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To the Citizens of the City of New York 
 
 
Ladies and Gentlemen: 
 
In accordance with the Comptroller’s responsibilities contained in Chapter 5, § 93, of the New 
York City Charter, my office has examined the reporting of advertising revenue by Time Warner 
Cable of New York City for its CityCable Advertising Division (Time Warner) and Time 
Warner’s compliance with the terms of its franchise agreement with the New York City 
Department of Information Technology and Telecommunications (DoITT).  
 
The results of our audit, which are presented in this report, have been discussed with officials 
from Time Warner and DoITT, and their comments have been considered in preparing this 
report. 
 
These audits provide a means of ensuring that private concerns under contract with the City 
comply with the terms of their agreements, properly report revenues, and pay the City all fees 
due. 
  
I trust that this report contains information that is of interest to you.  If you have any questions 
concerning this report, please contact my audit bureau at 212-669-3747 or e-mail us at 
audit@Comptroller.nyc.gov. 
 
 
Very truly yours, 

 
William C. Thompson, Jr. 
 
WCT/gr 
 
 
Report: FN04-097A 
Filed:  May 20, 2005 
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AUDIT REPORT IN BRIEF 
 
 This audit determined whether Time Warner Cable of New York City (Time Warner): 
calculated and reported accurately its gross advertising revenue to the City; paid the appropriate 
franchise fees to the City; and corrected the conditions cited in a prior audit report.   
 
Audit Findings and Conclusions 
 
 The audit found that Time Warner could not account for 3,194 (11.87 percent) of the 26,902 
invoice numbers listed on CityCable’s invoice registers and Billing Detail reports for the audit 
period. CityCable did not provide documentation that established whether these invoice numbers 
were for canceled transactions or whether they related to revenue received but not reported to the 
City.  Therefore, we could not determine whether Time Warner accurately reported its gross 
advertising revenue to the City, and calculated and paid the appropriate fees due.  
 
 We did confirm that Time Warner corrected the conditions cited in the prior audit report 
(FN00-098A).  In that regard, Time Warner reported and paid franchise fees on NY 1 revenue; 
ESPN cross-channel advertising revenue; production revenue; bad debt recoveries; and for January 
2000, QUICS’s advertising revenue distribution.  We also verified that bad debt write-offs for the 
audit period were accurate and properly documented, and that Time Warner Cable’s corporate 
offices in Stamford, Connecticut, now administers and books its corporate MSNBC cross-channel 
advertising revenue—therefore, that revenue is no longer reportable to the City. 
 
Audit Recommendations  
 

The audit recommended that Time Warner maintain detailed documentation to ensure that 
all invoice numbers are accounted for and that DoITT ensure that Time Warner implements the 
report’s recommendation. 
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INTRODUCTION 
 

Background 
 
 Time Warner’s franchise agreement requires that it pay the City five percent of its gross 
revenue.  With the exception of “national advertising spots carried over the System” and other listed 
exceptions (i.e., outside advertising agency commissions and bad debts), gross revenue includes all 
advertising revenue received directly or indirectly by Time Warner.  For the period January 1, 2000, 
through December 31, 2002, CityCable reported gross advertising revenues totaling $207.6 million, 
paying the City $10.4 million in franchise fees.  The City’s Department of Information Technology 
and Telecommunications (DoITT) is responsible for monitoring Time Warner’s compliance with 
the terms of its franchise agreement.   
 
 In 1990, Time Warner began selling local advertising time for its wholly-owned or partially-
owned New York City-based cable companies1 through its CityCable Advertising Division 
(CityCable).  CityCable’s main sources of advertising revenue are from “spot sales,” and from 
“interconnect,” “representative,” “cross-channel,” and “production” revenue.2  Other advertising 
revenues may include “Barter Revenue” and bad debt recoveries. All franchise fees derived from 
advertising revenue are paid through Time Warner’s Southern Manhattan Division. 
 
 Time Warner is required to submit quarterly gross Franchise Fee statements with its fee 
payments no later than 30 days after the last day of March, June, September, and December.  
Interest on late payments of franchise fees is assessed at the prime commercial lending rate of Chase 
Manhattan Bank. For the period January 1, 2000, through December 31, 2002, Time Warner 
reported gross advertising revenues for CityCable totaling $207.6 million, paying the City $10.4 
million in franchise fees, as shown in Table I, following, and Appendix I. 

 
Table I 

 

CityCable Advertising  
Gross Revenue Reported and Franchise Fees Paid 

January 1, 2000, through December 31, 2002 
 

 

CALENDAR YEAR GROSS  REVENUE FEES PAID 

January 1—December 31, 2000 $  58,679,239 $  2,933,962

January 1—December 31, 2001 64,451,229 3,222,560

January 1—December 31, 2002 84,421,637 4,221,081

TOTAL $207,552,105 $10,377,603

                                                 
1 Time Warner affiliates include: Time Warner Southern Manhattan Division, Time Warner Northern 

Manhattan Division, Time Warner Eastern Queens Division, Time Warner Western Queens Division, Time 
Warner Brooklyn Division, Queens Inner Unity Cable System (QUICS)––in which advertising revenue was 
based on a 10 percent of total “cash flow” until January 22, 2000, when it became wholly-owned by Time 
Warner, and American Cablevision of Queens.  

 
2 Through 2002, CityCable, for a fee, produced commercials for companies interested in buying local advertising 

time. CityCable provided the necessary personnel, equipment (i.e., camera, sound, and editing equipment), and 
expertise to produce commercials. This ended in January 2003, when CityCable stopped producing commercials 
in New York City. 
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 DoITT is responsible for monitoring Time Warner’s compliance with the terms of its 
franchise agreement. 
 
Objectives 
 
 Our audit objectives were to determine whether Time Warner accurately reported all gross 
advertising revenue to the City; calculated and paid the appropriate fees due; and corrected the 
conditions cited in the prior audit report. 
 
Scope and Methodology 
 
 This audit covered the period January 1, 2000, to December 31, 2002.  To achieve our audit 
objectives, we reviewed and abstracted the relevant terms and conditions pertaining to advertising 
revenue.  We also reviewed the prior CityCable audit report (FN00-098A) and workpapers to 
familiarize ourselves with the previous audit’s findings.  To ascertain whether CityCable submitted 
its franchise fee statements and paid all its fees on time, we obtained and reviewed the Franchise 
Fee Payment schedules on file at DoITT.  We compared DoITT’s records with CityCable’s 
quarterly calculation statements, checks, payment vouchers, and franchise fee analysis statements, 
and reconciled those statements to CityCable’s general ledger, corresponding journal entries, billing 
detail reports, and invoice register.  After comparing CityCable’s reported gross income, bad debt 
write-offs, and bad debt recoveries, to its general ledger, we completed analytical reviews of those 
accounts to identify any material variances or inconsistencies.      
 
 We evaluated CityCable’s internal controls over its revenue billing, collection, and reporting 
functions.  We interviewed CityCable’s Regional Director of Finance, who provided us with written 
procedures, a flow chart of operations, and an independent auditor’s report for Time Warner Cable’s 
New York City Division.  Upon a review and analysis of this data, we prepared an Internal Control 
Questionnaire and interviewed CityCable’s Regional Director of Finance and Regional Manager of 
Finance to enhance our understanding of CityCable’s procedures and controls.  Based on their 
responses, we determined which areas required detailed testing. 
 
 To determine whether CityCable accurately reported its advertising revenue, we completed 
a detailed schedule of each revenue account (spot sales advertising, interconnect revenue, 
representative fees, production revenue, and cross-channel revenue), and traced each account to the 
amounts reported on CityCable’s Quarterly Franchise Fee statements submitted to the City for the 
audit period.  We then reconciled the revenue from each account in the general ledger detail to 
CityCable’s income statements and to its monthly invoice registers for the entire three-year audit 
period.  For the last quarter (October-December) of each year, we traced all the journal entries in 
each general ledger revenue account to the corresponding billing detail reports. 
 
 To determine whether all invoices were included and accounted for, we reviewed 
CityCable’s invoice register, selecting the first and last invoice numbers, and determined a 
population of 26,902 invoices for the three-year audit period.  Using a random number table, we 
judgmentally selected a sample of 36 invoice numbers for detailed testing.  We traced each of the 36 
invoices, to the invoice register and then to the corresponding contract, invoice, confirmation, and 
affidavits of performance, which indicated the cost of the advertisements, the date and time that the 
advertisements aired, and a description and length of each advertisement. 
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 Since we noticed numbering gaps on the invoice register, we isolated those invoice numbers 
to determine whether the numbering gaps pertained to invoices related to advertising revenue.  We 
obtained the accounts receivable aging report and compared the invoice numbers on the aging report 
to our schedule of missing invoice numbers. 
 
 We also determined whether CityCable’s Barter (Trade) Revenue, (i.e., trading open 
advertising time slots for another company’s products or services) was properly recorded, accurately 
reported, and whether the amounts reported represented “fair market value,” as required by §1.31 of 
the franchise agreement. In addition, we traced the “barter” revenue reported to the City for the 
three-year audit period to the monthly billing detail reports and the general ledger.  We then 
judgmentally selected the last quarter of each year for the three-year audit period (the highest 
quarters in the audit period), and traced the billing detail to the trade agreement or order contract, 
insertion order, invoice, affidavit of performance, and order confirmation. 
 
 To determine whether Bad Debt Recoveries were accurate, properly reported, and were 
gross of commissions from collection agencies, we reconciled the general ledger account for bad 
debt recoveries to the quarterly Franchise Fee Statements submitted to the City for the three-year 
audit period.  We traced the reported amounts to the general ledger detail, corresponding journal 
entries and to CityCable’s Franchise Fee Analysis.  We then traced all 72 journal entries for the 
audit period to the supporting documentation and to the collection agencies’ remittances and 
payments from advertising clients that were previously written-off.  
 
 To determine whether deductions for advertising commissions were accurate, we 
judgmentally selected the last quarter of each audit year, and compared the total commission fees 
reported to the fees listed in the billing detail and the general ledger.  We then recalculated each 
commission fee for the test period. 
 
 To determine whether CityCable fairly stated its Bad Debt Write-Offs, we reconciled the 
bad debts recorded in the General Ledger to the bad debts reported on the Franchise Fee 
statements for the three-year audit period.  We reviewed all 94 journal entries for the audit period 
and traced each entry to supporting documentation and the general ledger detail.  We then traced 
each journal entry to the invoice register to assure that each write-off was accounted for.  
 
 The results of our tests, while not projectable to all reportable revenue categories, were 
designed to provide us with a reasonable basis to assess the appropriateness of the amounts reported 
and the fees paid to the City. 
 
 Finally, we determined whether CityCable corrected the prior audit’s findings, i.e., whether 
CityCable correctly reported revenue from NY 1, ESPN, MSNBC, production revenue, and whether 
it adequately documented its bad debt write-offs, properly credited bad debt recoveries, and whether 
QUICS properly reported its portion of advertising revenue until January 2000—when QUICS 
became a wholly-owned subsidiary of Time Warner Cable New York City.  Specifically, we 
reviewed: 
 

• CityCable’s general ledger to determine whether CityCable maintained a separate 
account for NY 1 revenue.  We traced the amounts from the general ledger account to 
the amounts reported to the City.  
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• CityCable’s ESPN cross-channel advertising revenue in the general ledger.  We traced 
the amounts from the general ledger to the monthly billing detail, the journal entries, and 
to the revenue reported to the City. 

 
• All production revenue on the billing detail from CityCable’s Production Department 

and traced those revenues to CityCable’s general ledger and related journal entries and 
then to the production revenue reported to the City. 

 
• Bad debt write-offs for the audit period.  We traced the bad debt write-offs to the general 

ledger, the journal entries, the invoice registers, and then to the bad debt write-offs 
reported to the City. 

 
• Bad debt recoveries for the audit period.  We traced the bad debt recoveries to the 

general ledger, the journal entries, its monthly cash window deposit summary, and then 
to the recovered revenue reported to the City. 

 
• CityCable’s general ledger and monthly billing details to determine whether accounts 

for MSNBC cross-channel advertising revenue were properly included in the amounts 
reported to the City. 

 
• CityCable’s general ledger and QUICS’s workpapers for January 2000, to determine 

whether the proper amount for advertising revenue was transferred to QUICS and was 
properly included in its quarterly statements reported to the City that included the 
amounts for January 2000. 

 
Scope Limitation 

 
 CityCable did not provide documentation to account for 3,194 invoice numbers recorded in 
its invoice registers and Billing Detail reports. Thus, we were unable to determine whether gross 
revenue was accurately reported and the appropriate fees were paid to the City.   (See the Findings 
section of this report for more details regarding this matter.) 
 
 This audit was conducted in accordance with generally accepted government auditing 
standards (GAGAS) and included all tests considered necessary under the circumstances. The 
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 Time Warner officials during and at 
the conclusion of this audit.  A preliminary draft report was sent to Time Warner and DoITT 
officials and was discussed at an exit conference on February 23, 2005.  On March 2, 2005, we 
submitted a draft report to Time Warner and DoITT officials with a request for comments.  We 
received written responses from DoITT on April 7, 2005, and from Time Warner on April 18, 2005.  
 
 Time Warner did not agree with our recommendation that it maintain detailed 
documentation to ensure that all invoice numbers are accounted for stating that “documentation of 
canceled invoice numbers is unnecessary” since “the CAM Eclipse system . . . is a state-of-the art 
system meeting standard accounting practices and is used by other cable systems.”  Time Warner 
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further stated that it is “currently working with CAM to address this issue,” but claimed that since 
CAM is a third party vendor, there is no assurance that any action will be taken.  
 
 A DoITT official stated that he has discussed the audit with senior financial officials of 
Time Warner Cable and that the Time Warner officials advised that they will be contacting 
management from the Compulink and Eclipse computer systems in an effort to have the software 
revised to capture all invoice numbers and their status. 
 
 The full texts of Time Warner’s and DoITT’s comments are included as addenda to this 
final report.  
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FINDINGS 
 
 Time Warner could not account for 3,194 of the invoice numbers on CityCable’s invoice 
registers and Billing Detail reports. This represents 11.87 percent of the 26,902 invoice numbers— 
the population of invoice numbers for the audit period. CityCable did not provide documentation 
and our audit tests of the available records did not allow us to determine whether these invoice 
numbers were for canceled transactions or whether they related to revenue received but not reported 
to the City.  Therefore, we could not determine whether Time Warner accurately reported its gross 
advertising revenue to the City and calculated and paid the appropriate fees due.  
 
 CityCable officials maintain that the missing invoice numbers were canceled and deleted 
invoices from its Compulink and Eclipse computer systems. However, CityCable was not able to 
document its assertion.  
 
 We did confirm that Time Warner corrected the conditions cited in the prior audit report 
(FN00-098A).  In that regard, Time Warner reported and paid franchise fees on NY 1 revenue; 
ESPN cross-channel advertising revenue; production revenue; bad debt recoveries; and for January 
2000, QUICS’s advertising revenue distribution.  In addition, we verified that bad debt write-offs 
for the audit period were accurate and properly documented, and that Time Warner Cable’s 
corporate offices in Stamford, Connecticut, now administers and books its corporate MSNBC cross-
channel advertising revenue—therefore, it is no longer reportable to the City by CityCable. 
 
 

RECOMMENDATIONS 
  

Based on our findings, we make the following recommendations: 
 

1. Time Warner should maintain detailed documentation to ensure that all invoice numbers 
are accounted for. 

 
Time Warner Response:  “The CAM Eclipse system used to insert commercials to our air is 
a state-of-the-art system meeting standard accounting practices and is used by other cable 
systems.  When an advertisement order is canceled, the system drops the identification 
number (referred to as an invoice number) initially assigned to it and no document is 
produced.  There is no bill issued without an invoice number and therefore documentation of 
canceled invoice numbers is unnecessary.” 
 
Time Warner responded further that it “is currently working with CAM to address this 
issue,” but claimed that since “CAM is a third party vendor . . . there is no assurance that an 
amicable compromise can be reached.” 
 
Auditor Comment:   We have no way of knowing whether all missing invoice numbers 
resulted from canceled advertising orders.  In fact, during the audit, CityCable officials 
provided us with a July 1, 2004, memorandum (attached as Appendix II), which shows 
that a gap was caused by a revision in an advertising agreement and not by a cancellation, 
which leads us to question Time Warner’s response.  Obviously, there are other reasons 
for gaps in invoice numbers, making it imperative that Time Warner ensure that its 
system generates documentation to provide an adequate audit trail for missing invoice 
numbers.  
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Finally, we question how a system can meet standard accounting practices if it is not 
accountable for almost 12 percent of invoice numbers.  Standard accounting practices 
requires a system to have controls that ensure that all transactions are recorded and that 
guarantee the numerical sequence of pre-numbered documents.  Such a system maintains 
proper checks and balances and ensures the completeness of recorded revenue.     

 
 

2. DoITT should ensure that Time Warner implements the report’s recommendation. 
 

DoITT Response:   A DoITT official stated that he has discussed the audit with senior 
financial officials of Time Warner Cable.  The DoITT official stated that the Time Warner 
“officials have advised me that they will be contacting management from the Compulink 
and Eclipse computer systems in an effort to have the software revised to capture all invoice 
numbers and their status.” 

 
























