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Division of State Government Accountability

State of New York
Office of the State Comptroller

June 30, 2010

Mr. Jay Walder
Chairman and Chief Executive Officer
Metropolitan Transportation Authority
347 Madison Avenue
New York, NY 10017-3739

Dear Chairman Walder:

The Office of the State Comptroller is committed to helping State agencies, public authorities 
and local government agencies manage government resources efficiently and effectively and, 
by so doing, providing accountability for tax dollars spent to support government operations.  
The Comptroller oversees the fiscal affairs of State agencies, public authorities and local 
government agencies, as well as their compliance with relevant statutes and their observance 
of good business practices.  This fiscal oversight is accomplished, in part, through our audits, 
which identify opportunities for improving operations.  Audits can also identify strategies for 
reducing costs and strengthening controls that are intended to safeguard assets. 

Following is a report of our audit of the MTA’s Real Estate Portfolio.  This audit was performed 
pursuant to the State Comptroller’s authority under Article X, Section 5 of the State Constitution 
and Section 2803 of the Public Authorities Law.  

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations and in meeting the expectations of taxpayers.  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
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

Audit Objectives

Our objectives were to determine whether the Metropolitan Transportation Authority (MTA) 
fully and accurately accounts for its real estate holdings, has established a value for those 
holdings, and manages the holdings in a manner that maximizes revenue opportunities.  
 
Audit Results - Summary

The MTA, which provides public transportation in and around the New York City metropolitan 
area, has a vast portfolio of real estate and related property rights under its control.  Like other 
public authorities in New York State, the MTA is required by law to publish, at least annually, 
a report listing all its real property.  However, we found that the MTA does not publish such a 
report.  As a result, the MTA’s vast real estate holdings have not been subject to the intended 
level of public accountability and transparency.  

The MTA’s Real Estate Department attempted to provide us with a complete and accurate listing 
of the MTA’s real estate holdings, but was unable to do so, as the listing contained numerous 
omissions and inaccuracies. For example, 148 rental units listed as vacant were in reality not 
presently owned by the MTA.  Part of the reason for the omissions and inaccuracies is the 
fragmentation of the MTA’s real estate records, as the MTA has no single system to account for 
its portfolio of real estate assets. We recommend the MTA improve its real estate records and 
publish the property listing required by law.  

While the MTA estimates the current value of some of its real estate holdings, it makes no 
attempt to estimate the value of many holdings.  We recommend the MTA establish a value for 
all its real estate holdings and record that value in its real estate records.  

The MTA leases space in its buildings to retailers and other tenants, sells advertising space 
in its buildings and trains to businesses, and leases and licenses portions of its properties for 
various uses.  According to the MTA, the rental revenue from these activities totals about $199 
million annually.  We identified a number of opportunities for the MTA to increase it revenues 
and reduce its costs, and thus increase its net income, from its real estate operations.  

Executive Summary
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For example, many of the rental units that were vacant at the time of our audit had not been 
actively marketed by the MTA, even though some of the units had been vacant for years.  For 
example, six large rental units in the 42nd Street/Sixth Avenue subway station at Bryant Park 
had been vacant since the property was renovated in 2004.  We recommend that the MTA 
more actively market such units and develop a strategic marketing plan to guide its marketing 
efforts.  We also found that the MTA does not always market its rental units competitively to 
ensure that the rents paid are in line with market values, and does not charge interest and late 
fees when rent payments are late.  At the time of our audit, approximately 1,000 of the MTA’s 
tenants had been in arrears on their rent for more than one month. 

We further found that the MTA has not tried to sell the rights to the space above certain of 
its properties, even though a consultant hired to find revenue-generating real estate disposals 
valued the rights at more than $12 million; has spent more than $6 million to maintain one 
vacant and one nearly vacant building, because the renovation of one building and sale of the 
other have been delayed; pays more than $600,000 a year in real estate taxes on properties it 
leases from others, without trying to exercise its status as being exempt from such taxes; and 
routinely leases space from others at an annual cost of about $25 million without documenting 
whether its own vacant space would meet its needs.  

Our report contains a total of 12 recommendations for improving the MTA’s real estate 
operations.  

MTA officials replied to our report that the new Chairman and CEO has mandated an overhaul 
of the way MTA does business, reducing costs and increasing efficiency in every part of our 
operation.  This new way of doing business is equally important for their real estate operations.  
They indicated MTA Real Estate generates a significant amount of revenues, but they must 
do more to identify new opportunities to maximize revenue potential and be prepared as the 
economy improves.  They stated that because they are in the midst of an overhaul, our draft 
audit report of Real Estate Department (RED) practices is a timely one.   However, they do not 
agree with all of our recommendations.  

This report, dated June 30, 2010,  is available on our web site at: http://www.osc.state.ny.us.
Add or update your mailing list address 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
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Introduction

The Metropolitan Transportation Authority (MTA) provides public 
transportation in and around the New York City metropolitan area. The 
MTA includes the following seven constituent agencies: 

• New York City Transit (Transit), which operates the New York City 
bus and subway systems.

• The Long Island Rail Road (LIRR), which operates a commuter 
railroad between New York City and Long Island.

• Metro-North Railroad (Metro-North), which operates a commuter 
railroad between New York City and parts of upstate New York and 
Connecticut.

• The MTA Bus Company, which provides bus service in certain parts 
of New York City.

• Long Island Bus, which provides bus service on Long Island.

• MTA Bridges and Tunnels, which operates seven bridges and two 
traffic tunnels in New York City.

• MTA Capital Construction, which manages certain MTA capital 
projects.

The MTA is governed by a Board of Directors, whose 17 members are 
nominated by the Governor and confirmed by the Senate.  The MTA 
also includes a Headquarters, which provides administrative support for 
the seven constituent agencies.  MTA Headquarters and the constituent 
agencies account for an annual operating budget of about $12.9 billion, 
including salaries for about 71,700 employees.

The MTA and its constituent agencies have a vast portfolio of real 
estate and related property rights under their control.  Included among 
these real estate holdings are buildings, commuter parking lots, retail 
establishments, billboards for advertisements, the right to make use of 
the space above certain properties (air rights), and others.  The MTA’s 
inventory of real estate holdings lists hundreds of units of property and 
property rights. The MTA has not estimated the total current value of 
these units.  

MTA Headquarters includes the MTA Real Estate Department, which 
has overall responsibility for managing the MTA’s real estate portfolio.  
This includes acquiring properties as well as licensing, leasing and 

Background

Introduction
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selling properties.  The Real Estate Department has a staff of 52 with an 
associated annual budget of about $12.4 million including $5.2 million in 
payroll costs.  The Real Estate Department also contracts with six firms 
to perform certain marketing and tenant management duties at various 
locations, at an annual cost of about $6.9 million.  For example, one firm 
provides management services at Grand Central Terminal, while another 
firm provides administrative, billing, accounting, site management and 
inspection services for various other properties.

Our audit objectives were to determine whether the MTA fully and 
accurately accounts for its real estate holdings, has established a value for 
those holdings, and manages the holdings in a manner that maximizes 
revenue opportunities.  Our audit scope covered the period January 
1, 2005 through August 31, 2009.  To accomplish our audit objectives, 
we interviewed officials from the MTA Real Estate Department, as well 
as employees of the tenant management firms contracted by the Real 
Estate Department (RED).  We also reviewed Real Estate Department 
Policies and Procedures for Licensing-Out, Leasing-Out and Sale of Real 
Property.  In addition, we visited and observed selected MTA properties, 
and analyzed documentation and data provided to us by the Real 
Estate Department and the tenant management firms.  Our sampling 
methodologies are described in the body of the report.  

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

We performed this audit pursuant to the State Comptroller’s authority 
as set forth in Article X, Section 5 of the State Constitution and Section 
2803 of Public Authorities Law. 

Audit 
Scope and 
Methodology

Authority
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A draft copy of  this report was provided to  MTA officials for their review 
and comment.  Their comments were considered in the preparation of 
this final report and are included at the end of this report. 

Within 90 days after final release of this report, as required by Section 170 
of the Executive Law, the Chairman of the Metropolitan Transportation 
Authority 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.  

Major contributors to this report were Carmen Maldonado, Robert 
Mehrhoff, Erica Zawrotniak, Daniel Raczynski, Nancy Zgaljardic, 
Elizabeth Norniella, Lillian Fernandes, and Dana Newhouse. 

Reporting 
Requirements

Contributors 
to the Report
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Audit Findings and Recommendations

According to Section 2896 of the New York State Public Authorities Law, 
each public authority is to publish, at least annually, a report listing (1) 
all its real property and (2) all the real property disposed of during the 
reporting period, with the sale price and name of the purchaser for each 
property.

We examined whether the MTA was complying with this requirement 
and found that it was not. While the MTA had published a report on 
property disposals for 2005, 2006, 2007 and 2008, it had not published 
a report listing the real property under its control for any of these four 
years. As a result, the MTA’s vast real estate holdings have not been subject 
to the intended level of public accountability and transparency.  MTA 
officials told us that they were not aware of this reporting requirement.  
We recommend the MTA comply with this requirement in the future.  

During our audit field work, the Real Estate Department attempted to 
provide us with a complete and accurate listing of the MTA’s real estate 
holdings, but was unable to do so.  For example, the listing provided 
by the Real Estate Department contained the following omissions and 
inaccuracies: 

Three properties, with a total of 23 tenants, were not included on the 
listing.  The three properties are located at 2 Broadway (12 tenants), 
the Battery Park Garage (4 tenants), and 525 North Broadway in White 
Plains (7 tenants).  Real Estate Department officials said that the three 
properties were not included on the listing because the listing was 
generated from the Real Estate Department’s database of MTA real estate 
holdings (called YARDI), and the three properties are recorded on other 
databases maintained by the contracted tenant management firms. 

When we compared the information on the listing to the New York City 
Department of Finance website that listed MTA-owned property, we 
identified one more property that was not included on the listing and 
five others for which data on the listing was incorrect (e.g., the lots were 
incorrectly identified). 

Four units recorded as vacant on the listing were not, in fact, vacant, as 
they were being leased by the MTA from other entities.

A total of 148 other units listed as vacant were in reality either “dummy” 
records or units that were no longer owned by the MTA. 

Accountability 
and Transparency 
for Real Estate 
Portfolio

Audit Findings and Recommendations
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Many of the MTA’s properties are actually owned by New York City, and 
are being used by the MTA in accordance with the terms of a Master Lease 
Agreement between the MTA and New York City.  These properties were 
originally owned by Transit before it became a part of the MTA, when 
Transit was still controlled by New York City. However, the MTA’s listing 
of real estate holdings does not indicate which properties are covered by 
the Master Lease Agreement. This is a significant omission, because the 
properties cannot be sold by the MTA, but instead revert to New York 
City when the MTA no longer needs them.  The properties not covered 
by the Master Lease Agreement belong to the MTA and can be sold by 
the MTA where appropriate.  

Part of the reason for these omissions and inaccuracies is the 
fragmentation of the MTA’s real estate records.  The MTA has no single 
system to account for its portfolio of real estate assets. Rather, there are 
five separate database systems: the YARDI database maintained by the 
Real Estate Department and four other databases maintained by the 
contracted tenant management firms.  Since the five databases do not 
readily share information, there is no single, authoritative listing of the 
MTA’s real estate holdings. 

MTA officials stated that it would be duplicative to include information 
from the tenant management firms’ databases on the YARDI database. 
However, we believe that to help fulfill the real estate reporting 
requirements of the Public Authorities Law and to facilitate various 
aspects of the management of MTA properties, it would be beneficial for 
the MTA to have a single, authoritative database.  

We also note that the Real Estate Department (RED)  does not record 
the value of the MTA’s real estate holdings on the YARDI database. MTA 
officials stated they do not always attempt to estimate the value of their 
property, and do not attach much importance to any estimates that are 
developed, because the true value of the property is only what is actually 
offered by an interested party at the time it is put up for sale. Another 
method that could be used is an assessment of its property by the New 
York City Department of Finance. We acknowledge the uncertainty of 
property appraisals and other such estimates, but note that they are an 
accepted practice and, if done properly, provide a reasonable indication 
of a property’s value.  

1. Assign and train staff to ensure that the MTA is in compliance with 
the requirement in the Public Authorities Law to publish a listing of 
its real estate property holdings.  

Recommendations
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(MTA officials replied to our draft audit report that they submitted 
the list of real estate property holdings in March 2009 and again in 
March 2010.   They added that additional training is not needed to 
enable the MTA to continue to satisfy the requirement.)

Auditor’s Comments:  We contacted MTA officials and the listing for 
March 2009 and March 2010 were posted to the website on June 8, 
2010. 

2.  Correct the real estate database inaccuracies and omissions noted 
in this report, and monitor the database to ensure that it remains 
accurate and complete. 

(MTA officials replied to our draft audit report that their database, 
YARDI, will continue to be updated and monitored for completeness 
and accuracy, as it has been in the past.   They indicated that 2 
Broadway, the Battery Parking Garage, and 525 North Broadway 
are not “missing” from YARDI and it is unreasonable to suggest 
that the RED has lost track of such properties. They added that the 
errors identified by the audit were corrected.  They also indicated 
that instead of referring to certain units as “vacant” they will use the 
term “inactive” when units are not “presently owned by the MTA.”    
Regarding the New York City/New York City Transit (NYC/NYCT) 
master lease, officials indicate they have a list of 62 NYCT properties 
which the MTA owns, all of which have been purchased since 1985.)

Auditor’s Comments:  We are pleased that MTA has taken some 
corrective actions regarding the YARDI  listing.   We did not say that 
the properties at 2 Broadway, the Battery Parking Garage, or 525 
North Broadway are “missing” or that RED lost track of them. We 
said the properties were not included on the listing. The list of 62 
properties referred to was not provided to the auditors.

3. Implement a single MTA real estate portfolio management system 
identifying all properties along with their value and other important 
identifying information to improve the MTA’s control over these 
properties and its access to information about the properties.  

(MTA officials replied to our draft report that they will consider 
creating linkages between YARDI  and their contractors’ databases, 
and/or require all future MTA tenant management contractors to use 
YARDI as Greystone does, only if they determine such changes to be 
cost-effective. Officials also commented that it is unfounded to suggest 
that the properties would not be successfully managed without one 
complete list. In addition, officials cited several reasons why it would 
not be productive to include valuation data for all properties.)
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Auditor’s Comments:  We did not state that the properties would be 
unsuccessfully managed without one complete listing. We said that 
to help fulfill the real estate reporting requirements of the Public 
Authorities Law and to facilitate various aspects of the management 
of MTA properties, it would be beneficial for the MTA to have a 
single, authoritative database. We acknowledge the difficulties and 
limitations of providing valuation information for all MTA properties. 
We urge the MTA to consider obtaining appraisal and valuation 
where it is appropriate to do so in keeping with “its new way of doing 
business” and funding of Capital Programs through the sale of assets.  

We identified a number of opportunities for the MTA to increase its 
revenues and reduce its costs, and thus increase its net income from real 
estate operations.  
 
 Rental Revenue

The MTA leases space in its buildings to retailers and other tenants, 
sells advertising space in its buildings and trains to businesses, leases 
commercial parking lots to parking lot operators, leases parking spaces 
at stations to taxis, leases portions of its property to public utilities, and 
licenses other portions for particular uses. According to the MTA, the 
rental revenue from these activities totals about $199 million annually.  We 
examined the actions taken by the Real Estate Department in marketing 
vacant rental units and establishing the amount of rent for those units, 
and found that there are opportunities for the MTA to increase its net 
rental income.

           Vacant Units

We found that many of the rental units that were vacant at the time of 
our audit had not been actively marketed by the Real Estate Department, 
even though some of the units had been vacant for years.  For example, 
according to information provided by the Real Estate Department, as of 
March 2009, 600 rental units were vacant, excluding newspaper boxes.  
We found only three of those units had been marketed on the MTA’s 
website, although some may have been marketed by other means. 

MTA officials stated that some of the units already have scheduled 
Request for Proposal (RFP) dates in the near future, but many others 
are not readily marketable because they can only be used by an adjacent 
owner, lack utilities, are needed by the MTA, or have other impediments.
Officials also stated that there are only a few genuine marketing 
opportunities among the list of vacant rental units. For example, they 
noted that 50 of the units were taxi parking and retail/food units that 

Maximizing 
Revenue 
Opportunities 
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would be low revenue generators and did not have sufficient income 
potential to warrant full marketing efforts absent other considerations.  
We note that the smaller units could be posted to a map on the Real 
Estate Department’s web page, and linked to an offer sheet containing 
terms and information for that property.  A good example of this type of 
marketing can be found on the website of the Chicago Transit Authority. 
The officials agreed that they would review the units to determine if any 
could be bundled to create marketing opportunities. 

(In response to the draft audit report, MTA officials agreed that the MTA 
website should be used to market all properties that are publicly offered 
for lease or license.)

We also selected a judgmental sample of 21 of the vacant units of various 
types and reviewed the files to determine how long they had been vacant, 
and whether marketing efforts were underway.  Most of these units have 
been vacant for an average of 6 years with the longest standing empty for 
14 years.  We found 11 of the 21 units had not been marketed by the Real 
Estate Department, while six units had been marketed on the internet or 
by other means.  Due to a lack of supporting documentation, we could 
not determine whether the remaining four units had been marketed.  

MTA officials explained that different priorities are put on vacant units, 
and that units that have the opportunity to generate the highest revenue 
are marketed first. They acknowledged that one of the eleven unmarketed 
units needed to be marketed and indicated that it was now slated to be 
marketed. They stated that the remaining ten units were not marketable 
for various reasons, such as because the unit was a “phantom” unit that 
did not really exist, had safety issues, needed environmental remediation, 
was a newspaper box (which is typically marketed by placing a flyer in the 
front glass of the box), or was a Master Lease Agreement property that 
was being surrendered to New York City.  We agree that some units may 
not be marketable at this time.  However, some of these units could have 
been marketable if the MTA had taken timely and appropriate corrective 
actions, such as addressing the safety issues and providing the needed 
environmental remediation.

When we visited selected vacant rental units, we identified six large units 
in the 42nd Street/Sixth Avenue subway station at Bryant Park that had 
been vacant since the station was renovated in 2004. The Real Estate 
Department had not attempted to market these units because a heating, 
ventilation and air conditioning (HVAC) system had not been installed in 
the underground space containing the rental units.  We acknowledge the 
difficulty of marketing such space, but question why the HVAC system, 
which was estimated to cost less than $1 million, was not installed when 
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the station was renovated at a reported cost of $19.6 million.  We also 
question why other alternative marketing efforts have not been actively 
pursued, such as negotiating a rent with an incentive for the vendor to 
install air conditioning in exchange for occupancy, marketing the units 
to vendors in nearby Bryant Park for use in the winter months when air 
conditioning would not be needed, or marketing the units’ storefronts 
as advertising space (as was done for the 2009 New York Marathon, 
and which reportedly generated $50,000 in revenue for the MTA over a 
period of a month). 

(In response to our draft audit report, MTA officials stated that potential 
for revenue generation at the station is marginal and would not justify 
the cost of the HVAC system. They added their belief that prospective 
tenants would not find it cost effective to install the system in exchange 
for rent abatement incentives. They further commented that other 
alternative marketing strategies have been pursued for these units 
through discussions with its advertising licensees, but without success 
to date. )

Auditor’s Comments: We reiterate that the HVAC investment was 
estimated to cost less than $1 million while the overall station renovation 
cost a reported $19.6 million.  We were not provided with any marketing 
analysis supporting the MTA’s claims that installation of the HVAC 
system or a partial rent abatement plan to induce tenants to pay for the 
system were not cost justified alternatives. Similarly, we were provided 
with no documentation to support the pursuit of alternative marketing 
strategies.

A strategic marketing plan would help the Real Estate Department ensure 
that such actions were appropriately considered and any impediments 
to a rental unit’s marketability were addressed.  However, the MTA has 
not developed a strategic marketing plan for its real estate portfolio.We 
recommend the MTA develop such a plan, ensure that the plan contains 
provisions for removing impediments to rental units’ marketability, and 
ensure that adequate efforts are made to market all vacant units.  At the 
closing conference, MTA officials indicated that the current real estate 
market is proving a challenge to their mission. We believe a strategic 
marketing plan would help the MTA meet this challenge.  

We also note that more could be done to market vacant newspaper boxes 
on LIRR and Metro North, which cost $1.3 million to install and maintain.  
We found 851 of the 1,385 modular boxes on train platforms (61 percent) 
were vacant at the time of our audit, and there were no marketing flyers 
in the front glass of any of the vacant boxes we observed during our site 
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visits.  MTA officials cited a declining interest in newspapers and noted 
that the boxes were installed primarily to clean up the stations. 

(In response to the draft audit report, MTA officials did not agree that 
more could be done to market the vacant newspaper boxes.  However, 
officials indicated that they will reach out to vendors again to determine 
if there is any additional interest.)

           Competitive Rental Rates

We also found indications that the amount of rent charged by the MTA 
may not always be as high as it could be.  For example, we selected a 
judgmental sample of 101 various types of occupied rental units and 
examined the files to determine whether the units had been marketed 
through one of the competitive processes required by the MTA’s Policies 
and Procedures for Licensing-Out, Leasing-Out, and Sale of Real Property 
(Policies and Procedures). For 74 of the 101 units, we found either that 
one of the required competitive processes was used (57 units) or that 
there was a valid reason for not using one of these processes (17 units).  
However, for 26 of the remaining 27 units (the rental of one unit was 
still pending), no documentation exits to explain why one of the required 
competitive processes was not used.  As a result, there is no assurance 
these units are being rented for a fair market price.  

The Policies and Procedures also require that the market value of a rental 
unit be determined before the unit is offered for rent.  However, we found 
that this had been done, either by an outside assessor or through an in-
house analysis, for 20 of the 101 rental units in our sample. Real Estate 
Department officials stated that the rental amount is usually set by other 
means, and a fair market analysis is usually not performed because the 
actual market rent will be determined when an RFP is issued and offers 
for the unit are submitted.  We note that a fair market analysis is required 
by the MTA’s own Policies and Procedures. Such an analysis is useful, 
because it helps ensure that the MTA only accepts proposals that do, in 
fact, reflect the fair market value of the units being rented.  In the absence 
of this analysis, there is an increased risk the MTA could be charging 
rents that are too low. 

             Late Rent Payments and Nonpayments 

MTA arrears reports show that about 1,000 tenants are in arrears by a 
total of $52 million (as of various dates between March and May 2009).  
Of this amount, $43 million is owed by another government entity and 
the MTA is in the midst of a settlement for this amount.  The remaining 
$9 million is owed by non government tenants.  While MTA has a process 
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to pursue arrearages, the MTA does not provide for the assessment of 
interest or late payment fees, even in cases where the terms of the lease 
so provide.  As a result, there may be no cost to the tenant for the failure 
to pay rent owed to the MTA.  We recommend that interest and late fees 
be assessed when rent payments are late.

We also determined that the Real Estate Department generally does not 
assess any monetary penalties when tenants are found to be in default 
of their lease agreements (e.g., tenants are not penalized if they occupy 
a rental unit before the lease takes effect; in fact, they may not even be 
charged rent for the early occupation, as the Real Estate Department 
made no effort to collect rent for 41 days, at least, of early occupation by a 
tenant that we found to be occupying its unit early). We recommend the 
Real Estate Department assess monetary penalties, when appropriate, on 
tenants that are in default of their lease agreements.  
 
              Other Revenue

We also determined that the MTA’s rental revenue could be increased 
if the following improvements were made in its leasing practices and 
internal controls: 

• If a tenant’s lease expires, the tenant may remain on a month-to-
month basis until an RFP is issued.  Such tenants are considered 
holdovers and are supposed to be routinely charged a 5 percent rent 
increase until the RFP process is completed and there is a new lease.  
However, we found that some holdover tenants were charged less 
than 5 percent, because the standard holdover clause was not for this 
amount or was not applied to the tenants’ new rent. This occurred 
for 6 of the 24 holdover tenants in our sample of 101 occupied units. 
In addition, because of delays in issuing RFPs for new leases, some 
tenants remain holdovers for years. The 24 holdover tenants in our 
sample had been holdovers for an average of 4 years, and as long as 14 
years.  We recommend that the standard 5 percent holdover clause be 
included in all leases, that this increase be applied and collected, and 
that the delays in RFPs be reduced.  

• In one of the leases in our sample, a 20-year lease for restaurant space 
in Grand Central Terminal, the MTA reduced the tenant’s future rent 
payments by $1,737,500 and paid the tenant an additional $625,000 
because certain provisions in the lease were not met by the MTA. 
The MTA was required by these provisions to keep the tenant’s 
space, which is an open balcony, within a certain temperature range.  
However, after the lease was in effect, the MTA determined through 
an engineering study, that it may not be possible to keep the space 
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within that temperature range. There was no evidence the MTA had 
conducted such a study before accepting the tenant’s request for the 
lease provisions.  We recommend the MTA ensure such special lease 
provisions are, in fact, practicable before it commits to them.

• The MTA receives more than $100 million annually from the sale 
of advertising space in its buildings and trains.  The MTA receives 
this revenue from advertising firms, which represent the businesses 
being advertised.  Generally, the MTA receives either the higher of an 
annual guaranteed amount from the advertising firms or a percentage 
of the firms’ gross receipts from their clients. The firms are required 
to submit an annual CPA-certified gross receipts statement within 60 
days of the end of the year, and the MTA is to review the statements 
to ensure that the rental payments for the year are appropriate. 
However, we found that the statements are not always reviewed 
by the MTA and are not always submitted on time (e.g., one of the 
three advertising firms in our sample did not submit its certified 
statements for calendar years 2007 and 2008 until September 2009).  
We recommend the MTA ensure that these certified statements are 
submitted on time and are reviewed to verify the appropriateness of 
the advertising firms’ payments.

According to the MTA’s Policies and Procedures, the Real Estate 
Department’s marketing objective is to ensure the greatest level of 
revenue generation and other potential benefits to MTA.  However, we 
found that 3 of the 12 properties sold by the Real Estate Department 
during the period covered by our audit were not sold in a manner that 
was consistent with this objective.

Two of the properties were “sold” for $0, as they were transferred, for 
free, to other government entities.  One property (in East Williston) was 
transferred to the Village of East Williston for use as a public pavilion. The 
other property (in Amenia) was transferred to the State Department of 
Environmental Conservation to facilitate access to a public fishing area. 
The East Williston property was appraised at $90,000 and the Amenia 
property was purchased by the MTA for $220,000 in 2000 to extinguish 
a private grade crossing.

While the two properties are being used for public, and not private, 
purposes, we question whether they should have been transferred for 
free.  Such transactions could give rise to an appearance of favoritism 
and are not in the financial interest of the MTA.  We recommend the 
MTA charge a reasonable sale price for such properties.   

We also recommend the MTA ensure that the sale contracts in such 
transactions include a clause requiring the reversion of the title to the 

Sales 
Revenue
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MTA should the purchaser use the property for a purpose other than 
that specified in the contract. MTA officials told us such clauses are not 
always included in these sale contracts, and even when they are, the MTA 
does not follow up to ensure that the properties are, in fact, being used 
for the public purposes originally specified.  We recommend the MTA 
perform such follow-up.  

The third property (a portion of the West Side Yard) was valued at 
$487 million in an appraisal.  After negotiating with New York City, the 
MTA sold a 50 percent interest in this property to the City, for use in 
an economic development project.  However, rather than selling this 50 
percent interest for half the appraised value of the property ($243 million), 
the MTA accepted a price of $200 million, plus additional compensation 
if the City sells the development rights to a private developer for more 
than $200 million. While the MTA may eventually realize the additional 
$43 million, if the eventual sale price is high enough, it is also possible 
that it may not.  We question whether the MTA “ensure[d] the greatest 
level of revenue generation” for itself in this transaction and recommend 
that properties that are to be sold to private interests not be sold for 
significantly less than their appraised value. 

We also determined that the MTA has taken no action to realize potentially 
significant sale revenue from its air rights (the space above certain of its 
properties; e.g., platforms may be constructed over railroad tracks, and 
commercial buildings may be built on those platforms). A consultant 
hired by the MTA in 2006 to find potential revenue-generating real estate 
disposals identified 72 MTA-owned parcels in New York City with air 
rights valued at $12.2 million (Additional air rights were also identified 
outside New York City.)  However, the MTA has made no attempt to sell 
these rights. Real Estate Department officials indicated that there would 
not be a market for the air rights in the current economy, but they have 
neither documented this determination nor set a date when they will 
revisit the opportunity to sell the air rights.  

We identified ways in which the MTA could reduce its real estate-
related costs, and as a result, increase its net income from its real estate 
operations.  First, because of delays in the MTA’s efforts to renovate or 
sell its buildings, it sometimes incurs significant maintenance costs for 
buildings that are either entirely, or almost entirely, vacant.  

For example, in July 2004, the MTA began moving employees out of its 
former Headquarters in Brooklyn so that it could renovate the building.  
All the employees were moved out by July 2007, leaving the building 
vacant, and since that time, the MTA has spent $2.88 million a year, 

Avoidable 
Costs
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and $5.76 million in total as of July 2009, to operate the building while it 
awaits renovation.  

The renovations have been delayed because funding for the work has yet 
to be approved by the MTA Board (the funding was initially denied when 
it was part of the MTA’s 2005-2009 Capital Plan, and is being reconsidered 
as part of the 2010-2014 Capital Plan).  We note that the MTA also spent 
$1.4 million a year to lease temporary office space for the employees who 
were moved out of the building.  

MTA officials stated that if they do not obtain approval to fund the 
renovations for this building, they will consider other options, including 
returning the building to New York City under the Master Lease 
Agreement.  We recommend MTA officials act promptly to either make 
use of, or dispose of, this building. 

Similarly, the MTA plans to sell a building it owns in Mineola.  As of 
December 2008, only four tenants lease space in the building.  However, 
the sale was delayed because of problems with the buyer’s funding.  Since 
the MTA’s costs to operate the building ($493,655 a year) exceed the rent 
paid by the four tenants ($234,390 a year), the MTA is losing $259,265 
a year to operate this building.  MTA officials told us that they expect 
the building sale to be finalized in the near future. We recommend the 
officials set a deadline for the sale and remarket the property if the delays 
continue.  

We also found that the MTA is paying real estate taxes on some of the 
properties it leases, even though it is, by law, exempt from paying such 
taxes. We selected a judgmental sample of 14 of the 126 properties 
leased by the MTA (judgmentally selecting some of the larger properties) 
and determined that the MTA has paid real estate taxes on 6 of these 
14 properties.  The taxes paid on the six properties totaled $3.9 million 
over the life of the leases (between 2003 and 2009 for four of the leases, 
between 2001 and 2009 for one lease and for 2009 for the sixth lease).  We 
further determined from MTA records that the MTA is paying $619,000 
annually in such real estate taxes (including $338,244 on one property). 

In response to our preliminary audit findings, MTA officials stated that 
the Real Estate Department “vigorously seeks to implement its exemption 
from real estate taxes in every situation in which such exemption is 
applicable.” The officials also provided letters sent to municipalities 
seeking a tax exempt status on three properties. However, these three 
properties were not included in our sample of 14 properties; also, the 
letters were sent in September and October 2009 for two leases that were 
entered into in 1996 and one that was entered into in 2006.  The officials 
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further stated that, in their opinion, the MTA cannot claim such tax 
exemptions when it rents only a portion of a landlord’s property.  

We note that the MTA does not have any written policies or procedures 
regarding such real estate taxes.  We recommend the MTA develop such 
policies and procedures, request exemption from such taxes for every 
leased property, and maintain documentation of these requests.  

We further found that the MTA may unnecessarily be leasing space 
from others when its own vacant space would meet its needs.  The MTA 
spends about $25 million a year to lease space from others.  According to 
MTA officials, prior to leasing such space, the MTA constituent agency 
should assess whether vacant MTA-owned property could meet its need 
for space. However, we found no indication such assessments were being 
performed.   

We selected a judgmental sample of 15 such leases, selecting the leases 
with the highest rent payment amounts (the rent payments on these 
15 leases totaled about $18.2 million annually), and reviewed the files 
relating to these leases.  We found no documentation showing that MTA 
officials assessed MTA-owned property prior to entering into the leases. 
Real Estate Department officials stated that the constituent agency is 
responsible for making this assessment, but officials at the constituent 
agencies stated that they rely on the Real Estate Department to perform 
such assessments. 

Since such assessments are not being performed, there is no assurance 
the MTA is minimizing its rental expenses and making the best use of 
its own vacant space.  We recommend written procedures be developed 
requiring the Real Estate Department to perform such assessments, and 
the performance of the Real Estate Department be monitored to ensure 
that the assessments are being performed. 

4. Develop a strategic marketing plan.  Ensure that the plan contains 
provisions for removing impediments to rental units’ marketability 
and that adequate efforts are made to market all vacant units. In 
addition, as part of the plan, consider marketing smaller rental units 
on the internet like the Chicago Transit Authority, and increase 
efforts to market vacant newspaper boxes.  

(In replying to our draft audit report, MTA officials replied they will 
consider developing a “strategic marketing plan” for their vacant 
retail units, but do not anticipate that doing so would fundamentally 
alter their understanding of the portfolio they are managing.  They 
added that for the past ten years RED-administered revenues have 

Recommendations
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increased.    They question the use of “phantom” when referring to 
units as it creates the impression that a unit was lost or intentionally 
hidden from view, whereas there is a good reason why the units were 
not marketable.  Furthermore, they state that they were able to locate 
all of the documents in the four files once they were returned by the 
auditors.)

Auditor’s Comments:  We continue to maintain that a strategic 
marketing plan would provide added assurances that the MTA is 
managing the real estate portfolio to obtain the best results.   As MTA 
officials stated in the opening paragraph to their response to the draft 
audit report; “We must be creative and identify new opportunities 
to maximize this revenue potential so that we are prepared to move 
forward as the economy improves.”  We also point out that “phantom” 
is a label used by RED and did not originate with the auditors.  
Contrary to the response, we requested the information from the 
folders and on November 17, 2009, received an email stating: “There 
is no further information.”

5. Monitor the actions of the staff in Real Estate Department to ensure 
that all rental units are marketed through one of the competitive 
processes required by the MTA’s Policies and Procedures, and the 
market value of all rental units is determined before the units are 
offered for rent. 

(MTA officials replied to our draft report that staff actions will be 
subject to review and multiple approvals by supervisors, as well as, 
ultimately, MTA Board approval.  RED recently substantially revised 
it leasing-out manual, in part to conform with recent amendments to 
the Public Authorities Law, and is fully committed to conducting all of 
its marketing efforts in accordance with applicable law and policies.) 

6. Improve leasing practices by ensuring that: 

• the standard holdover clause of 5 percent is included and collected 
from all lease agreements and RFPs are issued for expired leases as 
soon as possible,   

• all special lease provisions requested by tenants are practicable for 
the MTA, and  

• advertising firms’ certified statements of receipts are submitted on 
time and are reviewed to verify the appropriateness of the firms’ 
payments for their advertising space.

(MTA officials replied to our draft audit report that they apply the 
5 percent holdover clause where applicable. Where it is not in lease 
they have been working to issue new RFPs for those properties and 
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the resulting new agreements include the 5 percent holdover clause.  
They also provided explanations for the 10 holdover tenants that did 
not receive 5 percent increases.  MTA officials agreed they should 
ensure all special lease provisions are practicable for the MTA and 
that advertising firms certified statements should be submitted on 
time.)

Auditor’s Comments:  We reviewed the explanations for the 10 
properties and concluded that four of them are with constituent 
agencies, and, as such appear to be exempt from the 5 percent 
holdover clause.  The rent for these properties was approved by the 
MTA Board on July 28, 1999.  Our final report has been modified to 
reflect 6 exceptions rather than the 10 exceptions cited in our draft 
audit report. For the remaining six properties the 5 percent should 
have been applied.  Although the response indicated that 2 of the 6 
properties were considered to be exempt from the 5 percent, RED did 
not provide documentation to support the statements. 

7. Improve rent collection practices by: 

• establishing and enforcing a policy requiring interest and late fees 
to be assessed when rent payments are late by a certain number of 
days, 

• collecting rent from tenants that occupy rental units before the lease 
takes effect, and 

• routinely inspecting vacant units that are scheduled for future 
occupation to ensure that they are not being occupied before a new 
lease takes effect.  

(MTA officials replied to our draft audit report that, excluding out-of-
the-ordinary and broad-ranging disputes, in 2009 the RED collected 
approximately 96 percent of the aggregate amount owing under the 
agreements it administers, which they indicate compares favorably 
with other real estate operations.    They added that most existing 
RED agreements already include a provision that allows the MTA to 
charge interest on unpaid rent.   They agree that RED should more 
routinely enforce such provisions, and the RED also intends to consider 
providing for monetary penalties for specified non-monetary defaults.  
However, MTA officials point out that enforcement commonly 
results in litigation that can be disproportionately costly compared 
with amounts requiring collection.  Therefore, MTA requires latitude 
to exercise discretion in connection with such efforts.  The MTA is 
evaluating the cost-effectiveness of installing a “YARDI  Portal,” which 
would enable tenants to make payments by credit card or automatic 
bank transfers. MTA did not dispute the need to collect rent from 
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tenants that occupy space before leases take effect or the need to 
routinely inspect vacant units to ensure they are not occupied before 
a new lease takes effect.)

8. Maximize the revenue from the disposal of property by: 

• charging a reasonable sale price for property that is transferred to 
another government entity for public use, ensuring that the sale 
contract includes a clause requiring the reversion of the title to the 
MTA should the purchaser use the property for a purpose other than 
that specified in the contract, and following up to ensure that the 
property is being used for the public purpose originally specified; 
and 

• ensuring that properties that are to be sold to private interests are not 
sold for significantly less than their appraised value. 

(MTA officials replied to our draft audit report that from time to 
time, as contemplated by Section 2897 of the Public Authorities 
Law, the MTA disposes of property, not required for its corporate 
purposes, to municipalities or other public agencies for the benefit 
of the public.   They restated their position that the transfer of two 
of the three properties at no cost to the municipalities was justified 
and that the $90,000 value ascribed to one property was theoretical.  
They agree that appropriate deed restrictions, should and under the 
Public Authorities Law, as amended, must be employed where sales 
to public entities are predicated on agreements that they will only 
be used for public purposes. However, they do not believe that they 
have to police such deed restrictions.   Regarding the West Side Yards 
property they stand behind the decision because of the financial 
benefit to the City.)  

Auditor’s Comments:  We reiterate that, according to the MTA’s 
Policies and Procedures, the Real Estate Department’s marketing 
objective is to ensure the greatest level of revenue generation and 
other potential benefits to the MTA. We question how the disposal 
of the two properties in question for no monetary consideration is 
consistent with this objective.  Also, it is interesting to note that the 
MTA would refer to an appraisal that it paid for as “theoretical” simply 
because the property was deemed not developable unless combined 
with a parking lot which, as a matter of fact, was already owned by 
the acquiring municipality.  Again, as stated in the audit report, we 
also question how the transaction for the sale of the West Side Yard 
property for less than the appraised value with contingencies for 
additional revenue based on the sale of the property by the City of 
New York to a private developer is fully consistent with the specified 
Policies and Procedures objective.
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9. Formally evaluate the marketability of the MTA’s air rights.  If the 
air rights are found to be marketable, promptly act to market the 
rights.  If the rights are found to be unmarketable at the present time, 
document the reasons for this determination and set a date to re-
evaluate their marketability.

(MTA officials replied to our draft audit report they have evaluated 
and will re-evaluate from time to time, the marketability of air rights 
associated with its properties and when market conditions are 
favorable the MTA will aggressively market air rights that it believes 
to be marketable.  They noted several conditions and circumstances 
that impact on the marketability of air rights. Also, they commented 
that the $12 million of aggregate value that the consultant ascribed to 
development rights proved speculative, as the consultant was unable 
to generate any interest whatsoever.)

Auditor’s Comments:  We note that no information regarding the 
evaluation of air rights was provided during our audit.  Also, the 
consultant’s “green light” to market the air rights expired in 2007.  
Particularly as the economy emerges, we urge the MTA to be 
expeditious in its efforts to re-evaluate the marketability of air rights.

10. Act promptly to either make use of, or dispose of, the Brooklyn 
building cited in our report.  Set a deadline for the sale of the building 
in Mineola, and remarket the property if the delays in the sale 
continue. 

(MTA officials replied to our draft report that no action can be 
taken regarding 370 Jay Street in Brooklyn until the Proposed MTA 
2010-2014 Capital Program is approved.    The sale of the building 
in Mineola may be completed in July 2010 or not until January 2011.  
In the interim, the MTA continues to receive payments from the 
purchaser and if the sale is not completed, the purchaser forfeits all 
of the money paid and the property will be re-marketed.)

Auditor’s Comments:  In June 2010, subsequent to MTA’s response, the 
2010-2014 Capital Program was approved by the State and includes 
funding for the 370 Jay Street building.  However, without provision of 
capital funding three years ago, MTA has incurred millions of dollars 
of carrying costs for the Brooklyn property.  Regarding the Mineola 
building, we are pleased to learn that the MTA has set a January 2011 
deadline for the sale.

11. Develop written policies and procedures requiring the Real Estate 
Department to request an exemption from real estate taxes on all 
properties leased by the MTA and to maintain documentation of 
these requests. 
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(MTA officials replied to our draft audit report they seek to implement 
their exemption from real estate taxed in every situation where such 
exemption is applicable.)

Auditor’s Comments:  The response does not address the 
recommendation which calls for committing to writing the actions 
MTA officials claim they take “where such exemption is applicable” 
and retaining documentation of these requests. We reiterate the need 
to establish procedures and to document compliance.

12. Develop written procedures requiring that no lease for space be 
entered into until the Real Estate Department determines whether 
vacant MTA-owned property can meet the need for space.  Require 
that this determination be documented, and monitor the performance 
of the Real Estate Department to ensure that such determinations are 
being made.  

(MTA officials replied to our draft report they routinely check the 
MTA’s inventory before going out to procure new space.  In addition, 
agency requests are heavily vetted within the requesting agency.    
However, in the future, RED staff will be instructed to more fully 
document their compliance with such requirements, and will be 
redoubling efforts to ensure that everything possible is done to use 
the existing facilities as efficiently as possible and to identify and 
dispose of any surplus property.)
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