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Janice Mueller
State Auditor

July 11, 2008

Senator Jim Sullivan and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Sullivan and Representative Jeskewitz:

As required by s. 13.94(1)(dm), Wis. Stats., we have completed our annual financial audit

of State Fair Park. We have issued an unqualified opinion on State Fair Park’s fiscal year

(FY) 2006-07 financial statements. In addition, we have continued to monitor State Fair Park’s
financial condition and its efforts to improve its financial performance.

In FY 2006-07, State Fair Park’s revenue exceeded expenditures by $1.3 million, the first time
since FY 1998-99. As a result, State Fair Park was able to reduce the accumulated cash deficit to
$9.9 million. The positive operating results are primarily attributable to reduced operating costs
as a result of the licensing of the Milwaukee Mile racetrack to a private promoter. However, the
promoter has reported financial difficulty, and in February 2008 the license agreement was
renegotiated and the annual license fee paid by the promoter was lowered from approximately
$1.8 million to $1.0 million. Further, a portion of the amount due has been deferred. As a result,
State Fair Park will receive only $725,000 in license fees in 2008.

As part of our audit, we also reviewed conflict of interest allegations related to the management
of State Fair Park’s Agriculture Department. State Fair Park has begun to take steps to address
concerns raised by members of the agriculture community. We include several recommendations
for further improvement, including increased communication among the Board, management
staff, various advisory committees, and the agriculture community in Wisconsin. In addition, we
recommend State Fair Park seek an opinion from the Government Accountability Board on the
perceived conflicts of interest between the Agriculture Director’s outside business interests and
his responsibilities to State Fair Park.

We appreciate the courtesy and cooperation extended to us by the staff of State Fair Park. A
response from State Fair Park’s executive director follows the appendices.

Respectfully submitted,
Yvicc: Aot

Janice Mueller
State Auditor

JM/CS/ss






Report Highlights =

In FY 2006-07, revenue
exceeded expenditures
by 81.3 million.

As of June 30, 2007,
State Fair Park’s
accumulated cash deficit
was $9.9 million.

A renegotiated agreement
with a private racing
promoter significantly
reduced the license

fee State Fair Park receives
for the Milwaukee Mile
racetrack.

Recent policy changes

by State Fair Park’s
Agriculture Department
and allegations of conflicts
of interest require

further review.

State Fair Park, the 190-acre fairgrounds located in West Allis and
Milwaukee, is home to the Wisconsin State Fair. The State Fair
Park Board, which is attached to the Department of Tourism for
administrative purposes, is responsible for its management. In
tiscal year (FY) 2006-07, State Fair Park’s operating budget was
$16.9 million.

As part of an annual financial audit required under 1999 Wisconsin
Act 197, we have issued an unqualified opinion on State Fair Park’s
financial statements for FY 2006-07. They are included in our report.
We have also continued to monitor State Fair Park’s financial
condition, including efforts to improve its financial performance.
As part of that effort, we reviewed:

* revenue and expenditure data for FY 2006-07, as
well as the current status of an accumulated cash
deficit in the program revenue appropriation that
funds State Fair Park’s non-capital expenses,
which include operating and debt service costs;
and

» the effects of a renegotiated license agreement
between State Fair Park and Milwaukee Mile
Holdings, LLC, a private, for-profit racing
promoter that manages and operates the
Milwaukee Mile racetrack located on the
fairgrounds.
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In addition, we reviewed conflict of interest allegations related to the
management of State Fair Park’s Agriculture Department. As part of
that review, we interviewed State Fair Park officials, state fair
agriculture directors in other midwestern states, and interested
parties in the Wisconsin agriculture community.

Fiscal Condition

In previous audits, we expressed concern because State Fair Park’s
expenditures—including operating, capital, and debt service costs—
were outpacing revenue. In FY 2006-07, annual revenue exceeded
expenditures for the first time since FY 1998-99, as shown in Figure 1.

Figure 1

Annual Operating Results
(Cash Basis)
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Contracting with a private promoter to operate the Milwaukee Mile
racetrack was an important factor in State Fair Park’s improved
operating results. For example, its racetrack-related expenditures
declined by $3.8 million from FY 2005-06 to FY 2006-07.

State Fair Park was able to reduce the accumulated cash deficit in its
program revenue appropriation to $9.9 million on June 30, 2007.
Because this deficit reduces funding available for other state
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programs and limits the State’s ability to generate income from
investment earnings, State Fair Park should continue to take steps to
address it.

The Milwaukee Mile

In December 2005, State Fair Park entered into a license agreement
with Milwaukee Mile Holdings for management of racing activities
at the fairgrounds. The agreement was for a term of 18 years, with a
renewal option.

The 2005 agreement included a license fee of $246,000 for the first
year, which was to increase to approximately $1.8 million annually
thereafter. It also included a land-exchange provision that gave
Milwaukee Mile Holdings a four-year option to acquire 9.35 acres
of State Fair Park property for development. To exercise this option,
Milwaukee Mile Holdings was required to purchase and remediate
a separate piece of property located on the fairgrounds but owned
by AmeriGas, L.P., and to make other capital improvements to the
fairgrounds.

The original license agreement has been changed twice. First, in
April 2007, it was amended to defer $722,000 of Milwaukee Mile
Holdings’ license fees for 2007 until December of that year.

In addition, Milwaukee Mile Holdings assigned its rights to acquire
the AmeriGas property to the State Fair Park Board, because State
Fair Park sought to purchase the property in order to address safety
concerns related to propane tanks. In May 2007, the State Building
Commission approved $1.7 million in general purpose revenue
(GPR)-supported borrowing for State Fair Park to purchase the land.

The April 2007 amendments also included an agreement that
Milwaukee Mile Holdings would reimburse the State’s costs to
purchase the AmeriGas property if Milwaukee Mile Holdings
exercised its option to purchase the 9.35 acres of State Fair Park land
for development. However, Milwaukee Mile Holdings did not
exercise its purchase option before again renegotiating the license
agreement with State Fair Park. Consequently, the State will not be
reimbursed for the $1.7 million in GPR-supported borrowing.

After the 2007 racing season, Milwaukee Mile Holdings reported
financial difficulty and sought additional changes to the license
agreement. State Fair Park began to explore contracting with other
private promoters or again managing the track internally, but
ultimately decided to renegotiate.
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In February 2008, a renegotiated agreement that significantly
lowered the annual license fee was approved by the State Fair Park
Board and by the State Building Commission. Under this agreement:

= State Fair Park waived $322,000 of the 2007 license
fee payment it had previously agreed to defer, and
Milwaukee Mile Holdings will pay the remaining
$400,000 in annual installments of $25,000;

= State Fair Park reduced the annual license fee
to $1.0 million beginning in 2008, although a
portion will be deferred so that Milwaukee Mile
Holdings will pay $700,000 as well as the $25,000
installment in 2008; and

* under an option for a 30-year ground lease,
Milwaukee Mile Holdings may develop
6.35 acres—rather than 9.35 acres—of State Fair
Park land.

The original agreement of December 2005 was designed so that the
license fee was sufficient to cover State Fair Park’s annual debt
service costs related to construction of the Milwaukee Mile
grandstand and other recent racetrack improvements. Under the
renegotiated agreement, nearly $1.1 million in annual debt service
costs must now be funded by State Fair Park.

We estimate that in total, State Fair Park’s financial responsibility for
the Milwaukee Mile will increase to nearly $1.2 million in 2008, as
shown in Table 1. State Fair Park will need to identify additional
revenue sources to cover these expenses.

Table 1

State Fair Park’s
2008 Milwaukee Mile Costs

Amount
Total Debt Service Costs $1,813,000
Less License Fee Cash Received (725,000)
Net Debt Service Costs 1,088,000
Letter of Credit Fee 57,700
Other 14,600

Total Costs $1,160,300
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Two proposals to generate additional revenue have been considered:
developing 5.75 acres of the fairgrounds bordering 1-94, and
constructing a billboard on the fairgrounds. Both projects have been
postponed because of proposed 1-94 construction projects.

Agriculture Department

Some members of the agriculture community have raised concerns
regarding recent changes in policies and procedures related to
livestock competitions at the Wisconsin State Fair, including;:

* changes in the extent to which the Agriculture
Director, who manages these events, consults
with various advisory committees in setting
competition rules for junior division livestock
shows;

* the concentration of responsibility for junior
division judge selection with the Agriculture
Director, especially given his outside business
interests; and

* recent changes in the payout structure for the
Governor’s Blue Ribbon Livestock Auction, which
is the premier livestock event of the annual fair
and provides junior exhibitors an opportunity to
earn money by selling their prize-winning animals.

Several conflict of interest allegations have also been raised related
to the Agriculture Director’s responsibilities to State Fair Park and
his participation in an outside business that buys and sells show
cattle. For example, the Agriculture Director maintained a financial
interest in animals that were exhibited and won championships at
the 2005 and 2006 state fairs.

State Fair Park officials were aware of this potential conflict but did
not reassign the Agriculture Director’s responsibilities because he
was not a direct participant in the competitions and was not the sole
person responsible for selecting judges. The Agriculture Director has
indicated he is transitioning away from his outside business, but we
found that he continued to participate as recently as March 2008.

In September 2007, the State Fair Park Board established an ethics
and conflict of interest policy, which State Fair Park is in the process
of implementing. We believe consultation with the Government
Accountability Board is warranted to determine whether the
Agriculture Director’s outside business interests represent a conflict
of interest with his responsibilities to State Fair Park.
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Recommendations
Our report includes recommendations for State Fair Park to:

=  obtain additional financial information from
Milwaukee Mile Holdings, LLC (p. 21);

* report to the Joint Legislative Audit Committee
by March 31, 2009, both on the status of its efforts
to address the revenue shortfall in the renegotiated
license agreement and on its ongoing cash deficit
(p. 24);

* continue to formalize the roles and responsibilities
of various advisory committees and the Auction
Committee, and require the State Fair Park Board’s
Agriculture Committee to annually approve the
competition rules for livestock shows at the
Wisconsin State Fair (pp. 29 and 31);

» reevaluate the judge selection process, particularly
for the junior division, to address the role of the
various advisory committees (p. 32); and

* seek an opinion from the Government Accountability
Board on whether the Agriculture Director’s outside
business interests represent a conflict of interest
with his responsibilities to State Fair Park (p. 37).



State Fair Park Board and Staff
State Fair Park Finances
State Fair Park Debt Service

Introduction =

State Fair Park’s
operations are funded
primarily by revenue
from the annual

state fair.

State Fair Park has been home to the Wisconsin State Fair since 1892
and has operated as a separate state agency—the State Fair Park
Board—since 1990. State Fair Park’s FY 2006-07 operating budget was
$16.9 million. 2007 Wisconsin Act 20, the 2007-09 Biennial Budget Act,
established State Fair Park’s operating budget at $17.8 million for

FY 2007-08 and $18.2 million for FY 2008-09.

Attendance fees and other revenue from the annual fair, which is
held each August, are State Fair Park’s primary source of funding.
Three other facilities on the fairgrounds affect its operations: the
Pettit National Ice Center, the Wisconsin Exposition Center, and the
Milwaukee Mile racetrack.

The Pettit National Ice Center is a United States Olympic training
facility that was sold by State Fair Park in January 2007 to the not-
for-profit corporation that had previously leased and managed it.
Proceeds from the sale plus interest earnings are expected to pay the
annual debt service payments associated with the facility’s
construction.

The Wisconsin Exposition Center is owned and governed by a not-
for-profit corporation created by the State Fair Park Board in 2000.
The facility is used exclusively for the Wisconsin State Fair each
August but is available for other events throughout the year. The
Exposition Center’s governing board includes the chair and one
additional member of the State Fair Park Board. Because of its
financial and operational affiliation with State Fair Park, the
Exposition Center’s operating results are included in our report.
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The Milwaukee Mile racetrack and grandstand seating area, which
encompass more than one-quarter of the fairgrounds, are managed
and operated by a private, for-profit promoter, Milwaukee Mile
Holdings, LLC, in exchange for an annual license fee. The initial
license agreement between State Fair Park and Milwaukee Mile
Holdings was entered in December 2005 and took effect in
January 2006.

This audit did not focus on the operations of the Pettit Center or the
Wisconsin Exposition Center. However, continued success of these
entities will be important to State Fair Park’s future success.
Financial information related to these entities can be found in
Appendix 1, and we will continue to monitor their status in future
audits.

State Fair Park Board and Staff

Under s. 15.445(4)(a), Wis. Stats., the State Fair Park Board’s
members include:

» the Secretary of the Department of Tourism;

» the Secretary of the Department of Agriculture,
Trade and Consumer Protection;

* five representatives of business, including three
with general business experience, one with
agricultural experience, and one with technology
experience;

* one resident of the City of West Allis;

* one Wisconsin resident from anywhere in the
state; and

» four legislators: two from the Assembly and two
from the Senate.

Except for the legislators and department secretaries, State Fair Park
Board members are appointed by the Governor and confirmed by
the Senate for staggered five-year terms.

While the Board is attached to the Department of Tourism for
administrative purposes, State Fair Park’s Executive Director is
responsible for day-to-day operations. The current Executive
Director was appointed by the State Fair Park Board through the
State’s unclassified employment system in December 2004.
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State Fair Park’s authorized staffing level was 28.4 full-time
equivalent (FTE) employees in FY 2006-07. State Fair Park also
employs approximately 1,500 limited-term employees, most of
whom work exclusively during the 11-day Wisconsin State Fair.
Staffing was increased by 1.0 position in FY 2007-08 to allow State
Fair Park to hire a head of police operations at the fairgrounds.
Previously, the State Capitol Police had been responsible for
overseeing police operations under a memorandum of
understanding between State Fair Park and the Department

of Administration that ended on July 1, 2007.

State Fair Park Finances

State Fair Park ended  In previous audits, we reported concerns with State Fair Park’s
FY 2006-07 with revenue  financial condition because expenditures, including operating,
exceeding expenditures capital, and debt service costs, continued to outpace revenue and a
by 31.3 million. cash deficit continued to worsen. However, in FY 2006-07, revenue
exceeded expenditures for the first time since FY 1998-99. As shown
in Table 2, FY 2006-07 ended with revenue exceeding expenditures
by $1.3 million.

Table 2

State Fair Park Revenue and Expenditures'

Revenue Less

Fiscal Year Revenue Expenditures? Expenditures
2002-03 $15,918,264 $20,446,226 $(4,527,962)
2003-04 19,890,268 21,706,900 (1,816,632)
2004-05 20,994,949 24,731,774 (3,736,825)
2005-06 18,541,520 20,258,268 (1,716,748)
2006-07 17,467,763 16,138,719 1,329,044

' Data are provided on the cash basis of accounting.

2 Includes statutorily required lapses to the State’s General Fund of $2.4 million in FY 2002-03, $179,700
in FY 2003-04, and $186,000 in FY 2004-05. No lapses were required in FY 2005-06 or FY 2006-07.

One factor contributing to State Fair Park’s positive operating results
was the decision to license the Milwaukee Mile Racetrack to a private
promoter. State Fair Park received $1.1 million in license fees from
the private promoter in FY 2006-07. Because the private promoter
assumed responsibility for track operations, State Fair Park’s racing-
related revenue declined. However, its track-related expenditures
were reduced by $3.8 million.
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State Fair Park’s cash
deficit was $9.9 million
on June 30, 2007.

In addition, in January 2007, the sale of the Pettit National Ice Center
to the not-for-profit corporation that had been operating the facility
provided State Fair Park with additional revenue. Proceeds from the
sale of the Pettit Center were deposited in the State’s Bond Security
and Redemption Fund and will be used to pay a portion of the debt
service costs on the bonds that were used to construct the facility. As
a result of the sale, State Fair Park received a one-time payment of
$748,000 as reimbursement for a portion of the debt service costs it
had paid in FY 2006-07.

State Fair Park’s capital expenses are funded in part through past
revenues that were set aside in a statutorily required capital reserve
fund. Non-capital expenses, including operating and debt service
costs, are funded by an ongoing program revenue appropriation. As
of June 30, 2007, the capital reserve fund had a balance of $1.1 million.
However, the program revenue appropriation continues to have a
large accumulated deficit. State Fair Park’s positive operating results
for FY 2006-07 reduced the cash deficit in its program revenue
appropriation from $11.4 million on June 30, 2006, to $9.9 million on
June 30, 2007. A cash deficit in any program revenue appropriation
reduces the cash balances of the State’s General Fund and costs the
General Fund an opportunity to invest and earn interest on amounts
used to cover the shortfall.

Although final financial data are not yet available for FY 2007-08,
State Fair Park reported revenue of $12.2 million and expenditures of
$13.8 million through May 2008, for a loss of $1.6 million on a cash
basis. State Fair Park management anticipates additional revenue in
June related to advance sales for the 2008 fair and believes State Fair
Park will end FY 2007-08 with revenue exceeding expenditures by at
least $400,000.

While both the Pettit Center and the Milwaukee Mile have
significantly and negatively affected State Fair Park’s financial
condition in the past, recent changes in State Fair Park’s relationship
with these entities has helped to improve its financial condition for
FY 2006-07 and to reduce its cash deficit. Because the continued
success of these entities will be important to State Fair Park’s future
success, we will continue to monitor them in future audits.
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State Fair Park Debt Service

From FY 1999-2000 to FY 2006-07, a total of $86.1 million was

spent on capital improvements to the fairgrounds, including the
Wisconsin Exposition Center, the Milwaukee Mile grandstand and
racetrack, other racing-related facilities, various agricultural
buildings, and infrastructure. With the exception of the Wisconsin
Exposition Center, these improvements were funded with bonds
supported by both State Fair Park program revenue and GPR. The
debt service on the portion funded by program revenue was nearly
$3.2 million in FY 2006-07. From FY 2007-08 through FY 2026-27,
debt service payments related to program revenue-supported debt
outstanding at June 30, 2007, are expected to total approximately
$47.0 million. Over this same time period, debt service payments
related to GPR-supported debt outstanding at June 30, 2007, are
expected to be approximately $35.3 million.

Renegotiated license fees Most of the debt service costs related to Milwaukee Mile
are no longer sufficient  improvements had been expected to be recovered through the
to cover State Fair Park’s annual license fees received from the racetrack promoter. However,
debt service costs for  gyate Fair Park recently renegotiated its license agreement with the
the Milwaukee Mile. private promoter and significantly lowered the annual license fee.
As a result, funding from the promoter is no longer sufficient to
cover State Fair Park’s debt service costs.






Original License Agreement
April 2007 Amendments
Renegotiated License Agreement

Future Implications for State Fair Park

The Milwaukee Mile =

Management of the Milwaukee Mile racetrack has undergone
significant changes during the past several years. After terminating
a previous contract with a private promoter in May 2003, State

Fair Park managed the track internally and incurred losses of

$3.6 million in 2004 and $2.9 million in 2005. Since January 2006,
Milwaukee Mile Holdings, LLC, a newly formed for-profit, private
racing promoter, has managed and operated racing activities at the
fairgrounds under a license agreement that was designed to fund
State Fair Park’s ongoing debt service costs related to recent
renovation of the grandstand and racetrack improvements.
However, Milwaukee Mile Holdings has reported financial
difficulty in its operation of the Milwaukee Mile racetrack, and in
February 2008 a renegotiated license agreement was established.
The renegotiated agreement lowers the annual license fee
Milwaukee Mile Holdings is required to pay State Fair Park.

Original License Agreement

Under the original license  Under the original license agreement, which was entered in

agreement, State Fair Park December 2005, State Fair Park retained full ownership of the
was to receive payments of  Milwaukee Mile, while Milwaukee Mile Holdings acquired all
51.8 million annually. promotional rights of the premises, including the oval racetrack,

track infield, infield facilities, retaining walls and barriers,
Milwaukee Mile office building, and parking lot. The agreement was
for an initial term of 18 years, with a renewal option for another

10 years. The license fee was set at $246,000 for the initial year of the
agreement and increased to approximately $1.8 million annually

15
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The license agreement
was amended in

April 2007 and included
deferral of $722,000 in
2007 license fee
payments.

thereafter. License fees were expected to generate a total of
$30.5 million for State Fair Park over the 18-year term of the
agreement.

The other major provision of the original license agreement was a
land exchange. Milwaukee Mile Holdings was granted a four-year
option to acquire 9.35 acres located between the Milwaukee Mile
and West Greenfield Avenue. To exercise this option, Milwaukee
Mile Holdings was required to purchase and remediate a 2.54 acre
parcel that is surrounded by the fairgrounds and owned by
AmeriGas L.P., then exchange this remediated property for the

9.35 acre parcel. In addition, Milwaukee Mile Holdings was required
to make additional improvements, such as enhancements to various
fairgrounds gates, to ensure State Fair Park received property and
improvements equaling the value of the property to be received in
the exchange. The land acquired by Milwaukee Mile Holdings was
expected to be developed into a hotel and restaurant complex that
would complement the Milwaukee Mile and the Wisconsin
Exposition Center.

April 2007 Amendments

Concerns raised by both Milwaukee Mile Holdings and State Fair
Park resulted in an amended license agreement in April 2007.
Milwaukee Mile Holdings voiced concerns with the license fee
payment amount and schedule. State Fair Park expressed concern
with the safety of the parcel of land owned by AmeriGas L.P., in
part because of propane tanks on the property. Thus, State Fair Park
sought to purchase this property and incorporate it into the
fairgrounds, rather than wait for Milwaukee Mile Holdings to
purchase and remediate it. To address these issues, the following
amendments were made to the license agreement:

= State Fair Park deferred until December 31, 2007,
$722,000 of the $1.8 million license fee payment
that was due in June 2007;

* Milwaukee Mile Holdings assigned its option to
purchase the AmeriGas property to State Fair
Park and agreed, if the original land exchange
option was exercised, it would reimburse the
State for its cost to purchase and remediate the
property; and

= State Fair Park officials agreed that after the
2007 racing season, both parties would discuss
further revising the license agreement, including
possible adjustments to the license fee.



Milwaukee Mile Holdings
filed a notice of claim
against State Fair Park in
December 2007.

In February 2008, State
Fair Park and Milwaukee
Mile Holdings entered
into another license
agreement.
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Renegotiated License Agreement

Informal discussions of the license agreement followed in fall 2007.
However, after an exchange of correspondence about racetrack
operations, Milwaukee Mile Holdings filed a notice of claims—a
precursor to a lawsuit—against State Fair Park in December 2007,
seeking approximately $6.4 million in damages and termination of
the license agreement. In addition to seeking recovery of its
operating losses, Milwaukee Mile Holdings claims included:

* loss of a major race sponsor due to State Fair Park
actions;

* misrepresentation of revenues and expenses by
State Fair Park during 2005 contract negotiations;

» significant unanticipated track expenses; and
» safety concerns with the racetrack’s grandstand.

State Fair Park management disputed these claims but, as a
contingency, began to explore the possibility of contracting with
another promoter or again assuming responsibility for racing
operations. However, State Fair Park ultimately decided to
renegotiate the agreement with Milwaukee Mile Holdings because
of concerns that instability with management of the track could
lead to loss of a major NASCAR racing event.

A renegotiated agreement with Milwaukee Mile Holdings, which
significantly lowered the annual license fee, was approved by the
State Fair Park Board in February 2008 and took effect on February
20, 2008, when it was approved by the State Building Commission.
As a condition of approval, Milwaukee Mile Holdings and State
Fair Park signed a mutual release and notice of withdrawal of the
December 2007 notice of claims that had been filed by Milwaukee
Mile Holdings.

Several items remain largely unchanged from the original
agreement. For example, Milwaukee Mile Holdings:

* continues to maintain all promotional rights
related to the Milwaukee Mile racetrack and
related facilities;

* continues to be responsible for all future capital
improvements and maintenance to the
Milwaukee Mile premises; and
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State Fair Park waived
$322,000 in license fees
as part of the revised
agreement.

» will retain most of the revenue generated from
parking at Milwaukee Mile events, although State
Fair Park will retain all revenue generated when
the premises are under its control.

However, as part of the renegotiated agreement, State Fair Park
waived $322,000 of the $722,000 in license fees that had been
deferred under the April 2007 amendments to the original license
agreement. The remaining $400,000 is to be paid in annual
installments of $25,000, beginning in June 2008. As a result, State
Fair Park received only $1.1 million of the $1.8 million in license
fee payments it had expected to receive in FY 2006-07.

In addition to the restructuring of the 2007 license fee payment,
several significant terms of the original agreement changed,
including the license fee, the number of days Milwaukee Mile
Holdings can use the racetrack facilities, the option for land
development, and the provisions for termination of the agreement.
Table 3 summarizes the key changes between the original license
agreement of December 2005 and the renegotiated agreement of

February 2008.

Table 3

Comparison of License Agreement Terms

December 2005 Agreement

February 2008 Agreement

License Fees Paid to
State Fair Park

Milwaukee Mile
Holdings Use Days

Land Option

Early
Termination
Provisions

$1.8 million per year (average)

134

Land swap in which Milwaukee Mile
Holdings obtains ownership of a
9.35 acre parcel of land for
development

5 years of license fees if land purchase
option is exercised,

3 years of license fees if land purchase
option is not exercised

$1.0 million per year!

75

Ground lease option to develop
6.35 acres of land of which
State Fair Park maintains ownership

3 years of license fees if ground lease
option is exercised,

2 years of license fees if ground lease
option is not exercised or if NASCAR
event is discontinued

! Under terms of the renegotiated agreement, a portion of the annual license fee is deferred until 2017.




To benefit from
additional days of usage
negotiated in the 2008
agreement, State Fair
Park will need to
establish other events.

The annual license

fee paid to State Fair
Park by the private
promoter was reduced
from $1.8 million to
51.0 million.

A portion of the reduced
license fee is deferred
each year until 2017.
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Although the renegotiated license agreement provides State Fair
Park an opportunity to use the racetrack and grandstand for an
additional 59 days per year, in addition to priority use of the venue
during the 11-day Wisconsin State Fair, no additional events have
been scheduled for 2008. State Fair Park officials have indicated that
they would prefer Milwaukee Mile Holdings manage any race-
related events at the track. Therefore, to benefit from these
additional days of usage, State Fair Park will need to establish

other non-racing events that could use the facilities.

The renegotiations related to license fees and land development
have significant financial implications for State Fair Park, while

a profit-sharing provision is unlikely to result in revenue in the
foreseeable future. However, the renegotiated agreement includes
several early termination provisions intended to protect State

Fair Park.

License Fees

The original agreement of December 2005 was designed so that the
license fee was sufficient to cover State Fair Park’s ongoing debt
service costs related to construction of the grandstand and other
recent racetrack improvements. However, under the renegotiated
agreement, the license fee has been reduced substantially, from an
average of $1.8 million annually to $1.0 million annually. State Fair
Park officials indicated that in part the reduction is justified given
that Milwaukee Mile Holdings can use the track facilities for fewer
days. However, as noted, it is not clear how State Fair Park will
benefit financially from having additional access to the facility.

In addition to the reduction in the annual license fee, a portion of the
reduced fee is deferred each year until 2017. As a result, State Fair
Park will only receive $700,000 in license fees for 2008, because
$300,000 in license fee payments have been deferred. State Fair Park
will also receive an additional $25,000 in FY 2007-08, related to
deferral of a portion of the FY 2006-07 license fee. Appendix 2 shows
the license fee payment schedule and deferrals under the
renegotiated license agreement.

Land Development

As noted, the original license agreement included an option for
Milwaukee Mile Holdings to acquire 9.35 acres near the Milwaukee
Mile racetrack, which was expected to be developed as a hotel and
restaurant, in exchange for purchasing and remediating 2.54 acres
of property owned by AmeriGas, L.P. Under the April 2007
amendment, Milwaukee Mile Holdings assigned its rights to
purchase the AmeriGas property to State Fair Park and agreed, if
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The State will not

be reimbursed for

$1.7 million in GPR-
supported borrowing to
purchase and remediate
land located at State
Fair Park.

The renegotiated
agreement is intended to
expedite construction of
a hotel and restaurant
on the fairgrounds.

the land exchange option was exercised, to reimburse the State’s
costs to purchase and remediate the AmeriGas property. However,
Milwaukee Mile Holdings did not exercise the original option before
the start of discussions that resulted in the renegotiated agreement
of February 2008.

Because the land exchange was not included in the renegotiated
license agreement of February 2008, the State will not be reimbursed
for $1.7 million in GPR-supported borrowing that the State Building
Commission approved in May 2007 to allow State Fair Park to
purchase and remediate the property. In June 2007, State Fair Park
paid a $50,000 deposit to AmeriGas. It plans to finalize the purchase
by the closing deadline of March 30, 2009, when it will pay

$1.5 million for the property. The State Building Commission also
approved $300,000 in program revenue supported borrowing in
May 2007 to allow State Fair Park to transform the property into
usable space. Through March 2008, State Fair Park has spent
approximately $7,000 on a study and environmental assessment of
the property and has budgeted $20,000 for remediation costs.

The renegotiated agreement provides Milwaukee Mile Holdings
with an exclusive ground lease option to develop a 6.35 acre parcel
of land located adjacent to the Milwaukee Mile, as shown in
Appendix 3. Two key terms in the license agreement encourage
Milwaukee Mile Holdings to exercise the ground lease and expedite
development of a hotel and restaurant complex. First, the
Milwaukee Mile Holdings must exercise the ground lease option
by December 31, 2008, or forfeit its ability to do so. Second, once
exercised, Milwaukee Mile Holdings is to use “all commercially
reasonable efforts” to begin development of a hotel on the ground
lease site as soon as possible, but no later than December 31, 2009.

Milwaukee Mile Holdings has submitted a preliminary site plan for
this property; City of West Allis officials anticipate receiving the full
site plan by December 2008, with construction expected to begin in
spring 2009. State Fair Park officials indicated that the first phase of
the development will be a restaurant, followed by construction of a
hotel.

If the ground lease option is exercised, Milwaukee Mile Holdings
will pay State Fair Park initial rent of $113,280 on the leased
property. This rent payment will increase by 1.5 percent annually.
The rent was established at 6.0 percent of the land’s appraised value
of $1.9 million. If Milwaukee Mile Holdings discontinues racetrack
operations, rent on the ground lease is to increase by 1.0 percent of
the land’s appraised value, or $18,880 per year.
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The term of the ground lease is 30 years, with an optional 20-year
extension. At the end of the ground lease, or if it is terminated early,
Milwaukee Mile Holdings is required to return the land to its
original condition. Therefore, Milwaukee Mile Holdings has an
incentive to continue operations or sell the development to a
different operator—even at a loss—rather than abandon the
development. The license agreement does provide Milwaukee Mile
Holdings with the ability to transfer the lease to another party,
subject to the approval of the State Fair Park Board.

Profit-Sharing Provisions

The renegotiated agreement provides State Fair Park with an
opportunity to share in potential profits from racetrack operations
by stipulating that State Fair Park is to receive 50.0 percent of annual
net income in excess of $740,000. However, considering the past
performance of track operations, State Fair Park officials do not
expect that to occur in the foreseeable future. Furthermore, it is
unclear from the agreement how State Fair Park will assess
Milwaukee Mile Holdings’ profitability. There is no requirement
for the sharing of financial information between the two parties.
Receiving financial information on an annual basis would allow
State Fair Park to better assess whether Milwaukee Mile Holdings is
satisfying the profit-sharing requirements in the new agreement.

¥ Recommendation

We recommend the State Fair Park Board seek to amend its
agreement with Milwaukee Mile Holdings, LLC, to specify how
Milwaukee Mile financial information will be shared with State Fair
Park, including the form and timing for such information to be
provided.

Early Termination Provisions

The license agreement includes several provisions intended to
protect State Fair Park in the event Milwaukee Mile Holdings
discontinues racetrack operations. In its last year of operations,
Milwaukee Mile Holdings is required to pay the entire sum of any
cumulative deferred license fees. In addition:

» if Milwaukee Mile Holdings terminates track
operations after exercising the ground lease
option, State Fair Park is to receive three years of
annual license fees, or $3.0 million;
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License fees are secured
through a $3.6 million
letter of credit and
unspecified real estate
assets.

State Fair Park will incur
nearly $1.2 million in
Milwaukee Mile costs

in 2008.

» if track operations are terminated before the
ground lease option is exercised, State Fair Park
is to receive two years of annual license fees, or
$2.0 million; and

» if the NASCAR racing event is discontinued and,
as a result, Milwaukee Mile Holdings decides to
terminate track operations, State Fair Park is to
receive—after the year in which the event is
discontinued—two years of annual license fees, or
$2.0 million, regardless of the status of the ground
lease option.

License fees are secured through a required $3.6 million letter of
credit, as well as the unspecified real estate assets of Milwaukee
Mile Holdings” investors.

Future Implications for State Fair Park

Although responsibility for operating and promoting operations of
the Milwaukee Mile has been assumed by a private promoter, State
Fair Park continues to incur various costs related to the facility and
to face significant financial challenges, including the need to pay

a larger share of annual debt service costs than had been anticipated.
State Fair Park’s annual debt service costs related to the Milwaukee
Mile are approximately $1.8 million in 2008. Given the deferrals
included in the renegotiated license agreement, it will receive
$725,000 in license fees, leaving nearly $1.1 million in debt service
costs to be covered by other revenue sources. Additional Milwaukee
Mile-related costs that State Fair Park is contractually required to
incur will increase its financial responsibility for the Milwaukee Mile
to nearly $1.2 million in 2008, as shown in Table 4.
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Table 4
State Fair Park’s Milwaukee Mile Costs
2008
Amount
Total Debt Service Costs $1,813,000
Less License Fee Cash Received' (725,000)
Net Debt Service Costs 1,088,000
Letter of Credit Fee 57,700
State Fair Park Personnel? 11,200
360 State Fair Tickets to Milwaukee Mile Holdings 1,800
Water and Sewer Costs 1,600
Total Costs $1,160,300

" Includes $700,000 related to the 2008 license fee payment and $25,000 related to payment
on deferrals of the 2007 license payment.

2 State Fair Park provides one electrician and one line man for major race events.

State Fair Park will need to State Fair Park hopes the renegotiated license agreement will allow
identify revenue sources to  Milwaukee Mile Holdings to continue racetrack operations and to
cover Milwaukee Mile- develop a restaurant and hotel complex that could benefit both the
related expenses and to 1\ [;1,,5y;kee Mile and the remaining State Fair Park attractions.
continue to mli'dze.;;.s ',ts However, given its accumulated cash deficit of $9.9 million at the
cash deficit. end of FY 2006-07, State Fair Park will also need to identify
additional revenue sources to cover these expenses. As noted, the
new license agreement includes a provision for profit-sharing if
track operations are profitable, but State Fair Park officials do not
expect that to occur in the foreseeable future.

State Fair Park has  State Fair Park has been considering private development of
postponed a decision on  fairgrounds property to generate additional revenue. In 2007, a
commercial development  committee that includes State Fair Park management, board
along 1-94. members, and others, was created to consider the feasibility of
leasing property that borders I-94 for commercial development. The
committee chose to solicit proposals for a limited development of
5.75 acres located at the northeast corner of the fairgrounds, as
shown in Appendix 3, and in April 2008, State Fair Park officials
issued a request for proposals (RFP) containing a standard ground
lease for this property that specified a minimum rent of $242,000 per
year. However, proposed reconstruction of the 1-94 Zoo Interchange
may affect the specific location of the development. Therefore, State
Fair Park has postponed this project.
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State Fair Park has also considered placing a billboard on State Fair
Park property to generate additional revenue. Following an RFP
process in 2007, a vendor was selected to construct and operate a
billboard along 1-94. State Fair Park management anticipates
revenue of between $130,000 and $170,000 per year if the proposed
billboard is constructed. However, State Fair Park has also
postponed implementation of this project until I-94 corridor
development plans are finalized.

¥ Recommendation

We recommend State Fair Park report to the Joint Legislative Audit
Committee by March 31, 2009, on:

= the status of its efforts to increase revenue to
address the shortfall caused by changes in its
license agreement with Milwaukee Mile Holdings;
and

= jts ongoing cash deficit.



Managing Agriculture Events at the Wisconsin State Fair
Conflict of Interest Allegations
Ethics and Conflict of Interest Policy

State Fair Park Agriculture
Department =

State Fair Park’s
Agriculture Department
manages agricultural
events of the Wisconsin
State Fair.

State Fair Park’s principal mission is to host an 11-day Wisconsin
State Fair, which showcases Wisconsin’s agricultural heritage and is
one of several agricultural events held at the fairgrounds each year.
State Fair Park’s Agriculture Department manages agricultural
events at the Wisconsin State Fair, including setting competition
rules for youth and adults who exhibit livestock and agricultural
products; hiring limited-term staff who facilitate shows and enforce
competition rules; and contracting with judges for the various
livestock competitions. Recent policy and procedural changes by
the Agriculture Department have raised concerns among some
exhibitors and other members of the agriculture community

related to:

* the use of advisory committees in setting
livestock competition rules for the open and
junior divisions, where competition is organized
by species and breed categories and awards and
monetary prizes are given;

* the process for selecting judges for junior division
shows, in which individuals between the ages of
12 and 19 may exhibit livestock;

* the payout structure for the Governor’s Blue
Ribbon Livestock Auction for first- and second-
place winners in the market shows of the junior
division, which includes market steers, lambs,
and barrows; and

25
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» allegations of conflicts of interest related to
the continued employment of livestock
superintendents who may have ties to exhibitors,
and the Agriculture Director’s outside interests
in the cattle industry.

Managing Agriculture Events at the
Wisconsin State Fair

State Fair Park’s Agriculture Department is made up of only two
full-time employees: the Agriculture Director and the Agriculture
Coordinator. In addition to overall management responsibility for
agricultural events, the Agriculture Director acts as the State Fair
Park liaison to representatives of the livestock industry and is
responsible for financial and personnel management for the
Agriculture Department, including hiring superintendents who
oversee individual livestock shows and contracting with individuals
to judge the competitions. The Agriculture Director is also
responsible for the development, publication, and overall
enforcement of competition rules. The Agriculture Coordinator is
responsible for managing the receipt of entries for the fair livestock
shows, purchasing and record-keeping for the Agriculture
Department, and supervising limited-term staff and interns with
whom she works during the fair and other agriculture events held at
State Fair Park.

Superintendents manage the various animal species that participate

in the fair. Each species category is assigned a superintendent and
assistant staff to facilitate the shows, enforce competition rules, and
determine whether animals are eligible to participate in a given
competition. The superintendents and their staffs also oversee the
registration of all animals and verify that the animals meet the
eligibility requirements in a particular breed category. Superintendents
and their staffs are limited-term employees who are employed mainly
during the 11-day Wisconsin State Fair.

As shown in Appendix 4, the State Fair Park Board, the Board'’s
Agriculture Committee, and the Executive Director have oversight
responsibility for operations of the Agriculture Department. The
Agriculture Director consults the Board’s Agriculture Committee
when major changes in competition rules are proposed. In addition,
over time, many of the species categories have formed advisory
committees to provide input to the Agriculture Director in setting
policy, establishing competition rules, and making decisions
regarding the annual fair. These advisory committees, which are not
formal committees of State Fair Park, are made up of exhibitors and
members of the livestock industry.



Recent changes in policy
have raised concerns with
some members of the
agriculture community.

State Fair Park has no
written policies for
developing and approving
competition rules for the
Wisconsin State Fair’s
agriculture events.

Changes in their role in
establishing rules for
junior division livestock
competitions have raised
concern for some
advisory committee
members.
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However, other than competition rules for exhibitors, there are
limited written policies and procedures to guide the efforts of the
Agriculture Department. As a result, recent policy changes have
raised concerns among some exhibitors and some members of the
agriculture community about the rule-making process, particularly
when the changes involved policies that had been in place for
several years. Furthermore, during spring and summer of 2007,
some members of the agriculture community made several
allegations of a conflict of interest between the Agriculture
Director’s role at State Fair Park and his outside interests in the
cattle industry. We evaluated the recent policy changes, the
allegations, and the potential for conflicts of interest related to
State Fair Park policies regarding livestock competitions.

Setting Competition Rules

State Fair Park has no written policies for developing and approving
competition rules for the Wisconsin State Fair or for the extent to
which advisory committees should be involved in the development
of competition rules. However, for at least ten years, agriculture
directors have consulted with the advisory committees regarding
the development of competition rules and other policy changes,
and members of the advisory committees have been given the
opportunity to present their own proposals. Both the incumbent
Agriculture Director and the committee members we interviewed
agree that the role of the committees has been to serve in an
advisory capacity, with the Agriculture Director exercising final
decision-making authority.

Members of various advisory committees told us that in 2007 the
Agriculture Director transferred responsibility for providing
feedback about junior division livestock competition rules from the
advisory committees, which are organized by species and breed, to
the Junior Livestock Advisory Committee, a cross-species advisory
committee that includes junior exhibitors and representatives of
various youth organizations and livestock industry associations. The
Agriculture Director indicated that he made this change to facilitate
communication and consistency among the species categories.
However, some members of the advisory committees believe that
even though the Junior Livestock Advisory Committee includes
representatives from industry associations of the various species
categories, the involvement of the full committees had allowed for
greater input by the agriculture community, provided more
transparency in the rule-development process, and prevented
concentration of event management with a single individual.
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The role of the Board'’s
Agriculture Committee
and the advisory
committees in adopting
competition rules should
be clarified.

In response, the Agriculture Director has noted that he continues

to consult the advisory committees regarding open division rules.
However, he also indicated that in some instances the advisory
committees are not representative of all exhibitors who compete in
livestock events at the Wisconsin State Fair. He stated that he must
balance the benefit of receiving feedback from each of the numerous
advisory committees with the remainder of his duties managing the
agriculture events.

We interviewed state fair agriculture directors, or their equivalents,
in Illinois, Iowa, and Minnesota. In each of these states, practices are
in place to include exhibitors and members of the livestock industry
in the development of competition rules. For example, changes to
the competition rules for the Iowa State Fair require the approval

of a designated competition committee. Minnesota’s agriculture
director receives input from advisory groups and may consult the
rules subcommittee of the fair board regarding significant rule
changes. Competition rules in Illinois are set by the agriculture
director, with input from advisory groups.

One way to provide for greater transparency in this process would
be to require annual approval of competition rules for the livestock
shows by the Agriculture Committee of the Board. Further, steps
could be taken to clarify the reporting structure and communication
requirements between the Agriculture Director and the various
advisory committees. Although there may be concerns regarding the
extent to which advisory committees in Wisconsin are representative
of the exhibitor community at large, providing an opportunity for
members of the agriculture community to participate in the process
and voice their concerns is perceived as important for ensuring
exhibitor trust and acceptance of competition rules.

During the course of our fieldwork, State Fair Park Board members
and management discussed the role of the various advisory
committees at the April 2008 meeting of the Board’s Administration
and Finance Committee. Board members and management were
also concerned with ambiguity about the role of the committees

and their involvement with the Agriculture Department. The
Administration and Finance Committee requested that management
prepare a written diagram and description explaining the current
organizational structure of the committees and their involvement
with the Agriculture Department.
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M Recommendation

We recommend the State Fair Park Board and management:

= require the State Fair Park Board’s Agriculture
Committee to annually approve the competition
rules for livestock shows at the fair; and

= continue development of a more formalized
structure for the advisory committees, including
the various committees’ roles, responsibilities, and
the reporting structure.

Operation of the Governor’s Blue Ribbon Livestock
Auction

The Governor’s Livestock  The Governor’s Blue Ribbon Livestock Auction is the premiere

Auction is the premiere  livestock event of the annual Wisconsin State Fair. The Governor’s

livestock event of the  Ayction is managed by the 30-member Governor’s Blue Ribbon

annual W’.‘“’"S.'." Livestock Auction Committee, which includes youth exhibitors;
State Fair. members of the agriculture community; representatives of various

youth and livestock industry organizations; and members of the

State Fair Park Board and the State Fair Park Youth Foundation,

who serve on the committee in an ex-officio capacity.

The State Fair Park Youth Foundation seeks to develop public and
private partnerships to support youth programming and facilities
development at State Fair Park. In addition, the Foundation
provides financial and volunteer services to the Governor’s Blue
Ribbon Auction Committee. While the Auction Committee is
responsible for the auction administration, including marketing,
staffing, and event planning, it has contracted with the State Fair
Park Youth Foundation to maintain and account for auction
proceeds, which are recorded in the financial records of the
Foundation and are not reflected in State Fair Park’s financial
statements.

In 2007, 80 percent of = Champion animals in the market species and breed categories of the
the proceeds from a  junior division are allowed entry into the Governor’s Auction, where
Governor’s Auction sale  they are bid on by invited buyers. Under the payout structure in place
were provided to the (o 2007 fair, 80 percent of proceeds from a sale were provided to
junior exhibitor. the junior exhibitor, while 20 percent were used for the Auction
Committee’s expenses, scholarships, and grants to junior fair
participants. This payout structure is similar to that of Minnesota,
Iowa, and Illinois. Appendix 5 summarizes and compares the
Governor’s Auction in Wisconsin with similar auctions in other states.
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In 2008, the payout
structure for the Governor’s
Auction is graduated to
increase the percentage of
funds to youth scholarships
and grants.

There are no written
procedures determining
how policies for the
Governor’s Auction are to
be developed and
approved.

Some in the agriculture community have raised concerns that the
large dollar payouts in the auction may create an environment of
win at all costs, leading to unethical practices in showing livestock
animals, such as using drugs to enhance the muscle content of
animals. Unethical practices have occurred in recent years at several
livestock shows, including the Wisconsin State Fair, the Fort Worth
Livestock Show in Texas, and the National Western Livestock Show
in Denver. State Fair Park officials have indicated problems at the
Wisconsin State Fair have included misrepresentation of parentage
and misuse of drugs. It is with these concerns in mind that State Fair
Park officials indicated a desire to change the payout structure for
the Governor’s Auction.

After several proposals and listening sessions with members of the
agriculture community, the State Fair Park Board approved a new
payout structure for the Governor’s Auction in April 2007. The new
payout structure, which is shown in Table 5 and will first be effective
for the 2008 Wisconsin State Fair, is graduated so that a greater
percentage of the sales proceeds are provided for youth scholarships
and grants as the sales price increases. Consequently, payouts to
some winning junior exhibitors will be reduced. For example, at the
2007 auction, the highest bid was $35,000 for the champion steer,
whose owner received 80 percent, or $28,000. Under the new payout
structure, the owner would have received 68 percent of the auction
sales price, or $23,800. However, the payout for 17 of the 28 exhibitors
at the 2007 Wisconsin State Fair would not have changed since the
animals sold for $5,000 or less.

Some members of the agriculture community believe this change in
the payout structure does not appropriately consider the hard work
junior exhibitors put into taking care of animals shown at the fair,
and diminishes the financial reward to these junior exhibitors.
Additionally, some members of the agriculture community have
resisted the change because of concerns that the State Fair Park
Board did not have authority to make it. However, as with the
establishment of competition rules, State Fair Park has no written
policies for developing and approving changes to the Governor’s
Auction. Until the State Fair Park Board, in April 2007, declared the
Auction Committee a subcommittee of the Board’s Agriculture
Committee, the Auction Committee solely determined policy for the
Governor’s Auction and operated independently from State Fair
Park. At this time, the Auction Committee continues to have
authority over the disbursement of auction revenue through

grants and scholarships.
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Table 5

Payout Structure for the Governor’s Blue Ribbon Livestock Auction
(Beginning with the 2008 Wisconsin State Fair)

Percentage to

Percentage to Scholarships
Auction Sale Price Youth Exhibitor and Grants
$1 to $5,000 80% 20%
$5,001 to $10,000 78 22
$10,001 to $15,000 76 24
$15,001 to $20,000 74 26
$20,001 to $25,000 72 28
$25,001 to $30,000 70 30
$30,001 to $35,000 68 32
$35,001 to $40,000 66 34
$40,001 to $45,000 64 36
$45,001 to $50,000 62 38
More than $50,000 60 40

State Fair Park officials have indicated that a process is underway to
respond to concerns that have been raised by clarifying the
relationship between the Auction Committee and State Fair Park.
Whether the Auction Committee separates from State Fair Park and
becomes an independent organization or formalizes its role as a
subcommittee under the authority of the State Fair Park Board will
be determined by a vote of the members of the Auction Committee.

M Recommendation

We recommend the State Fair Park Board and management continue
to clarify the relationship of the Auction Committee to State Fair Park.

Judge Selection

Several processes are used for selecting and contracting with judges
for open and junior division shows. A selection process for judges in
each species of the open division has evolved over time. The process
may involve the advisory committees, a breed association or other
industry group, fair exhibitors, superintendents, and the Agriculture
Director. Each year, a ranking of qualified judges for each species is
provided to the Agriculture Director, who has final responsibility
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In fall 2006, on the
advice of the Board’s
Agriculture Committee
chair, the Agriculture
Director assumed sole
responsibility for the
selection of judges for
junior division shows.

Some members of the
agriculture community
expressed concern
with the change in
responsibility for judge
selection.

for judge selection. The Agriculture Director has noted that he rarely
selects a judge outside of the lists provided. A similar process for
selection of open division judges is followed in the other states we
contacted.

Judge selection for the junior division may be more critical, given
that champion animals in the junior market shows may be invited to
participate in the Governor’s Auction and potentially earn a large
payout for the exhibitor. In the past, judge selection for the junior
division followed a process similar to the open division. However,
in fall 2006, the Agriculture Director was advised by the chair of the
State Fair Park Board’s Agriculture Committee to assume sole
responsibility for the selection of judges for the junior division.
While the Agriculture Director indicated that he still considers
suggestions made by advisory committee members, breed
associations, exhibitors, and superintendents, this is a significant
change from a process in which the agriculture community
determined the judge candidates from which the Agriculture
Director made a final selection.

The Agriculture Director has indicated this change was made
because of concerns that the existing process could allow members
of the advisory committees to benefit from their judge-selection
recommendations. However, some in the agriculture community
have expressed concern with the concentration of responsibility for
judge selection with the Agriculture Director, in part because he also
participates in an outside business that buys and sells show cattle
that may eventually be shown at Wisconsin State Fairs.

In the other states we contacted, we found variation in the process
for selecting junior division judges. However, none of these states
relied solely on their agriculture directors to select judges for the
junior division. In Minnesota, 4-H committees that oversee the
junior division select judges for the youth livestock shows, and the
agriculture director is not involved in the selection process. In Iowa,
breed associations and the competition committee submit judge
nominations to the agriculture director, who hires judges based
upon nominations and financial and scheduling considerations. In
Illinois the junior division superintendents submit nominations to
the agriculture director, who hires judges based upon nominations
and financial and scheduling considerations.

M Recommendation

We recommend the State Fair Park Board and management
reevaluate the judge selection process, particularly judge selection for
the junior division, to address the role of the various advisory
committees.



Conflicts may arise
because individuals
who participate in the
agriculture industry are
managing events at
the fair.

Concerns have been
raised about the
Agriculture Director’s
participation in a
business that buys and
sells show cattle.
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Conflict of Interest Allegations

Individuals involved in managing the Wisconsin State Fair,
including the Agriculture Director and superintendents, have
developed a level of expertise and knowledge through their long-
time participation in the agriculture community. This expertise is
what gives them the ability to manage and operate the livestock
shows, and it is typically developed through years of involvement in
the livestock industry. However, this level of involvement in the
livestock industry can also make it difficult for these individuals to
be free of any relationships or ties to the fair competitions.

Since being hired in September 2002, the incumbent Agriculture
Director has sought to alleviate the potential for conflicts

of interest by making changes in the staffing of livestock
superintendent positions at State Fair Park. In the past five years,

5 of 23 superintendents have either been reassigned to a different
division or breed or were not rehired. For example, in 2004, long-
time junior and open division beef superintendents were not rehired
for the junior division because their grandchildren would be
showing animals in their division at the fair.

While eliminating conflicts of interest is important to ensure fairness
in competitions, some members of the agriculture community

have expressed concern that State Fair Park is losing expertise in
managing the various agriculture shows. Others have indicated that
knowledgeable superintendents are being replaced with individuals
who may not have adequate experience in managing a fair event.
Further, some members of the agriculture community have viewed
the removal of superintendents because of potential conflicts of
interest as unfair, given the Agriculture Director’s own outside
interest in the livestock industry.

Before being hired by State Fair Park, the incumbent Agriculture
Director worked as a research farm manager at the University of
Wisconsin-Madison and as a livestock broker, selling show cattle to
livestock exhibitors. He has indicated that he subsequently began
transitioning away from working as a livestock broker. However,
several interested parties in the agriculture community have raised
concerns related to perceived conflicts of interest involving the
Agriculture Director. Four instances were brought to our attention:

* The Agriculture Director owned a share of a
heifer, including its future embryos and progeny,
that won grand champion in its category when
it was exhibited in the junior division at the
2005 Wisconsin State Fair.
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* The Agriculture Director owned a share of a
heifer, including its future embryos and progeny,
that won reserve champion in its category when it
was exhibited at the 2006 Wisconsin State Fair.

* The Agriculture Director arranged for one of his
father’s steers to be sold at a livestock auction in
which the steer was sold to a junior exhibitor
who subsequently showed the animal at the
2007 Wisconsin State Fair.

* The Agriculture Director presided over DNA
testing for the 2007 market steer champions,
which included a steer that had been sold by the
son of one of his business partners.

Until recently, State Fair Park did not have formal policies in place
to address potential conflicts created if the Agriculture Director
maintained an ownership interest in animals exhibited at the
Wisconsin State Fair, even though such an interest could reasonably
be expected to create the perception of a conflict of interest because
of the position’s broad authority. The Agriculture Director has
acknowledged his financial interest in the 2005 Wisconsin State Fair
grand champion but has indicated that at the time of the 2005 fair he
did not consider it to be a conflict of interest when the heifer was
exhibited in the junior division competition because he did not have
sole responsibility for selecting the junior division judges in 2005.
We note the Agriculture Director did not submit written notification
of the situation to State Fair Park’s Executive Director, although the
Executive Director and other State Fair Park officials have indicated
that they were aware of the Agriculture Director’s involvement in
the livestock industry and did not consider it a conflict of interest at
that time.

Five months before the 2006 fair, the Agriculture Director notified
the Executive Director in writing that a heifer he had sold and in
which he maintained a financial interest was to be exhibited in the
junior division. The Executive Director has indicated that he
informed the members of the Agriculture Committee of the situation
and allowed the Agriculture Director to continue in his position
without additional restrictions.
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State Fair Park  The Executive Director told us he did not consider the Agriculture
management did not  Director’s activities in the 2005 and 2006 fairs to be conflicts of
reassign the Agri "C".'f"." € interest because the Agriculture Director was not a direct participant
Dir e‘c’tor.' s r els'pons:b:htle; in the competitions and did not have sole authority for selecting the
uring the 2005 anc judges for the categories in which the animals competed. However,
2006 fairs, despite his . . s
M . because the Agriculture Director has overall responsibility for
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animals being exhibited. managing t. e WlsconS{n State‘ ait’s agricu tu}‘e competitions, he
had discretion in selecting the junior division judges from among a
list of nominees selected by advisory committees. Further, if a
disqualification ruling had been issued by the superintendent in
either 2005 or 2006, the Agriculture Director would have had
authority to overturn or uphold the ruling. State Fair Park officials
have stated that the Agriculture Director would have been removed
from such a situation if it had occurred.

Before the 2007 fair, the Agriculture Director notified the Executive
Director in writing about a potential conflict of interest related to a
steer owned by the Agriculture Director’s father. The Agriculture
Director had arranged for the steer to be sold at a livestock auction.
The steer was sold to a junior exhibitor at the auction and
subsequently was entered in the junior steer competition at the
2007 Wisconsin State Fair. The Executive Director approved the
Agriculture Director’s activity with the condition that responsibility
for selecting the judge for the junior steer competition be transferred
to the chair of the Agriculture Committee. Additionally, the
Executive Director has indicated that the chair of the Agriculture
Committee or another State Fair Park official would have assumed
responsibility for reviewing disqualification rulings for that animal
if any had occurred.

Concerns over DNA testing occurred in 2007, when breed champion
steers in the junior division were tested to verify the parentage and
breed records on file with State Fair Park. Some members of the
agriculture community expressed concerns that the Agriculture
Director did not disqualify a steer which did not meet the DNA
requirements because the steer had been sold by the son of one of
the Agriculture Director’s business partners. However, we found
that the Agriculture Director applied the competition rules that were
in effect at that time.

Despite the steps taken to prevent the Agriculture Director from being
directly involved in decisions related to the judging or eligibility of
livestock in which he had an interest in 2007, the Agriculture Director’s
broad authority over Wisconsin State Fair livestock competitions and
his ongoing involvement in the livestock industry continue to raise
concerns about a potential conflict of interest.
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In September 2007, the
State Fair Park Board
passed a resolution on
ethical conduct of employees
and conflicts of interest.

Most employees involved
in fair competitions will
be required to complete

a potential conflict of
interest report.

Ethics and Conflict of Interest Policy

In response to these allegations, the State Fair Park Board passed a
resolution on ethical conduct of employees and conflicts of interest
at its meeting of September 17, 2007. The resolution prohibits
employees and their immediate family members from showing
animals in any competition that the employee is involved in either
managing or judging. Further, the resolution states that employees
shall not engage in any outside employment or activity in conflict
with their duties and responsibilities at State Fair Park. The full
resolution is included as Appendix 6. The Board’s Chairman also
established the Ethics Review Task Force, consisting of the
Chairman; the Executive Director; two attorneys with experience
in business ethics issues; a retired agribusiness professional; a
University of Wisconsin-Madison animal sciences professor; and

a livestock broker, who is the parent of a junior exhibitor at the
Wisconsin State Fair. The task force was responsible for developing
policies and procedures for implementing the Board’s resolution.

The task force had two formal meetings and several informal
discussions in which it developed an ethics and conflict of interest
implementation policy. The final policy was approved by the State
Fair Park Board in April 2008 and applies to all positions involved
with processing entry forms, determining eligibility, selecting
judges, judging, and the appeals process for competitive events.
This includes the Executive Director, the Agriculture Director,

the Agriculture Coordinator, superintendents, judges, and
administrative staff that process entry forms. Individuals working
in these positions are required to annually complete and submit an
outside activities report and a potential conflict of interest report.

The outside activities report requires a description of any outside
activity, including employment and volunteer work in which an
employee plans to participate. These reports are reviewed and
approved by the Executive Director. The Executive Director’s
outside activities report is to be reviewed and approved by the
State Fair Park Board’s Administration and Finance Committee.
If the Executive Director is unable to easily make a determination
based on review of the outside activities report, the issue is to be
submitted to the State of Wisconsin Government Accountability
Board (formerly the State Ethics Board) for an opinion.

Potential conflict of interest reports are to be reviewed by the
employee’s program manager responsible for hiring. Therefore, in
the case of superintendents and judges hired for livestock events,
the Agriculture Director reviews and approves the forms. The
reports of program managers, such as the Agriculture Director, are
reviewed by the Executive Director. The policy requires that when a



State Fair Park will
need to address the
apparent conflict of

interest related to the
Agriculture Director’s
outside business interests.
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potential conflict of interest exists, steps will be taken to remove the
employee from the competition, which may include assigning the
employee to a position or show where there is no conflict. If this is
not possible because of the employee’s expertise, other checks and
balances will be implemented to provide the public reasonable
assurance that a conflict of interest could not occur.

State Fair Park is in the process of implementing the new ethics and
conflict of interest policies and procedures. Therefore, we were
unable to obtain the outside activities or potential conflicts of
interest reports for any State Fair Park employees to determine
whether there were other potential conflicts of interest that need
review.

Although the Board’s actions to adopt a resolution and implement
related policies are positive first steps, we note the Agriculture
Director continues to participate in selling show cattle, as part of his
outside business. The Agriculture Director offered for sale embryos
of show cattle at the Wisconsin Simmental Spring Spectacular sale
in March 2007, and advertised the fact they were from the genetic
relatives of Wisconsin State Fair champions. In addition, he offered
show quality cattle for sale at the March 2008 Wisconsin Simmental
Spring Spectacular, advertising the fact that the animals were
expecting to give birth to show cattle in the near future.

As State Fair Park implements the new ethics and conflict of interest
policies and procedures, we believe it will be important to address
the apparent conflict of interest between the Agriculture Director’s
responsibilities to the fair and his participation in the livestock
industry, and the perception that it creates.

¥ Recommendation

We recommend State Fair Park seek an opinion from the
Government Accountability Board on whether the Agriculture
Director’s outside business interests represent a conflict of interest
with his responsibilities to State Fair Park.
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Independent Auditor’s Report on the Financial Statements of the
Wisconsin State Fair Park

We have audited the accompanying financial statements of the Wisconsin State Fair
Park as of and for the year ended June 30, 2007, as listed in the table of contents.
These financial statements are the responsibility of the Wisconsin State Fair Park’s
management. Our responsibility is to express an opinion on these financial
statements based on our audit. We did not audit the financial statements of the
State Fair Park Exposition Center, Inc., which represents 100 percent of the financial
activity of the discretely presented component unit. Those financial statements
were audited by other auditors whose report thereon has been furnished to us, and
our opinion, insofar as it relates to the amounts included for the State Fair Park
Exposition Center, Inc., is based solely on their report.

We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. The financial statements of the State Fair Park Exposition
Center, Inc., were audited by other auditors in accordance with auditing standards
generally accepted in the United States of America, but not in accordance with
Government Auditing Standards. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.

An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis

for our opinion.

39



40 = = = = AUDIT OPINION

As discussed in Note 1, the financial statements referred to in the first paragraph
present only Wisconsin State Fair Park and do not purport to, and do not, present
fairly the financial position of the State of Wisconsin and the changes in its financial
position and its cash flows, where applicable, in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, based on our audit and the report of other auditors, the financial
statements referred to in the first paragraph present fairly, in all material respects,
the financial position of the Wisconsin State Fair Park as of June 30, 2007, and the
changes in its financial position and cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the financial
statements of Wisconsin State Fair Park. The supplementary information included
as Management’s Discussion and Analysis on pages 41 through 50 is presented

for purposes of additional analysis and is not a required part of the financial
statements. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report
dated June 30, 2008, on our consideration of the Wisconsin State Fair Park’s internal
control over financial reporting; and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

LEGISLATIVE AUDIT BUREAU

June 30, 2008 by ?

Carolyn Stittleburg
Audit Director
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Prepared by State Fair Park’s Management

This section presents management’s discussion and analysis of the financial
performance of State Fair Park for the fiscal year ended June 30, 2007. This
discussion should be read in conjunction with the accompanying financial
statements and notes. The financial statements, notes, and this discussion are the
responsibility of State Fair Park’s management.

Description of Wisconsin State Fair Park

Wisconsin State Fair Park is located in the cities of West Allis and Milwaukee. The
Wisconsin State Fair, which is held on State Fair Park grounds, is one of the State’s
oldest and largest events and typically hosts in excess of 800,000 people during its
11-day duration. In addition to the annual fair, State Fair Park hosts cultural,
sporting, agricultural, domestic, and commercial interest events.

State Fair Park is a separate state agency, which is attached to the Department of
Tourism for administrative purposes. State Fair Park is governed by a 13-member
board. The current charter of the Wisconsin State Fair Park Board reads as follows:

The State Fair Park Board is directed to manage State Fair Park and supervise its use
for fairs, exhibits, or promotional events for agricultural, commercial, educational,
and recreational purposes, to lease or license the property’s use for other purposes
when not needed for a public purpose, and to charge reasonable rents and fees for
use of the premises. The Board is also directed to develop new facilities at State Fair
Park and to provide a permanent location for an annual Wisconsin State Fair, major
sports events, agricultural and industrial expositions, and other programs of

civic interests.
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State Fair Park’s financial activity is reported as an enterprise fund in the State
of Wisconsin’s financial statements.

State Fair Park Exposition Center, Inc., which owns and manages the Wisconsin
Exposition Center, is considered a component unit of the State of Wisconsin for
financial reporting purposes. It is shown as a discretely presented component unit
in the State of Wisconsin’s Comprehensive Annual Financial Report and, because
of its financial and operational affiliation with the State Fair Park Fund, it is also
presented with the State Fair Park Fund’s financial statements.

Financial Highlights

At the end of FY 2006-07, the assets of the State Fair Park Fund exceeded its
liabilities by $7.9 million. These net assets consists of $18.9 million invested in
capital assets, net of related debt, and a deficit of $11.0 million in unrestricted net
assets.

The State Fair Park Fund’s total net assets increased by $1.9 million during FY 2006-07.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the financial
statements of Wisconsin State Fair Park.

The Statement of Net Assets includes all assets and liabilities. Over time, increases
and decreases in net assets are an indicator of State Fair Park’s financial health.

The Statement of Revenues, Expenses, and Changes in Net Assets presents the
revenues earned and expenses incurred during the year on an accrual basis.
Activities are reported as either operating or nonoperating. The utilization of
capital assets is reflected in the financial statements as depreciation expense, which
amortizes the cost of an asset over its expected useful life.

The Statement of Cash Flows presents information related to cash inflows and
outflows and helps measure the ability to meet financial obligations as they
mature.

The notes to the financial statements provide additional information that is
essential to a full understanding of the data provided in the financial statements.

Financial Analysis of the State Fair Park Fund

An analysis of the State Fair Park Fund’s financial position begins with a review of
the Statement of Net Assets and Statement of Revenues, Expenses, and Changes in
Net Assets. These two statements report the net assets and changes therein. As
noted, changes in net assets may serve as a useful indication of the State Fair Park
Fund’s financial condition.
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The State Fair Park Fund has $18.9 million of net assets that are invested in capital
assets (e.g., land, buildings, equipment, improvements, and construction in
progress), net of related debt. The total net capital assets are $48.1 million, while
the related outstanding debt is $29.2 million. State Fair Park uses these assets to
provide services to users of the fairgrounds; thus, they are not available for future
spending. Although the State Fair Park Fund’s investment in its capital assets is net
of related debt, it should be noted that the resources needed to repay this debt must
be provided from other sources, since the capital assets themselves cannot be used
to liquidate these liabilities.

Table A presents summary financial information with comparisons to the prior
year.

Table A

Condensed Financial Information
State Fair Park Fund

Dollar
FY 2006-07 FY 2005-06 Increase/(Decrease)

Current Assets $2,631,798 $1,212,735 $1,419,063
Noncurrent Assets 4,171,182 0 4,171,182
Capital Assets (Net of Depreciation) 48,107,458 57,198,122 (9,090,664)
Other Assets 144,372 172,376 (28,004)
Total Assets 55,054,810 58,583,233 (3,528,423)
Current Liabilities 15,018,946 18,426,341 (3,407,395)
Noncurrent Liabilities 32,146,761 34,156,506 (2,009,745)
Total Liabilities 47,165,707 52,582,847 (5,417,140)
Net Assets:

Invested in Capital Assets, Net of Related Debt 18,875,920 21,301,964 (2,426,044)

Unrestricted (Deficit) (10,986,817) (15,301,578) 4,314,761
Total Net Assets 7,889,103 6,000,386 1,888,717
Operating Revenues 18,079,146 17,296,338 782,808
Operating Expenses 15,814,012 21,094,466 (5,280,454)
Operating Gain/(Loss) 2,265,134 (3,798,128) 6,063,262
Nonoperating Revenues (Expenses) (2,018,258) (1,653,537) (364,721)
Transfers In 1,770,701 662,132 1,108,569
Transfers Out (128,860) (22,249) (106,611)
Changes in Net Assets 1,888,717 (4,811,782) 6,700,499
Net Assets—Beginning of the Year 6,000,386 10,812,168 (4,811,782)
Net Assets—End of the Year $7,889,103 $6,000,386 $1,888,717




44 . = = -« MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Commentary for the
State Fair Park Fund

Operating Revenues
The source of operating revenues for the State Fair Park Fund is program
generated. That is, various activities conducted on State Fair Park grounds and in

State Fair Park facilities generate numerous types of revenues.

Table B includes a comparison of revenues by activity (rounded to the nearest
$1,000) for FY 2006-07 and FY 2005-06.

Table B

Revenues by Activity
State Fair Park Fund

Percentage Percentage Dollar
FY 2006-07 of Total FY 2005-06 of Total Increase/(Decrease)
Annual State Fair $13,153,000 72.8% $11,662,000 67.4% $1,491,000
Promoter Events 1,179,000 6.5 855,000 4.9 324,000
Racing 1,111,000 6.1 2,852,000 16.5 (1,741,000)
Other Park-Sponsored Events 465,000 2.6 484,000 2.8 (19,000)
General Operations' 2,171,000 12.0 1,443,000 8.4 728,000
Total $18,079,000 $17,296,000 $ 783,000

' Major components are the Pettit Center rent payments, the RV park, and the Youth Center.

While Wisconsin State Fair attendance was approximately the same
(860,000) in FY 2005-06 and FY 2006-07, there was a significant
increase in revenues for FY 2006-07. Major increases were in the
areas of general and midway admissions; vendor payments for food,
beverage, and space; and sponsorships and parking. Midway
revenues hit a record high for the August 2006 fair, while increased
revenues in other areas were primarily the result of rate increases.

The increase in revenue from promoter events reflects State Fair Park
providing additional billable services for Milwaukee Mile events. The
events were primarily races, and the services provided were grounds
and police labor, utilities, and equipment. State Fair Park also
received a one-time payment of $103,684 when Cingular Wireless
chose to end its Youth Center roof rental lease contract. The initial
term of the lease was a period of ten years ending in May 2011. The
release and settlement agreement was effective on February 7, 2007,
with payment received on April 19, 2007.
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Decreases in race revenues are the result of State Fair Park entering
into a license agreement with Milwaukee Mile Holdings that became
effective on January 1, 2006. Under this agreement, Milwaukee Mile
Holdings operates the racetrack and pays an annual license fee to
State Fair Park. Revenues in FY 2006-07 reflect a partial payment
made by Milwaukee Mile Holdings on the contractual payment that
was due June 19, 2007.

The FY 2006-07 decrease in other State Fair Park—sponsored
revenues reflects the discontinuation of State Fair Park subsidization
of the Wednesday Night event, which was held primarily in the
months of June and July. The event featured local entertainers and
was funded by State Fair Park. No admission fee was charged.
Revenues were generated from parking and concessions.

More than one-half of the increase in general operation revenues
between FY 2005-06 and FY 2006-07 relates to payments made by
Pettit National Ice Center, Inc., to State Fair Park, including direct
payments made by Pettit National Ice Center, Inc., to State Fair Park
and debt service reimbursement to State Fair Park from proceeds of
the sale of the Pettit National Ice Center. The balance of the increase
in general operations revenues is related to Youth Center and RV
park revenues.

Operating Expenses

Table C includes a comparison of operating expenses (rounded to
the nearest $1,000) between FY 2006-07 and FY 2005-06.

Table C

Operating Expenses
State Fair Park Fund

Percentage Percentage Dollar
FY 2006-07 of Total FY 2005-06 of Total Increase/(Decrease)
Personal Services $ 4,955,000 31.3% $ 4,788,000 22.7% $ 167,000
678,000 43 828,000 3.9 (150,000)
Entertainment 1,386,000 8.8 1,498,000 7.1 (112,000)
Other Expenses' 5,479,000 34.6 10,436,000 49.5 (4,957,000)
Depreciation 3,316,000 21.0 3,544,000 16.8 (228,000)
$15,814,000 $21,094,000 $(5,280,000)

" Includes adjustments to accounts receivable and supplies and services expenses not related to advertising or entertainment costs.
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Personal services expenses include both permanent and limited-
term employee salaries, as well as associated fringe benefits. Costs
increased slightly due to State Fair Park changes in permanent staff
and increases primarily due to replacement of consultants by
limited-term employees.

Licensing of the Milwaukee Mile racetrack operation accounted for
$220,000 of the reduction in advertising expenses. In addition,
advertising expenses relating to the fair event increased slightly.

FY 2006-07 entertainment costs, which include fees paid to
entertainers at the Wisconsin State Fair, decreased $104,000 due to a
conscious decision by State Fair Park to reduce performer costs.

Other expenses decreased by $5.0 million compared to FY 2005-06
amounts. A majority of this decrease relates to the licensing of the
Milwaukee Mile racetrack to outside parties, which resulted in a
decrease of $3.8 million. In addition, bad debt expense decreased

by $585,132 because of a reduction in uncollectible amounts from

FY 2005-06 to FY 2006-07. The bad debt expense for FY 2006-07 includes
$358,165 that will not be collected from Milwaukee Mile Holdings.

Capital Assets

Table D includes a comparison of capital assets between FY 2006-07
and FY 2005-06.

Table D

Capital Assets
State Fair Park Fund

FY 2006-07 FY 2005-06 Dollar Increase/(Decrease) ‘
Capital Assets $78,314,971 $90,800,237 $(12,485,266)
Accumulated Depreciation (30,207,513) (33,602,115) (3,394,602)
Net Capital Assets $48,107,458 $57,198,122 $(9,090,664)
Depreciation Expense $3,316,206 $3,543,936 $(227,730)

Capital assets, net of depreciation, were reduced by $9.1 million
during FY 2006-07. The sale of the Pettit National Ice Center to Pettit
National Ice Center, Inc., on January 5, 2007, contributed $6.2 million
of the decrease. Terms of the sale are discussed in Note 11 to the
financial statements. In addition, FY 2006-07 depreciation expense
was $3.3 million, while capital asset additions were $0.4 million.
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Debt—Program Revenue Funded

Table E includes a comparison between FY 2006-07 and FY 2005-06
of debt funded with program revenue.

Table E

Program Revenue-Funded Debt for State Fair Park
State Fair Park Fund

FY 2006-07 FY 2005-06 Dollar Increase/(Decrease)
Commercial Paper $ 769,231 $ 922,894 $ (153,663)
General Obligation Bonds 32,955,216 34,618,534 (1,663,318)
Total Debt $33,724,447 $35,541,428 $(1,816,981)

The change in commercial paper debt reflects payments on the
existing debt. The change in general obligation bonds reflects the
issuance of bonds for new projects; principal payments on existing
debt; and the refunding of debt, which involves paying off some
bonds with the issuance of new bonds.

Table F provides the future debt service requirements as of
June 30, 2007, to be paid from State Fair Park’s program revenue.

Table F

Program Revenue-Funded Debt Service Requirements
State Fair Park Fund

Fiscal Year Ended June 30 Principal Interest Total Debt Service
2008 $1,974,594 $1,671,243 $ 3,645,837
2009 2,087,425 1,500,618 3,588,043
2010 2,180,715 1,406,680 3,587,395
2011 2,285,356 1,304,408 3,589,764
2012 2,578,199 1,190,013 3,768,212
2013-2027 22,618,158 6,233,233 28,851,391

Total $33,724,447 $13,306,195 $47,030,642
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Debt—General Fund

Table G includes a comparison between FY 2006-07 and FY 2005-06
of debt funded by the State’s General Fund.

Table G

General Purpose Revenue-Funded Debt for State Fair Park

FY 2006-07 FY 2005-06 Dollar Increase/(Decrease)
Commercial Paper $1,054,532 $ 774,987 $279,545
Bonds 23,675,858 23,894,905 (219,047)
Total $24,730,390 $24,669,892 $ 60,498

The change in commercial paper debt reflects payments on the
existing debt offset by the issuance of two additional notes. The
change in general obligation bonds reflects the issuance of bonds
for new projects; principal payments on existing debt; and the
refunding of debt, which involves paying off some bonds with the
issuance of new bonds.

Table H provides the future debt service requirements as of
June 30, 2007, to be paid from the State’s General Fund.

Table H

General Purpose Revenue-Funded Debt Service Requirements Related to State Fair Park

Fiscal Year Ended June 30 Principal Interest Total Debt Service
2008 $ 1,226,042 $1,279,948 $ 2,505,990
2009 1,287,931 1,174,827 2,462,758
2010 1,269,867 1,113,840 2,383,707
2011 1,357,862 1,049,545 2,407,407
2012 1,606,072 972,233 2,578,305
2013-2027 17,982,616 5,021,705 23,004,321
Total $24,730,390 $10,612,098 $35,342,488
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Other Known Facts

Program revenue lapses to the State’s General Fund and other
assessments have also affected the State Fair Park Fund. During the
2001-03 biennium, the State Fair Park Fund was required to lapse
nearly $2.4 million. An additional $365,700 was required to be
lapsed during the 2003-05 biennium. In FY 2005-06, the State Fair
Park Fund was assessed $97,132 compared to an assessment of
$12,042 in FY 2006-07 related to the State’s Accountability,
Consolidation and Efficiency (ACE) Initiative program.

Component Unit

The State Fair Park Exposition Center, Inc., is organized as a
separate not-for-profit organization and reports on a calendar year.
Following the guidance of the Governmental Accounting Standards
Board (GASB), the Exposition Center is reported as a discretely
presented component unit of the State of Wisconsin and, because of
its close relationship with the State Fair Park Fund, is included in
these financial statements as well. The purpose of the Exposition
Center is to finance, build, manage, and maintain an exposition
center on the Wisconsin State Fair Park grounds. Upon repayment of
the debt issued to finance construction of the Exposition Center, the
title to it will transfer to State Fair Park and the not-for-profit
organization will be dissolved.

The component unit is reported for the year ended
December 31, 2006. Financial highlights include:

1) Cash and cash equivalents increased $0.4 million from 2005,
to $4.8 million.

2) Total operating revenue decreased $48,243 from 2005 to 2006,
while operating expenses increased by $382,588.

3) Interest expense decreased $108,455 from 2005, to
$2.4 million for 2006.

4) The Exposition Center’s income from operations was
$1.4 million in 2006, compared to $1.8 million for 2005.

5) The Exposition Center’s unrestricted net assets decreased by
$0.9 million from 2005, to ($2.3 million) for 2006.
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Contacting State Fair Park and Exposition
Center Management

This financial report is designed to provide a general overview of
State Fair Park’s financial performance for FY 2006-07 and the State
Fair Park Exposition Center’s financial performance for the calendar
year 2006. Questions concerning any of the information provided in
this report, or requests for additional information, should be
addressed to:

State Fair Park

Craig Barkelar, Deputy Director
640 S. 84" Street

West Allis, Wisconsin 53214

State Fair Park Exposition Center, Inc.

Jon C. Gaines, Vice-President of Administration and Finance
8200 West Greenfield Avenue

West Allis, Wisconsin 53214
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Wisconsin State Fair Park

Statement of Net Assets

ASSETS

Current Assets:
Cash and cash equivalents (Notes 2C and 6)
Marketable securities
Receivables (net of estimated uncollectible accounts) (Note 9)
Due from other funds (Note 2G and 9)
Inventories
Prepaid Items

Total Current Assets

Noncurrent Assets:
Receivables (Note 9)
Due from other funds (Note 2G and 9)
Deferred charges
Capital assets (net of accumulated depreciation) (Notes 2E and 3)

Total Noncurrent Assets

TOTAL ASSETS

LIABILITIES

Current Liabilities:
Accounts payable (Note 9)
Due to other funds (Notes 2G and 9)
Interfund payables (Note 9)
Tax and other deposits
Deferred revenue (Note 2D)
Interest payable
Capital leases (Note 4)
Compensated absences (Notes 2F and 8)
Other accrued expenses
Unearned license fees
Notes payable (Note 5)
General obligation bonds payable (Note 5)

Total Current Liabilities

Noncurrent Liabilities:
Capital leases (Note 4)
Compensated absences (Notes 2F and 8)
Notes payable (Note 5)
General obligation bonds payable (Note 5)
Industrial revenue bonds payable (Note 13)

Total Noncurrent Liabilities

TOTAL LIABILITIES

NET ASSETS

Invested in Capital Assets, net of related debt
Unrestricted

TOTAL NET ASSETS

The accompanying notes are an integral part of this statement.

Component Unit—

State Fair Park

State Fair Park Fund Exposition Center, Inc. Total

(As of June 30, 2007) (As of December 31, 2006) (Memorandum Only)
$ 120,500 $ 4,771,070 $ 4,891,570
0 527,429 527,429

1,370,104 97,988 1,468,092
945,378 0 945,378

39,619 0 39,619

156,197 52,603 208,800
2,631,798 5,449,090 8,080,888
425,000 0 425,000
3,746,182 0 3,746,182
144,372 381,250 525,622
48,107,458 33,969,170 82,076,628
52,423,012 34,350,420 86,773,432

$ 55,054,810 $ 39,799,510 $ 94,854,320
$ 606,773 $ 85,848 $ 692,621
190,309 0 190,309
8,623,078 0 8,623,078
140,262 0 140,262
3,050,012 0 3,050,012
286,926 208,566 495,492

91,361 0 91,361

55,631 0 55,631

0 277,930 277,930

0 692,856 692,856

176,381 0 176,381
1,798,213 0 1,798,213
15,018,946 1,265,200 16,284,146
328,161 0 328,161

68,747 0 68,747

592,850 0 592,850
31,157,003 0 31,157,003

0 40,795,000 40,795,000

32,146,761 40,795,000 72,941,761
47,165,707 42,060,200 89,225,907
18,875,920 0 18,875,920
(10,986,817) (2,260,690) (13,247,507)

$ 7,889,103 $ (2,260,690) $ 5,628,413
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Wisconsin State Fair Park

Statement of Revenues, Expenses, and Changes in Net Assets

Component Unit—
State Fair Park

State Fair Park Fund Exposition Center, Inc.
(For the Year Ended (For the Year Ended Total
une 30, 2007) December 31, 2006) (Memorandum Only)

OPERATING REVENUES
Charges for Sales and Services $ 18,069,995 $ 4,084,972 $ 22,154,967
Other Income 9,151 397,438 406,589
Total Operating Revenues 18,079,146 4,482,410 22,561,556
OPERATING EXPENSES
Personal Services 4,954,919 982,256 5,937,175
Supplies and Services 7,182,880 1,052,165 8,235,045
Depreciation Expense (Notes 2E and 3) 3,316,206 1,035,949 4,352,155
Bad Debt Expense (Note 12) 360,007 0 360,007
Other Expenses 0 7,631 7,631
Total Operating Expenses 15,814,012 3,078,001 18,892,013
OPERATING INCOME (LOSS) 2,265,134 1,404,409 3,669,543
NONOPERATING REVENUES (EXPENSES)
Investment and Interest Income 16,901 37,558 54,459
Gifts and Donations 17,000 0 17,000
Interest Expense (1,454,636) (2,386,764) (3,841,400)
Loss on Sale of Capital Assets (597,523) 0 (597,523)

Total Nonoperating Revenues (Expenses) (2,018,258) (2,349,206) (4,367,464)
Income (Loss) Before Operating Transfers 246,876 (944,797) (697,921)
Transfers In (Notes 2H and 10) 1,770,701 0 1,770,701
Transfers Out (Notes 2H and 10) (128,860) 0 (128,860)
CHANGE IN NET ASSETS 1,888,717 (944,797) 943,920
NET ASSETS
Total Net Assets—Beginning of Year 6,000,386 (1,315,893) 4,684,493
Total Net Assets—End of the Year $ 7,889,103 $ (2,260,690) $ 5,628 413

The accompanying notes are an integral part of this statement.
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Wisconsin State Fair Park

Statement of Cash Flows—State Fair Park Fund
for the Year Ended June 30, 2007

CASH FLOWS FROM OPERATING ACTIVITIES

Cash Received from Customers $ 16,327,451
Cash Payments to Suppliers for Goods and Services (7,690,655)
Cash Payments to Employees for Services (4,917,319)
Other Operating Revenues 9,151
Net Cash Provided by Operating Activities 3,728,628

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Operating Transfers Out (45,931)
Proceeds from Gifts and Donations 17,000
Change in Interfund Loans (1,453,523)
Net Cash Used by Noncapital Financing Activities (1,482,454)

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Proceeds from Issuance of Debt 7,103,646
Transfers In 1,770,701

Transfers Out (82,929)
Repayment of Long-Term Debt (8,920,627)
Interest Paid (1,442,366)
Capital Lease Payments (107,584)
Proceeds from Sale of Capital Assets 875,690
Purchase of Capital Assets (1,427,610)
Debt Issuance Costs 28,004
Net Cash Used by Capital and Related Financing Activities (2,203,075)

CASH FLOWS FROM INVESTING ACTIVITIES

Investment and Interest Receipts 16,901
Net Cash Provided by Investing Activities 16,901
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 60,000
Cash and Cash Equivalents—Beginning of the Year 60,500
Cash and Cash Equivalents—End of the Year $ 120,500

The accompanying notes are an integral part of this statement.
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RECONCILIATION OF NET OPERATING LOSS TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating Income (Loss) $ 2,265,134

Adjustments to Reconcile Operating Income to
Net Cash Provided by Operating Activities:

Depreciation Expense 3,316,206
Change in Provision for Uncollectible Accounts 360,007
Changes in Assets and Liabilities:
Decrease (Increase) in receivables (1,330,895)
Decrease (Increase) in due from other funds 990
Decrease (Increase) in inventories 86,317
Decrease (Increase) in prepaid items 44,708
Increase (Decrease) in accounts payable (628,424)
Increase (Decrease) in due to other funds 38,629
Increase (Decrease) in deposits 29,329
Increase (Decrease) in deferred revenues (441,968)
Increase (Decrease) in compensated absences (11,405)
Total Adjustments 1,463,494
Net Cash Provided by Operating Activities $ 3,728,628

Noncash Investing, Capital and Financing Activities:
Loss on sale of capital assets—Pettit Center $ 597,523

The accompanying notes are an integral part of this statement.
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Wisconsin State Fair Park

Statement of Cash Flows: Component Unit—Exposition Center
for the Year Ended December 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES

Change in Net Assets $ (944,797)

Adjustments to Reconcile Change in Net Assets to Net Cash
Provided (Used) by Operating Activities:

Loss on Sale of Marketable Securities 17,815
Depreciation Expense 1,035,949
Amortization Expense 42,553

Changes in Assets and Liabilities:

Decrease (Increase) in receivables 133,853
Decrease (Increase) in prepaid items (2,018)
Increase (Decrease) in accounts payable (105,876)
Increase (Decrease) in accrued bond interest (1,349)
Increase (Decrease) in other accrued expenses 146,003
Increase (Decrease) in unearned license fees 137,519
Total Adjustments 1,404,449

Net Cash Provided by Operating Activities 459,652

CASH FLOWS FROM FINANCING ACTIVITIES

Repayment of Letter of Credit Fees (4,926)
Net Cash Used by Capital and Related Financing Activities (4,926)

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from Sale of Marketable Securities 469,097
Purchase of Marketable Securities (524,347)
Purchase of Fixed Assets (28,168)
Net Cash Used by Investing Activities (83,418)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 371,308
Beginning of the Year—Cash and Cash Equivalents 4,399,762
End of the Year—Cash and Cash Equivalents $ 4,771,070

Supplemental Disclosure:
Cash paid during the year for:
In