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Representative Don L. Tripp
Representative James P. White

Mr. Hossie Sanchez, Chairman
New Mexico State Fair Commission

P.O. Box 8546

Albuquerque, NM 87198

Dear Mr. Sanchez:

On behalf of the Legislative Finance Committee (Committee), I am pleased to transmit the New
Mexico State Fair Evaluation. The evaluation review team assessed operational and capital
financing, effectiveness and efficiency of operations, and relationships with external
constituencies. The report will be presented to the Committee on October 20, 2011. Exit
conferences were conducted with State Fair Commissioners and staff to discuss the contents of
the report. The Committee would like a plan to address the recommendations within this report
within 30 days from the date of the hearing.

I believe this report addresses issues the Committee asked us to review and hope the New
Mexico State Fair benefits from our efforts. We very much appreciate the cooperation and
assistance we received from your staff.

Sincerely,) : )

David Abbey, Director

cc: Senator John Arthur Smith, Chairman, LFC

Representative Luciano “Lucky” Varela, Vice-Chairman, LFC
Representative Henry “Kiki” Saavedra, Legislative Finance Committee

Mr. Tom Clifford, Secretary-Designate, Department of Finance and Administration

Mr. Dan Mourning, Interim Manager, New Mexico State Fair
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EXECUTIVE SUMMARY

The 1996 LFC evaluation of
the New Mexico State Fair
pointed to many of the same
issues that still exist today.

New Mexico State Fair

Operating Loss
(in thousands)
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As an enterprise agency of the state of New Mexico, the New
Mexico State Fair is designed as a self-sufficient entity governed by
a seven-member commission appointed by the governor and
confirmed by the Senate. Operating revenues, ranging from a high of
$16 million in FYO08 to $13 million in FY10, come from the annual
State Fair, the Albuquerque Downs, concerts, and numerous other
events.

The LFC evaluated the New Mexico State Fair in 1996 amidst
concerns over finances and operations and was requested to do so
again in 2011. This evaluation assessed the adequacy and
sustainability of operational and capital financing, the effectiveness
and efficiency of operations, and the New Mexico State Fair’s
overall performance in meeting the needs of selected constituencies.

In short, the New Mexico State Fair is operationally insolvent. The
New Mexico State Fair has been losing money for many years and
currently lacks financial leadership. Including depreciation,
operational losses totaled $17 million from FY06 through FY10 and
unrestricted cash reserves have been exhausted.

The amount currently due to creditors exceeds the cash available to
pay those creditors. Although externally restricted cash is adequate
to service the outstanding bonded indebtedness from pari-mutuel tax
proceeds and to meet very limited capital emergencies this money
cannot be used to cover operational expenses.

The New Mexico State Fair has continued to operate by not paying
key creditors. The largest amount, $1.9 million, is owed to the Risk
Management Division of the General Services Department for
insurance coverage dating back to FY09. This de facto loan from
another state agency has allowed the New Mexico State Fair to have
enough cash to maintain solvency.

Additionally, the New Mexico State Fair failed to properly manage
two contracts: the lease with the Downs at Albuquerque and the
carnival concessions contract. It appears that decisions have been
made to benefit the contractors to the financial detriment of the New
Mexico State Fair and a lack of strategic planning has led to a rushed
request for proposals (RFP) for a renewed racing lease.

A combination of management and legislative actions are needed to
increase accountability and oversight to ensure the New Mexico
State Fair continues to fulfill its vital economic and cultural role
within the state of New Mexico.
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New Mexico State Fair
Assets vs. Liabilities
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Other state agencies are
financing the New Mexico
State Fair’s operations.

The New Mexico State Fair’s
financial condition has caused
a culture of crisis
management.

KEY FINDINGS

The New Mexico State Fair_is operationally insolvent. By FY10
the New Mexico State Fair had 39 cents in current assets to cover
every $1 of current liabilities. This is largely due to declining
revenues and a 46 percent drop in attendance since 2006 at the 17-
day annual Fair. Revenues from the annual Fair have fallen from a
high of $7.3 million in 2007 to $5 million in 2010.

The New Mexico State Fair’s actual losses are greater than what
has been reported to the Legislature. Including depreciation, the
New Mexico State Fair has annual operating losses ranging from
$1.7 million in FY06 to $5 million in FY10.

To cover operational expenses, the New Mexico State Fair has not
paid other state agencies. The largest amount, $1.9 million, is owed
to the Risk Management Division of the General Services
Department for insurance coverage dating back to FY09. This de
facto loan from another state agency has allowed the New Mexico
State Fair to have enough cash to continue operations.

The New Mexico State Fair is in a crisis management mode,
forcing strategic decisions according to short-term need rather than
a strategic plan. An example of crisis management is the process
that led to the recent RFP for the lease of the 93 acres currently
leased by the Downs at Albuquerque. The $2 million annual lease
agreement is vital to the New Mexico State Fair’s solvency, yet
because of cash flow concerns only 30 days was allowed for the RFP
and only two responses were received.

One step has been to reduce permanent staff by 50 percent to lower
payroll costs, though these efforts are neither a complete nor
permanent solution to the New Mexico State Fair’s current financial
woes. A management plan from 2010 recommends reducing the
length of the annual Fair to 10 or 11 days, similar to many
comparable and neighboring states.

Since the departure of the New Mexico State Fair chief financial
officer over a year ago the position has remained unfilled. This has
left a vacuum of financial leadership at the New Mexico State Fair.

The New Mexico State Fair’s lease with the Downs of
Albuquergue is fraught with problems. The New Mexico State
Fair does not appear to be getting full payment under its lease with
the Downs.

New Mexico State Fair, Report #11-13
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Decisions have been made
benefiting contractors to the
detriment of the New Mexico
State Fair.

Racing Amounts Due to
the New Mexico State
Fair
(in thousands)

Gross 1% due

Year Handle NMSF

2006 $5,201 $52
2007 $5,266 $53
2008 $4,391 $44
2009 $3,934 $39
2010 $4,050 $41
Total $22,842 $228

The New Mexico State Fair
was underpaid by
approximately $477 thousand
in FY10 for carnival
concessions because the wrong
contract was enforced.

During the 2011 Fair, a
temporary cashier allegedly
embezzled approximately $5
thousand.

Although the Downs at Albuquerque made its monthly cash lease
payments, there is no evidence of the 10 percent increased payment.
The Downs is not meeting its annual obligation to provide $420
thousand worth of promotional events, marketing, or advertising as
required by the option period of the lease through January 2012.
Additionally, it appears that the Downs is under-paying its share of
the annual electricity bill. Finally, the Downs owes the New Mexico
State Fair $215 thousand for the New Mexico State Fair’s share of
revenues from horse races.

Lack of oversight and accountability has resulted in_contract
irreqularities and inadequate cash controls. Although there was a
new carnival concessions contract for the 2010 Fair that called for
increased ride, food, and game compensation, the New Mexico State
Fair received payment according to the prior, lower contract rates,
resulting in an estimated underpayment of $477 thousand.

Amendments to the new contract substantially eliminated the
financial benefits to the New Mexico State Fair. One such
amendment reduced the percentage the New Mexico State Fair
collected on tickets and wristbands and reduced payments for game
and food concessions.

The New Mexico State Fair lacks proper segregation of duties to
protect the more than $3.5 million in cash collected annually.
From the time the cash is received at the “bank” until is taken to a
bank depository, there is no segregation of duties between the
custody of the cash and the record-keeping of the cash received.

The New Mexico State Fair lacks a strategic capital plan. The
$27 million in capital appropriations the New Mexico State Fair has
received since 2003 have largely been spent to keep the fairgrounds
operating. With no preventive maintenance program, capital funds
are used for emergency maintenance and repairs on systems that are
run to failure. Additionally, numerous contracts for commercial
work have been awarded to residential contractors.

Opportunities exist for the New Mexico State Fair to better work
with external constituencies. The New Mexico State Fair could
strategically partner with the city of Albuquerque and Bernalillo
County to identify mutually beneficial goals.

KEY RECOMMENDATIONS

The Legislature should amend statute to increase oversight of the
New Mexico State Fair, including the Department of Finance and
Administration, the State Personnel office, and the General Services
Department.
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Attendance Trends
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Reducing the length of the
annual Fair to 10 or 11 days
will purportedly lower costs 30
percent while attracting the
same number of people.

The New Mexico State Fair should:

Devise a plan that looks at some strategic changes to reduce costs
and increase profitability such as changing the length of the annual
Fair to 10 days and properly costing out all the New Mexico State
Fair events to insure profitability.

Work with the affected state agencies to develop a debt re-payment
plan.

Hire a qualified chief financial officer.

Explore charging food vendors at the annual Fair a percentage of
revenue, much like the contracts with the New Mexico State Fair’s
year-round food vendors, rather than a flat rate.

Properly enforce the terms and conditions of all contracts and
develop written policies and procedures clarifying the New Mexico
State Fair Commission’s role in the approval of all contracts and
amendments.

Process all New Mexico State Fair contracts through DFA in
compliance with DFA Rules and Regulations.

With the advice of legal counsel, consider voiding the current
carnival concession contract and issuing a new concessions RFP.

Retain an outside consultant to recommend internal controls for the
cash handling function, including limiting handling of cash to
permanent employees and using cashless systems, and immediately
implement those controls.

Complete a facility condition index and develop a comprehensive
preventive maintenance plan and capital budget.

Enter into a new capital master planning process for the fairgrounds
that integrates the need for enhanced revenue into a new strategic
capital master plan.

Review how capital contracts are awarded to ensure compliance with
all applicable laws, rules, and regulations.

New Mexico State Fair, Report #11-13
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BACKGROUND INFORMATION

As an enterprise agency of the state of New Mexico, the New Mexico State Fair is self-sufficient,
generating its own revenue to fund operations and accounted for as an enterprise fund. Enterprise funds
account for operations financed and operated in a manner similar to private business — where the intent of
the governing body is that the costs (expenses, including depreciation) of providing goods or services to
the general public on a continuing basis be financed or recovered primarily through user charges.

The New Mexico State Fair occupies 236 acres of prime real estate in Albuquerque and has been in
continuous operation since 1938. Consistent with the provisions of Sections 16-6-15 and 16-6-16 NMSA
1978, the New Mexico State Fair is governed by a seven member commission appointed by the governor
and confirmed by the Senate (see Appendix A for a list of commissioners and overview of the New
Mexico State Fair’s departments). Operating revenue comes from events such as the annual State Fair;
the Albuquerque Downs; concerts; a wide variety of art, animal, and other shows; and numerous other
events that take place at Tingley Coliseum, the Manuel Lujan Complex, fully-equipped horse and
livestock complexes, and various other venues located on the fairgrounds.

The New Mexico State Fair in recent years has experienced a decline in operating revenue, including a net
decline of $1.2 million in FY10. These revenue decreases are caused by a combination of factors, such as
the national economic slowdown, decreased attendance, increased competition for concert and other event
revenues, loss of resident professional sport teams, and loss of the National Arabian Horse Show.

Capital projects have been funded by the state of New Mexico through capital allocations from the
general fund, severance tax bond proceeds, the pari-mutuel betting tax that expires in 2014, and proceeds
from bonds issued for the New Mexico State Fair by the New Mexico Finance Authority.

This evaluation follows-up on findings and recommendations from LFC New Mexico State Fair reports
from the mid 1990s; many of those findings still exist today (see Appendix B). Given the cultural and
economic role the New Mexico State Fair plays within New Mexico, the Legislative Finance Committee
IS continuing its practice of evaluating the efficient and effective use of public resources.

PROJECT INFORMATION

Evaluation Objectives.

e Adequate and Sustainable Operational and Capital Financing. Is the current business model
of the New Mexico State Fair adequate to fund its annual operating needs as well as its capital
needs and, if so, if that business model is sustainable in the future?

e Effectiveness and Efficiency of Operations. Are selected State Fair operations, including the
annual Fair, cash management, the lease with the Albuguerque Downs, and other contracts, run
effectively and efficiently?

e Overall Performance in meeting the needs of selected constituencies. Is the New Mexico State
Fair meeting the needs of selected constituencies, including neighborhood associations, the city of
Albuquerque, and Bernalillo County?

Scope and Methodology.
e Review of laws, rules and regulations;

New Mexico State Fair, Report #11-13
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e Review of Legislative Finance Committee (LFC) files;

e Interview the New Mexico State Fair staff, neighborhood associations, contractors, city officials,
and county officials; and

e Analyze relevant financial documents, including contracts.

Authority for Review. The LFC has the statutory authority under Section 2-5-3 NMSA 1978 to examine
laws governing the finances and operations of departments, agencies and institutions of New Mexico and
all of its political subdivisions, the effects of laws on the proper functioning of these governmental units
and the policies and costs. The LFC is also authorized to make recommendations for change to the
Legislature. In furtherance of its statutory responsibility, the LFC may conduct inquiries into specific
transactions affecting the operating policies and cost of governmental units and their compliance with
state law.

Project Evaluation Team.
Dupuy Bateman, LFC Contractor

Exit Conference. The contents of this report were discussed with the New Mexico State Fair staff on
October 17, 2011.

Report Distribution. This report is intended for the information of the Office of the Governor, the State
Fair Commission and staff, the Office of the State Auditor, and the Legislative Finance Committee. This
restriction is not intended to limit distribution of this report, which is a matter of public record.

(s S 2

Charles Sallee
Deputy Director for Program Evaluation

New Mexico State Fair, Report #11-13
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FINDINGS AND RECOMMENDATONS

THE NEW MEXICO STATE FAIR IS OPERATIONALLY INSOLVENT.

With the current financial model in place it will be almost impossible for the New Mexico State Fair
to pay its current creditors while continuing to operate. Current liabilities exceeded current assets at
the end of 2011 by more than 100 percent, with operational reserves exhausted.

The New Mexico State Fair has been losing money for years and has exhausted the operational cash
reserves. The New Mexico State Fair is an enterprise agency of the state. It was designed to be self-
supporting from its own operations, although the state of New Mexico has provided capital appropriations
to help the New Mexico State Fair maintain its many buildings and related infrastructure.

The financial outlook of the New Mexico State Fair is bleak. Operating margins deteriorated between
FY06 and FY10. The preliminary results for FY11 show similar results, although the losses may be
somewhat less than FY10. The New Mexico State Fair does not have enough money to pay creditors or
to finance day-to-day operations.

The New Mexico State Fair’s actual losses are greater than those reported to the Legislature.
Including depreciation, the New Mexico State Fair had annual operating losses ranging from $1.7 million
in FY06 to $5 million in FY10, with an average annual operating loss of $3.4 million over those five
years as reported in its annual audited financial statements. The operating results without depreciation
ranged from an operating profit of $144 thousand in FY06 to an operating loss of $2.3 million in FY10,
with an annual average operating loss of $1.1 million. These financial results led to a decline in
unrestricted net assets (an enterprise fund equivalent of unrestricted fund balance) from negative $1.9
million in FY06 to negative $3 million in FY10, a net decline of $1.1 million over five years and an
average decline of $229 thousand per year.

Graph 1. New Mexico State Fair Key Financial Indicators
(in thousands)
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The revenues and expenditures submitted to the Legislature, however, painted a much rosier picture of the
New Mexico State Fair’s financial condition than was reported in audited financial statements.

New Mexico State Fair, Report #11-13
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Table 1. New Mexico State Fair Actuals as Reported to the LFC

(in thousands)

Sources FY 06 FYO7 FY08 FY09 FY10
General Fund Transfers $ $ $ $478 $435
Other Transfers $1,214 $696 $1,220 $1,150 $1,027
Other Revenues $13,776 $13,926 $14,696 $14,300 $11,837
Fund Balance $334
Total Sources $15,324 $14,622 $15,916 $15,929 $13,299
Uses
Personal Services & Employee
Benefits $6,322 $6,820 $7,648 $7,689 $7,232
Contractual Services $3,233 $3,083 $3,347 $3,735 $3,516
Other $4,245 $4,192 $4,921 $4,504 $4,115
Total Uses $13,800 $14,095 $15,916 $15,929 $14,863
Net Profit/ (Loss) $1,524 $527 $ $ ($1,564)
Source: LFC

From FYO06 to FY10, the New Mexico State Fair saw an overall decrease in current assets and an increase
in current liabilities. While in FY06 the New Mexico State Fair had $2.10 in current assets to cover every
$1 of current liabilities, by FY10 that ratio had declined to 39 cents in current assets to cover every $1 of
current liabilities. The decline continued in FY11.

Graph 2. New Mexico State Fair Current

Assets vs. Current Liabilities
(in thousands)
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The New Mexico State Fair has not paid other state agencies to cover other operational expenses.
The New Mexico State Fair does not have enough money to pay its bills and is losing money on a daily
basis. The largest amount, $1.9 million, is owed to the Risk Management Division of the General
Services Department for insurance coverage dating back to FY09. This de facto loan from another state
agency has allowed the New Mexico State Fair to have enough cash to continue operations.

The financial condition of the New Mexico State Fair _is_resulting in_crisis_ management, forcing
strategic decisions to be driven by short-term need rather than a strategic plan. An example of crisis
management is the process that led to the recent request for proposals (RFP) for the lease of the 93 acres

New Mexico State Fair, Report #11-13
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currently leased by the Downs at Albuquerque. The lease payment of $167 thousand from the Downs is
required each month to make payroll. After payroll is covered with lease and other revenue, the
remaining cash is disbursed to vendors as prioritized by the general manager.

e The current lease expires on January 11, 2012.

e A new management team took over in March 2011 and extended the lease through January 11,
2013.

e The lease extension was found to require legislative approval which management felt was unlikely
given the timing of the lease expiration.

e New Mexico State Fair management was faced with the loss of lease revenue in January 2012,

e To continue generating revenue, the New Mexico State Fair issued an RFP for a “Race Track and
Casino Operations lease or Alternative Use lease” of the 93 acres currently leased to the Downs at
Albuquerque in July 2011 with a 30-day response.

e Two proposals were submitted.

e These proposals are being reviewed by a three-person panel appointed by the governor.

e This time-frame should allow for a new lease to be in place by the expiration of the current lease
and provide revenue needed for continued operations.

This was a process driven by the immediate need for cash from the lease to maintain solvency. The short
response time, 30 days, potentially reduced the number of respondents to the RFP; given a less
compressed time-frame, the process and results might have been vastly different.

Although there has been an effort to reduce payroll costs through leaving positions vacant as well as a
reduction in force, efforts to contain temporary personnel and other costs during the annual Fair are
not a complete and permanent solution to the New Mexico State Fair’s current financial woes. The
budgeted permanent FTE at the New Mexico State Fair, between 77 and 78 from FY06 to FY10, was
reduced to 73 in FY11 and was further reduced to 62.5 in FY'12.

Graph 3. Budgeted FTE per Year
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New Mexico State Fair management asserts that the current permanent FTE is 36 after two years of
allowing budgeted positions to remain vacant and the recent reduction in force of 17 permanent FTE.
Although the New Mexico State Fair may be able to reach a breakeven point and operate in the black, it
will not be able to cover the losses of past years without some external help.

New Mexico State Fair, Report #11-13
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The New Mexico State Fair has been without a chief financial officer (CFO) for a year. In prior years,
the New Mexico State Fair had a CFO and a staff of ten in the accounting department. In August of this
year the New Mexico State Fair hired a contract accountant with an accounting degree and with several
years of accounting and auditing experience in the private sector. The department has reconciled stale
accounts and implemented procedures to maintain account balancing on an ongoing basis and has
implemented several internal controls. Financial statements are now produced monthly and reviewed
with upper management. The accounting department has been reorganized and the number of staff
trimmed down to four employees.

The New Mexico State Fair management agrees with the benefits of working within the state’s SHARE
system.

Declining attendance and revenues, combined with increasing costs, put the New Mexico State Fair
in_financial jeopardy. The current Fair is held for 17 days in September of each year. The primary
revenue sources for the annual Fair are Fair admissions, Tingley Coliseum admissions, carnival
admissions, concessions parking, and sponsorships.

Total attendance dropped from more than 740 thousand in 2006 to 400 thousand in 2011, a decline of 46
percent. Over this time, paid admission dropped from 512 thousand to 370 thousand and unpaid
attendance declined from 227 thousand to 30 thousand (in 2011 only attendees holding unpaid admission
passes were counted).

Graph 4. NM State Fair Attendance Trends
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Related revenues have also fallen. Admissions revenue hit a high in 2007 at $2.3 million but was down
to $1.5 million in 2010. The cost of admission increased from $5 in 2006 to $7 in 2007 and has remained
constant at $7 except for a 2008 admission price increase to $9 with free parking.

Parking revenues hit a high of $564 thousand in 2007 but decreased to $451 thousand in 2010. The
parking price has remained at $7 except for 2008 when parking was free.

New Mexico State Fair, Report #11-13
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Carnival revenue remained fairly stable from 2006 through 2009, dropping just $33 thousand from $875
thousand to $842 thousand. Carnival revenue fell off to $618 thousand in 2010 when ride tickets where

weighed, rather than counted.

Cash sponsorship revenue, in-kind sponsorship revenue, Tingley admissions, and concessions also
declined, particularly in 2010 when the annual Fair was closed four of the 17 days.

Table 2. Event Revenue by Source
(in thousands)

%

Change
FY07-

FY06 FY07 FY08 FY09 FY10 FY10
Admission Revenue $1,837 $2,345 $2,215 $1,711 $1,520 -35%
Parking Revenue $510 $565 Free $368 $452 -20%
Carnival Revenue $875 $846 $838 $842 $618 -27%
Sponsorship Revenue
Cash NA $399 $345 $321 $220 -45%
Sponsorship Revenue In
Kind NA $1,329 $1,041 $1,269 $844 -36%
Tingley Admissions $564 $473 $688 $432 $374 -21%
Concessions $1,563 $1,310 $1,479 $1,411 $927 -29%
Total $5,349 $7,267 $6,606 $6,354 $4,955 -32%

Profitability has declined over recent years. The effect of the economic downturn was first seen in 2008
when the annual Fair lost $365 thousand. The profitability of other years of the annual Fair can only be
estimated because the New Mexico State Fair collects and reports all revenue amounts but no

comprehensive report was made available that measures Fair expenses against the related revenues.

In spite of this trend, the annual Fair has remained a 17-day event, though in 2010 and 2011 the annual

Fair spanned 17 days but was closed on Mondays and Tuesdays.

Management put together a business plan in February 2010 that pointed out the annual Fair grew to 17
days in response to many key indicators; chief among them was the state of the local economy. There is
no evidence the plan was ever officially presented to the State Fair Commission. Recommendations from
that plan can be seen in Appendix C.
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Although there may be ways to reduce costs and increase revenues within the current 13-day format, it
does not seem that sustaining the annual Fair lies in that scenario. Instead, reducing the length of the
annual Fair to 10 or 11 days will purportedly lower costs 30 percent while attracting the same number of
people that the annual Fair is currently attracting. This time-length is similar to many comparable and
neighboring states.

Table 3. State Fair Attendance and Price Comparison

+/- over Ticket

State # of Days Attendance prior year Prices
Nebraska 10 129,023 + 7% +/- $8
Idaho 10 243,850 -1% +- $7
Arkansas 10 472,194 +22.8 +/- $8
Wisconsin 11 911,231 +4.0% +/- $10
Colorado 10 515,995 -1% +/- $10
Oklahoma 10 1,000,000 +10% +/- $9
Texas 24 2,618,500 +/- $16
Arizona 18 1,041,039 +8.3% +/- $8
Utah 10 325,000 flat +/- $10
New Mexico 17 535,567 -12% +- $7

Current New Mexico State Fair management indicated it agrees with the recommendation to shorten the
annual Fair to 10 or 11 days.

Recommendations

The Legislature should amend statute to increase oversight of the New Mexico State Fair under direction
of the Department of Finance and Administration, the State Personnel office, and the General Services
Department.

Devise a plan that looks at shortening the annual Fair and strategic changes to reduce costs and increase
profitability and properly costing out all events (both direct and indirect costs) held at the New Mexico
State Fair to insure profitability.

Work with the affected state agencies to develop a long-term payment plan that would allow the New
Mexico State Fair to meet its obligations.

Hire a qualified chief financial officer.

Explore charging food vendors at the annual Fair a percentage of revenue, much like the contracts with
the New Mexico State Fair’s year-round food vendors, rather than a flat rate.

New Mexico State Fair, Report #11-13
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THE NEW MEXICO STATE FAIR’S LEASE WITH THE DOWNS OF ALBUQUERQUE IS
FRAUGHT WITH PROBLEMS.

The New Mexico State Fair does not appear to be getting full payment under its lease with the
Downs. Since 1985, the New Mexico State Fair has leased the 93 acres encompassing the horse racing
facilities, casino facilities, and related facilities to the Downs at Albuquerque. In 2010, the lease had been
in effect for 25 years and the State Fair Commission requested to extend the lease for two additional
years. Legislative approval allowed for the extension of the lease for one additional year through January
2011, with an option to extend until January 2012. This also increased the base rent by 10 percent for the
first year and an additional 10 percent in the second year.

In January 2010, addendum number five to the lease was signed between the New Mexico State Fair and
the Downs at Albuquerque. The financial terms establish a lease rate of $2 million per year with a 10
percent increase of $200 thousand in first year and an additional 10 percent of $420 thousand in the
second year. At the discretion of the New Mexico State Fair, the addendum allows the Downs to offset
the increased lease payment on promotional events, marketing, or advertising that benefits the New
Mexico State Fair. This addendum further stipulates these expenditures must be agreed on in writing by
both parties.

Although the Downs at Albuquerque made its monthly cash lease payments of $166,666 during the
extension (through 1/11/11), there is no evidence of promotional events, marketing, or advertising that
benefited the New Mexico State Fair to offset the 10 percent increased payment. A letter from the
Downs to the New Mexico State Fair indicates that $200 thousand in promotional expenses incurred by
the Downs qualify as an offset to the increased rent obligation, but marketing staff at the New Mexico
State Fair saw no evidence of these “promotional events, marketing and/or advertising” referred to in the
letter.

Though required by the lease, the New Mexico State Fair did not provide prior approval for these
promotional expense offsets. According to Downs at Albuquerque officials, qualifying promotional
material was any Downs ad mentioning the Downs physical location at Expo New Mexico. The former
general manager, however, signed a document in February, 2011 that the $200 thousand obligation had
been met.

The Downs is not meeting its obligation to provide $420 thousand worth of promotional events,
marketing or advertising as required for the option period of the lease (through 1/11/12). According to
Downs at Albuquerque officials, nothing is currently being done to meet this current obligation, but if the
Downs is awarded a new lease, they will spend the $420 thousand promoting their new facility. The
Downs does have the option to pay this amount in cash at the end of the lease period.

Utility payments under the current lease as informally amended by a letter of agreement will result
in the Down paying less than its share of the annual electricity bill. The lease calls for the Downs to
pay for electricity used by the Downs under the lease. For 2007 to 2010 the electricity billed to the Downs
was approximately $267 thousand per year. Based on a February 2011 letter of agreement, however, the
Downs will only be responsible for paying up to $20 thousand per month for electricity. This amount was
reached based on a Downs estimate and will result in at least $27 thousand less in electrical payments
than averaged for the past four years.
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The Downs owes the New Mexico State Fair $215 thousand for its share of revenues from horse

races. The New Mexico State Fair enters into a professional service agreement with the Downs for the
operation of the race meet held during the annual Fair. The race days are conducted under the New
Mexico State Fair’s racing license by the Downs. In consideration for the right to operate the racing meet
during the annual Fair the Downs pays the New Mexico State Fair 1 percent for the first $5.7 million
wagered and 1.25 percent in excess of this amount.

The New Mexico State Fair shows no record of payment in 2006, 2007, 2008, and 2010. The Downs
reported to the New Mexico State Fair the amount owed for 2008 was $30 thousand and the New Mexico
State Fair booked a like amount for a receivable for 2010. The Downs has not paid these two amounts.
The Downs made a payment of $13,000 in 2009 based on figures given the New Mexico State Fair by the
Downs. The amounts due by year are as follows:

Table 4. Racing Amounts Due to
the New Mexico State Fair
(in thousands)

Year

Gross Handle

1% due NMSF

2006 $5,201 $52
2007 $5,266 $53
2008 $4,391 $44
2009 $3,934 $39
2010 $4,050 $41
Total $22,842 $228

The total still due the New Mexico State Fair, $215 thousand, has not been paid to date.

Source: Gaming Commission

The Downs operated the race meet in 2011 but refused to sign an agreement. The Downs has informed
the New Mexico State Fair that it will not operate the 2012 race meet unless it is required by a new lease.

Recommendations

The New Mexico State Fair should properly enforce the terms of all contracts.

All New Mexico State Fair contracts should be processed through DFA in compliance with DFA rules

and regulations.
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LACK OF OVERSIGHT AND ACCOUNTABILITY HAVE RESULTED IN CONTRACT
IRREGULARITIES AND INADEQUATE CASH CONTROLS.

An RFP for the carnival concessions contract was issued in 2010 and a new contract was awarded,
but the financial terms of the new contract were never enforced. A request for proposals (RFP) was
issued for the carnival concession contract at the annual Fair in May 2010 for a period of 30 days. The
notice of an RFP was sent to eight companies and copies of the RFP were requested by four companies.
The New Mexico State Fair only received one response to the RFP from the incumbent vendor,
Spectacular Attractions, INC d/b/a Murphy Bros.

A contract was awarded by the New Mexico State Fair on July 12, 2010 and executed on July 27, 2010.
The term of the contract was effective on execution and terminated on November 15, 2014.

The 2010 the New Mexico State Fair_contract settlement (payment) for the carnival concessions
contract was under the terms of the “old” contract, not the new contact which became effective in
July 2010. Although the new contract in place for the 2010 Fair called for increased ride, food, and game
space compensation, the New Mexico State Fair received payment according to the prior, lower contract
rates.

Under the new contract rates, the operation rides and shows were as follows:
e 40 percent for the first $1 million in gross receipts
e 35 percent for that portion of gross receipts between $1 million and $1.5 million
e 30 percent for that portion of gross receipts over $1.5 million

For concessions, the contractor was to pay to the New Mexico State Fair $175 per foot measured by the
combined length of one long and one short side of the booth for all concessions including hitches, but
excluding awnings of all concessions.

The New Mexico State Fair was underpaid by an estimated $477 thousand for the concessions
contract. The contractor paid 33 percent on ticket sales, 25 percent on wristband sales, and $190
thousand flat rate for concessions for a total of $618 thousand. If the new and current contract terms had
been enforced the contractor would have paid $610 thousand for the percentage of rides alone and $175
per foot of all concessions. Based on 2011 Fair measurements, the footage payment can conservatively be
estimated at $485 thousand. According to these calculations, the payment to the New Mexico State Fair
should have been $1.1 million, $477 thousand more than was actually paid.

A change in the way tickets were counted also resulted in decreased revenues in 2010. Before the
annual Fair, the vendor requested that additional tickets be printed because the contractor did not want to
take cash at the concessions and games. The reason given was that the contractor did not trust his game
subcontractor to settle fairly. Additional tickets were printed identical to the ones to be used for rides. At
the end of the annual Fair the contractor brought tickets that were divided into two groups, those for rides
(commission had to be paid) and those used for concessions and games. The contractor certified the
separation of tickets was correct. The tickets were weighed (not counted) to estimate the number of tickets
eligible for commission to be paid the New Mexico State Fair. This is one factor that impacted total
commission paid the New Mexico State Fair to be $618 thousand compared with a previous four-year
average of $850 thousand, a 27 percent decrease of $232 thousand. Declining attendance in 2010 also
contributed to this drop.
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Amendment #1 to the new contract was executed in October 2010 and substantially eliminated the
financial benefit of the new contract to the New Mexico State Fair. Amendment #1 to the new
contract, executed by the then general manager and the chairman of Spectacular Attractions, was
“approved as to form and legal sufficiency” by an attorney on contract to the New Mexico State Fair. The
attorney under contract to the New Mexico State Fair was the general counsel to the Workforce Solutions
Department under the previous administration.

Amendment #1 does not appear to have been approved by DFA or the State Fair Commission and was not
made known to the New Mexico State Fair procurement director by the general manager until April 2011,
after his departure from the New Mexico State Fair. Until then, the agreement was presumably known
only to the signers.

The terms of Amendment #1 financially benefit the contractor. Most specifically the percentage
collected on tickets was reduced to 33 percent, the amount collected on wristbands (computed in the new
contract the same as tickets) was reduced to 25 percent, and the concessions (food, games and all other
non-ride concessions) was reduced from “$175 per foot measured by the combined length of one long and
one short side of the booth including hitches, but excluding awnings” to a flat $190 thousand. This was
similar to the terms of the old contract and negated the increased compensation expected from the RFP
process which was, in fact, reflected in the new contract.

Amendment #2 was executed in September 2011 for the 2011 Fair. The amendment restored the
percentage collected on wristbands to 33 percent but left the other changes in place.

The New Mexico State Fair lacks proper segregation of duties to protect the more than $3.5 million
in cash collected annually. It is conservatively estimated that the New Mexico State Fair takes in more
than $3.5 million dollars a year in cash, 25 percent of the total annual revenue. Staff was unable to
accurately report the amount of cash (as separate from checks and credit cards) actually collected and
deposited annually. This cash is generated through annual parking receipts, admission to the annual Fair,
midway admission for rides, weekly payment for flea market booths, box office sales, concessions, and
events.

From the time the cash is received at the “bank” until is tak