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Honorable Art Agnos, Chairman

Members, Joint Legislative
Audit Committee

State Capitol, Room 3151

Sacramento, California 95814

Dear Mr. Chairman and Members:

The Office of the Auditor General presents its report concerning the
operations of the California Exposition and State Fair (Cal Expo).
This vreport indicates that although Cal Expo's financial condition
improved in fiscal year 1985-86, Cal Expo must continue to work toward
becoming fiscally independent from the State's General Fund support.
The report also indicates that Cal Expo does not follow proper
accounting procedures, does not adequately control cash receipts, does
not have an adequate preventive maintenance plan, and has not developed
a satisfactory interim usage marketing plan.

We conducted this audit to comply with Chapter 8, Statues of 1986.

Respectfully submitted,

A

Auditor General
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SUMMARY

RESULTS IN BRIEF

In 1980, state Tlaw required the California
Exposition and State Fair (Cal Expo) to work
toward becoming fiscally independent of the
State's General Fund. For the first time, in
fiscal year 1985-86, Cal Expo's operating
revenues, which do not include the State's
General Fund appropriations or other state
support, exceeded expenditures by approximately
$684,600. The major reason for this surplus
was the introduction of "simulcast" televising
of horse races, from which Cal Expo received
almost $2.2 million. Cal Expo's continued
fiscal independence is not guaranteed, however,
because Cal Expo is not assured of receiving
all simulcast revenues in future years, and
because despite completing almost $1 million in
needed maintenance projects, Cal Expo still has
over $4.1 million in maintenance and repairs to
complete. Moreover, Cal Expo has made efforts
to implement the recommendations we made in a
1986 report by strengthening its management
controls although it needs to make additional
improvements.

BACKGROUND

Cal Expo is responsible for managing the annual
state fair and for providing a site for other
events during the remainder of the year. Among
the facilities at Cal Expo are exposition
buildings, a racetrack, an aquatic amusement
park, and a concert amphitheater. Cal Expo is
governed by an 1l-member board of directors.
The board serves as the policy-making body for
Cal Expo and is responsible for its year-round
operation and management. The board also
appoints Cal Expo's general manager.

Cal Expo's sources of funding include
appropriations from the State's General Fund
and revenues from the state fair and other
events. In fiscal year 1985-86, Cal Expo
received a total of $13.5 million; of this
total, $1.76 million came from the State's
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General Fund. The Food and Agriculture Code,
Section 3301, added by the Statutes of 1980,
required Cal Expo's board of directors to work
toward becoming fiscally independent of the
State's General Fund.

PRINCIPAL FINDINGS

Cal Expo Must Continue To Work
Toward Becoming Fiscally Independent

Despite ending fiscal year 1985-86 with an
excess of revenues over expenditures, Cal Expo
is not assured of continued fiscal
independence. During  1985-86, Cal Expo's
operating revenues--revenues from the state
fair and other events--totaled $11.19 million.
In that same fiscal year, Cal Expo spent
$10.5 million, vresulting in a positive balance
of approximately $684,600. Although revenue
from the state fair in 1985-86 declined,
revenue from other events increased
significantly, largely because of the
introduction of simulcast televising of horse
races. This new source of revenue brought
Cal Expo approximately $2.2 million. However,
only $960,000 of this amount was guaranteed to
Cal Expo as its percentage of total receipts;
the remainder, $1.2 million, was a
discretionary allocation, and Cal Expo cannot
be certain that it will receive similar amounts
in the future. Additionally, Cal Expo still
faces over $4.1 million in deferred maintenance
and repair projects despite completing nearly
$1 million in needed repairs.

Cal Expo Must Continue To Work Toward
Improving Its Management Controls

Our report, "Lack of Management Control and
Self-Generated Revenue Has Led to the
California Exposition and State Fair's Lack of
Fiscal Independence," Report P-490,
January 1986, recommended a number of ways in
which Cal Expo could improve 1its operations.
Since that vreport was issued, Cal Expo has
improved its financial reporting system and
contracting procedures, increased its revenue
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from the interim use of the Cal Expo facility,
and has sought alternative sources of income.
However, Cal Expo still has deficiencies in its
management controls. For example, Cal Expo has
not prepared a schedule of preventive
maintenance, does not maintain adequate records
for 1its assets, does not follow proper
accounting procedures, and has not developed an
interim usage marketing plan.

RECOMMENDATIONS

To improve 1its financial condition and
management controls, Cal Expo should take the
following actions:

- Continue to seek sources of funding to
complete needed maintenance projects and
prepare a preventive maintenance schedule;

- Pursue the collection of outstanding
advances;

- Establish a ticket inventory control system
and reassign accounting duties to provide an
adequate separation of duties for the
collection and deposit of receipts;

- Properly accrue accounts payable; and

- Develop an interim usage marketing plan and
determine the costs of renting the facility.

AGENCY COMMENTS

The California Exposition and State Fair
generally concurs with our findings about
Cal Expo's financial condition and management
controls and agrees to implement our
recommendations. In its response, Cal Expo
also provides some additional information about
the state fair.



INTRODUCTION

On January 10, 1986, the Office of the Auditor General issued
a report that detailed severe management problems at the California
Exposition and State Fair (Cal Expo). The report concluded that a lack
of self-generated revenue and poor management controls had contributed
to Cal Expo's inability to achieve fiscal independence. Our current
report contains the results of our financial audit of Cal Expo for
fiscal year 1985-86, mandated by the Food and Agriculture Code,
Section 3337. In addition, this report reviews Cal Expo's efforts to
correct its management problems and implement the recommendations we

made in the earlier report.

Cal Expo

In 1980, state Tlaw removed the responsibility for Cal Expo
from the Department of Parks and Recreation and established Cal Expo as
a separate, independent entity in state government. Cal Expo is
responsible for managing the annual state fair and providing a site for
events held during the remainder of the year (interim events). These
events include motorcycle racing, dog shows, auctions, and vehicle

shows.

The annual state fair runs, on the average, for 17 days from
mid-August to early September and provides a showcase for the

agricultural, recreational, and industrial resources of the State. The



fair provides an arena for the presentation of new ideas and
information for the education of visitors. Also, the fair provides a
marketplace for the demonstration, advertisement, and sale of goods and
services. Finally, the fair provides opportunities for youths,
participating in programs such as scouting, 4-H, and the Future Farmers

of America, to compete in agricultural and livestock events.

Cal Expo opened on its present site in 1968. The site
consists of approximately 700 acres along the American River in
Sacramento County. Approximately 350 acres of the 700 acres are
protected under the Bushy Lake Preservation Act; only a portion of the
protected Tland may be used and only on a limited basis. The other 350
acres are used for the state fair and other events. Cal Expo
facilities idinclude a racetrack, exposition buildings, an aquatic

amusement park, and a concert amphitheater.

Cal Expo is governed by an ll-member board of directors, 9 of
whom the Governor appoints with the consent of the Senate. Of the 2
that remain, the Speaker of the Assembly appoints one and the Senate
Committee on Rules appoints the other. The board creates policies for
Cal Expo and 1is responsible for its year-round management and
operation. The board also appoints Cal Expo's general manager;
however, the Governor.appoints the deputy general manager, the program
manager, and the marketing manager. In 1980, state law required the
board of directors to work toward a goal of fiscal independence from

the State's General Fund.



Previous Auditor General Report on the
California Exposition and State Fair

The Office of the Auditor General issued a report entitled,
"Lack of Management Controls and Self-Generated Revenue Has Led to the
California Exposition and State Fair's Lack of Fiscal Independence,"
Report P-490, January 1986. In Appendix A, we discuss Cal Expo's
efforts to implement our recommendations for seeking alternatives to

increase revenues and improving management controls.

SCOPE_AND METHODOLOGY

We conducted a financial audit of Cal Expo's portion of the
State's General Fund as of, and for the fiscal year ended
June 30, 1986, and the California Exposition and State Fair Enterprise
Fund as of June 30, 1986, and for February 25, 1986, through
June 30, 1986. We evaluated Cal Expo's internal accounting controls to
determine the audit procedures and the extent of testing necessary to

express an opinion on the financial statements of Cal Expo.

In addition, we evaluated Cal Expo's progress in correcting
the management problems identified in our previous report. In
October 1986, we examined the report recommendations and Cal Expo's
responses to them. We then interviewed Cal Expo personnel, observed
completed maintenance projects, and reviewed Cal Expo records to
determine the extent to which Cal Expo had implemented these

recommendations.



AUDIT RESULTS

THE CALIFORNIA EXPOSITION AND STATE FAIR
HAS IMPROVED ITS FINANCIAL CONDITION AND
MANAGEMENT CONTROLS BUT MORE IMPROVEMENT IS NEEDED

The California Exposition and State Fair (Cal Expo) has
improved its financial condition and its management controls; however,
more improvement is needed if Cal Expo is to remain financially
independent of the State's General Fund. In October 1985, Cal Expo
introduced simulcast televising of horse races, a new revenue source
that generated approximately $2.2 million. As a result, for the first
time, Cal Expo's vrevenues exceeded its expenses by approximately
$684,600. In addition, Cal Expo has implemented many of the
recommendations in our report, '"Lack of Management Controls and
Self-Generated Revenue Has Led to the California Exposition and State
Fair's Lack of Fiscal Independence," Report P-490, January 1986;
however, it still has deficiencies in its management controls. For
example, Cal Expo does not follow proper accounting procedures, does
not maintain adequate asset records, does not adequately control cash
receipts from ticket sales, and has not developed a satisfactory
interim usage marketing plan. Finally, while Cal Expo used
approximately $1 million in fiscal year 1985-86 to complete needed
maintenance on the Cal Expo facility, it has not budgeted any funds in
fiscal year 1986-87 to complete the more than $4.1 million in repairs

and maintenance that remain.



Cal Expo Has Improved Its
Financial Condition but Must Continue
To Work Toward Fiscal Independence

Since 1980, when state Tlaw required Cal Expo's board of
directors to work toward a goal of fiscal independence from the State's
General Fund, Cal Expo has received state General Fund support. In
fiscal year 1985-86, Cal Expo received about $1.76 million from the
State's General Fund, but Cal Expo also earned enough revenue to pay
for dits operations, which included approximately $1 million for
deferred maintenance projects. As a result, Cal Expo ended fiscal year
1985-86 with a $727,000 surplus in its California Exposition and State
Fair Enterprise Fund. However, Cal Expo still needs to complete
approximately $4.1 million in deferred maintenance on the Cal Expo
facility. Consequently, Cal Expo must continue to generate operating
income in excess of operating expenses if it is to become financially
independent from the State's General Fund. Cal Expo's improved
financial condition in the current fiscal year resulted primarily from
the 1increased revenues generated by simulcast horse races; however,
there is no guarantee that Cal Expo will continue to receive similar

amounts in future years.

In fiscal year 1985-86, Cal Expo earned approximately
$11.19 million in operating income from revenues from the state fair
and interim events and from reimbursements for security, clean up, and
other services that Cal Expo provides. This operating income is

approximately $684,600 more than its total operating expenses for the



year and approximately $1.86 million more than the approximately
$9.33 million in operating income for the fiscal year 1984-85. Table 1
compares Cal Expo's operating income and operating expenses for fiscal
years 1984-85 with Cal Expo's operating income and expenses for fiscal

year 1985-86.

TABLE 1

CALIFORNIA EXPOSITION AND STATE FAIR
OPERATING INCOME AND EXPENSES
FISCAL YEARS 1984-85 AND 1985-86

Increase
1984-85 1985-86 (Decrease)
Operating Income
State fair revenue $ 7,233,800 $ 6,813,300 $ (420,500)
Interim event revenue 1,475,000 3,852,200 2,377,200
Reimbursements 621,900 520,500 (101,400)
Total Operating
Income 9,330,700 11,186,000 1,855,300
Operating Expenses
Personal services 5,102,000 5,324,800 222,800
Other operating
expenses 5,946,600 5,176,600 (770,000)
Total Operating
Expenses 11,048,600 10,501,400* (547,200)
Operating Income
Minus Expenses $(1,717,900) $ 684,600 $2,402,500

*This amount includes approximately $1 million in deferred maintenance
expenses and approximately $213,000 used to repair flood damage to the
Cal Expo facility. It does not include approximately $343,000 in
depreciation expense because depreciation expense does not require an
expenditure of cash.



Cal Expo's operating income increased despite an approximate
$421,000 decrease in revenue from the state fair and an approximate
$101,000 decrease in reimbursements because revenue from interim events
increased by approximately $2.38 million. The increase in revenue from
interim events results primarily from Cal Expo's introduction of
simulcasted horse races. Cal Expo receives broadcasts by satellite of
horse races held at other racetracks, allowing patrons in Sacramento to
bet on these races. In fiscal year 1985-86, Cal Expo received a total
of approximately $2.2 million from simulcasted horse races. Of this
amount, Cal Expo received about $960,000 in revenues from simulcasting
commissions, admission fees, and sales of food and beverage and will
continue to vreceive these types of revenues as long as Cal Expo
continues to provide simulcasted horse races. However, approximately
$1.2 million of the $2.2 million was a discretionary allocation from
the Satellite Wagering Account and is not a guaranteed source of income

for the future.

By Tlaw, all vrevenues payable to the State from satellite
wagering facilities such as Cal Expo must be deposited in the separate
Satellite Wagering Account. Funds in this separate account are
administered by the Department of Food and Agriculture and are
available for various purposes, including the repayment of bonds used
to finance improvements at fair racetracks, health and safety repair
projects at fairs, and support purposes of fairs generally. However,
the director of the Department of Food and Agriculture, at his or her

discretion, controls the allocation of these funds. While Cal Expo



will receive approximately $992,000 from the Satellite Wagering Account
in fiscal year 1986-87 and a $500,000 appropriation is proposed for
fiscal year 1987-88, these are discretionary allocations, and there is
no guarantee that these funds will be a continuing source of funds

after fiscal year 1986-87.

In addition to its operating income, in fiscal year 1985-86,
Cal Expo also received approximately $1.76 million from the State's
General Fund and approximately $570,000 in other state support.
Table 2 shows all sources of support for Cal Expo for fiscal years

1984-85 and 1985-86.



TABLE 2

CALIFORNIA EXPOSITION AND STATE FAIR
SOURCES OF SUPPORT
FISCAL YEARS 1984-85 AND 1985-86

Increase
1984-85 1985-86 (Decrease)
Operating Income
State fair revenue $ 7,233,800 ¢ 6,813,300 $ (420,500)
Interim event revenue 1,475,000 3,852,200 2,377,200
Reimbursements 621,900 520,500 (101,400)

9,330,700 11,186,000 1,855,300

Other Sources

State's General Fund 1,751,300 1,757,500 6,200

Other State Support

Fair and exposition fund 265,000 265,000
Special account for capital
outlay 179,000 (179,000)
State fair police special
account 12,000 3,000 (9,000)
Disaster response account
(flood relief) 299,000 299,000
456,000 567,000 111,000
Total Support $11,538,000 $13,510,500 $1,972,500

Because Cal Expo's operating income exceeded its operating
expenditures, and it also received General Fund and other state
support, Cal Expo ended fiscal year 1985-86 with a $727,000 surplus in
its California Exposition and State Fair Enterprise Fund. As shown in
our audited financial statements on page 34 of this report, Cal Expo

had $727,117 in retained earnings on June 30, 1986. Cal Expo reported
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its June 30, 1986, retained earnings balance in the California
Exposition and State Fair Enterprise Fund as -approximately
$2.16 million, and Cal Expo reports its financial condition according
to state laws and regulations. However, we had to adjust Cal Expo's
financial records to prepare our financial statements in accordance
with generally accepted accounting principles, thus presenting
Cal Expo's financial data in the same way as that of a business in the
private sector. Consequently, our figure and Cal Expo's figure for
retained earnings are different because of differences 1in accounting
treatment for certain items of revenue, reimbursements, and

expenditures.

While Cal Expo has improved its financial condition in fiscal
year 1985-86, it must continue to generate operating surpluses in
future years to become financially independent from the State's General
Fund.  However, Cal Expo's slow progress in completing needed deferred
maintenance projects may vrestrict its ability to become fiscally
independent; Cal Expo still needs to complete approximately

$4.1 million in deferred maintenance on the Cal Expo facility.

Cal Expo Has Improved Its Management
Controls but More Improvement Is Needed

Although Cal Expo has taken steps to improve 1its management
controls, more improvement is needed. However, Cal Expo has addressed
many of the recommendations that the Office of the Auditor General made

in  the January 1986 vreport. For example, Cal Expo has made
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