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To the Citizens of the City of New York 
 
 
Ladies and Gentlemen: 
 
In accordance with the responsibilities of the Comptroller contained in Chapter 5, §93, of 
the New York City Charter, my office has audited the compliance of Astoria Studios 
Limited Partnership II (Astoria) with the terms of its agreement with the New York City 
Economic Development Corporation. 
 
Under the provisions of the agreement, Astoria is required to pay the City base rent, tax 
rent, and a percentage of net income as additional rent for the exclusive use of a motion 
picture and television studio in Astoria, Queens.  We audit private concerns under contract 
with the City such as this to ensure that they comply with the  terms of their agreements, 
properly report revenue, and pay all fees due the City. 
 
The results of our audit, which are presented in this report, have been discussed with 
Astoria and EDC officials, and their comments have been considered in preparing this 
report.  Their complete written responses are attached to this report. 
 
I trust that this report contains information that is of interest to you.  If you have any 
questions concerning this report, please e-mail my audit bureau at 
audit@Comptroller.nyc.gov or telephone my office at 212-669-3747. 
 
 
Very truly yours, 
 

 
William C. Thompson, Jr. 
 
WCT/fh 
 
 
Report:    FM06-115A 
Filed:       June 29, 2007  
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Audit Report on the Compliance of 
Astoria Studios Limited Partnership II 

With Its Lease Agreement 
 

FM06-115A  
 

AUDIT REPORT IN BRIEF 
 

This audit determined whether Astoria Studio Limited Partnership II (Astoria) accurately 
reported its net income, paid all rent due, and complied with certain major non-revenue terms of 
the lease agreement. 

 
On September 1, 1982, the City of New York entered into a lease agreement with Astoria 

Studios Inc., through the City’s Public Development Corporation, now known as the Economic 
Development Corporation (EDC), to restore, expand, and manage motion picture and television 
studios in Astoria, Queens.  The lease was assigned to Astoria on November 27, 1985. 

 
Astoria generates most of its operating revenues from leasing offices and stages at the 

Astoria Studios to film industries and commercial businesses.  In calendar year 2005, Astoria 
generated approximately $6.9 million in revenues and reported a net loss of $3.2 million; net 
income is the basis for ascertaining additional rent due the City, as defined by the lease 
agreement.  EDC is responsible for overseeing the lease agreement. 

 
For calendar year 2005, the lease agreement requires Astoria to pay the City $350,004 in 

base rent and $645,643 in tax rent.  The agreement also requires Astoria to pay an additional rent 
equivalent to 17.5 percent of net income.  The additional rent is payable within 120 days after the 
end of each year. 

 
 

Audit Findings and Conclusions 
 

Astoria paid all rents due in a timely manner and maintained sufficient insurance coverage.  
However, Astoria underreported its net income by $591,704.  The underreporting was the result of 
reporting improper deductions and by including administrative expenses pertaining to other 
businesses and attributing them to the Astoria Studios.  Since Astoria reported a net loss of $3.2 
million on its schedule of Calculation of Additional Rent submitted to EDC, the underreported net 
income did not result in any additional rents due the City.  In addition, Astoria did not pay water and 
sewer charges since 1995, or name the City and EDC as additional insureds under its excess liability 
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policy as require; nor did it submit audited financial statements and additional-rent-due calculations 
to EDC in a timely manner. 

 
 

Audit Recommendations 
 

The audit recommended that Astoria should: 
 
• Accurately calculate net income and additional rent payments in accordance with the 

terms of the lease agreement. 
 

• Develop a formalized method of allocating administrative expenses incurred by 
Kaufman Astoria Studios Inc. (KASI) for managing the Astoria Studios. 

 
• Maintain documentation to support the allocation of administrative expenses incurred 

by KASI. 
 

• Ensure that any retroactive and subsequent water and sewer charges are promptly 
paid.  

 
• Ensure that all liability insurance policies continue to name the City and EDC as 

additional insureds. 
 

• Submit audited financial statements and additional rent calculation to EDC within 
120 days from the close of its fiscal year. 

 
 
EDC should: 
 
• Review the allocation method developed by KASI to ensure its administrative 

expenses are properly allocated to Astoria Studios. 
 
• Ensure that Astoria complies with the recommendations in this report. 
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INTRODUCTION 
 
Background 
 

On September 1, 1982, the City of New York entered into a lease agreement with Astoria 
Studios Inc., through the City’s Public Development Corporation, now known as the Economic 
Development Corporation (EDC). The purpose of the agreement is to restore, expand, and 
manage motion picture and television studios in Astoria, Queens.  The lease agreement was 
subsequently assigned to Astoria Studios Limited Partnership on September 22, 1982, and then 
to Astoria Studios Limited Partnership II (Astoria) on November 27, 1985. The agreement will 
expire in calendar year 2049. 

 
Astoria generates most of its operating revenues from leasing offices and stages at the 

Astoria Studios to film industries and commercial businesses.  In calendar year 2005, Astoria 
generated approximately $6.9 million in revenues and reported a net loss of $3.2 million. Net 
income is the basis for ascertaining additional rent due the City, as defined by the lease 
agreement.  EDC is responsible for overseeing the lease agreement. 

 
For calendar year 2005, the lease agreement requires Astoria to pay the City $350,004 in 

base rent (payable in 12 monthly installments) and $645,643 in tax rent, which is billed quarterly 
by the Department of Finance.  The agreement also requires Astoria to pay an additional rent 
equivalent to 17.5 percent of net income.  The additional rent is payable within 120 days after the 
end of each year.   

 
 

Objectives 
 

The audit’s objectives were to determine whether Astoria: 
 
• accurately reported its net income and paid all rent due under the lease agreement; 

and 
 
• complied with certain major non-revenue terms of the lease agreement (i.e., 

maintained proper insurance and paid water and sewer charges). 
 
 
Scope and Methodology 
 

The scope period of the audit was calendar year 2005.  To achieve our objectives, we 
reviewed and abstracted the lease agreement and its amendments.  We also interviewed EDC 
officials to understand their respective roles in monitoring compliance with the terms of the 
agreement and collection of the rents due. 

 
To obtain an understanding of Astoria’s operations and internal controls over its 

operations, we interviewed the controller, catering manager, stage manager, and accounting 
staffs.  We also reviewed Astoria’s accounting procedures, conducted a walk-through of its 
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operations, and observed the processing of billing and payment transactions through its 
accounting system (ACCPAC).  We documented our understanding of the operations through 
written narratives. 

 
To ensure that Astoria properly reported its revenues, we judgmentally selected 

December 2005, the month with the highest billing amount, for our audit testing.  We examined 
the December invoices to determine whether each invoice was consecutively numbered and 
accounted for.  We then reviewed the accuracy of the supporting documentation for 
miscellaneous charges (utilities, parking, and other service charges) and traced the invoiced 
amounts to the general ledger to determine whether all revenues were properly recorded.  
Finally, we reconciled all the checks to the deposit slips and the bank statements to determine 
whether all payments were properly deposited. 

 
To determine whether all tenants had valid leases and whether the amounts billed by 

Astoria were accurate, we reviewed all 34 tenant leases and their supporting documentation. 
 
To determine whether Astoria accurately reported “Other Than Personal Service” 

expenditures for calendar year 2005, we judgmentally selected the month of December 2005 (the 
month with the most revenue activity) and reviewed all 301 transactions totaling $988,293—14 
percent of the $7.1 million expended. We traced the expenditures from the general ledger to the 
general journals and then to the source documents (invoices, purchase orders, check stubs and 
bank statements). 

 
To ensure that payroll expenses were accurately reported, we again judgmentally selected 

December 2005 as our sample period.  We compared the payroll expenditures from payroll 
summary and payroll register reports to the payroll expenditures in the general ledger.  In 
addition, we obtained and reviewed the employees’ timesheets to check whether all timesheets 
were properly approved and work hours stated in the timesheets were consistent with the hours 
stated in the payroll register report.  In addition, we reviewed employees’ personnel files to 
determine whether employees were paid in accordance with their personnel records. 

 
To assess the accuracy of Astoria’s consolidated financial statements, we traced the 

revenues and expenses from the trial balance to the financial statements.  In addition, we 
reviewed the worksheets and the underlying supporting documentation (managing agreement, 
mortgage agreement, partnership agreements, and partners’ investment files) used for calculating 
the additional rent to determine whether Astoria accurately calculated the additional rent due. 

 
We obtained the canceled checks for all rent payments and determined whether base and 

tax rents were paid on time and the amounts paid were accurate in accordance with the terms of 
the lease agreement. 

 
We determined whether the required insurance policies were active and the coverage 

amounts complied with the terms of the lease agreement.  We reviewed billing records for 
Astoria water and sewer charges maintained by the Department of Environmental Protection to 
ascertain whether Astoria paid all the charges. 
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The results of our tests, while not projectable to all of Astoria’s revenue and expenses, 
provided us a reasonable basis to evaluate the appropriateness of the amounts reported and the 
fees paid to the City.  

 
This audit was conducted in accordance with generally accepted government auditing 

standards (GAGAS) and included tests of the records and other auditing procedures considered 
necessary.  This audit was performed in accordance with the audit responsibilities of the City 
Comptroller as set forth in Chapter 5, §93, of the New York City Charter.  
 
 
Discussion of Audit Results 
 
 The matters covered in this report were discussed with Astoria and EDC officials during 
and at the conclusion of this audit.  A preliminary draft report was sent to these officials and 
discussed at an exit conference held on March 19, 2007.  On March 30, 2007, we submitted a 
draft report to Astoria and EDC officials with a request for comments.  On April 12, 2007, and 
April 20, 2007, we received written responses from EDC and Astoria officials, respectively. 
 
 Although Astoria agreed with certain aspects of our findings, it disagreed with the 
amounts of our audit exceptions and did not respond to any of the audit’s recommendations.  
 
 EDC officials agreed with the audit’s recommendations and stated that “EDC will ensure 
that Astoria Studios complies with the recommendations set forth in the audit report.” 
 
 The specific issues raised by Astoria and our rebuttals are included within the relevant 
sections of this report.  The full texts of the responses received from Astoria and EDC are 
included as addenda to this report. 
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FINDINGS 
 

 Astoria paid all rents due in a timely manner and maintained sufficient insurance coverage.  
However, Astoria underreported its net income (the basis for ascertaining additional rent payments 
due the City) by $591,704.  This was due to reporting improper deductions and by including 
administrative expenses pertaining to other businesses and attributing them to the Astoria Studios.  
Since Astoria reported a net loss of $3.2 million on its schedule of Calculation of Additional Rent 
submitted to EDC, the underreported net income did not result in any additional rents due the City.  
In addition, Astoria did not pay water and sewer charges since 1995 or name the City and EDC as 
additional insureds under its excess liability policy, as required; nor did it submit audited financial 
statements and additional-rent-due calculations to EDC in a timely manner. 

 
These issues are discussed in greater detail in the following sections of this report. 
 

 
Improper Deductions and Exclusion 
Resulted in Underreported Net Income 
 

Astoria did not properly calculate its net income, which is the basis for ascertaining the 
amount of the “additional rent” owed to the City, on its schedule of Calculation of Additional 
Rent.  We identified the following improper deductions and exclusion to net income totaling 
$591,704: 

 
• $465,153 for excessive deductions of principal and interest.  The lease agreement 

permits Astoria to deduct from net income principal and interest for the permitted 
mortgage that does not exceed $13 million.1 Since the mortgage exceeds $13 million, 
deductible principal and interest amounts must be pro-rated.  Although Astoria’s 
actual $19 million mortgage exceeded the $13 million threshold, it deducted from net 
income $1,472,984, the entire amount of the principal and interest.  We calculated 
that the pro-rated amount of principal and interest that should have been deducted 
totaled $1,007,831—$465,153 less than what Astoria actually deducted. 

 
• $44,393 in unapproved financing charges.  Astoria improperly deducted interest 

payments to finance items such as a line of credit, construction loans, etc. According 
to the lease agreement, any amounts payable as interest on and the principal payments 
of all debts are excluded expenses and cannot be deducted when calculating net 
income. These deductions are not allowed unless Astoria obtains EDC’s approval, as 
required by the lease agreement. 

 
Astoria Response: “The $44,393 in finance charges are for normal and includable 
operating expenses.  Furthermore, these finance charges are only excludable if the 
interest rate is greater than 13% as per the excluded expenses definition of the Lease.” 
 

                                                 
1 According to the seventh amendment of the lease agreement, the definition of a permitted mortgage is one 
mortgage or two mortgages collectively made by Astoria that do not exceed $20,000,000. 
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Auditor Comment: Astoria’s position that all finance charges are normal operating 
expenses that can be deducted when calculating net income is not supported by the lease. 
The lease defines excludable expenses (those expenses that cannot be deducted when 
calculating net income) as any amounts payable as interest on and the principal payments 
of all debts other than the permitted and the UDAG (Urban Development Action Grant) 
mortgages.  Consequently, those finance charges (i.e., lines of credit, construction loans, 
and installment payments of insurance premiums) deducted by Astoria when calculating 
net income are not allowed unless Astoria obtains EDC’s approval. 
 
 
• $66,598 for a subsidiary’s business expenses.   Astoria improperly deducted a 

subsidiary entity’s (KAS Production Center) business expenses that did not pertain to 
the Astoria Studios.  The lease agreement permits Astoria to deduct expenses that are 
“reasonable and necessary day-to-day cost and expenses in connection with the 
premises.”  However, the subsidiary’s expenses, such as $60,090 in real estate tax and 
$1,000 in corporation tax, related to an off-premise facility cannot be deducted from 
net income. 

 
• $15,560 of miscellaneous income excluded.  Our review indicated that miscellaneous 

income generated through the ordinary operations of Astoria Studios was 
underreported.  The lease agreement defined gross income as all income, revenue, 
and receipts from or with respect to the ownership, operation, and/or maintenance of 
the premises.  Accordingly, that income should have been reported as operating 
income.   

 
Astoria Comment: “Per our Financial Statements all income is reported.  With regard to 
the Additional Rent Calculation there are allowable exclusions to revenue (i.e. insurance 
reimbursement for loss or damages) which have been shown.” 
 
Auditor Comment: Although the lease does allow for certain exclusions from income, 
Astoria did not provide adequate documentation to support its claim that the $15,560 in 
miscellaneous expenses should be excluded from income. Further, our review of 
Astoria’s miscellaneous income account and available documentation found that the 
$15,010, or 96.5 percent of the $15,560 in miscellaneous income, was generated through 
the ordinary operations of Astoria Studios and should have been included in its 
calculation of net income and in its calculation of additional rent. Specifically, we found 
that $14,624 of the $15,560 was related to deferred income it received from a tenant in a 
prior period and recognized as income in 2005. In addition, Astoria billed a production 
company tenant $386 for photocopying services.   
 
• Improper allocation of expenses.  Under the terms of an agreement between Astoria 

and an affiliate entity, Kaufman Astoria Studio, Inc. (KASI), Astoria must reimburse 
KASI for all administrative expenses associated with managing the Astoria Studios.  
If KASI manages other businesses, it should charge Astoria only that portion of the 
expenses pertaining to the Astoria Studios.  Our review found that KASI also 
manages other affiliated businesses (such as KAS Music and Sound, LLC and Studio 
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Annex), but charged Astoria for 100 percent of all KASI administrative expenses.  
Since Astoria does not allocate the KASI administrative expenses between the 
entities, we could not determine the amount that should have been charged to Astoria. 
Consequently, Astoria’s net income was understated, which resulted in an incorrect 
calculation when ascertaining additional rent due. 

 
Astoria Comment: “We disagree with the statement that KASI manages other affiliated 
businesses (such as KAS Music and Sound, LLC and Studio Annex, aka Media Realty 
Group) but charged Astoria for 100 percent of all the KASI administrative expenses.  In 
fact, KAS Music and Sound, LLC has their own payroll and administrative expenses.  
Media Realty Group receives a monthly bill of approximately 3% as its share of the total 
KASI payroll expenses and has their own administrative expenses.  (See Exhibit 1, 
billing to Media Realty Group.)” 
 
Auditor Comment: While Astoria responded that Media Realty Group receives a monthly 
bill of approximately three percent as its share of KASI payroll expenses, it is unclear 
how Astoria arrived at this amount.  Although Astoria provided an invoice with its 
response (see Addendum I, page 4) indicating that an “ALLOCATION OF PAYROLL 
RELATED EXPENSES—JAN 2005” totaling $3,750 existed between Astoria and Media 
Realty Group, it did not provide an explanation as to how this amount was determined. 
Had Astoria provided adequate documentation indicating how the allocation of expenses 
was determined, we may have allowed this deduction.  In any case, we are pleased that 
EDC responded that it will continue to review and monitor the allocation method 
developed by KASI to ensure that its administrative expenses are properly allocated to 
Astoria Studios. 
 
 Since Astoria’s calendar year 2005 income was offset by a reported loss of $3.2 million, 

the audit identified underreporting of $591,704 in net income did not result in any additional 
rents due the City. The subsequent years’ operations, however, may not necessarily result in 
business losses. Therefore, to bring Astoria into compliance with the agreement, it must report 
income and expenses accurately on its schedule of Calculation of Additional Rent and calculate 
its net income in accordance with the lease agreement to ensure that it pays the City any 
associated additional rent payments. 

 
 

Compliance Issues 
 
Water and Sewer Use Not Paid 

 
Astoria did not pay for water and sewer use since 1995 as required by the lease 

agreement.  The failure to pay for water and sewer charges is attributed to Astoria’s failure to 
contact the City’s Department of Environmental Protection (DEP) and inquire as to why Astoria 
was no longer being billed for water and sewer use. According to §4.01 of the agreement, 
Astoria agrees to pay all water, water meter and sewer rents, rates, and charges. 
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After we reviewed Astoria’s billing and payment history on DEP’s Customer Information 
System, we found that Astoria’s accounts were listed as City-owned and water and sewer bills 
were not being generated.  Once we informed DEP of this problem, DEP dispatched an inspector 
to the property, tested the meters, and adjusted the billing information. Subsequently, DEP billed 
Astoria’s account (No. 10005-25755-001) $135,237 for water and sewer use from April 21, 
2002, to April 21, 2006.  However, New York Water Board rules preclude DEP from billing 
customers for water and sewer use that is more than four years old.  Accordingly, the City will be 
unable to recoup an estimated $200,610 in payments for Astoria’s water and sewer use from 
1995 to April 2002.  It should be noted that Astoria paid the $135,237 billed in installments, the 
last payment being received by DEP on November 14, 2006.  

 
DEP has been unable to generate additional water and sewer bills for a second Astoria 

account (No. 60005-25756-001) because the meters are inoperable. According to DEP, once new 
meters are installed, DEP will monitor Astoria’s water and sewer use over a 45-day period and 
will generate a retroactive bill.  

 
Notwithstanding these billing problems, Astoria was definitely aware of its obligation to 

pay for water and sewer use, as its general ledger contains deductions from net income for 
monthly water and sewer accruals.  Although Astoria continued to deduct these charges, it did 
not attempt to obtain billing statements from DEP.   

 
Astoria Comment: “It should be noted that Astoria paid the $135,237 billed in 

installments as allowed by DEP, the last payment for this invoice was received by DEP on 
November 14, 2006. All bills have since been paid in full and are current. . . .  DEP has installed 
new meters for a second Astoria Account (No. 60005-25756-001) because the meters were found 
to be inoperable.  DEP has since generated new billing which has been paid in full by Astoria in 
a timely manner.” 

 
Auditor Comment: Astoria’s response concerning the installation of new meters for a 

second account, which subsequently would lead to Astoria receiving new bills and making full 
payments in a timely manner, is somewhat disingenuous. A May 25, 2007 e-mail received from a 
DEP representative informed us that “the meter exchanges are not completed. The exchange of 
meters at the Astoria Studios location is a more arduous process than originally portrayed. . . . It 
appears there are corrective measures that need to be taken by the property owner/operator 
before at least one or both of the remaining meters can be replaced.  The property is used in 
manners far from the 1970-80’s configuration of the original water system; retrofitting the 
meters to current use requires the cooperation of the studio management.”     

 
Once again, we question Astoria’s intent to abide by the terms of its lease. We are 

extremely concerned that had we not contacted DEP directly, Astoria may not have resolved the 
issue affecting DEP’s ability to generate an accurate water and sewer bill.  To ensure that the 
corrective action is taken by Astoria, we forwarded DEP’s May 25, 2007 e-mail to EDC and 
spoke with EDC officials who have assured us that they will address the issue.  
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Lack of Insurance Endorsement 
 

Our review of Astoria’s liability insurance policies indicated that the City and EDC were 
not endorsed as additional insured entities under the excess liability policy, as required by §7 of 
the lease agreement .  Additional insured status is important in order to provide coverage for the 
City in the event of any insurance claim. 

 
After the March 19, 2007 exit conference, Astoria officials provided a copy of its current 

insurance certificate indicating that the City and EDC are now named as additional insureds for 
general and excess liability. 
 

Astoria Comment: “NYC and EDC were and are properly covered as additional insured, 
under the ‘Umbrella’ policy.” 

 
 

Late Submission of Financial Statements and 
Additional Rent Calculations 
 

Astoria did not submit for calendar year 2005 audited financial statements and calculation 
of additional rent due EDC in a timely manner.  Lease agreement §38.01 and §3.02 require 
Astoria to submit this documentation within 120 days after the end of each calendar year.  
However, Astoria did not submit the required documents until it received a letter from EDC 
dated August 30, 2006—242 days after the end of calendar year 2005.  It should also be noted 
that EDC officials informed us that Astoria prior years’ submissions were similarly late.   

 
Astoria Comment: “ASLP II [Astoria Studio Limited Partnership II] has submitted draft 
audited financials to the City in a timely fashion.  Generally, the response in the form of a 
Certificate of No Default by the City has taken four to six months and on occasion even 
longer.  Our auditors cannot issue the final financials without this document from the 
City.  Upon receipt from the City, ASLP II has submitted the final financials within 30 
days.” 
 
Auditor Comment: According to the lease, Astoria is to submit audited financial 
statements and calculation of additional rent to EDC within 120 days after the end of 
each calendar year.  The lease does not allow for the submission of “draft” financial 
statements pending EDC’s issuance of a Certificate of No Default. Consequently, Astoria 
cannot shift blame to EDC for failing to issue a certificate that it is not legally required to 
issue.  
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RECOMMENDATIONS 
 
Astoria should: 
 
1. Accurately calculate net income and additional rent payments in accordance with the 

terms of the lease agreement. 
 

2. Develop a formalized method of allocating administrative expenses incurred by 
Kaufman Astoria Studios Inc. (KASI) for managing the Astoria Studios. 

 
3. Maintain documentation to support the allocation of administrative expenses incurred 

by KASI. 
 
4. Ensure that any retroactive and subsequent water and sewer charges are promptly 

paid.  
 

5. Ensure that all liability policies continue to name the City and EDC as additional 
insureds. 

 
6. Submit audited financial statements and additional rent calculation to EDC within 

120 days from the close of its fiscal year. 
 
Astoria Response: Astoria officials did not response to the recommendations in the 
report. 
 
 
EDC should: 
 
7. Review the allocation method developed by KASI to ensure that its administrative 

expenses are properly allocated to Astoria Studios. 
 
EDC Response: “EDC will continue to review and monitor the allocation method 
developed by KASI to ensure that its administrative expenses are properly allocated to 
Astoria Studios.” 
 
8. Ensure that Astoria complies with the recommendations in this report. 
 
EDC Response: “EDC will ensure that Astoria Studios complies with the 
recommendations set forth in the audit report.” 




























