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Division of State Government Accountability

State of New York
Office of the State Comptroller

July 12, 2010

Charles Hayward
President and Chief Executive Officer
New York Racing Association, Inc.
P.O. Box 90
Jamaica, NY 11417

Dear Mr. Hayward:

Following is our report on the New York Racing Association’s Financial Condition and Selected 
Governance Activities.  The 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 209 of the New York State Racing, Pari-Mutuel Wagering and 
Breeding Law.

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations.  If you have any questions about this report, please feel free to contact us.

Respectfully submitted,

Office of the State Comptroller
Division of State Government Accountability

Authority Letter
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

Audit Objectives

The objectives of our audit were to assess the financial condition and selected governance 
activities of the New York Racing Association, Inc., since its emergence from bankruptcy.

Audit Results - Summary

The New York Racing Association (NYRA) is a not-for-profit corporation franchised by New 
York State to conduct racing and pari-mutuel wagering at the State’s three major thoroughbred 
racetracks: Aqueduct Racetrack, Belmont Park and Saratoga Race Course.  In November 2006, 
NYRA filed for bankruptcy, and in September 2008, with a renewed State franchise, the State 
and NYRA entered into a bankruptcy settlement agreement in which NYRA conveyed all 
ownership rights in the racetracks it operated to the State.  In return, among other actions taken 
by the State that enabled NYRA to emerge from bankruptcy, the State canceled the majority of 
NYRA’s debt obligations to the State, and provided NYRA with $105 million to pay off about 
$80 million in non-State debt, leaving NYRA with a cash balance about $25 million.

Despite years of delay, until Spring 2010 NYRA anticipated that the video lottery terminals 
(VLTs) at the Aqueduct facility would be operational and banked on receiving its percentage of 
the projected VLT revenue, estimated at approximately $30 million annually.  However, because 
of ongoing delays in the State’s selection of a contractor to construct and operate the gaming 
facility, a VLT contract has yet to be awarded and NYRA has received none of the expected 
revenue.  According to the bankruptcy settlement agreement, in the event of such delays, the 
State and NYRA are to “negotiate in good faith” to provide NYRA with the funds needed to 
support its racing operations.  

Between September 2008, when NYRA emerged from bankruptcy and January 2010, NYRA 
reduced its operating expenses by 2.2 percent.  However, these reductions were not sufficient 
considering the continuing reduction in handle and net available revenues.  As a result, NYRA’s 
financial condition once again began to deteriorate even after the settlement.  In early 2010, 
NYRA’s President warned that NYRA was in imminent danger of running out of cash, potentially 
shortening the 2010 racing season at Belmont Park and threatening the season at Saratoga Race 
Course later that summer.  As a result, consistent with the State’s obligation to negotiate the 
provision of additional funds to NYRA if the revenue from the VLTs was delayed, on May 24, 
2010, the State approved a $25 million loan for NYRA.  

Executive Summary
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In our audit, we reviewed NYRA management’s projections of its available cash as of May 20, 
2010, for the remainder of 2010, and found that the projections appeared to be reasonable in all 
material respects.  We therefore conclude that, in all likelihood, given NYRA’s  spending patterns 
and its continued reliance on VLT revenue that failed to materialize, NYRA would have run 
out of cash (i.e., not have had sufficient cash to pay its operating expenses) sometime in early 
June 2010, if it had not secured external financing.  Even with this State financial assistance, 
however, NYRA could again experience a cash shortfall in 2011 if the Aqueduct VLT facility 
does not become operational and its expenses are not further curtailed.

We identified a number of reasons for NYRA’s inability to remain solvent without State 
assistance, some of which were beyond NYRA’s control.  For example, in the last year alone, 
NYRA has not received more than $47 million in expected revenue: $30 million from the not 
yet operational VLTs at Aqueduct Racetrack, and more than $17 million in unpaid commissions 
from the bankrupt New York City Off-Track Betting Corporation.  Also, horse race wagering 
has declined in recent years, both in New York and nationally.  However, these outside factors 
were not the only reasons for NYRA’s fiscal decline.  

NYRA was also slow to act in an area within its control; the reduction of its operating expenses.  
NYRA did not begin to make significant reductions in these expenses until February 2010, 
more than a year after it emerged from bankruptcy.  If it had acted sooner, done more to reduce 
its operating expenses by putting more prudent financial management practices in place after 
emerging from bankruptcy in September 2008, and not relied for so long on the anticipated 
VLT revenues, it might have deferred its cash crisis in the short term.  

We also identified actions that should be taken by NYRA to reduce the risk and extent that 
NYRA may need further State financial assistance in the future.  In particular, NYRA needs 
to perform a staffing analysis to determine the optimal number of employees and pay scales 
for its operations.  In addition, in 2009, NYRA spent more than $6 million on contracts for 
personal and miscellaneous services.  However, to adequately assure that all existing and future 
contracts are necessary and the prices are reasonable, NYRA needs to support such contracts 
with documented analyses justifying that they are cost effective.  In our limited review of such 
contracts, we identified both potentially unnecessary and potentially overpriced contracts.  

Our limited review also identified over $1 million in relatively immediate opportunities that 
NYRA can likely act on quickly to begin saving money, including formally evaluating the 
need for about $900,000 in horse transportation costs, and about $320,000 in annual legal 
fees.  Other, longer-term opportunities may also exist that will require more detailed analysis 
and planning by NYRA, which should begin with an internal examination of its expenses. We 
therefore recommend NYRA develop a business plan that aligns its operating expenses with its 
actual net revenues; implement the plan; monitor its adherence to the plan; and promptly take 
corrective action if its operating expenses routinely exceed its net revenues. 

Our report contains five recommendations.  NYRA officials agree with our recommendations and 
plan to implement them as appropriate.
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This report, dated July 12, 2010, is available on our website at: http://www.osc.state.ny.us
Add or update your mailing list by contacting us at (518) 474-3271 or
Office of the State Comptroller
Division of State Government Accountability
110 State Street, 11th Floor
Albany, NY  12236

Introduction
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Introduction

The New York Racing Association, Inc. (NYRA) is a not-for-profit 
corporation that holds the exclusive franchise to operate New York State’s 
three major thoroughbred racetracks: Aqueduct Racetrack, Belmont 
Park and Saratoga Race Course.  In return for this exclusive franchise, 
NYRA is required to remit to the State a pari-mutuel tax (a percentage 
of each on-track wager), and if certain conditions exist, an end-of-year 
franchise fee.  In 2009, NYRA remitted a total of $5.5 million in pari-
mutuel taxes to the State and paid a franchise fee of $0.  

Due to its chronically poor financial condition, in November 2006, 
NYRA filed for bankruptcy.  At that time, it had incurred an accumulated 
operating deficit of more than $135 million.  In September 2008, upon 
renewal of its exclusive franchise, NYRA entered into a bankruptcy 
settlement agreement.  Under this agreement, NYRA conveyed all rights, 
titles and interests in the racetrack properties to New York State in return 
for a financial assistance package from  the State.  As part of this package, 
the State canceled essentially all of NYRA’s debt obligations to the State 
(totaling $54.1 million) and provided NYRA with $105 million to pay off 
about $80 million in non-State debt, leaving NYRA with a cash balance 
about $25 million.  

It was anticipated that by the Spring of 2010, the long-awaited installation 
of video lottery terminals (VLTs) at NYRA’s Aqueduct facility, under 
the jurisdiction of the New York State Division of the Lottery, would 
have been completed, resulting in millions of revenue dollars being 
remitted to the State each year.  NYRA would be receiving a percentage 
of the anticipated VLT revenue estimated at approximately $30 million 
annually.  However, because of ongoing delays in the State’s selection of 
a contractor to construct and operate the gaming facility, a contract has 
yet to be awarded and NYRA has received none of the expected revenue.  
In accordance with the bankruptcy settlement agreement, in the event 
of such delays, the State and NYRA are to “negotiate in good faith” to 
provide NYRA with the funds needed to support its racing operations.

In the absence of the VLT revenue and certain other expected (e.g., New 
York City Off Track Betting) revenue, NYRA’s financial condition once 
again began to deteriorate.  In 2009, NYRA incurred an operating deficit 
of $8.9 million, and for 2010, it was projecting a deficit of $19.0 million.  
In early 2010, NYRA’s President warned that NYRA was in imminent 
danger of running out of cash, and in May 2010, he publicly stated that, 
because of the lack of cash, NYRA might have to cease operations in 

Background
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early June.  According to NYRA, such an action would have shortened 
the 2010 racing season at Belmont Park and threatened the season at 
Saratoga Race Course later that summer.  

NYRA employs more than 1,200 permanent workers and hundreds of 
seasonal workers, and is integral to the State’s multi-billion dollar horse 
racing industry, which includes horse owners, trainers, breeders, OTB 
operations, simulcast facilities, and the communities in which NYRA 
operates.  Accordingly, its inability to continue operations would result in 
considerable financial hardship for the State.  To prevent such hardship, 
and consistent with the State’s obligation to negotiate in good faith 
with NYRA if the VLTs at Aqueduct Racetrack were delayed (i.e., not 
operational by April 2009), on May 24, 2010, the State approved a $25 
million loan for NYRA.  

Between 2006 and 2009, NYRA’s annual operating expenses totaled 
between $156.1 and $183.0 million, while its annual net revenues (i.e., 
its remaining revenues after paying bettors, pari-mutual taxes, racing 
purses and certain other required payments in support of the State’s 
racing industry) totaled between $143.5 and $154.3 million.  In each of 
those four years, NYRA incurred an annual operating deficit of between 
$8.9 and $34.3 million.  

About 40 percent of NYRA’s operating expenses are payroll-related 
(i.e., employee salaries and fringe benefits).  Other significant operating 
expenses include personal service contracts, advertising and promotions, 
and routine grounds work and maintenance.  NYRA’s revenues are 
generated primarily from on-site and off-site wagering on races held 
at its three racetracks, as well as simulcast wagering at NYRA facilities 
for races held at non-NYRA tracks.  Off-site wagering locations include 
New York State-based OTB parlors and other racetracks and wagering 
facilities both in and out of State.  

We assessed NYRA’s financial condition as of May 20, 2010, and we 
audited selected governance activities for the period September 12, 2008 
through March 31, 2010.  To accomplish our objectives, we reviewed 
NYRA’s independent certified financial statements for 2008 and 2009, 
NYRA’s supporting books of record, and NYRA’s internally prepared 
cash flow summaries and operating budgets.  We also interviewed 
NYRA officials and representatives of NYRA’s independent auditors, 
and reviewed the bankruptcy settlement agreement, renewed franchise 
agreement and selected expense transactions. 

We conducted our audit in accordance with generally accepted 
government auditing standards.  Those standards require that we plan and 

Audit Scope and 
Methodology
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perform the audit to obtain sufficient, appropriate evidence to provide 
a reasonable basis for our findings and conclusions based on our audit 
objectives.  We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 

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.  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 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 functions do not affect our 
ability to conduct independent audits or assessments of program 
activities.

This audit was performed pursuant to the State Comptroller’s authority 
under Article V, Section 1 of the State Constitution; Article II, Section 8 
of the State Finance Law; and Section 209 of the New York State Racing, 
Pari-Mutuel Wagering and Breeding Law.  

A draft copy of this report was provided to NYRA officials for their review 
and comment.  Their comments were considered in preparing this final 
report and are attached in their entirety at the end of the report.

NYRA officials agreed with most of our conclusions and all of our 
recommendations.  They also offered clarification on some of the issues 
addressed in our draft report.  The wording in this final report was revised 
to address those clarifications.

Within 90 days of the final release of this report, we request that 
NYRA officials report to the Governor, the State Comptroller, and the 
leaders of the Legislature and fiscal committees, advising what steps 
were taken to implement our report recommendations, and where our 
recommendations were not implemented, the reasons therefore. 

Major contributors to this report include Frank Patone, Michael 
Solomon, Stu Dolgon, Salvatore D’Amato, Anthony Carlo, Ira Lipper and 
Dana Newhouse.

Authority

Reporting 
Requirements 

Contributors to 
the Report

Audit Findings and Recommendations
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Audit Findings and Recommendations
According to NYRA’s cash flow projections for the 2010 calendar year, 
as of May 20, 2010, NYRA was projecting that it would run out of cash 
(i.e. not have sufficient cash to pay its operating expenses) in early June 
2010.  We reviewed these cash flow projections and the assumptions on 
which they were based.  We found that the projections appeared to be 
reasonable in all material respects.  We also note that the $25 million 
loan approved by the State on May 24, 2010 should enable NYRA to 
continue operations through the end of 2010.  However, it is also likely 
that NYRA will need additional financial assistance sometime in 2011 if 
the Aqueduct VLT facility does not become operational in the interim 
and it does not significantly curtail expenses.    

We identified several reasons for NYRA’s inability to remain solvent.  
Some of these reasons are due to factors that are largely beyond NYRA’s 
control, as follows: 

•	 Most of NYRA’s revenue is generated from wagers on horse races, and 
such wagering has steadily declined in recent years, both nationally 
and in New York State.  Between 2006 and 2009, nationwide wagering 
on horse races declined by 16.7 percent from $14.8 billion to $12.3 
billion.  Wagering on NYRA’s races has fared slightly better over the 
same period, having declined by 13.2 percent from $2.56 billion to 
$2.22 billion.  Still, this decline has made it more difficult for NYRA 
to generate enough revenue to cover its operating expenses.

•	 NYRA has yet to receive any revenue from the planned VLTs at 
Aqueduct Racetrack.  If the VLTs had been operational by April 2009, 
as anticipated, NYRA could have received more than $30 million in 
VLT revenue by June 1, 2010.  

•	 As of April 30, 2010, NYRA was owed $17.1 million by the New 
York City Off-Track Betting Corporation (NYC OTB).  This amount 
represents commissions owed to NYRA by NYC OTB for wagers 
placed on certain races at NYC OTB locations since early 2009.  
According to NYRA, this receivable is growing by an average of $1.7 
million per month. NYC OTB has not made these payments because 
of its own poor financial condition.  In June 2008, NYC OTB was 
taken over by the State to prevent it from being shut down by the 
City.  The organization then filed for its own bankruptcy protection 
in December 2009.  

Financial 
Condition

Reasons for 
NYRA’s Insolvency
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Just as importantly, NYRA has not sufficiently reduced its operating 
expenses.  We found that NYRA officials did not begin to make 
significant reductions in operating expenses until February 2010; more 
than a year after NYRA emerged from bankruptcy, when the pending 
contract for the racino facility at Aqueduct Racetrack was rejected by the 
State and NYRA officials acknowledged the fact that the anticipated VLT 
revenues would not be available anytime soon.  At this time, they began 
to reduce the purses for certain races and laid off 12 professional staff, for 
a combined projected annual savings of more than $5 million.  

Two other cost-reduction initiatives planned by NYRA officials at that 
time are estimated to save as much as $4.7 million a year: the closing 
of the Aqueduct training facility saving about $3.5 million annually, and 
the closing of Aqueduct’s back stretch security barn saving about $1.2 
million annually.  NYRA officials also informed us that they are looking 
to refocus their capital expenditures to allow for more operating cash in 
the immediate future.  

These actions should help NYRA in its efforts to balance its books, but 
we believe NYRA could, and should, have acted sooner and done more 
to reduce its operating expenses after emerging from bankruptcy in 
September 2008.  Had NYRA officials acted sooner, and more forcefully, 
to align operating expenses with actual net revenues, it might have 
deferred its cash crisis and reduced the amount of the financial assistance 
necessary from the State.  

NYRA’s eventual receipt of VLT revenues will undoubtedly relieve a 
significant amount of financial pressure and produce significant benefits 
in areas such as capital improvements and increased purses.  However, 
these additional revenues will not negate NYRA’s fiduciary responsibility 
to operate in a prudent, cost-effective manner.  In that regard, we have 
also identified additional opportunities for reductions in NYRA’s future 
operating expenses.   

For example, since emerging from bankruptcy, NYRA’s overall payroll 
costs have increased.  In 2008, NYRA’s payroll costs totaled $67.3 million 
for 1,273 employees; in 2010, payroll costs are budgeted at $69.2 million 
for 1,279 employees, a net increase of $1.9 million (2.8 percent).  We 
note that NYRA recently conducted an executive compensation analysis 
covering its seven most senior executives, who are paid about $2.5 million 
annually as shown in Exhibit A.  However, this analysis only included 
executive compensation and compared NYRA to other racing entities 
that operate under different corporate structures. More importantly, 
NYRA has not performed a formal staffing analysis to determine the 
optimal number of employees and salary scale for its other operations.  

Long-Term 
Actions to 
Promote Solvency
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Exhibit A

We recommend that such an analysis be performed and the staffing and 
salary be adjusted accordingly.  

In addition, in 2009, NYRA spent more than $6 million on contracts for 
personal and miscellaneous services.  However, NYRA does not require 
that the need for, and the price of, such contracts be formally justified with 
a documented analysis.  As a result, there is inadequate assurance that the 
contracts are necessary, and if necessary, that the prices are reasonable.  In our 
limited review of these contracts, we identified at least one contract that 
may not be necessary and at least one contract that may be overpriced, 
as follows: 

•	 In 2009, NYRA paid a media consultant more than $1 million for 
consulting services and the procurement of advertising, reportedly to 
secure favorable advertising rates.  However, we note that NYRA has 
its own media advertising department and has not provided us with 
documentation to evidence that the advertising rates secured by the 
consultant were in fact lower than what it could have secured on its own. 

•	 Pursuant to the State’s Racing Law and as ordered by the U.S. 
Bankruptcy Court, on July 25, 2007, NYRA hired an Integrity Counsel 
to help guide its management decisions.  NYRA hired the same law 
firm that had previously been appointed by the U.S. District Court to 
serve as its “Independent Private Sector Inspector General” (IPSIG) 
during a time when NYRA was under a federal indictment.  NYRA 
entered into a contract with this firm that provides for a minimum 
monthly fee of $125,000 or $1.5 million annually; approximately 50 
percent of the average monthly fee the firm had previously been paid 
to act as IPSIG.  However, based on our observations and review of 
the firms invoices illustrating actual hours of work and agreed to 
billing rates, it appears that it would be more cost-effective for NYRA 
to acquire these legal services on a pay-as-you-go basis, rather than 
under the current minimum fee arrangement. 

We analyzed the number of billable hours that the firm reported 
working for NYRA over the 17 months September 2008 through 
January 2010 and calculated the amount that the firm would have 
normally billed for these services based on its published hourly rates.  
Our analysis valued these services at about $1,771,274; or $451,691 
less than the $2.2 million actually paid by NYRA over the 17 month 
period. Potential savings could therefore approximately $320,000 
annually.  

We were informed that the contract payment terms we cite were 
approved by the U.S. Bankruptcy Court.  We were also told that 
the difference between the minimum monthly payments made by 
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NYRA, and the amount that would have been billed to NYRA each 
month based on actual hours worked and the agreed upon hourly 
rates, is carried forward as a monthly credit to be absorbed by any 
future invoices for months where the actual hours and rates might 
exceed the monthly minimum (e.g., during the Saratoga season).  The 
monthly minimum was also developed to ensure that NYRA would 
not be in a position to control the amount of work deemed necessary 
by the firm.  Further, the firm is committed to providing NYRA with 
professional services up to the unabsorbed value of the accumulated 
credit upon expiration of the contract.

We respect the necessary independence of the firm and the need to 
have the payment for its work guaranteed.  However, we also note 
that our invoice review period accounted for the 2009 Saratoga racing 
meet at which time the accumulated credit of $488,027 was reduced 
to a credit of $386,545 – still a substantial amount.  We have not seen 
any evidence that the 2010 Saratoga season would incur significantly 
greater costs.  Further, based on NYRA’s current financial condition, 
the firm’s commitment to provide NYRA with future professional 
services up to the amount of the accumulated credit does not help 
NYRA’s actual cash position.  Only applying the accumulated credits 
on a month to month basis would accomplish that.  We recommend 
NYRA and the firm revisit the payment terms of the contract to 
ensure that the billing arrangement is appropriate for maintaining the 
objectives for the Integrity Counsel as well as the financial stability of 
NYRA.     

We also question the economy and necessity of one of the services NYRA 
provides to the horse owners and trainers participating in its meets.  We 
found NYRA routinely transports horses between its three tracks at no 
cost to the owners and trainers.  NYRA incurs about $900,000 in staffing 
and contractor costs annually to provide this service.  According to NYRA 
officials, the service is a courtesy to the owners and trainers in an effort 
to encourage them to participate in NYRA races.  NYRA also notes that 
several major track operators, such as Gulfstream and Santa Anita, also 
perform this service.  We recommend that NYRA evaluate whether, and 
to what extent, this practice is necessary for NYRA to remain competitive. 
Depending on the results of this evaluation, NYRA may need to consider 
either charging a fee for the service or discontinuing it.  

Some of the savings opportunities we identified from just our limited 
review represent relatively immediate opportunities that NYRA can 
act on quickly to begin saving money, such as the $900,000 in horse 
transportation costs and over $320,000 in annual legal fees.  Others, 
including reductions in payroll costs and service contracts, are longer 
term opportunities that will require more detailed analysis and planning 



                                     
Division of State Government Accountability    19

by NYRA, which should begin with an internal examination of its 
expenses and the degree to which its operations deviate from standard 
industry practices. 

1. Develop a business plan that aligns NYRA’s operating expenses 
with its actual net revenues; implement the plan; monitor NYRA’s 
adherence to the plan; and promptly take corrective action if the 
operating expenses routinely exceed the net revenues.  

2. Prepare a staffing analysis for each NYRA department to determine 
the optimal number of employees and salary for that department, and 
adjust the staffing accordingly. 

3. Justify with documented analysis the need for, and the price of, 
all existing and future prospective contracts for personal and 
miscellaneous services; modify or discontinue the existing contracts 
that cannot be justified; and do not enter into prospective contracts 
that cannot be justified.  Monitor contract awards to determine 
whether the contracts have been appropriately justified, and take 
corrective action if this is not the case.  

4. Evaluate whether, and to what extent, the practice of transporting 
horses between NYRA tracks at no cost is necessary for NYRA to 
remain competitive and, depending on the results of the evaluation, 
consider either charging a fee for the service or discontinuing it.

5. Identify the extent to which other NYRA operations and services 
deviate from standard industry practices and evaluate whether such 
departures are necessary and cost-effective.   

Recommendations
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1

Exhibit A 

New York Racing Association Inc. 
Schedule of Senior Executive Compensation 

Senior Executive Position

Salary Level 
Before

Bankruptcy
(2007)

Current
Annual

Compensation
(2010)

Chief Executive Officer $  422,129 $  460,000
Chief Operating Officer              n/a 440,000
General Counsel 398,484 413,000
Chief Financial Officer 221,290 325,000
Chief Administrative Officer 279,290 295,000
Chief Information Officer          n/a 260,000
Vice President - Human Resources & Labor 242,895 255,000

Total $ 2,448,000

(n/a – Prior year information is derived from NYRA’s 2007 corporate income tax returns.  Because 
certain positions were not filled for the full year, the associated salaries reported on the return are not 
comparable and are therefore not presented.)  
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Agency Comments

Agency Comments
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* See State Comptroller’s Comments, page 33.
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State Comptroller’s Comments

1. Our final report has been revised to reflect the total services received by NYRA for the 
$1 million paid to this contractor.

2. Our final report was revised to note that, according to NYRA, several other track 
operators perform a similar horse vanning service.

3. We revised our final report to reflect the additional information we received on this 
topic from NYRA’s Board of Trustees after issuing our draft report. 


