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AUDIT BACKGROUND, SCOPE AND OBJECTIVES

At the request of the California Department of Food and Agriculture’s (CDFA) Division of
Marketing Services’ (Marketing Division), Fairs & Expositions Branch (F&E), the CDFA Audit
Office conducted a performance audit of the 14th District Agricultural Association (DAA), Santa
Cruz County Fair (14th DAA), located in Watsonville, California, for the audit period January 1,
2019 through December 31, 2020. Whenever necessary, accounting records from prior and
following periods were also examined to provide context to certain financial transactions and

ISsues.

The specific objectives of our audit were the following:

Review all non-payroll related expense reimbursements made to the 14th DAA’s
employees for adequacy, support, and compliance with state laws, regulations, and policy.

Review any existing contracting and procurement policies established by the 14th DAA’s
Board of Directors (Board). Examine the 14th DAA’s contracts and contracting processes
in place during the audit period for compliance with state laws, regulations, internal
controls, and with the requirements of various state control agencies.

Determine compliance over personnel transactions that took place during the audit period.
In addition, examine personnel practices and processes with the requirements established
by the California Department of Human Resources (CalHR), applicable union bargaining
contracts along with state, and federal law.

Examine safeguards over the 14th DAA’s assets and liabilities including fixed assets, bank
accounts, cash receipts, cash disbursements, and revenue collection processes.

Review other material operating practices to ensure the 14th DAA was operating
efficiently per best business practices.

Seek explanation and clarifications from fair personnel pertaining to audit issues and
concerns noted within this audit report.

AUDIT METHODOLOGY

To address the objectives of the performance audit, our office performed the following specific
procedures for the periods audited:

Obtained and reviewed all available supporting documentation for expense
reimbursements made to employees during the periods audited. Sought explanations in
the instances that records were missing or incomplete.

Obtained and reviewed the 14th DAA’s previously submitted Statement of Operations
(STOPs) along with any financial audit and review reports of the 14th DAA prepared by
independent Certified Public Accountant (CPA) firms.
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e Requested information pertaining to the overall operating practices and policies of the
14th DAA.

e Obtained and reviewed supporting documents for the 14th DAA’s operating and other
bank accounts. Sought explanations when supporting accounting records were not
available.

e Obtained and reviewed written contracts that the 14th DAA entered into with various
contractors that were paid by the 14th DAA for services during the audit period. Tested
to determine whether the contractors provided invoices prior to payment and whether the
total compensation paid to these contractors was correctly reported to the Internal Revenue
Service (IRS) as required.

e Examined the 14th DAA payroll processes and transactions to ensure compliance with
state and federal laws, policies, and procedures.

e Reviewed applicable laws, regulations, policies, and procedures significant to assets
maintained by the 14th DAA.

e When necessary, followed up on unique situations in which additional explanations and
justifications were required to put the transactions in proper context.

In conducting our audit of the 14th DAA, we obtained an understanding of its internal control
structure to determine our auditing procedures, as they relate to and that we considered
significant, within the context of our audit objectives. We assessed whether those controls were
properly designed and implemented. Any material weaknesses and significant deficiencies
within internal controls that were identified during our audit are included in this report.

We conducted this performance audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

CONCLUSION

Based on the procedures performed as stated within our audit methodology, our office noted
weaknesses and deficiencies within the 14th DAA’s administrative controls and operating
practices. We have identified twelve areas containing reportable conditions that are specified
within the body of this report. In addition, we have provided 35 recommendations to improve
the 14th DAA’s internal controls, operations, and compliance with state laws and regulations.
The 14th DAA must respond in writing on how these recommendations will be implemented.
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REPORTABLE CONDITIONS

FINDING #1 — IMPROPER PURCHASES AND LACK OF CONTROLS USING THE
14TH DAA’S DEBIT CARD

As a result of the 14th DAA not establishing basic internal controls over their debit cards, an
employee of the 14th DAA (Employee A) improperly used a 14th DAA debit card to make
various purchases that were personal in nature, unjustified, and/or not supported with a receipt or
a vendor invoice.

For the periods audited (2017-2021), the 14th DAA typically had two active debit cards for use,
one of which was kept and used solely by Employee A. Related 14th DAA bank statements
specify that from 2017 through 2021, the 14th DAA’s debit cards were used to make 850 separate
purchase transactions in which a total of $163,442 of expenses were paid from the 14th DAA’s
operating bank account. Of the 850 transactions, Employee A made purchases totaling $108,869
of the $163,442. The 14th DAA did not provide supporting documentation to our office
indicating a supervisor or a board member had reviewed or approved any of the $163,442 in debit
card purchases. Due to the lack of controls such as no supervisory review, our office performed
a detailed analysis of all 14th DAA debit card purchases from 2017 through 2021 and identified
the following issues:

Improper Gasoline Purchases and Vehicle Maintenance Expenses

Employee A used the DAA’s debit card to improperly purchase gasoline and vehicle maintenance
services for commuting in his personal vehicle. Of the 850 debit card purchases, $33,582 was
spent on gasoline (321 instances totaling $31,345) or vehicle maintenance (10 instances totaling
$2,237) for Employee A’s personal vehicle. For the ten debit card purchases relating to vehicle
maintenance services, only five invoices totaling $835 were provided for our review. According
to the California Code of Regulations (CCR), Title 2, Section 599.626.1, expenses arising from
travel between home or garage and headquarters shall not be allowed. In this case, the fairgrounds
is considered Employee A’s headquarters as that is where he reports to work. Employee A stated
that since he brought tools to the fairgrounds every day that the mileage should be considered a
business expense. Furthermore, Employee A stated he used his personal vehicle while
conducting business on behalf of the 14th DAA. However, Employee A did not complete any of
the required documentation necessary to support a valid business claim.

Our office informed Employee A that if an employee uses their personal vehicle for business
related travel, various requirements are necessary to be followed. First, a state employee is
required to prepare and get approval on Standard Form 261, Authorization to Use Privately
Owned Vehicles on State Business (STD 261) on an annual basis. Next, for each trip in which
mileage expenses are incurred, the date of the travel, locations traveled to and business purpose
of the trip must be documented on a Travel Expense Claim (TEC) which must be completed and
submitted at least once a month. As stated above, Employee A did not complete or submit these
required documents.
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Table 1 below summarizes the 14th DAA’s debit card charges incurred during the five-year audit
period and identifies the amounts spent for gasoline and vehicle maintenance for Employee A’s
personal vehicle.

Table 1 — Five Year Summary of the 14th DAA’s Debit Card Purchases, and Amounts Spent
on Gasoline and Vehicle Maintenance

Number Total Spent
of on
Debit Card Gasoline/ Gasoline/
Number of Purchases Vehicle Vehicle

Year of Debit Card per Maintenance Maintenance

Purchase Transactions Year Purchases Purchases
2017 183 $ 46,447 52 $ 4,283
2018 192 37,243 68 6,547
2019 219 39,164 77 7,781
2020 104 14,998 62 7,005
2021 152 25,590 72 7,966
Total 850 $ 163,442 331 $ 33,582

Source: 14th DAA Bank Statements and Related Accounting Records

Improper Purchases of Food and Beverages

Employee A used or allowed the 14th DAA debit cards to be used to improperly purchase food
in 45 instances totaling $5,905 that are deemed unallowable. According to available
documentation and discussions with the 14th DAA staff, these purchases were for birthday
celebrations, employee lunches, holiday dinners, chamber mixers, and other functions that were
not business related and are considered personal in nature.

Missing Receipts, VVendor Invoices or Support

In addition to the missing gasoline and vehicle maintenance receipts identified above, our office
identified 23 other instances, totaling $4,671, where the 14th DAA did not maintain or provide
receipts for debit card purchases made at various retail outlets. Without any receipts or related
supporting documentation, our office cannot determine their appropriateness.

In addition to the missing receipts, our office identified that the 14th DAA’s debit cards were
used to pay for $1,352 of travel related charges. However, employees responsible for the travel
related expenses did not complete a required TEC or submit hotel folio’s or receipts for these
expenses.
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Lack of Supervisory Review

Although more than $163,000 of 14th DAA funds paid for the purchases, none of the debit card
purchase transactions were reviewed to determine whether they were appropriate or in
compliance with state laws, regulations, and policies.

Recommendations:

1.

The 14th DAA should consider and begin legally permissible recovery efforts for the costs
associated with Employee A’s misuse of the 14th DAA’s debit card to purchase fuel for
commuting miles driven.

The 14th DAA should consult with the CDFA Departmental Services Branch to determine
whether a TEC shall be accepted since Employee A did not submit a TEC at least once a
month as required by the CDFA Travel Guide or if reimbursement is no longer a valid
option.

The 14th DAA should ensure a Standard Form 261, Authorization to Use Privately Owned
Vehicles on State Business, is completed on an annual basis by any DAA employee who
will be using their private vehicle for state business.

The 14th DAA should adhere to state rules regarding the purchasing of food and
beverages. Improper purchases may be deemed a gift of public funds which are
prohibited.

The 14th DAA should ensure all employees who have travel related costs properly
complete a TEC and have it reviewed and approved by a supervisor or board member
prior to payment.

The 14th DAA should establish written procedures for its employees to follow when using
bank issued debit cards to make purchases. At a minimum, the procedures should require
that all transactions are reviewed by the user’s supervisor or a board member for
appropriateness and compliance with state laws, regulations, and policies within a timely
basis.

The 14th DAA should improve internal controls by ensuring all debit card purchases are
supported by appropriate documentation.

FINDING #2 — LACK OF AN AGREEMENT BETWEEN THE 14TH DAA AND THE

SANTA CRUZ COUNTY FAIRGROUNDS FOUNDATION AND
OTHER CONTROL WEAKNESSES

The 14th DAA did not enter into a written agreement with the Foundation for several activities
conducted on the fairgrounds. According to public nonprofit tax returns and discussions with the
14th DAA personnel, the Foundation conducted events such as a holiday fundraising event, a
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crab feed, and various concession services throughout 2019 and 2020 on the fairgrounds. Due to
a lack of an agreement and other control weaknesses, the following issues were identified:

a. The 14th DAA did not receive a share of revenue from the Foundation for at least two
events that were conducted on the fairgrounds which typically result in a revenue split.
According to the Foundation’s tax returns, the holiday event and the crab feed resulted in
revenue to the Foundation in the amounts of $285,478 and $65,773, respectively. Without
a written agreement, our office is not able to determine the amount of revenue, if any, was
owed to the 14th DAA.

b. The Foundation underpaid $3,437 to the 14th DAA for alcohol sales. The 14th DAA’s
alcohol policy states interim renters are required to use the Foundation to provide alcohol
services. The policy states that 5% of these sales are to be paid to the 14th DAA by the
Foundation. Since the 14th DAA did not provide documentation for the alcohol sale, our
office had to research amounts from the Foundation’s tax returns. According to the
Foundation’s 2019 and 2020 tax returns, the Foundation received $333,819 based on
concession receipts. Therefore the 14th DAA should have received $16,691 from these
concession receipts instead of the $13,254.

c. In 2020, the 14th DAA and the Foundation entered into a lease agreement that was signed
by two related individuals and therefore did not appear to be at Arm’s Length as required
by the Accounting Procedures Manual (APM) Section 8.58. The agreement was for the
lease of several items of equipment from the Foundation.

d. Employee A conducted Foundation business while working for the 14th DAA.
Specifically, the Foundation reimbursed Employee A in the amount of $68,489 for various
equipment purchases he made for the Foundation. In one instance, gas receipts indicate
Employee A purchased gasoline using the 14th DAA’s debit card in an area a few hundred
miles away from the fairgrounds where the Foundation’s equipment was picked up.
Although the Foundation may benefit the 14th DAA, state employees are not allowed to
conduct business for an outside entity while on State time.

e. The 14th DAA did not charge the Foundation for office space used throughout the year.
This resulted in a loss of revenue to the 14th DAA.

Recommendations:

8. The 14th DAA should ensure a written contract is completed with any non-profits, as well
as any other entity, doing business with the 14th DAA as cited in the Contracts Manual
for DAAs. Furthermore, the 14th DAA should determine if any amounts are owed based
on the events that occurred.

9. The 14th DAA should enter into an agreement with the Foundation for the use of office
space on the fairgrounds.
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10. The 14th DAA should confirm all amounts received for concessions sales by the
Foundation to ensure amounts are appropriate.

11. The 14th DAA should inquire with the Foundation about the discrepancy in concessions
shown on the public tax returns and the amounts received and seek reimbursement for
amounts owed.

12. The 14th DAA should ensure that all agreements are entered into at arm’s length. If this
is unavoidable, the 14th DAA should seek guidance from the F&E.

13. The 14th DAA should ensure state resources are not used for conducting business for a
nonprofit.

FINDING #3 — INTERNAL CONTROL WEAKNESSES OVER FUEL TANK USAGE

The 14th DAA did not properly safeguard access to the fuel tanks located on their fairgrounds.
The 14th DAA purchased $27,637 in 2019 and 2020 for three types of fuel (Diesel, Unleaded,
and Propane) from outside vendors for use on the fairgrounds. During our audit, we identified
the following control weaknesses:

a. A control usage log was not maintained for $5,914 of propane purchased. Therefore, our
office is unable to determine if the propane was used by authorized individuals and for the
benefit of the 14th DAA.

b. A list of employees with access to the fuel tanks was not provided. Our office identified
27 names or initials on the usage logs during 2019 and 2020. Roughly half of the
names/initials could not be identified by fair personnel. Therefore, our office is unable to
determine if the fuel was used by authorized individuals and for the benefit of the 14th
DAA.

c. Inaddition to the 14th DAA employees having access to the fuel tanks, the speedway on
the fairgrounds was also allowed access. Occasionally, the 14th DAA would invoice the
speedway for their usage; however, our office determined the speedway was not invoiced
for approximately $387 based on what relevant information our office gathered from the
records.

Recommendations:

14. The 14th DAA should secure the tanks with a lock and only allow authorized individuals
access. Furthermore, the 14th DAA should ensure a usage log is maintained for all fuels
purchased.

15. The 14th DAA should maintain a list of all employees that have access to fuel tanks
maintained by the 14th DAA.

16. The 14th DAA should ensure all fuel consumption used by the speedway is accurately
documented and invoiced.
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FINDING #4 - IMPROPER TERMS WITHIN THE SPEEDWAY RENTAL
AGREEMENT

In a multi-year rental agreement, the 14th DAA improperly agreed to “Additional Investment"
terms with a corporation renting the speedway located on the fairgrounds. In addition to the
corporation making annual rent and utilities payments to the 14th DAA, within the written
agreement, a section labeled as “Additional Investment” was included that specified the
corporation “...agrees to donate a minimum of $7,500 per each year of this agreement to the
Santa Cruz County Fairgrounds Foundation so that the Foundation can execute agreed upon
repairs and improvements.” Based on consultation with CDFA’s Legal Office, donations from
the corporation directly to the Foundation are improper as a condition of an agreement between
the 14th DAA and a corporation for the rental of the speedway. In addition, the 14th DAA is
responsible for any improvements made on the fairgrounds in accordance with relevant state
guidelines, such as, any bidding requirements necessary to hire contractors, if applicable, as well
as requesting and using the services of the California Construction Authority (CCA) and/or the
Department of General Services (DGS) if required. Circumvention of these requirements would
also be improper.

Recommendation:

17. The 14th DAA should amend the contract and ensure all financial terms and conditions
contained within written agreements are proper. Donations should not be allowed.

FINDING #5 - FAILURE TO COMPLY WITH OVERSIGHT REQUIREMENTS

The 14th DAA failed to comply with the Food and Agriculture Code (FAC) Section 4051, which
specifies that a DAA with an annual budget less than $5 million shall have its books and accounts
reviewed annually (audited at least once every three years) by an independent CPA selected by
the Board. The 14th DAA’s last independent audit report was for the period ending December
31, 2019.

Recommendation:

18. The 14th DAA should ensure they comply with the FAC 4051 and receive an annual audit
or review.

FINDING #6 — IMPROPER TRAVEL TO A PROHIBITED STATE

The 14th DAA failed to comply with AB 1887, which prohibits state-funded and state-sponsored
travel to certain states. In 2019, the 14th DAA improperly allowed Employee A to attend the
International Association of Fairs & Exposition’s (IAFE) Annual Convention in Texas which
was a banned state. Travel and registration costs for this event amounted to $564.

Under AB 1887, the State of California Department of Justice evaluates other states laws to
determine if they are counter to the intent of AB 1887 and whether state-funded or state-
sponsored travel is allowable. Currently, 22 states, including Texas, are included on the list.
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Although Employee A stated he was not aware of the travel ban, the law is clear that it is the
responsibility of a state entity to consult the list of banned states on the California Office of the
Attorney General’s website.

Recommendation:

19. The 14th DAA should ensure they comply with AB 1887 and not allow travel to any of the
22 prohibited states for state business. Furthermore, the 14th DAA should recoup all
costs it paid to employees who traveled to the banned state in 2019.

FINDING #7 — INTERNAL CONTROL WEAKNESSES OVER 125-DAY TEMPORARY
EMPLOYEES

The 14th DAA failed to comply with various administrative requirements as established by the
Business and Professions Code (B&P Code), CalHR, the Accounting Procedures Manual (APM),
and the State Constitution over 125-day temporary employees. The following weaknesses were
identified:

a. The 14th DAA did not follow overtime requirements as prescribed by B&P Code Section
19620.15. This section requires DAAs, if funds were received pursuant to this section, to
compensate non-represented/non-management (125-day temporary) employees at the
following rates:

i.  Any work in excess of 40 hours in any one workweek, and the first eight hours
worked on the seventh day of work in any one workweek is compensated at the
rate of no less than one and one-half times the regular rate of pay for an
employee.

1. Anywork in excess of 12 hours in one day is compensated at the rate of no less
than twice the regular rate of pay for an employee.

iii.  Any work in excess of eight hours on any seventh day of a workweek is
compensated at the rate of no less than twice the regular rate of pay for an
employee.

The 14th DAA accepted funds in accordance with B&P Code Section 19620.15 at the end
of April 2020. However, our office identified 84 instances in which temporary employees
did not receive overtime after working more than eight hours in a single workday and two
instances of temporary employees working a seventh day that did not receive the correct
compensation.

b. The 14th DAA paid their temporary employees who worked the last pay period of
December 2019 based on estimates, rather than the actual hours they worked, causing four
employees to be incorrectly paid for a cumulative 24.8 hours they did not work.

c. The 14th DAA did not establish strict written procedures for monitoring the number of
days temporary employees worked as required by the APM. Therefore, our office used
the 14th DAA’s payroll records to determine if any temporary employees worked more
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than the 125-day limitation. Our analysis determined that eight such employees worked
over the 125-day limitation during 2019 and four employees during 2020. Article VII,
Section 4(1) of the State Constitution exempts a temporary employee from civil service if
the employee works less than six months in a calendar year. The CDFA Legal Office has
clarified this to mean 125 days or less. If the 14th DAA worked temporary employees
over 125-days civil service exemptions might no longer be applicable to the affected
employees.

Recommendations:

20. The 14th DAA should comply with B&P Code Section 19620.15 and compensate their
temporary employees according to the appropriate rates.

21. The 14th DAA should ensure wage payments are for time worked, instead of using an
estimate. Additionally, the 14th DAA should ensure the temporary employees are paid for
the identified underpayments.

22. The 14th DAA should comply with the CalHR, the APM, and the State Constitution and
maintain documentation of the number of days worked towards the limitation for
temporary employees.

FINDING #8 — LACK OF PROPER CONTROLS OVER LEAVE ACCOUNTING

The 14th DAA failed to comply with the Cal[HR Human Resources Manual Section 2101, which
outlines the responsibility for maintaining accurate and timely leave accounting records for State
employees. In part, the manual states that all employees must submit attendance records each
pay period, regardless of if leave was used. Supervisors and managers are responsible for
reviewing each employee’s attendance record/timesheet for completeness and accuracy of any
leave accrued/earned or used, prior to signing. Errors or missing information must be corrected
prior to submitting to the department’s personnel office. If an employee’s attendance record is
determined to have errors or it is determined that the employee has insufficient balances for a
leave type used, the attendance record must be amended. Attendance records shall be corrected
by the pay period following the pay period in which the error occurred.

Due to a lack of proper controls, the following issues were identified:

a. Employee A did not complete timesheets for 2019 and 2020. According to leave accrual
records, Employee A did not use any leave over the two-year period.

b. The 14th DAA did not document Holiday Credits (HC), Professional Development Days
(PDD), and Informal Time Off (ITO) for Employee A. On a yearly basis, a permanent
employee receives 16 hours of Professional Development Days and four hours of Informal
Time Off. Additionally, if a holiday falls on a Saturday, employees shall receive a Holiday
Credit of eight hours.
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c. The 14th DAA did not accrue a Holiday Credit of eight hours on July 4, 2020 for
Employee A.

d. Employee A exceeded the 640 hours leave accrual limitation. Employee A accumulated
684 hours of vacation hours by the end of 2020. Per California Code of Regulations
(CCR) Section 599.752, excluded employees may accumulate the unused portion of
annual leave, provided that on January 1 of each calendar year; the excluded employee
shall not have more than 80 vacation days (640 hours).

Recommendations:

23. The 14th DAA should comply with the CalHR Human Resources Manual by reviewing,
signing, and ensuring that employees submit and keep on file an attendance record for
each pay period.

24. The 14th DAA should comply with the CalHR Human Resource Manual by documenting
all Holiday Credits, Professional Development Days, and Informal Time Off for their
employees.

25. The 14th DAA should ensure that employees are receiving all personal Holiday Credits
when applicable.

26. The 14th DAA should comply with CCR 599.752 and work out a plan with employees who
have leave more than the 640-hour limitation.

FINDING #9 — LACK OF CONTROLS OVER CONTRACTING

The 14th DAA failed to completely follow the Board established contracting and procurement
policies, as required by the FAC Section 4051. Our office used these procedures to analyze the
14th DAA’s contracting transactions for reasonableness. The following deficiencies were noted:

a. Contracting policies and procedures approved by the Board require non-exempt contracts
over $5,000 to be bid. During 2019, the 14th DAA had eight contracts over $5,000 that
bids were not provided.

b. According to the Board policy, the 14th DAA was required to gather information related
to business entity, name of contractor, and state of incorporation; however, the 14th DAA
did not provide this information for all 44 contracts in 2019. Although their policy did
not mention a specific form to use when collecting this data, generally, Standard Form
204 (Std 204) — Pay Data Record, is used to collect this information.

c. Since the 14th DAA did not provide information on the types of business entities
contracting with the 14th DAA, our office could not determine if 17 contracts should have
been issued an IRS Form 1099-MISC in 2019.

d. Five contracts were not signed by both parties in 2019. According to the Board policies,
signed written agreements are required for all purchases of goods or services.

Page 11



14th District Agricultural Association Santa Cruz County Fair

Audit Report #22-006 Watsonville, California
Recommendations:

27. The 14th DAA should comply with the Board approved policies that require bidding for
contracts over $5,000.

28. The 14th DAA should ensure all data relating to business entity, name of contractor, and
state of incorporation are gathered for all contractors.

29. The 14th DAA should ensure all data for contractors are gathered to determine if IRS
Form 1099-MISC’s are required to be issued.

30. The 14th DAA should review and ensure the contracts are signed by both parties.

FINDING #10 - LACK OF CONTROLS OVER PROPERTY

The 14th DAA did not adequately account for fixed assets as required by the APM as well as the
State Administrative Manual (SAM). As a result, the following weaknesses were identified:

a. The 14th DAA did not provide a complete Property Ledger or Register as required by the
APM. The Property Ledger is a listing of land, buildings, and equipment that a fair is
responsible for, while a Property Register is a listing of items with a value under $5,000
and are not included in the Property Ledger. The 14th DAA purchased multiple items
such as refrigerators, battery chargers, shop fans, and tables but did not include them on
their property register. This internal control would allow the Fair to conduct periodic
inventory counts from the list. The APM Section 2.56 requires DAAs to perform periodic
physical inventories of state property. Furthermore, the SAM Section 8652 requires state
entities to conduct a physical inventory of all property and reconcile the inventory count
with accounting records at least once every three years. All inventory worksheets should
be reviewed, signed, and dated both by the person who took the inventory and by the CEO,
and retained for audit purposes.

b. The 14th DAA has not marked/identified all moveable assets as required by the APM nor
did the 14th DAA provide a non-monetary listing. The APM Section 2.55 states, “All
movable items owned by DAAs are to be numerically identified either with a permanent
stamp or with property identification (ID) tags. Other Fairs may use a County sticker. 1D
numbers should also be recorded in the Property Ledger or Non-Capitalized Property
Ledger as a control over loss or theft of all movable items.”

Recommendations:

31. The 14th DAA should comply with both the SAM and the APM requirements over its
property by conducting a physical inventory count at least once every three years.

32.The 14th DAA should comply with the APM Section 2.56 by ensuring its equipment
inventory count is signed and dated by the individual who conducted the physical
inventory count and reviewed and approved by the CEO.
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33. The 14th DAA should comply with the APM Section 2.55 by ensuring that all movable
items owned by the DAA are properly identified with a permanent stamp or property ID
tag and that those ID numbers are recorded on the Property Ledger or Non-Capitalized
Property Ledger.

FINDING #11 - FAILURE TO COMPLETE FPPC FORM 802

The 14th DAA did not provide information on any free tickets issued to members of the Board
and did not provide documentation of completion of FPPC Form 802. The CCR Section 18944.1
(Section 18944.1) requires government entities to complete and post on their website free tickets
disbursed. Section 18944.1 also sets out the circumstances under which an agency’s distribution
of tickets to entertainment events, sporting events, and like occasions would not result in a gift to
individuals that attend the function.

Recommendation:

34. The 14th DAA should comply with CCR, Section 18944.1 by maintaining a completed
FPPC Form 802 on its website.

FINDING #12 - COURTESY AND CREDENTIAL PASSES RECORD KEEPING

The 14th DAA did not provide documentation of courtesy and credential admission passes as
required by the FAC Section 3028 that requires the 14th DAA to maintain complete records of
the courtesy and credential admission passes issued for each period. According to information
provided on their STOP, no courtesy and credential passes were issued during 2019. However,
according to the 14th DAA’s Fair Policy manual, the board members, employees, and sponsors
receive free tickets. Without records documenting whom received these tickets, our office was
unable to determine the completeness or appropriateness for either courtesy or credential pass
ticket distribution.

Recommendation:

35. The 14th DAA should comply with FAC, Section 3028 by maintaining complete records
of courtesy and credential admission passes.
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14th District Agricultural Association
SANTA CRUZ COUNTY FAIR

Established 1885

September 21, 2022

Ron Shackelford, Chief

California Department of Food and Agriculture Audit Office
1220 N Street

Sacramento, CA 95814

RE: 14" District Agricultural Association Performance Audit

Dear Mr. Shackelford:

I have reviewed the findings contained in the preliminary audit and respond as follows.
Response to FINDING #1

As a result of the information you provided during the exit interview, |, as Board President, put the
following controls in place as a temporary measure until a permanent policy can be developed and
ratified by the full Board. The temporary controls require that all purchases made on any account or
with any debit or credit card be authorized in advance by either Director Dietrich, Director Belgard or
Director McRae. Credit and debit cards are kept locked in the safe with access through the 14" DAA
book keeper. A spread sheet documenting the purchases has been developed and is inspected bi-
weekly by me. This spread sheet will be provided to the board as part of the Board Meeting Packet each
month for review

The long-term response is to develop a policy that provides controls over use of accounts and
credit/debit cards in conformance with the requirements contained in the Accounting Procedures
Manual. Furthermore, defined expectations of the Board Finance Committee will be incorporated into
the policy.

A policy will be adopted to ensure use of personal vehicles by any employee are strictly within the
guidelines for use of personal vehicles as outlined in the Accounting Procedures Manual.

Lastly, | will recommend that the Board seek legally permissible recovery efforts relating to the misuse
of debit/-credit cards by Employee A.

FINDING #2

The 14™ DAA will develop a Memorandum of Understanding with Fairgrounds Foundation that will
incorporate the recommendations of the Audit Office. A request for reimbursement for the underpaid
revenues for alcohol sales will be sentéd to the Foundation.

2601 East Lake Avenue, Watsonville, CA 95076 ¢ Voice: 831-724-5671 ¢ Fax: 831-761-5827 ¢ www.santacruzcountyfair.com

¢ info@santacruzcountyfair.com www.santacruzcountyfair.com
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FINDING #3

The 14™ DAA will establish a list of all employees who have access to the fuel tanks. Employees will be
trained in the proper documentation, including legible signature for access and documentation when
using fuel. A metering system will be purchased for the propane tank so that usage is recorded.
Accurate invoicing for the Speedway will be adhered to.

FINDING #4

The speedway contract expires at the end of this year. The new contract will adhere to state rules and
regulations as recommended by the Audit Office.

FINDING #5
The 14™ DAA Board will adopt a policy to ensure compliance with Food and Agriculture Code 4051.
FINDING #6

The 14" DAA will adopt a policy to ensure compliance with AB 1887 out of state travel restrictions. The
policy will be reviewed and revised as necessary when the list of banned states is altered by the State of
California.

FINDING #7

The 14t DAA Board will direct the CEO to develop an administrative policy regulating the use of 125-day
employees and ensuring that all employees are paid in accordance with Business and Professions Code
19620.15. CEO will be instructed to provide back pay for any employee who was not properly
compensated.

FINDING #8

The 14™ DAA Board of Directors will develop a policy that will require monthly time sheet review for the
CEO and establish a procedure for all permanent employee time card review. The policy will require a
report of accrued leave balances and will require the Board President to work out a use of leave
procedure with any employee who is within 100 hours of the maximum accrual.

FINDING #9

The 14 DAA will work with the California Department of Agriculture to develop a policy that is in
conformance with state rules relating to contracting. The Board will review each contract that is over
the $5000 threshold prior to approval to determine that the contracts are within state guidelines.

2601 East Lake Avenue, Watsonville, CA 95076 ¢ Voice: 831-724-5671 ¢ Fax: 831-761-5827  www.santacruzcountyfair.com
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FINDING #10

The 14" DAA Board will develop policy and procedures in accordance with the State Administrative
Manual and the Accounting Procedures Manual to comply with regulations pertaining to accountability
for fixed and moveable assets as recommended by the Audit Office.

FINDING #11

The 14™ DAA Board will adopt a policy directing the CEO to comply with the annual requirements of
California Code of Regulations pertaining to the issuance of free tickets issued to any events.

FINDING #12

The 14™ DAA Board will adopt a policy in accordance with Food and Agriculture Code 3028 relating to
the record keeping of distributed courtesy and credential admission passes.

COMPLIANCE WITH TIMELINE:

The 14™ DAA Board is made up of unpaid gubernatorial appointees who meet monthly. The holiday
season is rapidly approaching which impacts the schedule of monthly Board meetings. Furthermore, we
do not employ permanent staff at the 14" DAA with the skill set to develop draft policies as
recommended by the Audit Office.

With that in mind, the Board will work diligently to attempt adoption of the necessary policies and
procedures recommended by the Audit Office within the 6-month time frame.

Respectfully Submitted,

ﬂwﬁ@

Don Dietrich, 14t DAA Board President

2601 East Lake Avenue, Watsonville, CA 95076  Voice: 831-724-5671 e Fax: 831-761-5827 ¢ www.santacruzcountyfair.com
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CDFA EVALUATION OF RESPONSE

A draft copy of this report was forwarded to the management of the 14th DAA, Santa Cruz
County Fair for its review and response. We have reviewed the response and the 14th DAA
adequately addressed the overall findings in the report. However, the 14th DAA did not address
each recommendation individually. For example, although the 14th DAA stated they would
develop a policy that provides controls over use of accounts and credit/debit cards, the 14th DAA
did not specifically address the travel expense claim (TEC) mentioned in recommendation 5. The
14th DAA should specifically address each recommendation and communicate with the Fairs and
Expositions Branch during this process.
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DISPOSITION OF AUDIT RESULTS

The findings in this management report are based on fieldwork that my staff performed between
February 14, 2022 and June 10, 2022. Throughout fieldwork my staff met with management to
discuss our observations, the findings, and recommendations, as well as other issues.

This report is intended for the information of the Board of Directors, management, and the Fairs
and Expositions Branch. However, this report is a matter of public record and its distribution is
not limited.

7

Ron Shackelford, CPA
Chief, Audit Office

June 10, 2022
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REPORT DISTRIBUTION

Number Recipient
3 CDFA Executive Office
1 Board Chair, 14th DAA Board of Directors
1 Chief Executive Officer, 14th DAA
1 Director, Division of Marketing Services
1 Branch Chief, Fairs and Expositions Branch
1 Director, Administrative Services Division
1 Deputy Secretary and Chief Counsel, CDFA Legal Office
1 Chief, CDFA Audit Office
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