Auditing Firms
By Mark Litwak

Filmmakers and profit participants often complain about distributors engaging in creative
accounting. This is one area where filmmakers concede that studios are sufficiently imaginative
in their thinking. A frequent grumble is that the studios continually devise new and ingenious
ways to interpret a contract so that all the money stays in their pockets. The general consensus
among filmmakers is that net profits are illusory. Rarely does a share of net profits generate
actual cash.

Many distribution agreements provide filmmakers with the right to audit the books of a
distributor. There are firms that specialize in conducting such audits. Here is a list of some of
them:

1. GHJ (Green Hasson & Janks LLP) — the largest dedicated practice; absorbed Hacker,
Douglas & Company (est. 1970) in 2023, so it now carries that firm's decades of studio audit
history.

o Contact: Peter Klass, Partner/Practice Leader — pklass@ghjadvisors.com, (310) 873-
6708

o Also: Wendy Mills, Managing Director, (310) 203-2705; Anita Wu, Managing Director,
(310) 873-1699; llan Haimoff, Partner, (310) 873-1651

o Main office (Southern California HQ): (310) 873-1600

« wWww.ghjadvisors.com

2. Miller Kaplan Arase LLP — headquartered in the North Hollywood/Studio City area; strong
entertainment business-management and royalty-audit practice.

e Vincent Leoni, Partner — specializes in Licensing & Royalties, (818) 769-2010
e Michael Kaplan, Managing Partner, (818) 769-2010

« https://www.millerkaplan.com/industries/entertainment/

3. Gelfand, Rennert & Feldman, LLC (GRF) — business management firm (est. 1967) with a
dedicated Royalty Group that does worldwide participation/contract-compliance examinations
across film, TV, and music.

o 1880 Century Park East, Ste 1600, Los Angeles, CA 90067
o info@gqrfllp.com

« https://www.grfllp.com/services/
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4. Nigro Karlin Segal Feldstein & Bolno (NKSFB) — its affiliate, Nigro Karlin Segal &
Feldstein LLP, does the forensic/participation-audit work specifically (NKSFB itself is more the
business-management arm).

e 10960 Wilshire Blvd, 5th FI, Los Angeles, CA 90024
« (310) 277-4657

o https://www.nksfb.com/

A few of the most common red flags forensic auditors and entertainment litigators look for:
Distribution fee and expense issues

« Distribution fees charged on revenue streams not contemplated in the participation
agreement, or fees stacked at multiple levels of a corporate structure (e.g., a distributor
charging a fee, then a sub-distributor charging another fee on the same revenue)

« Overhead or "administrative™ charges that don't correspond to any actual, identifiable cost
— aclassic "Hollywood accounting™ tactic since Buchwald v. Paramount

« Interest charged on production costs at above-market rates, or interest that keeps accruing
indefinitely without ever being paid down

o Marketing and P&A (prints and advertising) costs that seem inflated relative to
comparable releases, or costs cross-charged from other, unrelated titles

Revenue reporting issues

o Revenue from affiliated or related-party transactions (e.g., licensing to a sister company)
reported at below-market rates

o Bundled output deals where revenue isn't properly allocated to the specific title being
audited

« Foreign territory or ancillary market (streaming, airline, hotel, merchandising) revenue
that's vague, aggregated, or simply missing from statements

« Unreasonably long remittance delays from sub-distributors or foreign licensees before
revenue shows up on the participant's statement

Statement and documentation issues

« Participation statements that are vague, inconsistent from period to period, or lack the
backup detail the contract requires

« Reserves for returns or bad debt that never get released, or that seem disproportionate to
the actual market

o Refusal or slow-walking when the participant exercises contractual audit rights, or
unusually restrictive audit-rights language buried in the deal

o A pattern where the "break-even" or "net profit" point never seems to arrive despite
strong box office/streaming performance — the perennial complaint in these cases

Cross-collateralization


https://www.nksfb.com/

« Costs or losses from other projects, sequels, or unrelated ventures being charged against
the profits of the title in question, where the contract doesn't clearly permit that.



