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paragraph (f) of this section, except that
license fees associated with channels
added pursuant to this paragraph (3)
will not be eligible for the 7.5% mark-
up on increases in programming costs.

(iv) Timing. For purposes of
determining whether a rate increase
counts against the maximum rate
increases specified in paragraphs
(g)(3)(i) through (g)(3)(ii) of this section,
the relevant date shall be when rates are
increased as a result of channel
additions, not when the addition occurs.

(4) Deletion of Channels. When
dropping a channel from a BST or
CPST, operators shall reflect the net
reduction in external costs in their rates
pursuant to paragraphs (d)(3)(i) and
(d)(3)(ii) of this section, or paragraphs
(e)(2)(ii)(A) and (e)(2)(ii)(B) of this
section. With respect to channels to
which the 7.5% mark-up on
programming costs applied pursuant to
paragraph (f)(8) of this section, the
operator shall treat the mark-up as part
of its programming costs and subtract
the mark-up from its external costs.
Operators shall also reduce the price of
that tier by the ‘‘residual’’ associated
with that channel. For channels that
were on a BST or CPST on May 14,
1994, or channels added after that date
pursuant to paragraph (g)(2) of this
section, the per channel residual is the
charge for their tier, minus the external
costs for the tier, and any per channel
adjustments made after that date,
divided by the total number of channels
on the tier minus the number of
channels on the tier that received the
per channel adjustment specified in
paragraph (g)(3) of this section. For
channels added to a CPST after May 14,
1994, pursuant to paragraph (g)(3) of
this section, the residuals shall be the
actual per channel adjustment taken for
that channel when it was added to the
tier.

(5) Movement of Channels Between
Tiers. When a channel is moved from a
CPST or a BST to another CPST or BST,
the price of the tier from which the
channel is dropped shall be reduced to
reflect the decrease in programming
costs and residual as described in
paragraph (g)(4) of this section. The
residual associated with the shifted
channel shall then be converted from
per subscriber to aggregate numbers to
ensure aggregate revenues from the
channel remain the same when the
channel is moved. The aggregate
residual associated with the shifted
channel may be shifted to the tier to
which the channel is being moved. The
residual shall then be converted to per
subscriber figures on the new tier, plus
any subsequent inflation adjustment.
The price of the tier to which the

channel is shifted may then be
increased to reflect this amount. The
price of that tier may also be increased
to reflect any increase in programming
cost. An operator may not shift a
channel for which it received a per
channel adjustment pursuant to
paragraph (g)(3) of this section from a
CPST to a BST.

(6) Substitution of Channels on a BST
or CPST. If an operator substitutes a
new channel for an existing channel on
a CPST or a BST, no per channel
adjustment may be made. Operators
substituting channels on a CPST or a
BST shall be required to reflect any
reduction in programming costs in their
rates and may reflect any increase in
programming costs pursuant to
paragraphs (d)(3)(i) and (d)(3)(ii), or
paragraphs (e)(2)(ii)(A) and (e)(2)(ii)(B)
of this section. If the programming cost
for the new channel is greater than the
programming cost for the replaced
channel, and the operator chooses to
pass that increase through to
subscribers, the excess shall count
against the License Fee Reserve or the
Operator Cap when the increased cost is
passed through to subscribers. Where an
operator substitutes a new channel for a
channel on which a 7.5% mark-up on
programming costs was taken pursuant
to paragraph (f)(8) of this section, the
operator may retain the 7.5% mark-up
on the license fee of the dropped
channel to the extent that it is no greater
than 7.5% of programming cost of the
new service.

(7) Headend upgrades. When adding
channels to CPSTs and single-tier
systems, cable systems that are owned
by a small cable company and incur
additional monthly per subscriber
headend costs of one full cent or more
for an additional channel may choose
among the methodologies set forth in
paragraphs (g)(2) and (g)(3) of this
section. In addition, such systems may
increase rates to recover the actual cost
of the headend equipment required to
add up to seven such channels to CPSTs
and single-tier systems, not to exceed
$5,000 per additional channel. Rate
increases pursuant to this paragraph
may occur between January 1, 1995, and
December 31, 1997, as a result of
additional channels offered on those
tiers after May 14, 1994. Headend costs
shall be depreciated over the useful life
of the equipment. The rate of return on
this investment shall not exceed 11.25
percent. In order to recover costs for
headend equipment pursuant to this
paragraph, systems must certify to the
Commission their eligibility to use this
paragraph, and the level of costs they
have actually incurred for adding the
headend equipment and the

depreciation schedule for the
equipment.

(8) Sunset Provision. Paragraph (g) of
this section shall cease to be effective on
January 1, 1998 unless renewed by the
Commission.

(h) Permitted charges for a tier shall
be determined in accordance with forms
and associated instructions established
by the Commission.

(i) Cost of Service Charge. (1) For
purposes of this section, a monthly cost-
of-service charge for a basic service tier
or a cable programming service tier is an
amount equal to the annual revenue
requirement for that tier divided by a
number that is equal to 12 times the
average number of subscribers to that
tier during the test year, except that a
monthly charge for a system or tier in
service less than one year shall be equal
to the projected annual revenue
requirement for the first 12 months of
operation or service divided by a
number that is equal to 12 times the
projected average number of subscribers
during the first 12 months of operation
or service. The calculation of the
average number of subscribers shall
include all subscribers, regardless of
whether they receive service at full rates
or at discounts.

(2) A test year for an initial regulated
charge is the cable operator’s fiscal year
preceding the initial date of regulation.
A test year for a change in the basic
service charge that is after the initial
date of regulation is the cable operator’s
fiscal year preceding the mailing or
other delivery of written notice
pursuant to Section 76.932. A test year
for a change in a cable programming
service charge after the initial date of
regulation is the cable operator’s fiscal
year preceding the filing of a complaint
regarding the increase.

(3) The annual revenue requirement
for a tier is the sum of the return
component and the expense component
for that tier.

(4) The return component for a tier is
the average allowable test year ratebase
allocable to the tier adjusted for known
and measurable changes occurring
between the end of the test year and the
effective date of the rate multiplied by
the rate of return specified by the
Commission or franchising authority.

(5) The expense component for a tier
is the sum of allowable test year
expenses allocable to the tier adjusted
for known and measurable changes
occurring between the end of the test
year and the effective date of the rate.

(6) The ratebase may include the
following:

(i) Prudent investment by a cable
operator in tangible plant that is used
and useful in the provision of cable


