
Action A udits, LL C 

Town of Chapel Hill 
Review of Time Warner Cable's 2009 

FCC Forms 1240 and 1205 

'1.0: I<oger Stancil, Town Manager 

1;ROM: Robert Sepe, President 

RE: I<evicw ol'Timc Warner Cable's FCC1240 and 1205 I-ate filines 

I have I-cv~cwcd 'I-1111~ Warner Cable's I-CC 1240 and I:CC 1205 lil~ngs, documents gathered by 
the Town and consulted related I-CC rules, rcgulat~ons and publlcat~ons. 'The values stated In tlie 
Company's FCC late requests is tlic respons~b~l~ty ol'thc cablc opcl-ator. 

S~~pplicd data wcl-c rcv~ewcd to detel-mlnc w1ietlic1- the cablc opel-alor calculated "updated" rates 
cons~stcnt w~tli tlic procedures PI-escr~bcd by the FCC In accoi-dance w ~ t h  tlie FCC's 13th Report 
and Order, anci the IYCC's Cable Rate Regulal~on rules 676.900 - 576.990 and the 
'Tclecomrn~~n~cat~ons Act of 1996. 

0 1 - ~ g ~ n a l  computat~ons were pel-for111ed and co~nparcd w~th  data prov~ded by T l ~ n e  W:u-ncl- Cable. 
The uccompanylng ~cport  prov~dcs a I-casonablc bas~s 1'01 tlic oplnlons expl-csscd 11~1-e~n. 

Ac t~on  Audits. LLC (:;~hlc I<;ltc. ]:I-anchisc I:cc, {Jti l~ly 'l';~x A u t l ~ l ~ n s  Sc ' r ' c l cconl rn l ln ic ;~ t~o~i  Aclministration 

10 1 I'ocono Lane. Gary, North C':~rolin;t 275 13-58 16 V o ~ c c  11 0 10 407.5302 Fax /I 0 10.40O.OX6X 
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FINDINGS 

Time WUI-17er Cahle!~ FCC Cuhle Rate Filing: On October 13, 2008, Time Warner Cable (Tirne 
Warner) submitted a Form FCC1240-Basic Cable Service Tier to set a new regulated rate for 
basic cable service. Tiine Warner did submit a Fonn 1205-Equipinent and Installation Charges to 
sct new regulated rates for equipment rental and installation services. These documents were 
subinitted to the Town for approval. 

Time Warner's proposed Maximum I'ei-~nitted Regulated' Rate for the Basic Service Tier (BST) 
In 2009 IS $9.64 for the Chapel Hill syste~n and $13.1 1 for the Durham system. 

The proposed inonthly selected7 rate is $9.50 for the Chapel Wil l  system and $13.00 for the 
Tl~~rliarn system. 

The next table tracks changes in the selected Rate for the Basic Service Tier (RST). 

Table 1 

I I ln l -cg~~la tcd  cablc services ~nclucic: Standard or cxpt~ndcti  basic, digital cablc scrvlccs. v ~ d c o  o n  demand 

;inti p r c ~ i i i ~ ~ m  movic nctworks. such as IIBO. 

Chapel 1 l i l l  Systein 

1 

- M a x ~ m u m  Permitted Ilatc is the ratc ;in operator could charge verses the selectetl ratc which I S  the ratc the 

opcriltor h ; ~ s  choscn to charge. 

Y c a ~  +/- I3ST llatc 1)clta 



The next table tracks changes in the selected Maxilnulll Permitted Rate for the Basic Service 
Tier (BST). 

Table 2 

Within the Town limits, Time Warner reported 12,4 14 current customers and expects an increase 
In its customer base by year end to 13,074 households7. 

Rarionule: The guiding principle of the Cable Act of 1992,"s to protect subscribers from 
i~nreasonable rates by ensurlng that cable rate levels are ecluivalent to rates that would be charged 
111 the prcsence of effective compet~tion.~ Anecdotal evldence of rates examined In SIX lnatclied 
pair markets by the G,IZO" where Cable Operators face true effective wireline co~npetition reveals 

' F ~ I - m  1240, Motlulc 13 

" ~ ~ x c i f i c n l l ~ .  the 1992 Cable Act requires the C o n t m ~ s s ~ o n ' s  ~rcgulations "shall bc designed to acliicvc the 
goal of  protecting subscribers of a n y  cablc systcln that is not s i~bjcc t  to c f f c c t ~ v c  compet~t ion  from ratcs for the basic 
scrvicc tier that cxcccd the ratcs that would be chargcd fbr thc birsic scrvlcc t ~ c l -  iI.such c;lblc systc111 wcrc s ~ b j c c t  to 
ctl'cctivc competition." C o m ~ l i ~ ~ n i c a t i o n s  Act. 4 623(b)(I  ). 47 IJ.S.('. 4 5 4 3 ( b ) ( I )  

'As  tlic I:C(' statcd in its fil-st ratc ru lc~naking  ordcl-: "'l.lic priority cstablishcd in the Act I S  clearly to protect 
the ~ntcl-ests of  subscribers. An important thcus t'or both basic ticr and cablc programming scrvicc ~ratcs. consistent 
with 17rov1ding system opcl-atol-s ;I f'a11- return, is the cs tab l~sh~i icn t  o f r a t c  lcvcls c q ~ ~ ~ v a l c n t  to ratcs that would be 
charged In the prcscncc of  cffcctivc compctition. Tlic cr i tcr i ;~ to be applied In setting both basic ticr and cable 
1"-ogranrming scrvicc ratcs ~nc lu t lc  a comparison w ~ t h  'the rates Ibr cablc systclns, if any, that arc subject to cffcctivc 
compct~tion."',Yc~c I~ i lp lc rncnta t~o~i  o f  Scctions of  thc (:;lblc ' l 'clcvis~on Consumcr I'rotcction ancl (:ompetition Act  o f  
1092, X FC'V Red 563  1 a t  para 8and footnotc I0  [April 1993 Report ant1 Order]. 

"W it-c-1i;lscd Competition Bcncfittctl Consumers in  Sclcctcd Markets. United States (;cncral A c c o ~ ~ n t i n g  

Ol'fice. 1;cbru;lry 2004 .  



that rates in these communities are between 15% and 4 1 % lower7 than in com~nunities served by 
a single wireline cable provider. The GAO reported that cable operators tend to lower their rates 
when they face competition fi-om another wireline provider.x 

The FCC's rate-making process (f'orlns1240 & 1205) is intended to adjust ~nonopoly pricing to 
produce rates that would be found in competitive wireline markets. 

As a local government authority certified to regulate rates, it is the Town's responsibility to 
enforce the fundamental guiding principles of the Cable Act of 1992 and the FCC's rate 
regulation rules "to protect the interests of subscribers fi-om unreasonable rates by ensuring that 
cable I-ate is ecl~~ivalent to rates that would be charged in the presence of'eflective competition." 
I t  is the responsibility of the Town to make certain that the rates are set by the cable operator in 
accordance with the FCC's rate rules. 

Analysis of the Proposed Rate Adjustments 

'Time Warner's Fonn 1240 rate adjustments reflect changes in the following external cost 
elements: external costs for true-up and pro-jected periods, inflation fiom true-up and projected 
~ x r ~ o d s ;  SI-anchise related (PEG) expenses, and any program expense adjustments. Generally 
FCC regulatory fees, franchise fees and sales taxes arc external to the calculation of the 
subscriber monthly bill. 

I?IX~CI-IILI/ C'o.st T ~ i n c  Warner's Fonn 1240 rate aci~ustments reflect mult~ple external cost 
elenicnts. An  extel-nal cost IS an expense a cable operator lncurs dur~ng the normal course of 
bus~ness and niay be lncluded In rate calculat~ons. External cost categories are state and local 
taxes; lianch~se fees; costs of complying with franchise requirements, ~nc lud~ng  costs of 
providing publ~c, educational, and governmental access channels; retransinission consent fees 
and copyright fees incurred for the carnage of broadcast signals; other programming costs; 
Commnission Regillatory Fees, and costs associated w ~ t h  channel addit~ons. 

The Forin 1240 ~iiust be filed with the local f'ranchise authority ninety (90) days before the new 
rates are scheduled to take effect and may be liled no more liecluently than annually. The For~n 
1240 rate iiling method allows cable operators t o  estimate their lirture costs for a 12 to 24-month 
period: this is referred to as the projected period. The form1240 allows operators to recover prior 
period expenses, referred to as the true-up period. If a cable operator incorrectly estimates its 
costs Ibr a projected period, it ~uus t  correct those estimates by using the true-up process in the 
next rate liling. 

l~~f lu t ion  A~ljljusl~nenl: In its Form 1240 rate filing, Time Warner correctly applied the current 
I:CC reported inflation factors in its calculations. 

7 ( i ~ 0  Ilcport.  I l ~ g h l ~ g h t s .  February 2004 at pagc I 

' ( ; A 0  I<cl?olt. f:chtliary 2004 a t  pagc3O 



Fr(~nchlse I<eluted Expenses (Pilbl~c Acce.ss or 1-Net) Tnne Warner reported no franchise related 
expenses for 2008. Franch~se related costs ~ncurred by tlie operator niay ~nclude such expenses 
as publ~c, governinent and education access facll~t~es and equipment, slgnal transportat~on, 
lieadend accolnlnodatlons as well as Inst~tutlonal Network related expenses. 

Progmnzmlng Cost Adj~lstmen2. T ~ m e  Warner w ~ l l  collect for tlie projected per~od - $1.20 (CHS) 
and -$I 24 (DS) monthly, per subscriber, during 2009 for antlc~pated BST external costs, most 
of whlch are attributable to progralnlning costs. Var~ous cable operators have advlsed that 
progra111 servlce providers custo~narily increase servlce fees annually. Tliiie Warner attributes ~ t s  
programming cost changes to what ~t 11iust pay for each service offered. However, t h ~ s  amount IS 

~ela t~vely  low compared to upper cable t ~ e r  servlce programming costs. Some of the BST 
program scrvlces Included in the BST servlce group offered by T~rne Warner are obta~ned at l~ttle 
cost because they are eltlier "must-carry" broadcast telev~slon stat~ons, public, govcrnmcnt or 
educat~on access channels or "shop-at-home" selvlces The excepttons are WGN and News 14 
Carolina. 

FCC Rcg.z~lato/y 17ee.s: Tlie FCC requlres cable operators to pay an annual 75 cent" "Commission 
Iiegulatory Fee" to fund the Commiss~oii's regulatory ovcrs~ght of cable televls~on matters. Tlie 
I'ee 1s calculated on the number ol'customers at the end of the prevlous calendar year. 

The regulatory fee must be treated as an external expense and included in the 1240 BST MPR 
calculat~on as a pass through. The cable operator 1s only pcrlnitted to show the amount attributed 
to each cilsto~ner as an informational itcni on the customer's ~nontlily invoice; the FCC 
regulatory fee cannot be treated as a PEG Tee or a separate tax. 

Related Matters 

The following expenses are associated wit11 cable rates, hence, they merit discussion. 

1.i-utlchi.se 1;'ee.s: 'The new North Carolina Video Service Competition Act (S.L. 206- 15 1 ) 
terminated franchise fee payments to Town beginning January 2007, except for a levy on 
equipment rental, installation and advertising revenues lbr those communities where cable 
operators remain subject to a local fi-anchise Tilne Warner Cable is subject to a local franchise 
and so must continue to reniit the Town retiinant fi-anchisc fees on equipment rental, installation 
and advertising revenues until such time that the ti-ancliisc is terminated in accordance with tlie 
NC Video Services Co~npetition Act (VSCA) of 2007. 

7i.n11~nutlon of Local Frunch~.ve AT&T filed a Notlcc ol'Franc111se wlth tlie NC Secretary of 
State on November 13, 2008 and has 130 days 111 wh~cli to p ~ o v ~ d e  vldeo servlcc In tlie Chapel 
11111 When AT&T files 1s Notlce of Scrvlcc with the NC Secretary of'Statc's office, T ~ ~ i i e  
Warner Cable IS permitted by tlie VSCA to termlnatc ~ t s  Chapel 1-1111 l't-anch~se and secure a State 
vtdeo sel-vlce fi-anch~se fro111 the Secretary of' State'$ officc. Such actton by Tiiiie Warner Cable 



could be expected as early as the middle March 2009. 

S~l1e.s Tuxes and Rmnunt Franchise Fees: These charges are not embedded in the BST, but 
typically appear as a separate line iten1 on each customer invoice as a single aggregated amount. 

Upper Tier lieg~11ution: A sunset provision within the Telecomlnunications Act of 1996 
termmated upper cable service tier regtilation on March 3 1, 1999. The cable opcrator is allowed 
to change upper service tier rates at will upon thirty (30) days notice to the franchise authority 
and subscribers. Residents can expect Time Wa~ner  to raise rates for thc most viewed cable 
services, tlie unregulated analog and digital service plans, about 5%) beginning Jan~~al-y I ,  2009. 

FCC1205 Equipment & Installation Rates 

A Local Franchising Authority (LFA) is authorized to review the operator's rate forms to 
cietermine whether the operator's proposed rate increase for installation and lease of ecluipment 
co~iiports with FCC rules. If the proposed rate is acc~lrately calc~rlated pursuant to the 
Commission's regulations, using accurate inforination, thc rate is deenied reasonable and lawf~tl 
~111der tlie I992 Cable Act."' 

Time Warner calculated the forrn1205 maxini~n~i permitted equipment'' and installation" rates 
by aggregating its costs across all Time Warner systems in the USA; this type national filing is 
pen-niitted by the FCC Time Warner Cable has not aggregated on a regional basis since 2001. 

Table 3 

10 
4 7  U.S.C. 4 543(b)  

I '  s70 .023 ( c ) ( l )  Costs  o f  c u s t o m c ~ -  equipment may bc aggregated, on  a franchise, system. regional. o r  
conil)i~ny Icvci. When submitting its cqulpmcnt costs bascd on avcragc clial-gcs, the c;tblc operator  must providc a 
gcncral tlcscription ot'tlie averaging mcthodology employed and a justification that ~ t s  averaging mcthodology 
products reasonable equipment r;rtcs. 

12 
$76.023 ( c ) ( 3 )  Installation costs may be aggregated. o n  a fmnchisc, system. regional, o r  company lcvcl 

Wlicn s u h m ~ t t ~ n g  its installation costs bascd on avcragc cl1;11-gcs, the c:thlc opcrator must providc a gcncral 
ticscription ot ' thc averaging niethodology c ~ n p l o y c d  and ;I just if~cation that its averaging methodology produccs 
I-c:rsonnhlc c q u ~ p n i c n t  rates. 

I ?  C'ompany-wide nationztl U S A  aggregation - 3000 t ra r~c l i~scs  



Tiine Warner proposes a 4.9%) increase in the I-lourly Service Charge; the rate increase is related 
to ecluipment, personnel and operating cost increases. 

The following table discloses changes in For1nl205 equipment and installation rates since 2001. 

Table 4 

Time Warner aggregated its equipment and installation expenses on a national basis to establish a 
i~nifonn rate structure in its -3000 franchises. In addition to equipment rentals, a variety of 
installation services are tied to the NSC rate. The next table lists the differences in the amount of 
time required to install cable service since 2001. The 2001 installation average installation times 
represent North Carolina "regional" values where as the later years reflect consolidated balance 
sheets for all its USA cable properties. 

FC'C 1205 

I lcmotc 

Control 

Addl-cssahlc 
C'onvcrtcl- 

Dclta 

$0.02 

$0.05 

2004 
lJSA 

$0.34 

$7.09 

2008 

U S A  

$0.30 

$7.2 1 

2009 

U S A  

$0.32 

$7.26 

2001 
NC 

$0.28 

$4.26 

2005 

U S A  

$0.33 

$8.82 

2002 
U S A  

$0.35 

$8.49 

2006 
U S A  

$0.31 

$8.25 

2003 
U S A  

$0.35 

$7.34 

2007 

U S A  

$0.32 

$7.60 



Time Warner aggregates the time its technicians in the entire co~npany required during the 
previous year to perfonn these tasks to compute the average installation time for each category. 

I I Subscriber 
I 

I History 

I homes by the end of 
2008 1 '  - 

2009. The likelihood is 
that Time Warner 

; Cable will end the year 
2007 1 1 ; , with fewer crlstolners 

'time in hours is cxprcsscd a s  decimal equivalents 

0.00 

I L -- b-l-' I than it now has. The 
I following chart tracks 

2000 the erosion of Time 
I Warner's customer 

base since 2007. 

O.OO%, 0.85 0.85 0.87 0.79 0.88 0.84 Additional 
Connection 
I(cc1~1iring 
Separate 

Installation 

0.80 0.73 0.85 



Recommendation 

The Consultant recornlnends the Town: 

1 .  Find that Time Warner's proposed Folm 1240 lnaxinlu~n permitted Basic Service Tier 
I-ate colnpliant because it was calculated in accordance with the FCC's Fonn 1240 
instructions. 

2. Find that Tiine Warner's proposed Form 1205 ~naxinluln permitted Eclulprnent and 
Installation charges compliant because they were calculated in accordance with the FCC's 
I-illes. 



Proceeding 

The franchise authority must either approve or deny the operator's FCC Forms 1240 and 1205 on 
the basis of whether the requested rates are reasonable. This determination must be based upon a 
finding of fact. 

The franchise authority should adopt the Consultant's report as its own, and the public must be 
granted an opportunity to offer coill~nent on the matter. It is suggested that a public coininent 
perlod on the niatter coincide with a regular public meeting. 

To be valid, the Rate Order must be: 

1 .  Executed following the conclusion of a public meeting where thc Town Coitncil grants 
interested parties an opportunity to comment; 

2. Adopt the Consultant's Report as its own - required by FCC rules (this requires a motion 
to adopt, a second, and a vote); 

3 .  Approve and execute the Rate Order; 

4. Serve the Rate Order and a copy of the Report upon Time Warner Cable via certified 
mail. 

It is appropriate for public comment to be heard, as I-clated to the various rate issues, when this 
matter is scheduled before the Town Council for consideration. Altho~tgh a statutory p~lblic 
hearing is not required, it is customary and good public policy to call for public comment in these 
matters. The comment period may be publicized by issuing a prcss release to the print and 
electronic media or announced in other appropriate ways. A courtesy notice should be provided 
to Time Warner Cable about the public meeting with a request that the Company representative 
be present to respond to the findings contained in this Report and other questions elected and 
appointed Town officials and the public may ask. 



Action Audits. LLC 

December 10, 2008 

To Roger Stancil, Town h'lr~nage~ 

FI-0111 Robert F Sepe, President 

RE ('able Rate C'o~~lparison 

The C'ity of Miilson lias deployed its own broadhancl system pr-ovicles cable television, 
telephone ancl liiyli-speed internet sel-vices to residents and businesses. \Vilson's 
hrondband i~tility is called C;ree~iliglit. 

For. the past 0 months, Time Wa~nel- Cable (TWC') lias been competing Ci1-ee1ilight~ for 
c~rstomel-s a11d has respondecl to con~petitive 111-essul-e hy retlucing its rates. Wilson is one 
of two commirnities in Nolth C'arolinn where TCVC has 110t increased its rates. 

The tbllo\ving table colilpares TWC's lates for Chapel H ~ l l  residents to ~ t s  rates In 

Wilson TWC's published rates tor Wilson are nlne (9) to ten ( 10) percent lower than for 
C'l~apel Hlll 

Service 

Basic Cable 
Sewice 
Standard Cable 
Service 
DlGlPlC 1000 
DlGlPlC 1500 
DlGlPlC 2000 
DlGlPlC 3000 
DlGlPlC 4000 
Digital Sports 
and Games Tier 
DVR Setvice 

Road Runner 
W/O Cable or 
Digital Phone) 
Road Runner 
with either Cable 
and/or Digital 
Phone) 

Total 

City of 

Wilson 

$12.50 

$37.35 
$64.75 
$75.75 
$83.75 
$91.75 
$99.75 

$3.50 
$7.95 

$46.95 

$44.95 
- - - - - - - - - - - - - - - - 

$568.95 

Town of 
Chapel 

Hill 

$9.50 

$44.14 
$71.15 
$82.65 
$91 . I 5  
$99.65 

$108.15 

$4.95 
$10.95 

$49.95 

$47.95 
- - - - - - - - -------- 

$620. I 9 

Delta 

$6.79 
$6.40 
$6.90 
$7.40 
$7.90 
$8.40 

$1 45 
$3 00 

$3 00 

$3.00 
- - - - - - - ------- 

$51.24 

Town of 
Chapel Hill 

D S 

$1 3.00 

$43.66 
$71.95 
$83.45 
$91.95 

$1 00.45 
$108.95 

$4.95 
$1 0.95 

$49.95 

$47.95 
---------- ---------- 

$627.21 

Delta 

$0.50 

$6.31 
$7.20 
$7.70 
$8.20 
$8.70 
$9.20 

$1.45 
$3.00 

$3.00 

$3.00 
------- - - - - - - - 

$58.26 

.4ct1on A ~ ~ d i t s .  LLC F~-i~nchise Fee I I-Ta.r Aucl~ting cYr Telecommunication 
Atlnl~rustratron 

I0 I Pocono Lane Gal-y, Noltli C'arol~na 275 13-5 i I0 \ ' m e  # 9 I9 407 5;92 Fax # 
IC) 400 6868 



Action Audits, LLC 

G~eenl~ght's b~oatlband cl~st~~hutlon s\.stem I S  ent~lely fiber ancl feat~~ies state of the art 
fibel-to-the home technology I t  15 newel, fistel m c l  bette~ than t ~ ~ ~ d ~ t l o n a l  telephone, 
~ n c l u d ~ n ~  U-verse, ant1 t~ad~ t~oua l  fibel-to-the-nocle cable c l~s t~~but~on systems, such as 
'1'1me Wal lie1 's Cl~eenl~ght plovlcles local 2 4 7  customel suppo~t/sen.~ce 

Cable TV packagesi 

- - . - -- - - - 

Expanded B a s ~ c  646 95 

Prern~um I $70.95 All chanrlels fron? l~igi ta l  Lineup. plus: 1 8 [:, , 1:: channel 

F!IE:~.IIu~T? I1 $80 95 !?I1 cl~anrlels from Digital. plus: 2 ':. : : ,! ct~ar~nc?ls 

PI ernt~lrn IV" $66 95 All c:tiarinels frorri liigrtal plus. 4 i:. ,.: . :,:,.char~nels - 

Digital Services 

Equipment  

Sia i~da rd  D ig~ta l  80,: - F'I-imai-y 

::,:antlard r i ig~ ta l  Box - Adtlitlonai 

!.licj~ti>l t-lr-1 Box Ljp[jracJt? - P ~ i ~ ~ i i . i ~ y  

D!q~ttiI H9 Bo*  - k(lditiono1 

I l i q~ ta l  tiD/DVR Box IJpgrade - Pr~mary  

Digital t-lD!D'JR Box - Additional 

f ierncte i;i.ntrol 

I Source l ~ l l p  I/\\ I\ I\ :I eelilrghtnc coni: 
S I I I ~ I ~ ; I I  lo TWC' DI(;lPTC 1000 
5111111;11 10 TWC DI(iIP1C 2000 

' S I I I ~ I I ; I I  10 TLVC U)I(;Ir'IC ~ o o o  

.Action A~lilits. LLC:  Franchise Fee I!-Tax Auditing CQ Telecommunication 
Aclministration 

10 1 Pocono Lane, Cal-v. No~tli Carol~na 375 13-53 I0 Voice # 9 19 467 5392 Fau f f  
9 I9 4h0 6868 



Action Audits, LLC 
Internet Packages 

1 iiMhps rifil 1 C i  Mbps 

.4ctlon Audits, LLC' Fra~ic l~ ise  Fee I i-Ta.; Aud~ting "+ Telecommi~n~cat~oi i  
Aclm~n~stration 

I O I Pocono Lane, Gal-v Noltli Carolina 7 7 j  1 ;-53 16 Voice # 9 I0 467 5302 Fay # 




