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AUDIT REPORT IN BRIEF 
 
 
 The Department of Information Technology and Telecommunications (DoITT) has two 
agreements with RCN Telecom Services of New York, Inc. (RCN). The first agreement, a 10-
year Open Video System (OVS) agreement signed on December 29, 1997, permits RCN to 
construct and operate OVS communication services, including the operation of its microwave-
satellite system,1 within the City. The second agreement, a 15-year franchise agreement signed 
on January 5, 1999, grants RCN franchise rights for the occupation of City property in 
connection with the provision of its telecommunication services.   Under the OVS agreement, 
RCN is required to pay the City an OVS operator fee equal to five percent of gross revenue.  
Based on the franchise agreement, RCN is required to pay the City a franchise fee consisting of 
the greater of either $200,000 or five percent of its annual gross revenue. 
 
 The audit determined whether RCN accurately reported its total revenue, calculated and 
paid the appropriate fee amounts to the City, and made the required payments on time; and 
complied with certain non-revenue-related requirements of its agreements (i.e., maintained the 
required insurance and security deposits, and made the required payments to the community 
access organizations (CAOs).2 
 
Audit Findings and Conclusions 
 
 RCN complied with certain non-revenue-related requirements of the agreements, such as 
maintaining the required $50 million property and liability insurance that named the City as an 
additional insured party, paying the $1 million in a security deposit, and remitting the required 

                                                 
1   Microwave-satellite affords the transmission of signals via the airwaves, without the use of wires, fiber-

optic, etc. 
2 Community Access Organizations are nonprofit corporations designated by each Borough President 

pursuant to provisions of the cable television franchise agreements.  CAOs are responsible for the use of 
public channels. 
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payments to the CAOs and to the City for education and government access and for subscriber 
services to government facilities. 
 
 However, RCN failed to report $26,431,624 in revenue to the City for the period January 
1, 1999, to December 31, 2005; it therefore owes the City an additional $1,784,594 in fees and 
interest. RCN did not report to the City any of the revenue generated from its microwave-satellite 
operations, advertising sales commissions, resale services, and other revenue categories required 
to be reported to the City under the OVS and franchise agreements.  In addition, RCN did not 
provide sufficient documentation that would allow us to ascertain whether its books and records 
accurately reflected the results of all its revenue activities.  As noted in the scope limitation section 
of the report, RCN did not provide its building activity reports for calendar years 1999 and 2000. 
Consequently, we were not able to determine whether additional revenues should have been 
reported for these periods or whether additional fees are due the City.   
 
 As a result of the findings of our preliminary audit report, RCN remitted a check for 
$1,286,637 representing a portion of the principal amount assessed by our audit. Therefore, after 
adjusting for the amount paid, RCN owes the City $497,957 ($1,784,594 - $1,286,637). 
  
Audit Recommendations 
 
 To address the issues raised by this audit, we make five recommendations to RCN, 
including that it: 
 

• pays the remaining $497,957 in fees and late charges due the City, and  
 

• reports all its revenue to the City as required in its OVS and franchise agreements.    
 

 
We make five recommendations to DoITT, including that it: 
 
• ensures that RCN pays the City $497,597 in fees and late charges,  
 
• complies with the report’s other recommendations, and 

 
• establishes proper guidelines to monitor RCN’s compliance with its City agreements.   
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INTRODUCTION 
 
Background 
 
 RCN Telecom Services of New York, Inc., (RCN) provides a variety of 
telecommunication services through its local high-capacity and microwave-satellite video system 
operations in the City.  RCN offers multiple service options to approximately 77,000 subscribers 
throughout Manhattan, Queens, and Brooklyn.  Services consist of basic service TV channels, 
premium service TV channels, pay service TV channels, telephone connection, and high-speed 
Internet connection. In addition to revenue from subscribers, RCN generates revenue from home-
shopping channels, advertising, and resale3 activities.  
 
 RCN operates under two agreements with the City of New York through the Department 
of Information Technology and Telecommunications (DoITT), which is responsible for 
monitoring RCN’s compliance with the terms of its agreements.  
 
 The first agreement, a 10-year Open Video System (OVS) agreement signed on 
December 29, 1997, permits RCN to construct and operate OVS communication services, 
including the operation of its microwave-satellite system within the City. The second agreement, 
a 15-year franchise agreement signed on January 5, 1999, grants RCN franchise rights for the 
occupation of City property in connection with the provision of its telecommunication services.    
 
 Under the OVS agreement, RCN is required to pay the City an OVS operator fee equal to 
five percent of gross revenue from or in connection with the distribution of any service on the 
system or the provisions of any service-related activity in connection with the system.  This 
requirement is affected by Appendix H of the OVS agreement, which provides for RCN to report its 
gross revenue derived from microwave-satellite activities on an escalating scale (from 20 to 100 
percent) over the first five years of the OVS agreement (through December 29, 2002). The OVS 
agreement also requires RCN to submit to the City a gross revenue report no later than 45 days after 
the last day of each March, June, September, and December throughout the term of this agreement.  
In addition, §9.4 of the agreement provides that “in the event that any payment required by this 
agreement is not actually received by the City on or before the applicable date fixed in this 
agreement, interest thereon shall accrue from such date at a rate equal to the then prevailing prime 
rate of interest charged by Chase Manhattan Bank (or other national bank selected by the 
Comptroller) for commercial loans, compounded daily.” 
  
 Under the franchise agreement, RCN is required to pay the City a franchise fee consisting 
of the greater of either $200,000 or five percent of its annual gross revenue from 
telecommunication services not covered under the OVS agreement. The franchise agreement also 
requires RCN to submit to the City quarterly gross revenue statements with payments made no later 
than 45 days after the last day of March, June, September, and December.  Additionally, §7.4 of the 
franchise agreement provides that “in the event that any payment required by this agreement is not 
actually received by the City on or before the date fixed in this agreement, interest thereon shall 

                                                 
3 Resale services involve the sale of services by RCN using the fiber-optic or other transmission facilities of 

an independent third party.  
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accrue from such date until received at a rate equal to the rate of interest then in effect charged by 
the City for late payments of real estate taxes.”   
 
 In addition, RCN is required to: 
 

• maintain a minimum combined amount of $50,000,000 in insurance for bodily injury 
and property damage to comply with provisions of both the OVS and the franchise 
agreements; 

  
• maintain a performance bond in the amount of $800,000 in the form of a surety bond 

for the term of the OVS agreement; 
   

• maintain a security fund deposit of $1,000,000 in the form of an irrevocable letter of 
credit or other form of secure deposit acceptable under the OVS agreement; 

 
• maintain a security fund deposit of $2,000,000 in the form of an irrevocable letter of 

credit or other form of secure deposit acceptable under the franchise agreement.  
However, the franchise agreement further states that this amount may be reduced to 
$1,000,000 provided that RCN maintains its $800,000 performance bond; and 

 
• make quarterly  payments to the community access organizations (CAOs) and to the 

City for education and government access and for subscriber services to government   
      facilities, as specified in Appendix C of the OVS agreement. 

 
  
 For calendar years 1999–2005 (January 1, 1999, through December 31, 2005), RCN 
reported gross revenues to the City totaling $367.7 million and paid related fees totaling $18.4 
million, as shown in Table I, following:  
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Table I 
 

Schedule of Gross Revenue Reported to the City 
And Related Fees Paid 

January 1, 1999, to December 31, 2005 
 

Gross Revenue 

Calendar 
Year 

 
OVS 

Agreement 

 
Franchise 

Agreement 
Total Gross 

Revenue Total Fees 
1999       $ 11,654,820        $  13,035,900        $  24,690,720  $1,234,536 
2000          18,947,312            13,958,855            32,906,167  1,645,308 
2001          26,949,173            18,644,581            45,593,754  2,279,688 
2002          33,221,524            22,878,899            56,100,423  2,805,021 
2003          38,534,641            26,221,433            64,756,074  3,237,804 
2004          44,604,561            25,511,032            70,115,593  3,505,780 
2005          47,724,882            25,814,077            73,538,959  3,676,948 

TOTAL  $ 221,636,913  $  146,064,777  $  367,701,690 $18,385,085 
 

   
Objectives 
 
 The objectives of this audit were to determine whether RCN: 
 

• accurately reported its total revenue, calculated and paid the appropriate fee amounts to 
the City, and made the required payments on time; and 

 
• complied with certain non-revenue-related requirements of its agreements (i.e., 

maintained required insurance and security deposits, and made the required payments to 
the CAOs). 
 

Scope and Methodology 
 
 The scope of this audit was calendar years 1999 through 2005 (January 1, 1999, through 
December 31, 2005). To achieve our audit objectives, we reviewed the OVS and franchise 
agreements between RCN and the City and identified relevant terms and conditions. We reviewed 
correspondence, RCN’s quarterly gross revenue statements, and other relevant documents on file at 
DoITT to ascertain whether RCN submitted the required revenue reports and paid the fees due the 
City on time. 
 
 To obtain an understanding of RCN operating procedures, we conducted walk-through and 
meetings with RCN officials and familiarized ourselves with the accounting and record-keeping 
functions, documenting our understanding in memoranda.  In addition, we reviewed the company’s 
chart of accounts, general ledger, trial balance, and statement of operations, and performed a 
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preliminary review of the RCN building activity reports4 to identify unusual trends and to use as a 
basis for our detailed testing.  
 
 In conducting our audit work, we relied upon several opinions issued by various external 
auditors, including PricewaterhouseCoopers LLP, Friedman LLP, and Ernst & Young LLP, that 
covered the financial statements of RCN’s parent, RCN Corporation, for the years 2003, 2004, and 
2005 and RCN Corporation’s internal controls over financial reporting for 2004 and 2005. We also 
relied upon the “Independent Service Auditor’s Report” prepared for Convergys Information 
Management Group (as of October 31, 2001) as it applied to the ICOMS applications and data 
processing. RCN uses Convergys5 Information Management Group to manage its monthly 
subscriber billings.   
       
 Based on the this information, we assessed the reliability of the revenue data generated by 
RCN’s billing system by conducting limited tests of  transactions in the basic programming account 
for Manhattan residential subscribers, the highest revenue account in the RCN general ledger for 
2004. We judgmentally selected transactions from the accounts receivable billing report, and traced 
the amounts to the customer ledger for accuracy.  
 
 To determine whether RCN accurately reported gross revenue to the City, we judgmentally 
selected all revenue transactions for 2004 (one of the years with the highest revenue) totaling $70.1 
million, or 19 percent of the $367.7 million reported to the City by RCN for the period January 1, 
1999, through December 31, 2005.  We reconciled the amounts in the RCN trial balance, detailed 
general ledger, and the building activity report.  We also reviewed all the billed revenue transactions 
generated by the RCN Convergys CableMaster 2000 ICOMS Application System (ICOMS) billing 
system that were reported in the detailed general ledger.  To ascertain whether all billed revenue 
was properly accounted for and reported, we identified all revenue accounts in the chart of accounts 
and traced the accounts to the detailed general ledger.  We then recalculated for accuracy the 
amounts in the accounts-receivable billed revenue (ARB051) account, deferred revenue account 
(ARB070S), and the revenue adjustments (ARB028), and, to determine their consistency, traced the 
amounts to the trial balance, the building activity report, and the revenue data that RCN reported to 
the City.  
 
 In addition, we analyzed detailed revenue transactions and revenue category totals reported 
in the building activity reports, reconciled the amounts to the trial balance and the statement of 
operations, and compared these to the revenue amounts reported to the City for 2001, 2002, 2003, 
and 2005. We also analyzed all revenue discrepancies identified to determine whether the exclusion 
of certain revenue categories from the quarterly revenue statements submitted to the City was 
appropriate.  Finally, we reviewed RCN’s bad-debt account and determined whether RCN properly 

                                                 
4 The building activity report details RCN’s billing revenue activities by customer and by revenue category 

and reports all subscriber and non-subscriber revenue generated by Convergys/ICOMS. The building 
activity report serves as the basis for the revenue RCN reports to the City. 

5 RCN uses Convergys Information Management Group to manage its monthly subscriber billings through 
ICOMS. This system processes subscriber billings and payments.  The system also generates various 
management reports used by RCN to complete its financial data.  ICOMS interfaces with the general 
ledger, trial balance, and building activity report. 
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recorded its bad-debt expenses and whether the amounts were appropriately excluded from the 
gross revenue statements submitted to the City. 
 
 To determine whether RCN correctly reported its advertising revenue, as required in the 
OVS agreements, we reviewed the advertising revenue reported in the building activity reports and 
traced the amounts to the trial balance. We also reviewed the RCN advertising agreement with 
ViaMedia, the firm responsible for handling RCN’s advertising, and conducted limited tests on the 
amounts reported on ViaMedia’s commission reports for the period January 1, 2004, through 
December 31, 2005.  
 
 To determine whether RCN properly reported to the City the value of the courtesy service 
(“free service”) it offers, as required in the OVS agreement, we reviewed RCN’s list of all 
customers receiving free service and the schedule of rates to determine the reasonableness of the 
amounts of courtesy service reported. We then reviewed the revenue categories RCN reported in its 
quarterly revenue statements submitted to the City to determine whether the free service category 
was properly included. 
 
 To determine whether revenue from resale services was accurately calculated and reported 
to the City, as required in the agreement, we reviewed RCN’s statement of operations and identified 
related amounts. In addition, we reviewed the agreement between RCN and the third-party provider, 
and also reviewed RCN’s schedule of payments to the provider to ascertain whether the amount of 
resale revenue retained by RCN was accurately determined. We then compared the resale amount 
RCN retained to the quarterly revenue statements submitted to the City to determine whether the 
amount was appropriately included in the total revenue reported to the City. 
 
 The results of our tests, while not projectable to all RCN revenue, provided a reasonable 
basis to evaluate the appropriateness of the amounts that RCN reported and the fees it paid to the 
City. 
 

Finally, to determine whether RCN complied with the non-revenue-related terms and 
conditions of its agreements, we reviewed insurance certificates to determine whether RCN 
maintained the required insurance coverage. We also reviewed security deposit records to 
determine whether RCN maintained the required security deposits.  In addition, we examined 
RCN’s schedule of payments to verify that the proper payments were made to the CAOs and to 
the City for education and government access and for subscriber services to government 
facilities. 
 
 Scope Limitation 
 
 To conduct our audit of the franchise and OVS agreements between RCN and the City, 
we requested specific data and detailed documentation to verify that RCN reported all its revenue 
and paid the appropriate fees to the City for the audit scope period from January 1, 1999, through 
December 31, 2005.  
 

RCN did not provide the building activity reports for the period January 1, 1999, through 
December 31, 2000, and for the month of October, 2002. The building activity report provides 
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critical detailed information of all revenue billed, recorded, and reported by RCN. It is also used to 
identify the revenue RCN reports in its statement of operations and in its quarterly revenue reports 
submitted to the City. Therefore, without the building activity reports for these periods, we were not 
able to determine the amount of RCN revenue from resale, microwave-satellite, and other sources 
that should have—but might not have—been reported to the City for calendar years 1999 and 2000 
and for the month of October 2002.   

 
Likewise, we were unable to determine whether additional fees were due the City for any of 

the above sources of revenue that might not have been reported.  We note that our audit disclosed 
significant amounts of unreported revenue in these revenue areas for the years in which we had 
access to the building activity reports (see Table II for the audit exceptions and additional fees owed 
the City).  In addition, RCN’s failure to provide critical documents represents a departure from 
compliance with specific requirements of its agreements with the City. According to §8.7.1 of the 
franchise agreement and §10.5.1 of the OVS agreement, “Throughout the Term of the agreement, 
the Company shall maintain complete and accurate books of account and records of the business, 
ownership, and operations of the Company with respect to the System in a manner that allows the 
City at all times to determine whether the Company is in compliance with the Agreement.” 

 
This audit was conducted in accordance with generally accepted government auditing 

standards (GAGAS) and, with the exception of the lacking data cited in the scope limitation, 
included all tests considered necessary. 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 RCN officials during and at the 
conclusion of this audit. A preliminary draft report was sent to RCN and DoITT officials on July 23, 
2007.  Subsequently, RCN provided us with additional information related to the issues discussed in 
the preliminary report.  An exit conference was held on August 27, 2007, at which RCN remitted a 
payment of $1,286,637 representing a portion of the principal balance owed the City. On September 
12, 2007, we submitted a draft report to RCN and DoITT with request for comments.  
 
 We received written responses from DoITT on September 26, 2007, and from RCN on 
September 27, 2007. RCN officials agreed with the audit report findings and recommendations. 
In their response, RCN officials noted that significant changes in their business restructuring, and 
internal operations may have impacted their ability to accurately report all revenue to the City 
and pay the appropriate fees.  They also stated that “in any event, RCN is committed to 
cooperating fully with DoITT to resolve any and all outstanding issues arising from the audit 
report, including, without limitation, late charges.”  
 
 DoITT officials agreed with the report’s recommendations; however, they took exception 
to the report’s other issue regarding the adequacy of DoITT’s oversight.  

 
The full texts of the DoITT and RCN responses are included as addenda to this report.   
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FINDINGS   
 
 RCN complied with certain non-revenue-related requirements of its agreements with the 
City, such as maintaining the required $50 million property and liability insurance that named the 
City as an additional insured party, paying the $1 million in a security deposit, and remitting the 
required payments to the CAOs and to the City for education and government access and for 
subscriber services to government facilities. 
 
 However, RCN failed to report $26,431,624 in revenue to the City for the period January 
1, 1999, to December 31, 2005; it therefore owes the City an additional $1,784,594 in fees and 
interest.6 Specifically, RCN did not report to the City any of the revenue generated from its 
microwave-satellite operations, advertising sales commissions, resale services, and other revenue 
categories required to be reported to the City under the OVS and franchise agreements.  In 
addition, RCN did not provide sufficient documentation that would allow us to ascertain whether its 
books and records accurately reflected the results of all its revenue generating activities.  As noted 
in the scope limitation section, RCN did not provide its building activity reports for calendar years 
1999 and 2000 and October 2002. As a result, we were not able to determine whether additional 
revenues should have been reported for these periods or whether additional fees are due the City.  
See Table II, which follows, for the details.  
  
    
 
   
 
   
  
  
 
 

 
 
 
 
 
 
 
 
 
 
 
 

                                                 
6 As a result of the findings of our preliminary audit report, RCN remitted a check for $1,286,637 

representing a portion of the principal amount assessed by our audit. Therefore, after adjusting for the 
amount paid, RCN owes the City $497,957 ($1,784,594 - $1,286,637). 
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Table II 
Additional Fees and Interest Owed 

Based on Unreported Revenue 
Calendar Years 1999 through 2005 

 

  
 * The total revenue RCN did not report to the City has been adjusted to reflect the amount of bad-debt write-offs 

that RCN did not deduct in its revenue reports to the City from calendar years 2001 through 2005. 
 

** As a result of the findings of our preliminary audit report, RCN remitted a check for $1,286,637 representing a 
portion of the principal amount due the City, as illustrated in this table.  Therefore, after adjusting for the amount 
paid, RCN owes the City $497,957 ($1,784,594 -$1,286,637).  
 
 As illustrated in Table II, except for advertising and free-service activities, RCN did not 
provide revenue information for calendar years 1999 and 2000. We based our calculations of the 
amounts of unreported revenue and additional fees owed the City on the records that were 
provided. However, as disclosed in the scope limitation, we were not able to determine the total 
amount of revenue from RCN’s operations that may not have been reported to the City, or any 
resulting additional fees, if any, that may be due.  
 
 These matters are discussed in detail in the following sections of this report.  

Calendar 
Year Microwave Advertising Resale 

Free 
Service 

Other 
Revenue 

Categories 
Revenue 
Omission 

Bad Debt 
Write-Offs 

Total 
Unreported 

Revenue 
Amount 

1999   $46,077   $73,920       $119,997 

2000   161,886   131,915       293,801 

2001 $5,056,932 165,607 2,926,720 261,288 $1,009,923 $7,664 ($2,182,936) 7,245,198 

2002 5,008,570 248,116 1,930,016 380,046 1,282,981 201,855 (2,112,827) 6,938,757 

2003 3,310,895 190,410  455,552 2,112,014 102,330 (1,507,266) 4,663,935 

2004 3,274,070 218,495 310,828 515,591 666,800 325,579 (931,429) 4,379,934 

2005 2,099,886 581,115 210,174 559,703 57,109  (717,985) 2,790,002 

TOTAL 
UNDER-
REPORTED 
REVENUE $18,750,353 $1,611,706 $5,377,738 $2,378,015 $5,128,827 $637,428 ($7,452,443) $26,431,624 

FEES DUE 
THE CITY 937,518 80,585 268,887 118,901 256,441 31,871 (372,622) 1,321,581 

LATE 
CHARGES 250,732 19,618 381,070 29,722 89,857 19,674 (327,660) 463,013  
TOTAL 
OWED THE 
CITY $1,188,250 $100,203 $649,957 $148,623 $346,298 $51,545 

  
($700,282)* $1,784,594** 
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RCN Failed to Report $18,750,353 
In Microwave-Satellite Revenue  
  
 Our review of RCN’s books and records for the period January 1, 2001, to December 31, 
2005, found that RCN inappropriately excluded $18,750,353 in microwave-satellite revenue 
from the gross revenue it reported to the City. Consequently, RCN owes the City $1,188,250 in 
additional fees and late interest payment, as detailed in Table II.  

 
 RCN is required to pay an operator fee of five percent of gross revenue under its OVS 

agreement and to make payments (referred to as “Phase-In-Amounts”) to the City equal to five 
percent of an escalating amount7 of gross revenue from its microwave-satellite operations over 
the first five years of the OVS agreement.  However, our reconciliation of RCN’s building 
activity reports and the quarterly revenue statements submitted to the City revealed that from 
January 1, 2001, through December 31, 2005, RCN failed to report a total of $18,750,353 in 
microwave-satellite revenue to the City, which resulted in RCN owing the City $1,188,250 in 
additional fees and late interest. 
 

 RCN Inappropriately Excluded $12,755,699 
From the Revenue It Reported to the City  
 
 RCN failed to report to the City a total of $12,755,699 in revenue generated from various 
operating activities that are specifically identified in the gross revenue definition of the agreements 
with the City, as follows:  
 
 $1,611,706 in Advertising Revenue  
 Was Not Reported to the City 
 
 RCN did not report a total of $1,611,706 in advertising revenue in the quarterly revenue 
statements submitted to the City from January 1, 1999, to December 31, 2005. Consequently, 
RCN owes the City $100,203 in additional fees and late interest payment, as detailed in Table II. 
 
 According to the definition of gross revenue in §1.26 of the OVS agreement, “Gross 
Revenue shall also include all advertising revenue which is derived directly or indirectly by the 
Company.”  However, our review of the RCN trial balance and statement of operations report 
from January 1, 1999, to December 31, 2005, revealed that RCN earned a total of $1,691,647 in 
advertising revenue. Moreover, RCN quarterly revenue statements submitted to the City did not 
report advertising revenue from January 1, 1999, through December 31, 2003, and reported only 
$79,941 in its quarterly gross revenue statements for 2004 and 2005. Therefore, RCN failed to 
report the remaining $1,611,706 in advertising revenue to the City.  As a result, RCN owes the 
City $100,203 in additional fees and late interest payment, as detailed in Table II.  
 
 
                                                 

7 Based on the schedule of the phase-in amounts provided in Appendix H of the OVS agreement, RCN is 
required to pay five percent of:  20 percent of all microwave-satellite revenue of RCN and its affiliates on 
initial signing of the agreement; 40 percent on the first anniversary; 60 percent on the second 
anniversary; 80 percent on the third anniversary; and 100 percent thereafter. 
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 $5,377,738 in Resale Revenue 
 Was Not Reported to the City 
 
 RCN did not report to the City a total of $5,377,738 in revenue it generated from its 
resale activities. As a result, RCN owes the City $649,957 in additional fees and late interest 
payment, as detailed in Table II. 
 
 RCN generates resale revenue by selling services that are then provided to the public 
through a third-party provider. According to the provisions of the franchise agreement, RCN is 
permitted to reduce gross revenue from resale by the amount RCN paid to its third-party 
provider. Our review of RCN’s building activity reports and the schedule of payments to the 
provider found that for the period of January 1, 2001, to December 31, 2005, RCN reported total 
revenue from resale in the amount of $15,570,705, and paid its third-party provider a total of 
$10,192,967 for the cost of resale services.  Since RCN is allowed to reduce its gross revenue 
from resale by the amount it paid to its third-party provider, RCN should have reported the 
difference of $5,377,738 to the City.  However, RCN quarterly revenue statements submitted to 
the City did not report revenue from resale.  As a result, RCN owes an additional $649,957 in 
fees and interest on late payments, as detailed in Table II.   
 
 
 $5,128,827 in Other Revenue Categories Excluded 

From the Revenue Reported to the City 
 
 RCN did not report a total of $5,128,827 in revenue categories classified as “other” in its 
building activity.  Consequently, it owes the City $346,298 in additional fees and interest on late 
payments, as detailed in Table II.  
 
 Our analysis of RCN’s building activity reports identified several revenue categories that 
were not included in the report submitted to the City. In the category classified as “other,” RCN 
did not report revenue from commissions received from the home shopping channel, franchise 
fees RCN passes on to the customers, installation and reconnection fees, and other, related 
revenue. According to the gross revenue definition in §1.16 of the franchise agreement and §1.26 
of the OVS agreement, “Gross Revenue shall include all revenue, as determined in accordance 
with generally accepted accounting principles, that is received directly or indirectly by the 
Company . . . from or in connection with any Telecommunication Services provided in 
accordance with this agreement which originate in and/or terminate in the City.” However, for 
the period 2001 through 2005, RCN did not report to the City a total of $5,128,827 in revenue it 
generated from other sale activities, contrary to its franchise agreement.  As a result, RCN owes 
the City $346,298 in additional fees and interest on late payments, as detailed in Table II. 
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  $637,428 Was Incorrectly Excluded  
 From the Revenue Reported to the City 
 
 RCN omitted a total of $637,428 from the gross revenue it submitted to the City. As a 
result, RCN owes the City $51,545 in additional fees and interest on late payments, as detailed in 
Table II.  
 
 Our reconciliation of the RCN building activity report and the quarterly revenue 
statements found that RCN understated its gross revenue by incorrectly excluding the following 
revenue transactions: 
 

• $7,664 in revenue transactions during the months of August and September 2001.  
 
• $201,855 in revenue transactions during the months of July, August, September, and   

December 2002. 
 

• $102,330 in revenue transactions during January 2003. 
 

• $325,579 in revenue transactions during April, 2004. 
 
 As a result, RCN owes the City $51,545 in additional fees and interest on late payment.    
 
RCN Failed to Report Free Service 
With a Value of $2,378,015 
 
 RCN did not report to the City the value of the free services it provided in the amount of 
$2,378,015. Therefore, RCN owes $148,623 in additional fees and late interest payment to the 
City, as detailed in Table II. 
 
 According to the OVS agreement, RCN is required to include the value of free services it 
provides in the calculation of gross revenue it reports to the City.  However, we found that from 
1999 to 2005, RCN provided courtesy services with a total value of $2,378,015 to its employees 
and apartment building managers. This amount, however, was not reported in RCN’s quarterly 
revenue statements submitted to the City. Consequently, RCN owes the City $148,623 in 
additional fees and interest on late payments, as detailed in Table II. 
 
RCN Did Not Report Its Bad-Debt 
Write-Offs to the City 
 
 According to the OVS agreement, RCN is permitted to exclude bad-debt write-offs from 
the gross revenue amounts it reports to the City.  Based on our review of RCN’s bad-debt 
account from calendar years 2001 through 2005, we found that RCN recorded bad-debt write-
offs totaling $7,452,443.  However, RCN did not include deductions for bad-debts in its revenue 
statements submitted to the City. As a result, we adjusted the amount of unreported revenue to 
the City to reflect a reduction of $7,452,443 in bad-debt expense and a corresponding credit of 
$700,282 to RCN, as detailed in Table II. 
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Other Issue 
 
Inadequate Oversight by DoITT 
 
 DoITT did not exercise its responsibility to ensure that RCN reported its revenue to the 
City in accordance with the agreements. Under the City Charter, every agreement memorializing 
the terms and conditions of a franchise, irrevocable consent, or concession must contain adequate 
provisions to secure efficiency of the services provided, assure the maintenance of the property 
of the City, and provide for adequate compensation to the City.  The City Charter also requires 
that the agency designated to have primary expertise and responsibility for the franchise must 
monitor the performance of the grantee and enforce the terms and conditions of the franchise 
under its jurisdiction.8 The agreements between RCN and the City require RCN to establish and 
maintain managerial and operational records, standards, procedures, and controls to enable it to 
prove in reasonable detail and to the reasonable satisfaction of the oversight agency, in this case 
DoITT, that RCN is in compliance with the agreements at all times throughout the term. 
 

   However, our audit found no evidence that DoITT had required RCN to submit detailed 
financial records to support the revenue reported to the City.  Instead, DoITT accepted the 
amounts RCN reported as well as the related payments RCN made without exercising the proper 
oversight review. Such oversight review would have determined the accuracy and completeness 
of the revenue amounts that RCN reported to the City.  As our audit disclosed, for the period 
covered, calendar years 1999 to 2005, RCN understated its revenue to the City by excluding 
$26,331,753 in revenue from microwave-satellite, advertising, resale, and other activities 
specifically required to be reported under the definition of gross revenue in the agreements.   
 
 For 1999 to 2000, RCN did not provide books and records that would have enabled us to 
verify the accuracy of the revenue reported to the City or the extent of additional fees that may 
be due the City resulting from unreported revenue.  According to the agreements, “the Company 
shall keep comprehensive itemized records of all revenues received and of all services provided, 
in sufficient detail to enable the City to determine whether all compensation owed to the City is 
being paid to the City.” 
 
 Because of RCN’s departure from certain significant compliance provisions of the 
agreements, specifically as it relates to the gross revenue provisions, we recommend that DoITT 
actively monitor RCN’s compliance with the agreements and establish proper procedures to 
ensure that RCN reports all its revenue and that it maintains detailed and accurate books and 
records in support of all its business activities, as required by the agreements.  

                                                 
8 These requirements are contained in Chapter 14 §365 (a)(c), Terms of Agreements: Enforcement. 
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RECOMMENDATIONS 

 
We recommend that RCN: 

 
1. Pay the City the balance of $497,957, which includes $34,944 in additional OVS and 

franchise fees and $463,013 in late charges. 
 
RCN Response: “Although the City is permitted to impose such charges under the 
respective agreements, we hope that the City would offer some leniency with RCN in this 
regard, because RCN did not intentionally or fraudulently withhold any amounts due the 
City during the review period or thereafter.  In fact, as stated above, any failure to pay 
amounts due the City resulted from oversight on RCN’s part.  Secondly, due to the 
constant state of flux in RCN’s financial status and operations during the review period, 
we are certain that it was difficult for DOIIT (or any other third party) to ascertain 
whether RCN had fully complied with all of its revenue and non-revenue obligations 
during the review period.  In any event, now that we have delivered payment for a 
majority of the past due OVS and franchise fees, we are committed to cooperating fully 
with DOITT to resolve any and all outstanding issues arising from the audit report, 
including, without limitation, late charges.” 

 
2. Ensure that all future revenue from microwave-satellite, advertising, resale, and other 

business operations are accurately reported and that the appropriate fees are paid to 
the City, in accordance with the OVS and franchise agreements. 

 
RCN Response:   “Agreed. We have revised our process to include all revenue required, 
in accordance with the OVS and franchise agreement, to properly calculate fees.” 

 
3. Ensure that bad-debt expenses are properly deducted from gross revenue reported to 

the City.   
 
RCN Response:  “Agreed.  Bad debt expenses will be factored into all future reporting.”  

 
4. Ensure that all revenue reported in its books and records is properly reconciled and 

included in the quarterly revenue statements it submits to the City. 
 
RCN Response:  “Agreed. We will put a process in place to provide the proper 
reconciliation for our quarterly revenue statements.”  

 
5. Maintain complete and accurate books of accounts and records of business in a 

manner that would allow the DoITT to determine whether RCN is in compliance with 
the agreements. 

 
RCN Response: “Agreed. We will maintain accurate records and work closely with 
DoITT to ensure RCN is in compliance with the agreements.” 
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We recommend that DoITT: 

  
6. Ensure that RCN pays the City the balance of $497,957. 
 
DoITT Response:  “DoITT will aggressively pursue immediate payment of the full 
balance.  Moreover, it should be noted that RCN’s Open Video System (OVS) franchise 
with the City expires in December of this year. Payment of the balance will be a 
precondition of DoITT’s approval of any new franchise or other franchise-related action 
that may be sought by RCN.  Finally, if necessary, DoITT will pursue an affirmative 
legal claim against RCN for the balance.” 
 
7. Ensure that RCN complies with the other recommendations, especially those relating 

to potential unreported revenue and additional fees due the City. 
 
DoITT Response:  “DoITT will negotiate a franchise provision with RCN whereby a 
designated RCN senior executive must certify the completeness and accuracy of quarterly 
revenue submissions, with the same certified annually by RCN’s chief financial officer.  
In addition, DoITT will designate in-house personnel to examine revenue reports from 
RCN and other franchisees. DoITT will also consider the utility of engaging outside 
auditors to augment these operations.” 

 
8. Ensure that RCN reports to the City any additional revenue for the period January 1, 

1999, through December 31, 2000, and for the month of October 2002, as required by 
the terms of the OVS and franchise agreements, and that RCN pays the City 
additional fees that may be due based on any additional revenue reported resulting 
from the implementation of this recommendation. 

. 
DoITT Response:  “DoITT will continue to aggressively pursue revenue reports from 
RCN for the above noted periods, as well as any associated fees and late charges owed to 
the City.” 

 
9. Establish the proper guidelines and a review process to monitor RCN’s compliance 

with the City agreements. DoITT should ensure that RCN reports all its subsequent 
revenue to the City in compliance with the revenue provisions of the agreements and 
that it pays its fees accordingly. 

 
DoITT Response:  “DoITT will issue to appropriate staff a written franchise review 
procedure, ‘formalizing’ established practices and implementing new best practices.  The 
procedure will reinforce the requirement that responsible DoITT staff maintain thorough 
knowledge of the revenue provisions of the franchise agreements and require that such 
staff document, on a quarterly basis, the actions that they may have taken to ensure 
compliance with the agreements.  In addition, DoITT will negotiate to include new 
remedy provisions in any future RCN franchise(s), in the event that the company is found 
to be substantially out of compliance with the revenue provisions of the agreements.” 
















































