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going forward rules, which affect the
amount by which an operator can
increase its rates, operators will have no
limit on the number of channels they
may add when they make this rate
adjustment during the year.

Operators that elect the annual rate
adjustment system must file for rate
adjustments for equipment and
installations on Form 1205 on the same
date that they file for their other rate
adjustments on Form 1240. Therefore,
for operators that elect to use the annual
rate adjustment methodology, we are
changing the current rule which
requires operators to file 60 days after
the close of their fiscal year. In addition,
we will continue to require operators to
base their proposed annual customer
equipment and installations rate
adjustments on past costs because we
believe that it would be far more
difficult to project reasonably certain
and reasonably quantifiable changes in
equipment and installation costs. We
also will require that when an operator
introduces a new type of equipment, the
operator must file for a rate adjustment
no later than 60 days before the date the
operator intends to charge subscribers
for the new type of equipment. The
proposed rate would go into effect at the
end of this 60-day period unless the
franchising authority rejects the
proposed rate as unreasonable or the
franchising authority finds that the
operator has submitted an incomplete
filing.

Operators that do not elect to use the
annual rate adjustment system may
continue to use the existing system
which allows operators to make rate
adjustments up to once per calendar
year quarter. With respect to the current
quarterly rate adjustment system, this
order affirms our decision in the Fourth
Reconsideration Order 59 FR 53113 (10/
21/94) to allow operators to pass
through changes in franchise fees and
Commission regulatory fees within 30
days of filing for a rate adjustment
reflecting these costs unless the
franchising authority finds that these
rate adjustments are unreasonable
before the 30-day period has expired.

This Order will also simplify the rate
review process by eliminating our
current practice of reviewing the entire
CPST rate after receiving a CPST
complaint. On the effective date of these
rules, this system of rate regulation,
commonly referred to as ‘‘all rates in
play,’’ will be eliminated for CPSTs that
have not been subject to a rate
complaint. Following that date, CPST
rate complaints will require a
Commission determination whether the
amount of the rate increase complained
about is reasonable.

In addition, we clarify that for
purposes of adjusting rates to reflect
increases in franchise requirement costs,
operators are entitled to pass through
any increases in costs that are
specifically required by franchise
agreements, provided that the recovery
of costs may not encompass costs the
operator would incur in the absence of
the franchise requirement. Consistent
with this goal, operators are permitted
to pass through to subscribers (a) cost
increases associated with technical
standards and customer service
standards that exceed federal
requirements; (b) cost increases
attributable to satisfying franchise
requirements to support public,
educational and governmental access;
(c) increases in the costs of providing
institutional networks, video services,
voice transmissions and data services to
or from governmental institutions and
educational institutions, including
private schools; and (d) cost increases
associated with a franchise requirement
that an operator remove cable from
utility poles and place the same cable
underground.

Further, the Order affirms the
Commission’s decision to permit
operators to advertise rates for regulated
cable services regionally using a single
tier rate plus a franchise fee. The order
also permits franchising authorities to
determine the method by which
franchise fee overpayments are returned
to cable operators. However, franchising
authorities must return overpayments
within a reasonable period of time.

Annual Rate Adjustments for Basic
Services and Cable Programming
Services

We believe that the current price cap
adjustment system generally protects
subscribers from unreasonable rates.
Nevertheless, with the benefit of more
than one year of experience with the
current system, we have found that
there are some disadvantages to the
current price cap adjustment
mechanism. One of our concerns about
the current system is that operators file
for multiple rate adjustments each year
because they realize cost increases
throughout the year and are unable to
adjust their rates to recover these costs
until after these costs are incurred. We
believe that this process can be costly
and inefficient because operators must
file a Form 1210 and provide
subscribers with 30 days’ advance
written notice each time they file for a
rate adjustment. In addition, we are
concerned that multiple rate
adjustments in one year can cause
confusion among subscribers.
Furthermore, each rate adjustment

imposes an administrative burden on
regulatory authorities who must review
the adjustment.

We also are concerned about the
delays that operators may experience in
recovering their costs under the current
rate adjustment system. Because
operators incur costs before they can file
for rate adjustments and they often
experience delays in being able to
implement rate adjustments after they
have filed for them, they never recover
costs that are incurred as a result of
these delays.

Moreover, the current rate adjustment
system provides that if an operator waits
more than 12 months to make rate
adjustments reflecting increases in
external costs and the number of
regulated channels, the operator loses
the ability to recover for these cost
increases. In addition, operators are
required to make their annual inflation
adjustment during an eleven month
period or lose the ability to make that
inflation adjustment. Although we
adopted these rules to ensure that
subscribers do not experience rate shock
in cases where an operator delays
implementing large numbers of rate
increases, we are concerned that the
‘‘use or lose’’ mechanisms may result in
some cable operators charging higher
rates before they would otherwise elect
to adjust their rates.

Annual Rate Adjustment System
In order to address these concerns, on

our own motion we are adopting a new
optional rate adjustment methodology
that encourages cable operators to make
only annual rate changes to their BSTs
and CPSTs. Following the approval of
the new Form 1240 by the Office of
Management and Budget, operators may
choose between the existing quarterly
rate adjustment system and a new
annual rate adjustment system.
Operators that elect to use the new
methodology would adjust their rates
once a year to reflect changes in external
costs, inflation, and the number of
regulated channels that they expect to
occur during the 12 months following
the rate change. Because operators will
be permitted to project changes that will
occur in the 12 months following the
rate filing, we expect that this
methodology will limit delays that
operators experience under the current
system. Any cost that is not projected
may be accrued and added to rates, with
11.25% interest, when the operator
makes its next filing. Moreover, at the
end of the rate year, operators ‘‘true up’’
their projected changes to correct for
differences between actual and
projected costs during the rate year.
Operators would not lose the right to


