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Assemblyman Leon Ralph, Chairman

Assembly Committee on Government
Organization

Room 4130, State Capitol

Sacramento, California 95814

Dear Leon:

Transmitted herewith is the report on the charity racing days
distributing agents (charitable foundations).

In both 1971 and 1972, over $1.5 million was realized from
charity days racing, compared to less than §1 million provided
in 1970. The primary cause of this increase was 1970 legisla-
tion which changed the allocations made from parimutuel wagering
pools. _

Control over these funds is provided by separate accounting for
charity day operations, the Horse Racing Board's approval of
charity beneficiaires, and independent audits of the charitable
foundations. _

Most, but not all, of the foundations incur some operating costs
which reduces the amount of funds available for charity. There
are several other variations in operations among the foundations;
however, appropriate financial reporting is not impeded.
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The net proceeds from one charity day during each annual
thoroughbred meeting would be diverted under SB 729 from
allocation by the foundations to providing welfare benefits to
persons who are or have been engaged in the care, training, or
running of thoroughbred racehorses. The method of designating
the amount of funds appropriated to provide benefits to this

special group involves some problems which could be avoided by
alternatives.

Detail listings of the distributions of the foundations to
charities are included.

With my warm best wishes,
Sincerely,
aa(,u
VINCENT THOMAS, Chairman
Joint Legislative Audit Committee
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INTRODUCTION

Approximately $1.5 million annual proceeds from charity racing days
are allocated by distributing agents (charitable foundations) to the various
cﬁarities of their choice. SB 729 proposes to divert the proceeds from one
charity day of each annual thoroughbred race meeting from allocation by the
foundations to providing welfare benefits to persons who have been engaged

in the care, training or running of thoroughbred racehorses.

The Assembly Committee on Government Organization has requested an
audit of the charitable foundaﬁions and comments regarding the use of charity
day proceeds. We have relied upon the annual audits of the foundations made
by independent certified public accountants, and éccordingly have limited

our review to analysis of reported operations.
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REPORT SUMMARY

The amount of net proceeds provided to charities is primarily
regulated by two factors: the selection of the specific dates which are
designated as charity days and the distributions made from parimutuel wagering

pools.

The amounts of gross receipts varies substantially from day to day,
while the amounts of daily direct expenses, which are deducted from gross
receipts to establish the amount of net proceeds, do not vary materially.
Therefore, the selection of the charity days materially affects the amounts

available for distribution to charities.

In 1970 the net charity proceeds was less than $1 million, while
in both 1971 and 1972 over $1.5 million was provided. This increase was
primarily the result of 1970 legislation which changed the allocations of

parimutuel wagering pools.

Appropriate controls over these funds are provided by the requirements
of the Horse Racing Board that separate accounting be made for charity days'
operations and independent audits of the charitable foundations be performed.

The audits include verification of the tax-exempt status of beneficiaries.

All services provided to two of the charitable foundations are
without costs and therefore all proceeds are available for distribution to
charities. Varying amounts of operating costs are incurred by the other

foundations.
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There are a number of differences in operations among the foundations;

however, these differences do not impede appropriate financial reporting.

In lieu of allocating one charity day's proceeds to the special
group of beneficiaries proposed by SB 729, the following alternatives which

would have fewer adverse effects are available:

- Establish base amounts which would continue to be available
for allocation by the foundations, with all or a portion of

the excess allocated to the designated beneficiaries.

- Create a statewide foundation to receive a portion of the
charity funds that could be allocated both to the special

group of beneficiaries and other beneficiaries.



REGULATTONS

Charity racing days are regulated by the following sections of the

Business and Professions Code:

- Section 19550 requires the designation of at least five racing
days as charity days by racing associations which conduct
more than eleven weeks of racing during any one meeting. Other
associations are required to designate at least three charity
days. Racing meetings which are sponsored by governmental

agencies are not required to include charity days.

- Section 19551 makes the issuance of the license conditional
upon the furnishing of personnel and facility to conduct

the charity racing days.

- Section 19552 specifies that the same racing officials required
to serve at the meeting shall serve in the same capacities in

connection with charity day racing.

- Section 19553 requires the inclusion of all income and limits
the expenses to be deducted therefrom to those incurred because
of the conduct of racing on the charity days. No profit can
be made, either directly or indirectly, and the balance of
gross income after deducting expenses is to be paid to a

qualified distributing agent.



Section 19554 requires that distributing agents be nonprofit
organizations exempt from the payment of any tax measured by
income. The five trustees or directors are precluded from
being connected with or having any interest in the racing
association. They are required to be residents of the state
and associated with an organization engaged in civic, religious,

charitable, educational or veterans' activities.

Sect?on 19555 requires that (1) the charity days' net proceeds
be paid to the distributing agent as soon as practicable, and
(2) at least 90 percent be paid by the distributing agent
within one year after the last day of the meeting, with any

balance remaining distributed as soon thereafter as is practicable.

Section 19556 limits payments by the distributing agents to
nonprofit corporatiags or organizations (1) exempt from taxes
measured by income, (2) engaged in charitable, benevolent,
civic, religious or veterans' work, and (3) approved by the
Horse Racing Board. Chapter 1529, Statutes of 1967, added the
provision that organizations which provide charitable benefits
to persons connected with the care, training and running of

racehorses shall not be excluded.

Section 19557 specifies that if the name of a designated
beneficiary has not been disapproved within 60 days after
submission by the distributing agent to the Horse Racing Board,

its approval shall be deemed to have been given.



OPERATIONS

Charities derive benefit from the days designated annually by each
racing association only if the gross receipts of these days exceed the related
direct costs. Thus, during 1971 and 1972, the first two years of operations
at Cal-Expo, Capitol Trotting Association experienced operating losses
as was anticipated by the owners. No funds were provided for charity. At
the conclusion of this year's meeting, the distributing agent, Sacramento
Harness Racing Charity Days Foundation, advertised locally that it would
receive requests from charities for funds. It does not necessarily follow
that the Sacramento harness meeting is profitable because the inclusion of
indirect costs which are not deductable in determing charity day proceeds
could result in loss operations. However, as Table 1 indicates, most of the
funds provided to charity are derived from the large, successful, long-

established meetings.
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Table 1

Distributing Agents Receipts from Racing
Associations and Disbursement to Charities

Distributing Agent Year Ended Receipts Disbursements

Santa Anita Foundation 12-31~72 $ 411,399 $ 393,750
Hollywood Turf Club Associated

Charities, Inc. 3-31-73 613,543 593,550
Del Mar Charities 6-30-72 39,154 38,617
Oak Tree Foundation 7-31-72 63,226 Note
Western Harness Charity Foundation 8-31-72 25,993 13,000
Los Alamitos Charity Foundation, Inc. 12-31-72 144,834 142,500
Southern California Racing Association

Charitable Foundation 12-31-72 32,970 32,970

Horsemen's Quarter Horse Racing

Association Charity Foundation - - -
Golden Gate Fields Foundation 11-30-72 63,508 61,600
Tanforan Charities Foundation 12-31-72 66,591 66,025
California Jockey Club Foundation 12-31-72 67,498 66,000
California Horse Racing Association

Charity Foundation - - -
Sacramento Harness Racing Charity

Days Foundation - - -
Peninsula Charity Foundation - - -

Total ' $1,528.716 $1.408.012

Note: $63,225 distributed after year end, on August 7, 1972.

Finding

FOR THE MAJOR TRACKS, THE DATES WHICH ARE DESIGNATED BY
THE RACING ASSOCIATION AS CHARITY DAYS HAS A MAJOR IMPACT

ON THE AMOUNT OF CHARITY FUNDS PROVIDED.

As indicated in Table 1 above, two distributing agents, Santa Anita
Foundation and Hollywood Turf Club Associated Charities, Inc., account for
approximately two~thirds of the total transactions of all the charity foundations.

Table 2 relates the gross income from racing operations for the most recent
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fiscal years of the two racing associations from which these two foundations

derive their income.

Table 2

Racing Associations Gross Income

Hollywood Los Angeles
Turf Club Turf Club
(Year End (Year End
March 31, 1973) October 31, 1972)
Gross Handle $213,493,840 $208,280,760
Track Income:
Commission including breakage 9,963,217 9,690,526
Admission 4,398,391 4,655,530
Concession, parking, programs and
other race meet income 2,582,664 2,416,574
Total ' $.16,944,272 $_16,762,630

The expenses allocated to charity days by these two tracks for the
most recent fiscal years are, like the gross income, not significantly different:
$491,900 by Hollywood Turf Club and $445,760 by Los Angeles Turf Club. The
single factor which caused the Hollywood Turf Club Associated Charities, Inc.
income to be almost 50 percent greater than the Santa Anita Foundation income
was the differences in the gross revenue realized on charity days. Table 3
summarizes the gross income from charity days operations for these two

associations.

-8-



Table 3

Charity Days Gross

Income

Gross Handle

Track Income:
Commission including breakage
Admission
Concession, parking, programs and other
race meet income

Total

Hollywood

Turf Club

(Year End
March 31, 1973)

Los Angeles

Turf Club

(Year End
October 31, 1972)

$14,489,196

652,311
290,934

162,199

$.1,105,444

$11,543,670

510,570
232,633

113,956

$_857,159

The total charity days income for Hollywood Turf Club is 6.5 percent

of the total income (Table 2), while for Los Angeles Turf Club, charity days

income is 5.1 percent of total income.

If these two percentages were the same,

there would be little difference in the amounts provided to charity.

Finding

THE PRIMARY CAUSE OF THE SUBSTANTIAL INCREASE IN CHARITY

FUNDS IS 1970 LEGISLATION WHICH CHANGED THE ALLOCATIONS

OF PARIMUTUEL WAGERING POOLS.

In 1970, less than $1 million
operations, while in both 1971 and 1972

the charity foundations. Chapter 1609,

of parimutuel wagering pools in the following regard:

was realized from charity day racing
over $1.5 million was provided to

Statutes of 1970, changed the operations



- The amount returned to wagerers was reduced from 86 percent
to 84.45 percent for thoroughbred races and to 84.25 percent

for other races.

- The method of computing the state license fee was changed with

a lower amount being paid in most, but not all, instances.

- The amount to be paid in purses is designated for most operations

separate from the track commission.

The effect of these changes is summarized in Table 4 which compares the amount
of track commission and purses prior and subsequent to the 1970 change at

various amounts of total wager:

Table 4

Track Commission and Purses

1970 Subsequent
Gross Handle And Prior To 1970 Increase
$ 20,000,000 $ 1,700,000 $ 2,050,000 $ 350,000
40,000,000 3,100,000 3,860,000 760,000
40,000,001 3,100,000 3,690,000 590,000
75,000,000 5,550,000 6,840,000 1,290,000
75,000,001 5,550,000 6,675,000 1,125,000
120,000,000 8,475,000 10,590,000 2,115,000
120,000,001 8,475,000 10,290,000 1,815,000
180,000,000 12,100,000 15,330,000 3,230,000
180,000,001 12,100,000 14,850,000 2,750,000
Finding

APPROPRIATE CONTROLS ARE PROVIDED BY THE HORSE RACING

BOARD'S REQUIREMENT OF SEPARATE ACCOUNTING FOR CHARITY

DAYS OPERATIONS AND INDEPENDENT AUDITS OF DISTRIBUTING

AGENTS, WHICH INCLUDE VERIFICATION OF THE TAX-EXAMPT STATUS

OF BENEFICIARY ORGANIZATIONS.



The financial information summarized in Table 1 and shown in detail
in the appendix is from the most current independent audit reports of the
distributing agents. Each racing association is required to maintain its
accounting records so that operations on charity days are separate from other
days. Financial reports identify the basis by which costs are allocated
between charity days and other days. Unique situations (e.g., racing operations
conducted by subsidiaries with part of profits transferred to the parent .

company by rent charges) do not affect the charity days operations.

Unqualified opinions are provided in each of the certified public
accountants reports on the distributing agents. The board approves the
proposed disbursements of distributing agents prior to payment, and the

auditors verify the eligibility of charity beneficiaries to receive funds.

Findings

- ALL BUT TWO OF THE DISTRIBUTING AGENIS INCUR SOME COSTS

WHICH REDUCES' THEAMOUNT OF FUNDS FOR CHARITY.

- THE DIFFERENCES IN OPERATIONS AMONG THE DISTRIBUTING

AGENTS DO NOT IMPEDE APPROPRIATE FINANCIAL REPORTING,

One agent, Southern California Racing Association Charitable
Foundation, incurs no costs and distributes all receipts to charity within
the same fiscal year of receipt. Only one other agent, Santa Anita Foundation,
incurs no operating expenses and is therefore able to distribute all funds
to charities. Among the other agents, operating costs range from $5 to over

$15,000 per year.
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Table 5 summarizes the cash receipts and disbursements and fund
balances of the distributing agents for the most recent fiscal years for which

audits have been completed. The following operating differences are indicated:

- Two agents, Santa Anita Foundation and Hollywood Turf Club
Associated Charities, have substantial amounts of other
funds in addition to charity day funds. Separate accounting

is provided.

- Operating expenses are paid from the same fund as distributions
to charities, except the Hollywood Turf Club agent maintains
a separate fund from which expenses are paid. Transfers of

both charity day funds and other funds are made to the expense

fund.
- Various fiscal years have been adopted by the agents.
- Some agents distribute funds soon after receipt, while others

delay distributions to near the statutory limit and realize
interest income which increases the amount ultimately distributed
to charities. A portion of the invested fund balance of

Western Harness Charity Foundation is a $4,012 advance from

the racing association.

- Both the cash and accrual basis of accounting are used. We
have made adjustments so that all amounts reflected in Table 5

are on the cash basis.
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Table 5

Distributing Agents Cash Receipts
And Disbursements and Fund Balance

Santa Anita Foundation
Year Ended December 31, 1972

Receipts:
Net proceeds from charity days
Interest income
Total receipts

Less disbursements to charities
(Appendix 1)

Increase in fund balance
Fund balance, January 1, 1972

Fund balance, December 31, 1972

Hollywood Turf Club Associated Charities,

Inc., Year Ended March 31, 1973

Receipts:
Net proceeds from charity days
Interest income
Other contributions
Total receipts
Disbursements:
To charities (Appendix 2)
To expense fund (see below)
Total disbursements
Change in fund balance

Fund balance, April 1, 1972

Fund balance, March 31, 1973
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Charity Day Other

Fund Funds EQEEL
$411,399 - $411,399
16,763 $ 11,986 28,749
428,162 11,986 440,148
393,750 3,000 396,750
34,412 . 8,986 43,398
402,197 228,395 630,592
$436,609 $237.381 $673,990
$613,543 $613,543
2,017 2,017

$_ 3,250 3,250

615,560 3,250 618,810
593,550 593,550
16,000 4,000 20,000
609,550 4,000 613,550
6,010 (750) 5,260
165,770 17,405 183,175
$171.780 $_16,655 $188.435



Expense fund:

Receipts (from above)

Expenses:
Salaries
Professional services
Taxes and insurance
Office furniture, equipment & supplies
Automobile expense
Telephone and postage
Other expense

Total expense
Increase in fund balance
Fund balance, April 1, 1972

Fund balance, March 31, 1973

Del Mar Charities - Year Ended June 30, 1972

Net proceeds from charity days
Disbursements:

To charities (Appendix 3)

Accounting fees

Secretarial services and other expenses

Total disbursements

Decrease in fund balance
Fund balance, July 1, 1971

Fund balance, June 30, 1972
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$ 9,800
2,800
1,365

355
590
198

278

$ 20,000

15,386

4,614

14,885

$19,499

$ 39,154

38,617
375
296

39,288

(134)
848

714



Qak Tree Foundation ~ Year Ended July 31, 1972

Receipts:
Net proceeds from charity days
Interest income

Total receipts
Expense
Increase in fund balance
Fund balance, August 1, 1971
Fund balance, July 31, 1972
Note: Distributions to charities in the amount of $63,225

made after year end, on August 7, 1972 are shown in
Appendix 4.

Western Harness Charity Foundation
Year Ended August 31, 1972

Receipts:
Net proceeds from charity days
Advance from Western Harness Racing Association
Interest income
Total receipts
Disbursements:
To charities (Appendix 5)
Legal and accounting
Total disbursements
Increase in fund balance

Fund balance, September 1, 1971

Fund balance, August 31, 1972

-15-

$ 63,226
421

63,647
_2
63,642
250

=03.892

$ 25,993
4,012
628

30,633

13,000
986

13,986

16,647

14,368

$-31,015



