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Report 2004-S-40 
 
 
Mr. Charles Hayward 
President and Chief Executive Officer  
The New York Racing Association, Inc. 
P. O. Box 90 
Jamaica, NY  11417 
 
Dear Mr. Hayward: 
 
The following is our audit report addressing the New York Racing Association’s 
management and control of travel and entertainment expenses for the period January 1, 
2002 through May 31, 2004. 
 
This audit was performed pursuant to the State Comptroller’s authority, as set forth in 
Article V, Section 1 of the State Constitution, Article II, Section 8 of the State Finance 
Law, and Section 208 of the New York State Racing, Pari-Mutuel Wagering and 
Breeding Law.  Major contributors to this report are listed in Appendix A. 
 
 
 
Office of the State Comptroller 
Division of State Services 
 
 
 
 
 
January 11, 2005 
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EXECUTIVE SUMMARY 
 

NEW YORK RACING ASSOCIATION 
TRAVEL AND ENTERTAINMENT EXPENSES 

 
SCOPE OF AUDIT 

 
he New York Racing Association, Inc. (NYRA) is a not-for-profit association 
with an exclusive franchise from New York State to conduct racing and pari-

mutuel betting at Aqueduct, Belmont Park and Saratoga racetracks.  NYRA is 
required to pay the State a pari-mutuel tax and a franchise fee.  The Racing, 
Pari-Mutuel Wagering and Breeding Law (Racing Law) requires NYRA to operate 
in a sound, economical, efficient and effective manner to produce reasonable 
revenue for the State.  NYRA is governed by a 28-member Board of Trustees 
(Board).  NYRA's franchise will expire on December 31, 2007, unless it is 
extended by the Legislature at that time.   
 
The annual franchise fee (NYRA’s adjusted net income less $2 million for purses) 
repays capital improvement loans from the New York State Thoroughbred 
Racing Capital Investment Fund, which totaled $67.8 million as of December 31, 
2003.  For calendar years 2002 and 2003, NYRA reported revenues of $152.7 
million and $153.5 million, and expenses of $159.4 million and $173.3 million, 
respectively, for net losses of $6.7 million in 2002 and $19.8 million in 2003. 
NYRA travel and entertainment expenses are subject to NYRA’s Travel and 
Expense Policy (Policy).  Travel and entertainment expenses totaled about $2 
million in 2002 and about $2.3 million in 2003.   
 
Prior audits by the State Comptroller concluded that NYRA repeatedly overstated 
certain expenses and underpaid its franchise fee, and a 2003 report by the State 
Comptroller concluded NYRA needed significant reform.  Investigations by 
several government entities, including the New York State Attorney General’s 
Office, uncovered extensive criminal activities at NYRA-operated racetracks.  An 
investigation by the U.S. Attorney’s Office for the Eastern District of New York 
(USAO), resulted in NYRA’s indictment for various Internal Revenue Code (Title 
26 US Code) (Tax Code) violations.  NYRA entered into a Deferred Prosecution 
Agreement with the USAO in December 2003 on the condition it would undertake 
reforms, including continuing to restructure its management team to direct reform 
efforts.  An Independent Private Sector Inspector General was appointed on 
March 1, 2004 to serve as a Federal Monitor with responsibility for overseeing 
NYRA’s reform efforts and its compliance with all relevant laws, including the Tax 
Code and the Racing Law.  The Federal Monitor is also charged with developing 
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recommendations for long-term structural reform of NYRA and the regulation of 
racing in New York State.  The Federal Monitor’s tenure will continue through 
July 1, 2005 unless extended by the Federal District Court.  The terms of the 
Agreement require that the Federal Monitor report to and take direction from the 
Comptroller, the USAO, and the Federal District Court.  The Comptroller’s 
Division of Investigations has been working closely with the Federal Monitor 
since March 2004 on a variety of issues, including the development of an 
enhanced Code of Ethics for all NYRA employees.  In addition, the Federal 
Monitor is reviewing NYRA’s proposed revised Travel and Entertainment Policy 
which it submitted in October 2004. 
 
It should be noted that the Federal Monitor was appointed just three months 
before the end of our audit scope period.  Thus, most of our audit scope covered 
a period before the Federal Monitor began its extensive work to oversee and 
overhaul NYRA operations. 
 
Our audit addressed the following questions about NYRA’s travel and 
entertainment expenses for the period January 1, 2002 to May 31, 2004:  
 
• Has NYRA established a comprehensive Travel and Entertainment Policy 

(Policy) consistent with Tax Code requirements? 
 

• Have NYRA employees and officials incurred unsupported, inappropriate or 
excessive travel and entertainment expenses based on the Tax Code, its 
Policy and the Racing Law? 

 

AUDIT OBSERVATIONS AND CONCLUSIONS 

 
e found that NYRA’s Policy is not comprehensive, not consistent with Tax 
Code requirements and not distributed to all employees.  We also 

determined that, during our scope period, NYRA reimbursed and incorrectly 
deducted unsupported and inappropriate travel and entertainment expenses 
totaling approximately $953,000, and spent more than $80,000 for excessive 
expenses NYRA cannot afford.  We believe NYRA management’s toleration of 
lax controls is responsible for NYRA’s ineffective Policy and it’s higher than 
necessary travel and entertainment expenses. 
 
NYRA management is responsible for maintaining an effective system of internal 
control to help ensure compliance with the Tax Code, the Racing Law and its 
own Policy.  However, NYRA management’s seemingly dismissive view of 
controls undermines, rather than supports, such compliance.  In fact, top NYRA 
officials and Board members have often benefited from NYRA’s lax controls over 
travel and entertainment expenses.  For example, NYRA spent $42,672 for 2002-
2004 country club membership costs for two top executives.  Such costs are 
clearly improper considering NYRA’s obligation to operate in a sound economical 
and efficient manner for the support of State government.  In addition, NYRA 
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deducted these costs in violation of the Tax Code.  Further, even though one of 
these officials left NYRA in early 2004, NYRA still paid for his membership for the 
entire year.  We recommend that NYRA management and Board members work 
with the Federal Monitor to establish a control environment that fosters ethical 
values, competence and commitment to compliance with relevant laws and 
NYRA policies.  NYRA’s new management advised us that they will no longer 
pay for country club memberships. (See pp. 17-20) 
 
NYRA should have a written, comprehensive Policy that is consistently enforced 
to help ensure NYRA’s compliance with the Tax Code in preparing NYRA’s 
federal tax return.  However, we found that NYRA’s Policy, though updated in 
2000 in response to criticism from the State Comptroller, is still incomplete.  (As 
of this audit, further revisions are being reviewed by NYRA’s executive 
management.)  Among the items omitted from the Policy are dollar limits for 
employee meals and lodging while on travel status.  Further, the Policy does not 
state how Saratoga per diem allowances are determined for top NYRA 
executives, although Saratoga per diem costs totaled $1.7 million in 2003 alone.  
We recommend that NYRA develop a comprehensive written Policy whose 
provisions comply with Tax Code rules; distribute this Policy to all employees; 
and verify conformance to the Policy before reimbursing costs.   (See pp. 21-24) 
 
The Tax Code requires documentation to support the deduction of travel and 
entertainment expenses that NYRA reimburses, and also limits meal and 
entertainment expense deductions, in most cases, to 50 percent of the actual 
cost.  However, during our audit scope period, we determined that NYRA 
improperly deducted approximately $953,000 in travel and entertainment costs 
that were unsupported, inappropriate, or did not conform to the 50 percent rule.  
As a result, NYRA understated its federal tax liability, its adjusted net income and 
its annual franchise fee.  For 2002 and 2003, unsupported costs included items 
such as meals in the Trustees’ Dining Room and golf outings for executives’ 
wives; inappropriately deducted expenses included $403,062 for Saratoga per 
diem costs and $95,070 for press luncheons.  NYRA also paid for other costs, 
such as $7,000 in annual lease payments for the former NYRA President’s luxury 
car, that are excessive, given the Racing Law’s requirement for economical 
operation and NYRA’s dire financial condition.  When we tested a sample of 
2004 expenses, we found that little had changed: more than half the transactions 
tested were found to be unsupported or inappropriate.  We recommend that 
NYRA revise its tax returns for 2002, and revisit returns submitted for prior years, 
and remit any additional franchise fees owed.  NYRA should also ensure it 
deducts only those expenses allowed by the Tax Code.  (See pp. 25-34) 
 

COMMENTS OF NYRA OFFICIALS 
 

YRA officials responded that they have revamped NYRA’s entire 
management structure, replacing several of its senior management and 

virtually all key financial personnel.  This new team is working to enhance 
N 
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NYRA’s financial controls and improve its overall fiscal health.  Addressing the 
concerns raised in our audit regarding travel and entertainment is part of this 
process.  NYRA officials concurred with all of our recommendations.  Regarding 
Recommendation 8, amending its tax returns for 2002 and possibly earlier, 
NYRA officials indicated that they will wait until we conclude our series of audits, 
as those audits may necessitate additional adjustments to their tax returns, as 
well.    
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INTRODUCTION 

 
Background 

 
he New York Racing Association, Inc.  (NYRA), organized in 
1955, is a not-for-profit racing association franchised by 

New York State to conduct racing and pari-mutuel betting at 
New York State's three major thoroughbred racetracks: 
Aqueduct, Belmont Park and Saratoga.  In return for its 
exclusive franchise, NYRA is required to provide the State with 
certain revenue in the form of a pari-mutuel tax and a franchise 
fee.  Moreover, NYRA is required by Section 208 of the Racing, 
Pari-Mutuel Wagering and Breeding Law (Racing Law) to "take 
such steps as are necessary to ensure that it operates in a 
sound, economical, efficient and effective manner so as to 
produce reasonable revenue for the support of (State) 
government."   
 
NYRA is governed by a Board of Trustees (Board).  Section 202 
of the Racing Law sets the number of NYRA trustees at 28: of 
this number, eight trustees are appointed by the Governor; the 
remaining 20 trustees, who are elected by the Board, are 
involved in the racing industry as owners, trainers or breeders.  
Trustees are not compensated, but the Racing Law allows their 
reimbursement for actual and necessary expenses incurred in 
the performance of their duties.   
  
NYRA's franchise, which has been extended twice by the State 
Legislature, is scheduled to expire on December 31, 2007.  
Unless the franchise is further extended at that time, the New 
York State Thoroughbred Racing Capital Investment Fund (CIF) 
would be authorized to conduct racing at the tracks until a new 
franchisee was named. CIF was created by the State 
Legislature in 1983 to help NYRA maintain the physical 
condition of the tracks.  CIF, which is financed by a portion of 
the revenue generated by races at the tracks, provides secured 
loans to NYRA for approved capital expenditures.   
 
NYRA generates about one-third of its revenue from wagering 
placed at its three racetracks on both NYRA and non-NYRA 
races (also referred to as the “on-track handle”).  NYRA’s on-
track handle is subject to a pari-mutuel tax assessed by New 
York State.  The tax, which totaled about $8.6 million for 2002 
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and $7.9 million for 2003, is calculated as a percentage of 
NYRA’s handle.  The pari-mutuel tax accounts for most of the 
revenue provided to the State by NYRA.  About two-thirds of 
NYRA’s revenue is comprised of commissions and fees it 
receives on NYRA races placed at non-NYRA facilities such as 
New York State/City off-track betting parlors, and out of 
State/Country racetracks and simulcasting facilities.  These fees 
and commissions are not subject to the State’s pari-mutuel tax.  
NYRA is also required to remit an annual franchise fee, which 
constitutes its entire adjusted net income (less $2 million 
allocated to horsemen’s purses and awards), to CIF to repay 
prior loans and to provide financing for future capital projects.  
CIF funds in excess of $7 million are then transferred to the 
State Treasury.  As of December 31, 2003, NYRA owed CIF 
$67.8 million for prior loans and related interest.  For the year 
ended December 31, 2002, NYRA’s financial statements 
reported revenues of $152.7 million, and expenses of $159.4 
million, for a net loss of $6.7 million.  For the year ended 
December 31, 2003, NYRA reported revenues of $153.5 million 
and expenses of $173.3 million, for a net loss of $19.8 million. 
 
The Office of the State Comptroller (Comptroller’s Office) audits 
NYRA, as well as other gaming-related entities in the State, 
such as the Division of the Lottery, the Racing and Wagering 
Board and the various Off-Track Betting Corporations.  In our 
most recent report (Report 2002-S-31, issued September 17, 
2003), we determined that NYRA had underpaid its franchise 
fee for 2000 and 2001 by a total of at least $11.6 million, and by 
as much as $15.3 million, because NYRA overstated certain 
expenses and had not made adjustments to net income as 
required by the Racing Law.  In a 2003 report entitled, The New 
York Racing Association: The Case for Reform, the 
Comptroller’s Office concluded there was a need to reform 
NYRA, and called for the appointment of an Independent 
Private Sector Inspector General (IPSIG). 
 
In addition to Comptroller’s Office audits and policy reports, 
investigations by the United States Attorney’s Office for the 
Eastern District of New York (USAO), the New York State 
Attorney General’s Office, the Division of State Police, and the 
New York State Office of the Inspector General uncovered 
extensive money laundering and other criminal activities at 
NYRA-operated racetracks.  On December 4, 2003, NYRA was 
indicted for several crimes, including one count of conspiracy to 
defraud the United States in violation of the Internal Revenue 
Code (Title 26 US Code) (Tax Code), and three counts of aiding 
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and abetting false tax filings in violation of the Tax Code.  
Individual NYRA employees were also charged with crimes in 
the indictment.  So far, the various investigations have produced 
guilty pleas and criminal convictions of NYRA employees in at 
least 19 State or federal cases.  On December 10, 2003, NYRA 
entered into a Deferred Prosecution Agreement (Agreement) 
with the USAO on the condition it would undertake reforms, 
including the appointment of an IPSIG.  Pursuant to that 
Agreement, NYRA acknowledged its guilt with respect to 
charges filed against it in the indictment.   
 
On March 1, 2004, a United States District Judge for the 
Eastern District of New York appointed an IPSIG (the law firm of 
Getnick & Getnick) as the Federal Monitor responsible for 
overseeing NYRA’s reform efforts and monitoring compliance 
with the Agreement, NYRA’s compliance with all federal, State 
and local laws; and also to suggest structural reforms to help 
ensure NYRA’s compliance with these laws.  The Federal 
Monitor’s tenure will continue through July 1, 2005 unless 
extended by the Federal District Court.  The terms of the 
Agreement require that the Federal Monitor report to and take 
direction from the Comptroller, the USAO, and the Federal 
District Court.  The Comptroller’s Division of Investigations has 
been working closely with the Federal Monitor since March 2004 
on a variety of issues, including the development of an 
enhanced Code of Ethics for all NYRA employees.  In addition 
the Federal Monitor is reviewing NYRA’s proposed revised 
Travel and Entertainment Policy. 
 
It should be noted that the Federal Monitor was appointed just 
three months before the end of our audit scope period.  Thus, 
most of our audit scope covered a period before the Federal 
Monitor began its extensive work to oversee and overhaul 
NYRA operations. 
 
The terms of the December 10, 2003 Agreement required 
NYRA to continue to restructure its senior management by 
March 31, 2004, a process NYRA had already begun pre-
indictment in response to earlier criticism and reports by various 
entities, including the Comptroller’s Office.  The former 
Chairman was appointed in October 2000, and also served as 
the Chief Executive Officer until November 4, 2004 when a new 
President/Chief Executive Officer was hired.  The former 
Chairman remained in that position, considered non-executive, 
until the end of 2004.  On January 1, 2005, two Board of 
Trustee members began serving as co-Chairmen of the Board 
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of Trustees.  Additionally, NYRA hired several new managers 
between April 2002 and May 2004 that included the following 
positions: Chief Financial Officer and Senior Vice President; 
Controller; Vice President for Mutuel Operations; Senior Vice 
President and General Counsel; Vice President of Human 
Resources and Labor Relations; Vice President of Regulatory 
Compliance; and two Trustees who serve as co-Chief Operating 
Officers.  These new management officials were brought in to 
correct and improve NYRA operations and, ultimately, to 
complete a reform agenda, pursuant to the December 2003 
Agreement.  In addition, NYRA's Internal Audit department was 
dissolved on March 31, 2004, and an external accounting firm 
has performed NYRA’s internal audit functions since that time.  
NYRA recently hired a Director of Internal Audit and plans to 
hire staff in the near future.   
 
In addition to its work with the Federal Monitor, the 
Comptroller’s Office is conducting a series of four audits of 
NYRA operations.  This audit examined NYRA travel and 
entertainment expenses.  Charges to NYRA’s travel and 
entertainment expense accounts totaled about $2 million in 
2002 and about $2.3 million in 2003.  (NYRA travel costs were 
sometimes charged to other NYRA accounts, so actual travel 
and entertainment costs could be significantly higher in both 
years.) We are currently auditing NYRA’s contracting and 
procurement practices.  Next, we will audit NYRA’s franchise 
fee calculation for 2002 and 2003, and our fourth audit will 
examine NYRA’s backstretch operations.   
 

Audit Scope, Objectives and Methodology 
 

e examined NYRA’s travel and entertainment expenses 
for the period January 1, 2002 to May 31, 2004.  The 

objectives of this audit were to determine whether NYRA has 
established a comprehensive Travel and Entertainment 
Expense Policy, and whether that policy is consistent with 
requirements of the Tax Code.  Another objective was to 
determine whether NYRA employees, officials and trustees 
have incurred unsupported, inappropriate and/or excessive 
travel and entertainment expenses based on the criteria in the 
Tax Code and its own Travel and Entertainment Expense 
Policy. 
 
To accomplish these objectives, we interviewed NYRA officials 
and we met with officials from the Federal Monitor.  It should be 
noted that the Federal Monitor was appointed on March 1, 2004, 
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just three months before the end of our audit scope period.  
Thus, most of our audit scope covered a period before the 
Federal Monitor began its extensive work to oversee and 
overhaul NYRA operations.  We also reviewed NYRA’s 
available audited financial statements and its 2002 federal tax 
return (NYRA’s 2003 federal tax return was not yet completed at 
the time of our audit fieldwork), and analyzed NYRA’s general 
ledger and supporting records.  In addition, we reviewed 
relevant sections of the Racing Law, the Tax Code and NYRA’s 
Travel and Entertainment Expense Policy.   
 
For our expenditure review, we divided NYRA’s travel and 
entertainment expenses into four groups.  The first and second 
groups contained costs for calendar years 2002 and 2003 that 
were specifically travel-related, such as charges to the travel 
and entertainment account; the hospitality account; and the 
Saratoga per diem account, a major source of travel and 
entertainment expense at NYRA.  (Saratoga per diem costs 
include payment, at various per diem rates, for the lodging and 
meal expenses incurred by NYRA’s downstate-based 
employees during the six-week Saratoga meet.) The population 
for the 2002 group consisted of 696 general ledger transactions 
totaling $2.0 million.  The 2003 group contained 867 general 
ledger transactions totaling $2.3 million.  Since the transactions 
in both years were many in number and extremely diverse in 
terms of cost, we limited the size of our samples by first 
stratifying the population for both years, and then taking 
samples from the population segment with items costing $1,000 
or more.  Thus, we randomly selected samples of 71 
transactions totaling $1.7 million for 2002, and 88 transactions 
totaling $1.4 million for 2003.   
 
Since Saratoga per diem costs represent a significant portion of 
NYRA’s travel and entertainment costs, we tested to determine 
whether NYRA properly limited its deduction for meal expenses 
included in the per diem to 50 percent of meal costs, in 
compliance with the Tax Code.  In the absence of any NYRA 
established policies, we used the maximum per diem allowance 
for Saratoga County ($138), as established by the federal 
General Services Administration, as the standard.  The General 
Services Administration identifies $43 (31 percent) and $95, 
respectively, as the meal and lodging portions of the $138 
allowance.  For those NYRA employees paid per diem amounts 
of $138 or less per day, we considered the meal portion of the 
per diem to be 31 percent of the amount paid.  For per diems in 
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excess of $138 per day, we used $43 as the maximum per diem 
for meals.   
 
The third group of NYRA travel and entertainment transactions 
reviewed comprised costs for both 2002 and 2003 that were 
charged to other expense accounts (e.g., press luncheons, 
special projects and miscellaneous expenses) that we found 
also included travel and entertainment expenses.  This group 
consisted of 7,578 general ledger transactions totaling $8.1 
million.  We selected a judgmental sample of 50 items totaling 
$158,829 from this group that appeared to have the highest risk 
of being inappropriate or excessive based on the items’ 
descriptions and amounts.   
 
The fourth sample group covered the period January 1, 2004 to 
May 31, 2004.  This group contained 1,711 transactions totaling 
$523,122.  The expenses in this group came from travel and 
entertainment general ledger accounts and other accounts we 
found that included travel and entertainment expenses.  We 
selected a judgmental sample of 25 items totaling almost 
$32,000 from this group that appeared to have the highest risk 
of inappropriate and/or excessive cost.   
 
We conducted our audit in accordance with Generally Accepted 
Government Auditing Standards.  Such standards require that 
we plan and do our audit to adequately assess those 
procedures and operations included within the audit scope.  
Further, these standards require that we understand NYRA’s 
internal control systems and compliance with those laws, rules 
and regulations that are relevant to NYRA’s procedures and 
operations that are included in our audit scope.  An audit 
includes examining, on a test basis, evidence-supporting 
transactions recorded in the accounting and operating records 
and applying such other auditing procedures, as we consider 
necessary in the circumstances.  An audit also includes 
assessing the estimates, judgments and decisions made by 
management.  We believe our audit provides a reasonable 
basis for our findings, conclusions and recommendations. 
 
In addition to being the State Auditor, the Comptroller performs 
certain other constitutionally and statutorily mandated duties as 
the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include 
operating the State’s accounting system; preparing the State’s 
financial statements; and approving State contracts, refunds, 
and other payments.  In addition, the Comptroller appoints 
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members to certain boards, commissions and public authorities, 
some of whom have minority voting rights.  These duties may 
be considered management functions for purposes of evaluating 
organizational independence under Generally Accepted 
Government Auditing Standards.  In our opinion, these 
management functions do not affect our ability to conduct 
independent audits of program performance. 
 

Response of NYRA Officials to Audit 
 

e provided NYRA officials with a draft of this report for 
their review and comment.  Their comments were 

considered in preparing this report and are included as 
Appendix B.  NYRA officials responded that they have 
revamped NYRA’s entire management structure, replacing 
several of its senior management and virtually all key financial 
personnel.  This new team is working to enhance NYRA’s 
financial controls and improve its overall fiscal health.  
Addressing the concerns raised in our audit regarding travel and 
entertainment is part of this process. NYRA officials concurred 
with all of our recommendations.  Regarding Recommendation 
8, amending its tax returns for 2002 and possibly earlier, NYRA 
officials indicated that they will wait until we conclude our series 
of audits, as those audits may necessitate additional 
adjustments to their tax returns, as well.    
 
Within 90 days after final release of this report, as required by 
Section 170 of the Executive Law, the Chairman and Chief 
Executive Officer of the New York Racing Association shall 
report to the Governor, the State Comptroller and the leaders of 
the Legislature and fiscal committees, advising what steps were 
taken to implement the recommendations contained herein, and 
where recommendations were not implemented, the reasons 
therefor. 
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CONTROL ENVIRONMENT AT NYRA 

 
s a not-for-profit entity with an exclusive franchise to 
conduct racing and betting at the State’s major racetracks, 

NYRA must comply with: the Racing Law’s requirements for 
sound and economical operation; Tax Code rules related to the 
tax deductibility of expenses; and NYRA policies that promote 
compliance with the Racing Law and the Tax Code.  NYRA 
management is responsible for establishing and maintaining 
appropriate systems of internal control to help ensure that 
compliance.  However, because NYRA’s controls over travel 
and entertainment expenses were either nonexistent or not 
enforced, NYRA paid for and improperly deducted unsupported 
and inappropriate travel costs, as well as excessive costs that 
NYRA can ill afford.  Thus, NYRA paid less federal tax than it 
actually owed in 2001.  These overstated expenses, among 
other factors, also reduced the “reasonable revenue” NYRA 
should produce for the State.  NYRA paid a lower State 
franchise fee than it owed for 2001.   
 
NYRA’s higher than necessary travel and entertainment costs 
are the result of a systemic problem that has produced 
indictments of NYRA officials, the appointment of a Federal 
Monitor to oversee operations, and a black eye for the State’s 
racing industry.  That systemic problem is a chronically poor 
control environment at NYRA.  The control environment sums 
up management’s attitude about internal controls, and sets the 
tone for the way an organization works.  It includes the integrity, 
ethical values and competence of the organization’s people, and 
management’s philosophy and operating style.  When the 
control environment is strong, there is an expectation that 
everyone, including top management, will conform to 
established controls and avoid violating the public trust.  At 
NYRA, however, management’s seemingly dismissive view of 
controls undermines, rather than supports, compliance with the 
Racing Law, the Tax Code and existing NYRA policies and 
procedures for travel and entertainment expenses.  For 
example, although NYRA updated its Code of Ethics in 2004, 
we found, on review, that this document is vague about specific 
requirements; furthermore, not all NYRA officials have dated 
and signed the Code of Ethics.  We directed the Federal Monitor 
to work with NYRA officials to develop an enhanced Code of 
Ethics.   

A 



 

 
18 

 
This is not the first time we have reported that substantial 
improvements are needed in NYRA management and 
operations.  A prior audit (Report 1998-S-6, issued September 
3, 1999) reported that some of NYRA’s high travel and 
entertainment costs were not substantiated as business-related, 
and concluded that NYRA needed to develop a formal Travel 
and Entertainment Policy (Policy).  In October 2003, a NYRA 
internal audit report disclosed that the Policy was not complete, 
properly updated or distributed.  However, our current audit 
concluded that, because its control environment is weak, NYRA 
has still not fixed loopholes in its Policy, since the Policy does 
not: set dollar limits for meal and lodging costs; address 
personal and business use of company automobiles; discuss 
NYRA-provided housing; or address the Saratoga per diem 
expense, a category to which almost $1.7 million in costs was 
charged in 2003.   
 
When the control environment is weak, other components of an 
organization’s internal control structure (risk assessment, 
control activities, communication and monitoring) tend to be 
weak, too.  We found this to be the case at NYRA, as indicated 
by these control deficiencies. 
 
• NYRA management has not established a means of 

assessing the risk that NYRA will incur unsupported, 
inappropriate and/or excessive travel and entertainment 
expenses.   
 

• Although NYRA Policy requires documentation of the 
business reason for travel, and review of such costs prior 
to payment, travelers were paid for numerous expenses for 
which there was little or no documentation of the business 
reason for the travel.   
 

• NYRA management has not distributed the current Policy 
to all employees who travel.  Furthermore, the existing 
Policy is incomplete and subjective, as noted above.   
 

• NYRA management has not given the employees who 
process travel-related expenses clear guidance in carrying 
out their control duties and responsibilities.   
 

• NYRA management has not regularly monitored whether 
it’s Policy and procedures are effective in ensuring that 
NYRA complies with the Racing Law and Tax Code.  
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NYRA has not made changes recommended by the 
Comptroller’s Office in a prior audit or by its own auditors in 
October 2003. 

 
The persistence of a weak control environment, as well as other 
control deficiencies, suggests that NYRA officials are reluctant 
to make changes that would limit behavior.  In fact, top NYRA 
officials and Board members have often been the beneficiaries 
of NYRA’s lax controls.  For example, NYRA paid for 
membership in two country clubs - one in Long Island and one 
in Saratoga - for NYRA’s former President and former Chief 
Financial Officer (both of whom also served on the Board) and 
their families, and then deducted these costs on its tax return.  
The cost of these memberships totaled $42,672 for 2002, 2003 
and 2004.  Deducting such costs violated the Tax Code.  
Furthermore, although one of these officials left NYRA in early 
2004, NYRA still incurred the cost of his club membership for 
the entire year.  Considering NYRA’s obligation to operate in a 
sound economical manner for the support of State government, 
NYRA’s largesse on behalf of these ex-officials is clearly 
improper.  NYRA’s new management advised us that they will 
no longer pay for such memberships.   
 
NYRA’s weak control environment has caused other problems, 
ranging from doubtful expenses and questionable contracting 
practices to illegal activities.  Thus, although the $4.3 million 
NYRA spent for travel and entertainment in our audit period, in 
terms of dollars, is relatively small compared to NYRA’s total 
expenses for this period, the number of problematic costs we 
identified, in terms of incidence, was high, expressly because 
NYRA’s control environment is poor.  Since the control 
environment reflects an organization’s culture and competence, 
all aspects of NYRA’s fiscal and operational performance are at 
risk until and unless NYRA’s weak control environment 
improves.   
 
During this audit, we noted that NYRA’s new management has 
made several changes to its Policy in 2003 related to 
documenting travel and entertainment expenses.  While we 
commend management for taking these positive steps, we 
determined that these changes were neither material nor 
effective; our review of NYRA’s travel costs for the first five 
months of 2004 showed that 55 percent of the sample dollars 
tested were inappropriate and/or excessive.  If NYRA is to 
operate within the intent of the Racing Law it must address, in a 
substantial and meaningful manner, the deficiencies in its 
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control environment and related control components.  We 
discuss the specific impacts of these deficiencies in the 
following sections of this report. 
 

Recommendations 
1. Establish a control environment that, as the primary 

element in an adequate system of internal control, fosters 
ethical values, competence and commitment to 
compliance with the Racing Law, the Tax Code and 
relevant NYRA policies.   

 
2. Require that all NYRA employees sign and date a NYRA 

Code of Ethics, and enforce compliance with the terms of 
the Code of Ethics.   

 
 



 

21 

 

NYRA TRAVEL AND ENTERTAINMENT POLICY  

 
onsistent with other large businesses, NYRA incurs 
significant travel and entertainment expenses.  The 

objectives of an organization’s travel and entertainment program 
are to promote and transact necessary organization business 
(training, meetings, networking, etc.).  However, an organization 
must control these costs to ensure that they are reasonable and 
necessary and that the organization manages and reports the 
costs in compliance with relevant laws and regulations.  In 
NYRA’s case, the relevant standards are the Racing Law, which 
requires sound and economical operation, and the Tax Code, 
which limits the deductibility of certain travel and entertainment 
expenses.  For example, the Tax Code states that, in general, 
you can deduct only 50 percent of your business-related meal 
and entertainment expenses. 
 
To maintain control over those costs, NYRA’s Board and 
executive management should establish a written, 
comprehensive Policy that establishes expenditure limits and 
promotes consistent travel practices that comply with the 
standards.  Management should distribute this Policy throughout 
the organization so employees know which costs are allowable, 
and which costs are non-allowable.  Management must then 
ensure that employees who process travel and entertainment 
expenses understand the Policy and follow procedures 
designed to implement the Policy.  Developing and distributing a 
written, comprehensive Policy and consistently applying that 
Policy would help ensure NYRA’s compliance with the Racing 
Law and the Tax Code in the preparation of NYRA’s federal 
corporate tax return.  NYRA’s taxable income, as stated on its 
federal tax return, is the basis for the State franchise fee.  
However, we found that NYRA’s Policy is not comprehensive, 
not distributed to all employees and not consistently enforced.   
 
A 2003 report by the State Attorney General reported that in 
1993, NYRA’s Director of Internal Audit prepared guidelines for 
entertainment expenses and forwarded them to NYRA’s 
Chairman.   The report further stated that the fate of these 
guidelines was unclear.  However in 1999, we criticized NYRA 
(Report 98-S-6, issued September 3, 1999) for not having a 
written travel and expense Policy at all, and recommended 
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NYRA officials develop a formal Policy for governing and 
documenting entertainment expenses.  After our criticism, 
NYRA adopted guidelines in October 2000 that appear to be 
based largely on the 1993 version.  During our current audit, we 
reviewed NYRA’s Policy, as updated by NYRA’s new 
management in the fall of 2003.  We found that the updated 
Policy was changed in certain respects, but that the changes 
made were not very substantial.  For example, one change 
requires travelers to submit receipts when using the corporate 
credit card; another change requires employees to identify the 
start and end points, as well as all stops, when they use a 
personal vehicle for business.  While these changes might 
provide modest improvement in controlling travel and 
entertainment expense, NYRA’s updated Policy still does not 
address some broad categories of expenses.  We list the major 
Policy omissions below. 
 
• NYRA’s Policy does not specify how Saratoga per diem 

allowances are determined for top NYRA officials, or 
indicate the documentation/justification required to support 
these costs.  NYRA incurs significant travel and 
entertainment costs each year during the Saratoga racing 
season when hundreds of NYRA officials and staff relocate 
temporarily to operate the track.  The cost of lodging and 
meals for the 2003 Saratoga racing season approximated 
$1.7 million.   

 
• The Policy does not set dollar limits on lodging, meals or 

other costs employees may incur while traveling on NYRA 
business.  As a result, NYRA officials and staff spend 
varied and excessive amounts while on travel status.   
 

• NYRA’s Policy does not prohibit costs related to golf and 
country club membership fees, nor does it address the 
requirements for documenting the use of such facilities for 
any  appropriate business-related use such as outings or 
meals.   
 

• The Policy does not address the deductibility and support 
for recurring expenses (e.g., parking and gasoline costs), 
or clearly state that reimbursement for parking tickets is not 
allowed by the Tax Code.   
 

• Other issues not discussed are:  NYRA-provided housing; 
membership in professional organizations and travel costs 
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relating to those memberships; or accounting for business 
and personal use of NYRA-provided vehicles.   

 
In the absence of adequate policies that are consistently and 
competently applied, NYRA has incurred unsupported, 
inappropriate and excessive travel and entertainment expenses.  
These expenses, many of which could have been avoided or 
reduced, decrease NYRA’s franchise fee, and ultimately reduce 
the revenue NYRA should provide for the support of State 
government.  The following section of this report quantifies and 
illustrates these expenses.   
 
NYRA executive management, comprising Board members and 
top NYRA officials, have had more than ten years to address 
the deficiencies cited above, but have not done so.  NYRA 
management did not improve the Policy and tighten procedures, 
and top NYRA officials were the ones who benefited the most 
from an incomplete Policy and lax enforcement of the Policy that 
does exist.  NYRA’s current management, agrees that there is 
“clearly room for improvement” in the travel and entertainment 
area, and agrees there are instances of travel and business 
expenses that are unsupported, inappropriate and excessive.  
NYRA submitted a revised draft Policy to the Federal Monitor in 
October 2004.   
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Recommendations 
 
3. Develop a comprehensive written Travel and 

Entertainment Policy whose provisions conform to 
requirements of the Tax Code and the Racing Law.   
Provisions should include, but not be limited to, the 
following: 

 
  the identification of travel and entertainment expenses 

that are reimbursable, as well as the documentation 
employees must submit to obtain reimbursement; 

 
  the identification of practices/costs that NYRA does 

not reimburse (e.g., parking tickets and country club 
memberships, neither of which are deductible); 

 
  the definition of amounts and types of expenses (e.g., 

luxury car rental) that NYRA will not pay for because 
they are excessive; and 

 
  reimbursement schedules for Saratoga travel for all 

NYRA employees.   
 
4. Distribute the Policy to all NYRA employees and train 

employees to ensure they understand the Policy’s 
provisions.   

 
5. Ensure that employees who process travel costs 

consistently review submitted expenses for conformance 
to the Policy before reimbursing travelers.   
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NYRA TRAVEL AND ENTERTAINMENT 
EXPENSES 

 
he Tax Code requires that documentation be provided for 
travel and entertainment expenses that are reimbursed by 

NYRA, and NYRA’s Policy specifies the documentation required 
to receive reimbursement.  The Tax Code also limits meal and 
entertainment expense deductions to 50 percent of the actual 
cost.   However, we determined that NYRA paid for and 
deducted more than $953,000 in travel and entertainment costs 
during our scope period that we found were unsupported or 
inappropriately deducted; we also found other expenses that 
were excessive, given the Racing Law’s requirement for 
economical operation.  As a result, NYRA deducted more than it 
should have for travel and entertainment expense on its 2002 
federal tax return; absent revisions, NYRA will also overstate 
this expense deduction on its 2003 federal return.  The lower 
NYRA’s adjusted net income, the less NYRA pays in State 
franchise fees.  NYRA incurred and deducted unsupported, 
inappropriate and/or excessive costs because: NYRA’s Policy is 
incomplete; the reimbursement process does not ensure that 
costs are documented or in compliance with Tax Code rules; 
and no one is assigned to monitor the accuracy or propriety of 
NYRA’s reporting of travel expenses. 
 
For the purposes of this audit, we defined unsupported, 
inappropriate and excessive costs as noted below.   
 
• Unsupported expenses include disbursements for which 

NYRA could not provide invoices, receipts or bills as well 
as instances in which employees requested reimbursement 
for automobile mileage and did not include adequate 
information on how the mileage number was calculated.   
 

• Inappropriate expenses were those that the Tax Code 
specifically does not allow, for example, 50 percent of the 
cost of meal and entertainment costs.  This category also 
includes disbursements for which NYRA had vendor 
invoices, but no documented business reason for the cost.   
 

• Excessive costs were expenses which, although supported 
and appropriate in nature, appeared to be unwarranted.  

T 
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These expenses included luxury car rentals, as well as 
meal, lodging and per diem costs over General Services 
Administration (GSA) rates, which are followed by federal 
and State employees and widely used by private sector 
employers as stipulated in Internal Revenue Service 
Publication 1542.  Although NYRA is not a government 
agency, and its employees not necessarily subject to the 
GSA rates, other similar rates (e.g. corporate), should be 
investigated and pursued.  (According to NYRA officials, 
NYRA’s revised Travel Policy will strongly encourage 
NYRA employees to keep travel expenses in line with 
federal per diem rates.)   

 
In testing to determine the extent to which NYRA complied with 
the Tax Code, the Racing Law and its own Policy, we examined 
a total of 234 transactions, totaling over $3,273,000 from NYRA 
travel and entertainment expenses from January 1, 2002 to May 
31, 2004.  We determined that NYRA incurred and improperly 
deducted approximately $953,000 in travel and entertainment 
expenses because they were unsupported or inappropriate.  
(We discuss excessive NYRA travel and entertainment 
expenses separately, since these do not result in actual audit 
disallowances.) 
 
As detailed in the Audit Disallowances exhibit that follows, we 
reviewed a statistical sample comprising 159 randomly selected 
travel and entertainment expense transactions from 2002 (71 
transactions) and 2003 (88 transactions).  We disallowed 61 
transactions from 2002, which totaled $286,574, and 76 
transactions from 2003, which totaled $213,781.  With 95 
percent confidence, we project the total disallowance for these 
two years to be $707,620.  Our review of another 75 
judgmentally selected transactions from throughout our scope 
period resulted in additional disallowances totaling $245,544.   
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_____________________________________________________________________ 
 
 
Number of 
Audit Disallowances   Sample Items Amount  Total 
 
Statistical Sample 2002 
 
Unsupported or Inappropriate Expenses  35 $  73,829 
50 Percent Meal and Entertainment Limit  54   240,429 
Total Disallowance from the Statistical Sample 89 $314,258 
Less: Disallowances for More Than One Reason 28     27,684 
Net Disallowance from the Statistical Sample 61 $286,574 
 
Projected Amount      $398,751 
 
Statistical Sample 2003 
 
Unsupported or Inappropriate Expenses  35 $  75,115 
50 Percent Meal and Entertainment Limit  64   168,373 
Total Disallowance from the Sample  99 $243,488 
Less: Disallowances for More Than One Reason 23     29,707 
Net Disallowance from the Statistical Sample 76 $213,781 
Projected Amount      308,869 
 
Judgmental Sample 2002/2003 
 
Unsupported or Inappropriate Expenses  20 $50,500 
50 Percent Meal and Entertainment Limit  17   20,368 
Total Disallowance from the Sample  37 $70,868 
Less: Disallowances for More Than One Reason 13   18,843 
Net Disallowance from the Statistical Sample 24     52,025 
 
Disallowances From Outside the 2002/2003 
Judgmental Sample *      164,632 
 
Judgmental Sample 2004 
 
Unsupported or Inappropriate Expenses  16 $ 15,251 
50 Percent Meal and Entertainment Limit    7      4,338 
Total Disallowance from the Sample  23  $19,589 
Less: Disallowances for More Than One Reason   6      1,858 
Net Disallowance from the Statistical Sample 17     17,731 
 
Disallowances From Outside the 2004 
Judgmental Sample *        11,156 
 
Total Audit Disallowance       $953,164  
__________________________________________________________________________________ 
* Categorical disallowances (e.g. press lunches, country club memberships, etc.) that are not included in our sampled items. 
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Unsupported or Inappropriate Expenses 
 

YRA’s Policy, in effect since October 2000, requires that, in 
order to be reimbursed for travel and entertainment costs, 

the employee must indicate the following in supporting 
documentation: the names of the individuals present; their titles 
and company name; the name and location of the site where the 
meal or event took place; the exact amount and date of the 
expense; and the specific business topic discussed.  In addition 
to the above, Internal Revenue Service guidelines require that, 
in order for entertainment expenses to be deductible, it must be 
shown that: the main purpose of the combined business and 
entertainment was the active conduct of business; business was 
actually engaged in during the entertainment period; and there 
was more than a general expectation of getting income or some 
other specific business benefit at some future time.   
 
However, we found that NYRA did not make efforts to enforce 
its own Policy as well as applicable Tax Code rules.  Of the 234 
sampled transactions we examined, we found 106 expenses, 
with a value of $214,695, had either no or insufficient 
documentation to support or justify the business nature of the 
expenditure.  For example:  
 
• On April 26, 2002, $1,190 was paid to the Garden City 

Country Club for various expenses incurred in the name of 
a NYRA executive.  One charge in the amount of $802 was 
billed as “golfing wives.”  Although no business purpose 
was identified for this expense, the voucher reimbursing 
this expense was approved by NYRA’s former President, 
and submitted by the former Chief Financial Officer.   
 

• On June 17, 2002, NYRA paid American Express $3,930.  
NYRA provided no invoices for the amounts shown on the 
American Express statement and did not provide a 
business reason for any of these purchases. 
 

• NYRA paid a vendor $4,220 on August 1, 2003.  This 
charge is mainly for travel costs.  NYRA provided no 
contract indicating an obligation to pay these travel 
expenses. 
 

• Volume Services America (NYRA’s food concessionaire) 
billed NYRA $13,175 on June 8, 2002.  NYRA provided no 
business purpose for this expense. 

N 
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NYRA should not have reimbursed or deducted these expenses 
as business-related costs, since there was no documentation to 
show they were legitimate business expenses.   
 

Fifty Percent Deduction Limit on Entertainment and Meals 
 

ection 274(n) of the Tax Code generally limits the deduction 
for business-related meal and entertainment expenses to 50 

percent of the actual cost.  This limit, applies to business meals 
while traveling away from home and for entertaining business 
customers at your place of business, in restaurant or other 
location.   
 
NYRA maintains several general ledger accounts to record its 
travel and entertainment-related expenses.  It has also 
established a separate general ledger account to record travel 
and entertainment expenses that are not deductible on its 
federal tax return.   
 
Our sample testing identified 142 transactions and other related 
items, totaling $539,733 that were charged in full to one of 
NYRA’s deductible travel and entertainment expense accounts, 
when they should have been charged to NYRA’s nondeductible 
travel and entertainment expense account.  For example: 
 
• NYRA deducted the entire cost of meals charged to 

Saratoga per diem expenses.  We calculated the meal 
expense portion of the Saratoga per diem as $376,976 in 
2002, and $429,148 in 2003.  Following Tax Code rules, 50 
percent of this cost is not deductible.  Therefore, NYRA 
inappropriately deducted $188,488 for the year 2002 and 
$214,574 for the year 2003, or a total of $403,062. 
 

• NYRA also paid and deducted $99,489 for 2002 and 
$90,651 in 2003 for press box luncheons as an 
accommodation to the media covering NYRA racing 
events.  The persons benefiting from these meals are not 
NYRA employees, and providing meals to them is not a 
requisite of their employment.  The accommodation is 
purely for entertainment purposes.  Therefore, $95,070 (50 
percent) of the total cost of these luncheons is 
nondeductible for federal tax purposes.   
 

• NYRA paid $8,000 to a music contractor on June 3, 2003 
for entertainment provided at the 2003 Belmont Stakes 
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30 

Press Party.  This expense was recorded in full in one of 
NYRA’s travel and entertainment expense accounts (i.e., 
public relations).  Here again, since the beneficiaries of this 
expense are not NYRA employees, and the expense was 
incurred purely for entertainment purposes, it is subject to 
the 50 percent limit.  Thus, $4,000 of this cost should have 
been charged to NYRA’s nondeductible travel and 
entertainment account. 
 

We also found that NYRA’s schedule of other deductions, a part 
of its federal tax return for calendar year 2002, included $26,890 
identified as Tax Meal Disallowance.  This entire amount was 
included in the general ledger account for meals and 
entertainment expenses not to be deducted on the federal 
return and, therefore, should not have been taken as a 
deduction on the return. 
 
NYRA’s current officials told us they were unaware that NYRA 
had deducted expenses in violation of Tax Code rules.  Officials 
agreed these expenses should not have been deducted, and, 
pending an in-house review, stated they would amend prior 
returns.   
 
Overall, our audit concluded that NYRA incurred unsupported 
and inappropriate travel and entertainment costs, and 
incorrectly deducted these expenses on its tax return, and paid 
too little for its franchise fee as a result.  Specifically, NYRA 
overstated deductible travel and entertainment expenses on its 
federal corporate tax return for both 2002 and 2003 (unless 
account entries are corrected before filing the 2003 return) by a 
total of at least $924,000.  As a result, NYRA understated its 
federal tax liability and the amount it owes CIF.   
 

Excessive Expenses 
 

YRA’s current Policy sets no dollar limits on meals or 
lodging.  To gauge the reasonableness of NYRA 

employees’ lodging and meal costs, we compared the costs to 
GSA guidelines, which specify the rates at which government 
employees can be reimbursed for lodging and meal expenses.  
These rates are determined by both the geographical region 
and time of the year.  The rates also provide guidance to private 
industry to determine the reasonableness of employees’ 
expenses for lodging and meals.  
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We determined that NYRA employees spent $53,476 in excess 
of the GSA-recommended amount for lodging and meals on 24 
occasions. For example: 
 
• On May 17 and May 18, 2002, NYRA officials incurred a 

$2,546 charge for three hotel rooms in Baltimore. This 
charge was incurred during the Preakness, one of the 
industry’s triple-crown races.  The $2,546 cost exceeded 
the Federal per diem limit by $1,712. 
 

• An employee traveled to Fort Lauderdale in September 
2002 to attend a work-related conference.  Her meal cost 
for the three days was $313, or $172 over the federal limit 
($47 per day) for that location. 

 
While we recognize that NYRA may be justified in paying for 
one or two of its top officials to attend major racing events (such 
as the Preakness and the Kentucky Derby) for business 
purposes, reimbursement should be made only for reasonable 
lodging costs, and only for the duration required for the business 
purpose.  When NYRA pays for top officials to go to such 
events, the persons who attend should be identified, and the 
business reason for their attendance should be documented, as 
required by NYRA Policy.  We also noted that NYRA had a 
practice of providing management with luxury automobiles.  In 
one instance, we found NYRA had paid more than $600 a 
month (over $7,000 a year) on a leased luxury car for the former 
NYRA President.  The leasing of luxury automobiles is not in 
keeping with economical operation, as required by the Racing 
Law.  Unnecessary and frivolous travel-related expenses are 
certainly not in keeping with the spirit of the Racing Law; such 
costs also reduce the franchise fee revenue NYRA can pay the 
State.   
 
When presented with this information, NYRA officials contended 
they do not follow GSA guidelines, since NYRA is not a 
government agency.  We acknowledge that NYRA is not 
specifically bound by GSA guidelines.  However, the fact is that 
NYRA is quasi-governmental in nature and is required by the 
Racing Law to operate in an economical manner.  Although 
guidelines setting reasonable limits for meal and lodging 
reimbursement are surely needed to achieve the goal of 
economic operation, NYRA Policy contains no guidelines at all 
for employees to follow.  Furthermore, GSA guidelines are a 
widely consulted standard in the private sector because they set 
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recognized benchmarks for employee travel costs and 
reasonable travel and entertainment deduction limits.   
 
By far NYRA’s largest travel and entertainment expense is the 
per diem given to employees who are based at the two New 
York City area tracks and are required to travel for the Saratoga 
meet.  In 2002, the Saratoga per diem totaled $1.5 million; in 
2003, this cost totaled $1.7 million.  The daily rate for hourly 
employees is set by the employee’s bargaining unit.  NYRA 
Payroll then applies this rate to the number of days employees 
will work at Saratoga.  Salaried employees and management 
also receive a per diem.  NYRA Human Resources tells Payroll 
the rate at which salaried employees are to be reimbursed, and 
then Payroll applies the rate as it does for hourly employees.  Of 
the 493 NYRA downstate-based employees sent to Saratoga, 
we found that 13 salaried employees collectively received 
$98,689 for the 43 days of the 2003 Saratoga meet.  However, 
NYRA officials could not document how they determined the 
daily rate for salaried employees.  This amount exceeds the 
federal daily limit by a total of $21,547 (28 percent), or by about 
$39 per person per day.  Again, although we realize that 
accommodations in Saratoga during the racing season could be 
comparatively expensive, NYRA has not set approved lodging 
rates or justified the per diem rates it used for these employees.  
This lack of accountability resulted in overspending.   
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NYRA SPENDING ON TRAVEL AND 
ENTERTAINMENT IN 2004 

 
YRA’s new management made some changes in its Policy 
in 2003, as noted earlier in this report.  Although we 

determined that these changes were relatively insignificant, 
NYRA management has assured us that it recognizes there is 
room for improvement. In fact, the Federal Monitor is reviewing 
NYRA’s proposed revised Travel and Entertainment Policy 
which it submitted in October 2004.  Given that NYRA’s new 
management has committed to change the way NYRA spends 
money on travel and entertainment, we tested to determine the 
extent to which 2004 travel and entertainment costs conformed 
to the Racing Law and the Tax Code.  We reviewed a 
judgmental sample of 25 transactions, totaling approximately 
$32,000, which were expensed during the period January 1, 
2004 to May 31, 2004.  We found that NYRA is still disbursing 
monies for unsupported and inappropriate expenses.  (See 
Audit Disallowances exhibit.)  Our review of the 25 transactions 
found problems with 17 transactions totaling almost $17,731 (55 
percent).  We also identified instances of unsupported or 
inappropriate expenses in transactions outside our sample 
totaling $11,156.   For example: 
 
• Centerplate billed NYRA $3,824 for the Trustees Dining 

Room during May 2004.  Of this total amount, NYRA could 
document the business purpose for $1,921 (meals for 
horse owners participating in stake races), but could not 
support the business purpose for the remaining $1,903 in 
meal costs.   
 

• On May 21, 2004, NYRA paid a New York City-based 
driver (the chauffeur for NYRA’s Chairman and Chief 
Executive Officer) $156 for expenses, which included $93 
for meals over a 5-day period.  Since the meals were in the 
Greater New York City area, this employee was 
reimbursed for personal meal costs, which is inappropriate.  
In the first five months of 2004, we identified 14 payments 
totaling $2,313 to that employee. 
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Clearly, NYRA needs to take more action to reduce its 
unsupported, inappropriate and excessive travel and 
entertainment costs.  That action requires a concerted effort by 
NYRA senior management to develop and then implement a 
complete and comprehensive Policy.  Unless NYRA 
management follows this course, NYRA will likely continue to 
overspend on meals, lodging and entertainment, and understate 
its franchise fee obligation to New York State.   
 

Recommendations 
 
6.  Require that nondeductible travel and entertainment 

expenses are reported as such, and not carried through 
to NYRA tax returns.   

 
7. Correct the inappropriate travel and entertainment 

account entries for calendar year 2003 to avoid 
calculating an understated federal income tax and State 
franchise fee for that period.   

 
8. Revise NYRA’s federal corporate tax return for calendar         

year 2002 by the amount noted above to obtain NYRA’s 
correct federal tax and State franchise fee obligation for 
that period.  Remit the appropriate payments.  Revisit 
the corporate tax returns for the previous two years 
(2001 and 2000), at a minimum, to determine whether 
similar unallowable deductions were taken. If so, 
correct underpayments of federal tax and the State 
franchise fee that resulted therefrom.   

 
9. Establish an independent level of review to monitor the 

propriety, deductibility and accuracy of travel and 
entertainment expense payments.   

 
To the NYRA Board of Trustees 
 
10. As NYRA stakeholders, fulfill the Board’s governance     

responsibilities by taking active steps to ensure NYRA’s 
compliance with the Racing Law and the Tax Code.   
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