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BACKGROUND 

The San Diego Coast District entered into a concession contract with Dennis O. Shay, dba 

Carlsbad Village Athletic Clubs (CVAC) on December 1, 2012 for a two-year term to provide 

fitness opportunities at three Carlsbad State Beach locations (Frazee, South Ponto, and 

Tamarack).  Effective April 1, 2014, Amendment No. 1 expanded the contract to add Warm 

Water Jetty which includes four additional volleyball courts.  Amendment 1 also granted 

CVAC the rights to book groups, leagues, and special tournaments at Warm Water Jetty.    

The contract is currently on a month-to-month basis. 

This audit was requested by the San Diego Coast North Sector and was performed in 

accordance with the International Standards for the Professional Practice of Internal Auditing 

promulgated by the Institute of Internal Auditors, Inc.  These standards require that we plan 

and perform the engagement to obtain sufficient, reliable, relevant, and useful information to 

provide a reasonable basis for our conclusions.  

OBJECTIVES 

The objectives of the audit were to: 

 Verify the accuracy of the reported gross receipts and rent paid. 

 Verify CVAC’s compliance with the terms of the contract. 

 Evaluate the Concessionaires internal controls over accounting. 

SCOPE 

The scope of this audit will include a review of the Concessionaire’s accounting records and 

operations for the period of January 15, 2015 through August 31, 2018. 

METHODOLOGY 

We reviewed relevant documents, made observations and inquiries, and performed tests to 

achieve the stated objectives.  
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FINDINGS  

FINDING 1: CVAC Financial Records Lack Key Information 

CONDITION: 

CVAC does not maintain its records in a manner clearly demonstrating that gross receipts 

have been accurately reported to the District.  CVAC does not use a cash register or issue a 

pre-numbered duplicate receipt for every sales transaction as required by the contract, nor 

does CVAC provide any form of receipt to the customer upon receiving cash.  Without this 

measure of accountability, there is no assurance that all cash collected has been accurately 

accounted for and reported to the District. 

CVAC’s only record of cash payments received are sign-in sheets which double as waivers.  

The sign-in sheets for volleyball are dated by month and do not indicate the specific date a 

payment was received, nor the purpose of the payment.  This monthly use of sign-in sheets 

does not provide assurance that all participants have signed the waivers for each participating 

event as required. 

Reports of credit card and online payment methods did not contain sufficient information to 

trace the transactions to CVAC’s reported revenues.   

Because of these deficiencies in CVAC’s recordkeeping, the auditors are unable to determine 

whether gross receipts have been properly accounted for and reported, in order to verify the 

accuracy of rent paid. 

CRITERIA:  

Concession Contract for Dennis O. Shay dba Carlsbad Village Athletic Clubs, Section 11 

states, “Concessionaire shall keep separate true and accurate books and records showing all of 

Concessionaire's business transactions under this Contract in a manner that conforms to 

industry standards and practices and in a manner acceptable to State.” 

This same section requires the Concessionaire to record all gross receipts from the operation 

of the concession.  Record each transaction using a cash register or pre-numbered duplicate 

receipt.  Concessionaire shall submit to State immediately upon receipt the manifest or other 

documentation of the purchase of all receipt books and the books' corresponding serial 

numbers. 

FINDING 2: Noncompliance with Annual Reporting Requirements  

CONDITION:  

CVAC has not submit the annual Concessionaire’s Financial Statement (DPR 86) due by 

May 1st each year for at least 2015, 2016, and 2017.  CVAC only submitted the DPR 86s in 

October 2018 upon request of the auditors.  
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CRITERIA:  

Concession Contract for Dennis O. Shay dba Carlsbad Village Athletic Clubs requires 

Form DPR 86, Concessionaire's Financial Statement be submitted to the state no later than 

May 1st of each year. 

FINDING 3:  Noncompliance with Use of Premises Terms 

CONDITION:  

The contract requires CVAC to ensure that one volleyball court at Frazee Beach and Warm 

Water Jetty is always open for free public use.  However, CVAC posts a sign at Frazee Beach 

courts giving, “…CVAC – Carlsbad Village Athletic Club Members and ‘Named 

Affiliates’…” priority on the courts, restricting use by others to a maximum of 1.5 hours, and 

requiring prior approval for any other clubs, groups, or businesses.  This sign also includes the 

State Parks logo and refers to the Department as, “CA State Beach Parks”. 

The contract provides for non-aquatic activities at Tamarak and South Ponto with advanced 

approval in writing by the State.  We found that CVAC is not obtaining the District’s approval 

for activities and represents itself as having authority to issue permits for volleyball at both 

locations, though volleyball is not one of the activities specified in the contract.   

CVAC is actively soliciting special events on its website and holding special events on the 

premises without written consent of the State.  The events have even included the temporary 

placement of portable restrooms.  Without an opportunity for the District to evaluate the 

suitability of the events and whether any precautionary measures should be taken, the public 

interest, park resources, and the environment could be compromised. 

We found that Mr. Shay and the two volleyball facilitators leading CVAC volleyball activities 

do not have current first aid/CPR certifications on file with the District as required by the 

contract.  CVAC is not ensuring a competent person is on the premises at all times while the 

concession is in operation.  Part of the competency required is the first aid/CPR certification.   

In addition, it was reported that many in the local volleyball community have long taken issue 

with the “capricious, authoritarian, and secretive nature” in which CVAC ownership operates 

and that CVAC members partake in objectionable activities on the premises, in the presence 

of children, creating a nuisance and a possible fire danger.   

CRITERIA:  

Concession Contract for Dennis O. Shay dba Carlsbad Village Athletic Clubs states: 

 “The premises at Tamarack and South Ponto shall be used by the Concessionaire for 

the operation of public outdoor non-aquatic fitness opportunities including yoga, 

Pilates, core training, personal trainer sessions, calisthenics, or activities such as “boot 

camps’, mixed martial arts, or other non-aquatic fitness activity approved in advance 

by the State in writing…Concessionaire may utilize the existing number of courts at 

Frazee while always ensuring that one court is open for free public use.” 
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 “Concessionaire shall not use or permit the Premises to be used in whole or in part 

during the term of the Contract for any purpose other than as herein set forth without 

the prior written consent of the State.” 

 “A competent person shall be on the premises at all times while the concession is in 

operation.  If the on-site manager is other than the Concessionaire, State reserves the 

right to approve such manager.” 

FINDING 4:  Unapproved Use of DPR Logo 

CONDITION:  

Without the approval of the Department, CVAC modified and used the DPR logo in the 

sponsorship of a footvolley tournament.  The logo appeared on promotional flyers and attire, 

adjacent to other logos, which had not been evaluated to verify the same consistent and positive 

image as State Parks.  Unauthorized use of the DPR logo also places an assumed liability on the 

State. 

 

We found on CVAC’s social media account CVAC members photographed in objectionable 

poses, with a CVAC promotional banner containing the State Parks logo.  Such use is 

prohibited and can adversely affect California State Parks’ brand, look, and message. 
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CRITERIA:  

Concession Contract for Dennis O. Shay dba Carlsbad Village Athletic Clubs states, 

“Any names, logos, and/or trademarks developed during and/or pursuant to this Contract that 

in any way associate with, identify or implicate an affiliation with State Parks and/or are 

funded by State Parks shall be approved in writing by State Parks…” 

State Park Brand Standards Handbook:  

 Brand Elements, Logo, page 6, states, “Unapproved use of the California State Parks 

logo is a violation of State and Federal laws and is subject to litigation.” 

 Logo Components, page 7, states, “The logo may not be used to create other, new logos.”   

 Logo Use by External Entities, page 11, states, “The logo may not be used in a manner 

that is determined by the Department in its sole discretion to be misleading, defamatory, 

infringing, libelous, disparaging, obscene, or otherwise objectionable.” 

FINDING 5:  Misclassification of Employees as Independent Contractors 

CONDITION:  

CVAC is not properly classifying employees, withholding and paying employment taxes, 

reporting employee earnings for tax purposes, or carrying Worker’s Compensation Insurance.  

Rather, CVAC classifies volleyball facilitators as independent contractors.   

CVAC controls the facilitators’ work and how they do their job, CVAC provides all 

equipment used in performing the job, and CVAC pays the facilitators an hourly wage for 

services.  These factors suggest the volleyball facilitators should be classified as employees.  

By misclassifying facilitators as independent contractors CVAC did not pay employment 

taxes, withhold taxes from or report the earnings of the facilitators to the taxing authorities, 

neither did CVAC carry required Workers’ Compensation Insurance.   

CRITERIA:  

Independent Contractor (Self-Employed) or Employee?  IRS website states, “Facts that 

provide evidence of the degree of control and independence fall into three categories: 

1. Behavioral: Does the company control or have the right to control what the worker 

does and how the worker does his or her job? 

2. Financial: Are the business aspects of the worker’s job controlled by the payer?  

(These include things like how worker is paid, whether expenses are reimbursed, who 

provides tools/supplies, etc.) 

3. Type of Relationship: Are there written contracts or employee type benefits (i.e. 

pension plan, insurance, vacation pay, etc.)?  Will the relationship continue and is the 

work performed a key aspect of the business?” 
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