The Ad Club’s protestations to the contrary, we have sought to minimize time conflicts with the
Ad Club’s traditional events. The only direct time conflict is Friday night, when our wall sale will
occur opposite Ad Club’s Friday night auction. But the nature of the wall sale allows buyers to
purchase wall art of their choice and then attend the Ad Club’s Friday night live auction if they choose.
We appreciate what the Ad Club and its Western art week have done for the community of Great Falls,
and we seek to continue that tradition and expand its economic base. Although there may be some
competition now between the Ad Club and the Museum, the art market as a whole will be expanded,
just as other groups have expanded it for the greater economic benefit of Great Falls.
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Now that you know all of the facts and our reasons, we hope that you concur in our judgment
and trust that our decision was made in the best interests of the Museum, both for this year and far
beyond.

The C.M. Russell Museum is the keeper of the heritage of Charlie Russell and our Western
cultural tradition, and it is the cornerstone of the tourism industry in this treasured land, Russell
Country. The C.M. Russell Museum is a beloved community asset, which deserves the support of
everyone in the community. We ask for your continued support of the Museum, and we seek your
active participation in our exciting new event: The Russell: The Sale to Benefit the C.M. Russell
Museum.

If you have any questions or concerns, do not hesitate to call either of us.
Very truly yours,

Timothy J. Wylder
Auction Resolution Chairman

David B. Solberg
Chairman, Board of Directors



