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About the Council On State Taxation

The Council On State Taxation (COST) is a non-profit association based in Wash-
ington, D.C., which has an independent membership of more than 570 major
multistate corporations from all sectors of industry engaged in interstate and inter-
national business. COST’s objective is to preserve and promote the equitable and
nondiscriminatory state and local taxation of multi-jurisdictional business entities.
The members of the COST Telecommunications Tax Task Force who participated
in this study consist of numerous companies who offer a broad range of telecom-
munications services in every jurisdiction throughout the United States.

Specifically, individuals at the following companies participated in the effort required
to prepare the 2004 State Study: ALLTEL Corporation, AT &T Corporation, BellSouth
Corporation, Cingular Wireless LLC, Level 3 Communications, Nextel Communica-
tions, Qwest Communications, SBC Communications, Sprint Corporation, Telephone
and Data Systems, Inc., T-Mobile USA, Verizon Communications, Verizon Wireless.
Questions about the study may be directed to COST Tax Counsel, Stephen Kranz at
skranz@statetax.org or (202) 904-7829. COST would like to express its gratitude to
Brandee Tilman, a recipient of the 2004-2005 COST / Georgetown University Law
Center Fellowship, for her assistance in the preparation of this report.
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2004 TELECOMMUNICATIONS TAX STUDY — Introduction

Introduction to the 2004 State Study
and Report On Telecommunications Taxation

This 2004 50-State Study and Report on Telecommunications Taxation (“2004
State Study”), prepared by the Telecommunications Tax Task Force of the Council
On State Taxation ("COST”), documents the current taxation of telecommunica-
tions. The 2004 State Study analyzes changes that have occurred in the taxation of
telecommunications since the 2001 State Study.

Background

The concept in developing the original study in 1999 ("1999 State Study”) was
to document the complex taxation of telecommunications providers and services
under state and local transaction and property taxes, including certain special fees
and taxes. The 1999 State Study highlighted the cumbersome and burdensome
nature of the situation by comparing the relative tax and administrative burdens
imposed on both general business and telecommunications providers and services
under state and local transaction and property taxes.

Members of the COST Telecommunications Tax Task Force compiled the 1999
State Study to provide the Advisory Commission on Electronic Commerce ("ACEC”)
with information documenting the onerous federal, state, and local level of taxation
imposed on telecommunications. The 1999 State Study was presented to the ACEC
at its second meeting in New York City on September 14, 1999.

The 1999 State Study highlighted the problems faced by telecommunications pro-
viders who are subject to a myriad of taxes imposed on different types of services by a
multitude of jurisdictions. It also contained a lengthy discussion of the evolution of the
taxation and regulation of the industry, recent developments in telecommunications
technology, administrative complexities of the current system, tax policy concerns and
options for simplification and/or reduction of taxes.

The original study, and each subsequent version, has generated substantial interest
from the public and private sectors. The data documented in the study has been ref-
erenced in numerous articles and studies' and it is the focal point for state and federal
policy debates over telecommunications tax reform.

The Federal Discussion

The majority report of the ACEC, presented by Governor Gilmore to Congress in
April of 2000, included a number of recommendations related to the taxation of
telecommunications. Specifically, it advocated the repeal of the federal excise tax,
which was first enacted to fund the Spanish American war.

The majority report also recommended simplification of state and local telecom-
munications taxes in accordance with an Option A (single, statewide tax) or an Option
B (local taxes may be imposed in accordance with specified rules including a uniform
tax base between the state and local tax jurisdictions). The simplification recommen-
dations contained in the majority report can be traced to the proposal made by the
telecommunications industry at the ACEC meeting in December of 1999, after the
first study was released.
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2004 TELECOMMUNICATIONS TAX STUDY — PART | — Introduction

Finally, the majority report advocated the elimination of the excess tax burden on
telecommunications providers and the removal of multiple and discriminatory taxation
of telecommunications services and property.

Since the majority report of the ACEC was first presented, federal policy makers
have given increasing attention to state taxation of telecommunications services.” Con-
vergence of technologies, regulatory issues and the bundling of telecommunications
services with other products and services have spurred a discussion between the impacted
industries and federal policy makers on these and related tax issues. This study attempts
to quantify some of the data relevant to those discussions.

The State Discussion

As a result of the ACEC recommendations and potential federal legislation the State
and Local Government organizations and representatives of the industry began the
Telecommunications Tax Reform Initiative (TTRI) in 1999. Those efforts were
folded into the Streamlined Sales Tax Project (SSTP). Beginning in December of
2004, the National Governor’s Association, National Conference of State Legislators,
The Council of State Governments, National Association of Counties, National
League of Cities, and United States Conference of Mayors, renewed discussions
with telecommunications providers and other impacted industry members regard-
ing communications tax modernization. As documented in the study, a number of
states have taken steps to reform parts of their telecommunications tax structure.
Much of the discussion at the state level and among the state policymaker associa-
tions is based on the data captured in this study.

The 2004 State Study

The process used by the COST Telecommunications Tax Task Force to prepare the
2004 State Study varied slightly from the process used for the prior years. In prior
years, the taxes and fees imposed in each state and the District of Columbia were
generally compiled by one member of the Task Force and reviewed by a second
member. For the 2004 State Study at least one member and in most cases two
members of the Task Force reviewed the data from the 2001 state sheet and made
revisions to reflect the law as of July 1, 2004. For each state, the data is based on
the assumption that the taxpayer is either a statewide general business (i.e., the
business would have at least one store in each taxing jurisdiction) or a statewide
provider of telecommunications.

Consistent with the earlier versions of the study, the 2004 State Study provides a
series of 50-state comparison charts with consolidated state and local data. The study
also includes various graphs that display the results for the ten most burdensome states
and the ten most populous states. The Study also includes a map comparing equipment
sales tax exemptions for manufacturing and telecommunications. New for the 2004
State Study are charts comparing key findings on the number of returns and rates from
this study with findings from the 2001 State Study.

Report of Findings

The 2004 State Study shows that the average effective rate of state and local transac-
tion taxes for telecommunications services is 14.17%, compared to only 6.12% for
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general businesses nationwide. Transaction taxes for telecommunications services
include any state and local taxes applied to the cost of the service or the provision
of the line to the consumer. Transaction taxes for general businesses are based on
the traditional sales tax imposed on sales of tangible personal property and compa-
rable transaction taxes. When accounting for federal transaction taxes the average
effective rate for telecommunications services is 18.17% compared to 6.12% for
general businesses nationwide.*

The following chart compares the change in the average effective rate from the 2001
study to the 2004 study. The comparison shows a slight decrease in the local rate from
6.8% to 6.5% and a slight increase in the state rate from 7.1% to 7.4%. Two factors
account for the majority of the change. First the 2004 study uses a higher average cost
for service. As a result the conversion of flat charges to an average effective rate produces
a lower average effective tax rate even though the actual tax per line did not change.
Second the change reflects the simplification reforms enacted in some states shifting
the tax burden from local level taxes to state level taxes.

Comparison of Tax Rates, 2001 - 2004: Local & State
Rates for Gen Bus vs. Telco
8.0% -
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7.1%
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5.0% -

4.0% -

Rate

3.0% A

2.0% -

1.0% A

0.0% -
2001 2004

Year

The total number of taxes imposed on telecommunications services is almost three
times greater than for general businesses (123 versus 344). Compared to general busi-
nesses, telecommunications providers have 1,103 more transaction tax bases and 6,683
more taxing jurisdictions with which to contend. Telecommunication providers must
file 47,921 returns compared to 7,501 returns for general businesses. These inequities
stem from outmoded statutes that originated during the era when telecommunications
companies were closely regulated monopolies. These outmoded and discriminatory tax
schemes no longer work in today’s competitive and highly dynamic environment.

The administrative filing requirements documented in the 2004 State Study reflecta
decrease in filing required by telecommunications companies across the nation (47,921
in 2004 compared to 66,918 in 2001). Tax simplification reforms in Florida, Illinois,
Ohio, Tennessee, and Utah reduced the number of returns by 18,610. While the
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simplification reforms reduced the filing burdens for providers of telecommunications
services, the filing requirements still exceed the filing requirements for sellers of goods
whose burdens also decreased during the comparison period (7,501 in 2004 compared
to 8,284 in 2001). The following charts highlight the reduction in filing requirements
for providers of telecommunications services.

Total Number of Returns Required Nationwide
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60,000
55,000 -

The decrease is due largely to the work
50,000 - undertaken by Florida, Illinois, Ohio,
45,000 Tennessee and Utah to simplify their
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Sixteen states do not provide for any vendor compensation for either telecom-
munications providers or general businesses. These states account for 88 of the 344
taxes that apply to telecommunications providers and 25 of the 123 that apply to
general businesses.

The 2004 State Study also documents the number of states that have telecommuni-
cations equipment exemptions or reduced sales tax rates applicable to telecommunica-
tions equipment (17 in 2004, from 16 in 2001) as compared to those states that have
a manufacturing exemption or reduced rate applicable to manufacturing equipment
(37 in 2001 and 2004). A fundamental tenet of tax policy is that tax systems should
avoid the pyramiding of taxes (i.e., if a state taxes the final product or service under its
sales and use tax, it should not tax the business inputs that comprise the taxable good
or service).” This policy principle has been implemented in the state sales and use tax
statutes of 37 states through the enactment of manufacturing equipment exemptions
and in 17 states through the enactment of telecommunications equipment exemptions.
The same principle should be implemented in the 20 states that have a manufacturing
exemption but no telecommunications equipment exemption through the enactment
of such exemptions. In addition, the 6 states that do not exempt business inputs should
recognize the importance of such exemptions to economic growth and the creation
of a sound tax system that avoids the pyramiding of taxes, as they streamline their
sales tax systems. Mississippi enacted legislation in 2003 to provide an exemption to
machinery and equipment used to provide broadband telecommunications services.
Virginia enacted legislation in 2004 that repealed the telecommunications equipment
exemption effective in August of 2004. The following map shows the status of sales
tax exemptions for manufacturing equipment and telecommunications equipment as
of July 1, 2004.

Sales and Use Tax Equipment Exemptions

Teleco only
0.Cc)

7 ' Sales Tax Equipment Exemptions
o e M Both (14)
[ broadband @)
O mig (23)
. [ None (6)
Law in effect July 1, 2004 [ No Sales Tax  (5)
[J Telecoonly (1)
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COST Telecommunications Task Force Conclusions

Deregulation of the telecommunications industry, convergence of technologies and
providers and increased competition continue to have an impact on the competitive
marketplace. The state and local tax laws continue to impose high levels of industry-
specific taxation on telecommunications services. While some states have begun
the process of reforming the state and local tax structure, much more is needed to
reduce the high level of telecommunications taxation and administrative burden
imposed at most levels of government. In addition, the equipment exemptions
that many state statutes have granted to the manufacturing industry to encourage
growth and expansion of business in such states should be extended, as was done by
Mississippi, to the telecommunications industry to encourage network expansion
in such states. As business and residential consumers become increasingly reliant
on communications services provided over the nation’s teleccommunications net-
works, the burdens and complexities imposed by the existing telecommunications
tax system will continue to have a substantial impact on the cost of such services
to consumers. The burdens and complexities of the existing telecommunications
tax system are evidenced by the data contained in this 2004 State Study.

Currently, the language in many tax statutes results in the imposition of different
taxes on similar telecommunications services depending on the historic classification
of the business providing the service. New technologies are having an impact on the
types of services being provided to customers, the method of delivery and the means
of accounting for such services.

The tax system has not kept pace with changes in telecommunications technology,
generally rendering the current system inequitable and unworkable. The telecommuni-
cations tax system should be overhauled to eliminate the discriminatory administrative
and tax burden facing telecommunications providers and services.

Members of the COST Telecommunications Tax Task Force look forward to working
with other industries and state and local government representatives to effect legisla-
tive changes that would modernize the tax policy with respect to telecommunications
services and property.

Footnotes

-

See “’Fixing the Phone-Tax Mess before it Gets Worse,” Scott Palladino and Stacy Mazer, Telecommunications
Tax Policies: Implications for the Digital Age, National Governors’ Association, Washington, D.C., February 2000;
Business Week, May 8, 2000; Joseph Cordes, Charlene Kalenkoski, and Harry Watson, The Tangled Web of
Taxing Talk: Telecommunications Taxes in the New Millenium, The Progress & Freedom Foundation, September
2000; Jerry Hausman, “Efficiency Effects on the U.S. Economy from Wireless Taxation,” National Tax Journal, Vol.
53 No.3 Part 2, p. 734 (September 2000); Scott Mackey, Telecommunications and the Tangle of Taxes, National
Conference of State Legislatures, Denver, Colorado; Stephen Pociask, Telenomic Research “Taxing High-Speed
Services: A Quantification of the Effects on the DSL Industry and Universal Service,” New Millennium Research
Council (April 26, 2004).

See Proposal for State and Local Taxation of the Telecommunications Industry, submitted to the Advisory Com-
mission on Electronic Commerce on November 15, 1999.

See Rep. Pickering’s (MS) “Wireless Telecommunications Sourcing and Privacy Act” -- H.R. 3489, 106" Cong.
(1999). “Streamlined Sales and Use Tax Act” — H.R. 3184, 108" Cong. (2003); Sen. 1736, 108" (2003). Rep.
Istook and Sen. Enzi introduced each Act, respectively. VolIP bills introduced in the 108th Congress: S. 2281
(“Sununu bill”), H.R. 3129 (“Pickering bill”) and H.R. 4757 (“Stearns-Boucher bill”) (2003).

The federal rate of 4% reflects the federal excise tax on telecommunications plus an additional 1% to reflect
the impact of the universal fund surcharges.

5 See COST Special Report: Sales Taxation of Business Inputs, January 25, 2005.

4
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COST TELECOMMUNICATIONS TAX STUDY

Total # Taxes

# State Taxes

# Local Taxes

Gen. Bus. Telco

State
AK

Gen. Bus. Telco

State
AK

Gen. Bus. Telco

State
AK

10

11

10

12

19

13

10

13

15

AL

AR

CA
CcO
CT

DE

FL

GA
HI

1A
ID
IL
IN

KS

KY
LA

MA
MD

ME

MN

Mo
MS

MT

NC
ND
NE
NH
NJ

NM
NV
NY
OH

OK

OR

PA
RI

SC
SD
TN
X

uT
VA

VT

WA

WA DC
Wi

AL

AR

CA
CcO
CT

DE

FL
GA
HI

1A
1D
IL
IN

KS

KY
LA
MA
MD

ME

Mi

MN

Mo
Ms

MT

NC
ND
NE
NH
NJ

NM
NV
NY
OH

OK

OR

PA
RI

SC
SD
TN

X
uT
VA
VT

WA

WA DC
Wi

14

14

AL

AR

CA
CcO
CT

DE

FL
GA
HI

1A
1D
IL
IN

KS

KY
LA
MA

MD

ME

MN

MO

MS

MT

NC
ND
NE

NH
NJ

NM
NV
NY
OH

OK

OR

PA
RI

SC
SD
TN

TX
uT
VA
VT

WA

WA DC
Wi

7|

2]

4]

1]

3

1]

Average |

344 |

123 |

208 |

53 |

136 |

70 |

Total
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COST TELECOMMUNICATIONS TAX STUDY

Total Local Tax Rate Total State Tax Rate Total Tax Rate Total Tax Rate Incl. Fed

State Gen. Bus. Telco State Gen. Bus. Telco State Gen. Bus. Telco State Gen. Bus. Telco

AK 2.50% 6.09% AK 0.00% 3.44% AK 2.50% 9.53% AK 2.50%| 13.53%
AL 4.00% 5.00% AL 4.00% 6.93% AL 8.00%| 11.93% AL 8.00%| 15.93%
AR 2.38% 7.40% AR 6.00% 8.33% AR 8.38%| 15.73% AR 8.38%| 19.73%
AZ 2.25% 3.70% AZ 5.60% 8.05% AZ 7.85%| 11.75% AZ 7.85%| 15.75%
CA 2.10% 8.85% CA 6.00% 3.43% CA 8.10%| 12.28% CA 8.10%| 16.28%
co 4.00%| 10.15% co 2.90% 6.98% co 8.00%| 14.15% co 8.00%| 18.15%
cT 0.00% 0.00% cT 6.00% 8.01% cT 6.00% 8.01% cT 6.00%| 12.01%
DE 0.00% 0.00% DE 0.72% 6.88% DE 0.72% 6.88% DE 0.72%| 10.88%
FL 1.00% 8.39% FL 6.00% 9.76% FL 7.00%| 18.15% FL 7.00%| 22.15%
GA 3.00%| 13.41% GA 4.00% 4.49% GA 7.00%| 17.90% GA 7.00%| 21.90%
HI 0.00% 0.00% HI 4.00% 8.04% HI 4.00% 8.04% HI 4.00%| 12.04%
1A 1.50% 6.44% 1A 5.00% 5.00% 1A 6.50%| 11.44% 1A 6.50%| 15.44%
ID 0.00% 5.90% D 5.00% 0.26% D 5.00% 6.16% D 5.00%| 10.16%
IL 1.75%| 11.31% IL 6.25% 9.64% IL 8.00%| 20.95% L 8.00%| 24.95%
IN 0.00% 3.31% IN 6.00% 7.85% IN 6.00%| 11.16% IN 6.00%| 15.16%
KS 1.45%| 12.13% KS 5.30%| 10.20% KS 6.75%| 22.33% KS 6.75%| 26.33%
KY 0.00% 8.32% KY 6.00% 6.54% KY 6.00%| 14.86% KY 6.00%| 18.86%
LA 5.00% 9.28% LA 4.00% 3.50% LA 9.00%| 12.78% LA 9.00%| 16.78%
MA 0.00% 0.00% MA 5.00% 9.30% MA 5.00% 9.30% MA 5.00%| 13.30%
MD 0.00%| 16.90% MD 5.00%| 10.41% MD 5.00%| 27.31% MD 5.00%| 31.31%
ME 0.00% 0.00% ME 5.00% 6.37% ME 5.00% 6.37% ME 5.00%| 10.37%
Mi 0.00%| 13.15% MI 6.00% 7.00% MI 6.00%| 20.15% MI 6.00%| 24.15%
MN 0.50% 0.50% MN 6.50% 8.26% MN 7.00% 8.76% MN 7.00%| 12.76%
MO 2.70%| 18.81% MO 4.23% 4.98% MO 6.92%| 23.79% MO 6.92%| 27.79%
MS 0.25% 7.19% MS 7.00% 7.44% MS 7.25%| 14.63% Ms 7.25%| 18.63%
MT 0.00% 0.00% MT 0.00% 5.98% MT 0.00% 5.88% MT 0.00% 9.88%
NC 3.00%| 12.36% NC 4.50% 6.47% NC 7.50%| 18.83% NC 7.50%| 22.83%
ND 1.00% 3.85% ND 5.00% 7.67% ND 6.00%| 11.52% ND 6.00%| 15.52%
NE 1.00%| 11.57% NE 5.50%| 13.65% NE 6.50%| 25.22% NE 6.50%| 29.22%
NH 0.00% 0.00% NH 0.00% 8.31% NH 0.00% 8.31% NH 0.00%| 12.31%
NJ 0.00% 0.00% NJ 6.00% 8.74% NJ 6.00% 8.74% NJ 6.00%| 12.74%
NM 1.31% 1.31% NM 5.00% 7.28% NM 6.31% 8.59% NM 6.31%| 12.59%
NV 0.75% 3.49% NV 6.50% 0.48% NV 7.25% 3.97% NV 7.25% 7.97%
NY 4.06% 8.97% NY 4.38% 8.32% NY 8.44%| 17.29% NY 8.44%| 21.29%
OH 1.50% 1.50% OH 6.00% 9.05% OH 7.50%| 10.55% OH 7.50%| 14.55%
OK 3.95%| 12.00% OK 4.50% 7.97% OK 8.45%| 19.97% OK 8.45%| 23.97%
OR 0.00% 7.00% OR 0.00% 6.20% OR 0.00%| 13.20% OR 0.00%| 17.20%
PA 0.83% 5.89% PA 6.00%| 11.44% PA 6.83%| 17.33% PA 6.83%| 21.33%
RI 0.00% 3.00% RI 7.00%| 15.81% RI 7.00%| 18.81% RI 7.00%| 22.81%
sC 0.50% 8.66% sc 5.00% 5.99% sc 5.50%| 14.65% sC 5.50%| 18.65%
SD 1.86% 4.00% SD 4.00% 4.58% SD 5.86% 8.58% SD 5.86%| 12.58%
N 2.25% 6.67% N 7.00% 7.19% TN 9.25%| 13.86% TN 9.25%| 17.86%
TX 2.00%| 11.12% X 6.25%| 14.17% X 8.25%| 25.29% X 8.25%| 29.29%
ut 1.50% 7.55% ut 4.75% 6.81% ut 6.25%| 14.36% ut 6.25%| 18.36%
VA 1.00%| 26.99% VA 3.50% 2.78% VA 4.50%( 29.77% VA 4.50%| 33.77%
VT 0.00% 0.00% VT 6.00% 7.27% VT 6.00% 7.27% VT 6.00%| 11.27%
WA 2.06% 9.33% WA 6.97% 9.93% WA 9.03%| 19.26% WA 9.03%| 23.26%
WA DC 0.00% 0.00% WA DC 5.75%| 14.24% WA DC 5.75%| 14.24% WA DC 5.75%| 18.24%
wi 0.60% 1.06% wi 5.00% 6.07% wi 5.60% 7.13% wi 5.60%| 11.13%
wv 0.00% 9.65% wv 6.00%| 13.81% wv 6.00%| 23.46% wv 6.00%| 27.46%
wY 1.50% 3.64% wYy 4.00% 8.45% wy 5.50%| 12.09% wY 5.50%| 16.09%
Average
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COST TELECOMMUNICATIONS TAX STUDY

# Local Tax Bases # State Tax Bases Total Tax Bases

State Gen. Bus. Telco State Gen. Bus. Telco State Gen. Bus. Telco
AK 1 3 AK 0 4 AK 1 7
AL 1 2 AL 1 3 AL 2 5
AR 2 3 AR 1 4 AR 3 7
AZ 13 14 AZ 1 5 AZ 14 19
CA 1 15 CA 1 2 CA 2 17
co 9 9 co 1 1 co 10 10
CT 0 0 CT 1 4 CT 1 4
DE 0 0 DE 1 5 DE 1 5
FL 1 2 FL 1 4 FL 2 6
GA 1 3 GA 1 4 GA 2 7
HI 0 0 HI 1 4 HI 1 4
1A 1 3 1A 1 1 1A 2 4
D 2 2 ID 1 2 D 3 4
IL 1 3 IL 1 6 IL 2 9
IN 0 1 IN 1 4 IN 1 5
KS 1 3 KS 1 3 KS 2 6
KY 1 35 KY 1 4 KY 2 39
LA 64 4 LA 1 5 LA 65 9
MA 0 0 MA 1 2 MA 1 2
MD 0 28 MD 1 5 MD 1 33
ME 0 0 ME 1 2 ME 1 2
MI 0 2 MI 1 3 MI 1 5
MN 1 1 MN 1 4 MN 2 5
MO 1 249 MO 1 3 MO 2 252
MS 1 132 MS 1 4 MS 2 136
MT 0 0 MT 0 1 MT 0 1
NC 2 1 NC 1 3 NC 3 4
ND 1 2 ND 1 3 ND 2 5
NE 1 2 NE 1 2 NE 2 4
NH 0 0 NH 0 4 NH 0 4
NJ 0 0 NJ 1 3 NJ 1 3
NM 1 18 NM 1 5 NM 2 23
NV 1 12 NV 1 4 NV 2 16
NY 1 5 NY 1 5 NY 2 10
OH 1 1 OH 1 4 OH 2 5
OK 576 576 OK 1 1 OK 577 577
OR 0 83 OR 0 3 OR 0 86
PA 2 3 PA 1 4 PA 3 7
RI 0 0 RI 1 6 RI 1 6
sC 2 4 sC 1 4 sC 3 8
SD 0 2 sD 1 1 SD 1 3
N 1 5 N 1 3 N 2 8
X 1 3 X 1 1 X 2 4
uT 1 2 uT 1 3 uT 2 5
VA 95 524 VA 1 3 VA 96 527
VT 0 0 VT 1 3 VT 1 3
WA 3 6 WA 2 6 WA 5 12
WA DC 0 0 WA DC 1 5 WA DC 1 5
wi 1 3 wi 1 4 wi 2 7
wv 0 2 wv 1 5 wv 1 7
wy 1 1 wY 1 1 wY 2 2
Average | 16] 35| | 1] 3] | 16] 38]
Total | 793] 1,769| | 48] 175] | 841] 1,944
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COST TELECOMMUNICATIONS TAX STUDY

Total # Returns

State Gen. Bus. Telco
AK 7 659
AL 266 1,146
AR 269 1,259
AZ 168 216
CA 611 2,440
co 50 1,420
CT 12 24
DE 12 38
FL 12 830
GA 12 1,945
HI 12 16
1A 12 1,148
ID 77 319
IL 12 3,305
IN 12 346
KS 12 864
KY 12 3,253
LA 831 1,011
MA 12 14
MD 12 89
ME 12 25
mI 12 113
MN 25 76
MO 12 12
MS 24 845
MT 0 20
NC 0 1,096
ND 12 589
NE 12 2,261
NH 0 40
NJ 12 17
NM 12 120
NV 12 194
NY 12 5,632
OH 12 16
OK 12 12
OR 0 1,017
PA 12 994
RI 12 43
sc 280 675
sSD 12 271
N 3,936 1,135
X 12 3,107
uT 12 65
VA 12 3,174
VT 12 25
WA 549 4,446
WA DC 12 43
wi 12 267
wv 12 1,142
wy 12 107
Average | 147] 940|
Total | 7501  47,921]

©2005, COUNCIL ON STATE TAXATION

Total # Taxing Juris.

State Gen. Bus. Telco
AK 98 92
AL 231 307
AR 538 835
AZ 102 102
CA 608 824
co 519 519
cT 1 4
DE 1 1
FL 68 312
GA 160 481
HI 1 1
1A 867 963
ID 11 32
IL 131 1,204
IN 1 84
KS 1 262
KY 1 272
LA 64 177
MA 1 1
MD 1 25
ME 1 1
i 1 88
MN 12 15
MO 781 781
MS 2 97
mMT 0 1
NC 0 92
ND 100 134
NE 0 572
NH 0 4
NJ 1 1
NM 274 295
NV 1 64
NY 86 588
OH 1 2
OK 577 577
OR 0 84
PA 108 182
RI 1 1
sc 269 326
sD 275 339
N 328 425
X 1 1,012
ut 275 275
VA 96 316
vT 1 1
WA 519 848
WA DC 1 1
wi 55 124
wv 1 93
wy 24 42
141] 272]
7,196]  13,879]

CCH INCORPORATED
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2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: Alphabetical Listing 12

COST TELECOMMUNICATIONS TAX STUDY

Real Prop Eff Rate Tangible Prop Eff Rate Eff. Tax Rate on Intang Value
State Gen. Bus. Telco State Gen. Bus. Telco State Gen. Bus. Telco
AK 1.41% 1.41% AK 1.41% 1.41% AK 0.00% 0.00%
AL 1.00% 1.50% AL 1.00% 1.50% AL 0.00% 1.50%
AR 1.22% 1.22% AR 1.22% 1.22% AR 0.00% 1.22%
AZ 4.20% 4.20% AZ 4.20% 4.20% AZ 0.00% 0.00%
CA 1.10% 1.10% CA 1.10% 1.10% CA 0.00% 0.00%
co 1.46% 2.23% co 1.46% 2.23% co 1.46% 2.23%
cT 3.28% 3.28% cT 3.28% 3.28% cT 0.00% 0.00%
DE 1.08% 1.08% DE 0.00% 0.00% DE 0.00% 0.00%
FL 2.34% 2.15% FL 2.34% 2.15% FL 0.15% 0.10%
GA 1.42% 1.42% GA 1.42% 1.42% GA 0.00% 0.00%
HI 1.91% 0.00% HI 0.00% 0.00% HI 0.00% 0.00%
1A 3.40% 3.40% 1A 0.00% 0.00% 1A 0.00% 0.00%
ID 1.70% 1.70% ID 1.70% 1.70% ID 0.00% 0.00%
IL 5.00% 5.00% IL 0.00% 0.00% IL 0.00% 0.00%
IN 2.35% 2.35% IN 2.35% 2.35% IN 0.00% 0.00%
KS 2.98% 3.94% KS 2.98% 3.94% KS 0.00% 3.94%
KY 1.40% 1.40% KY 1.40% 1.40% KY 0.00% 1.40%
LA 2.05% 2.05% LA 2.05% 2.05% LA 0.00% 0.00%
MA 3.13% 3.13% MA 3.13% 3.13% MA 0.00% 0.00%
MD 1.84% 1.84% MD 4.44% 4.44% MD 0.00% 0.00%
ME 2.45% 2.45% ME 2.45% 2.70% ME 0.00% 0.00%
MI 3.18% 2.54% MI 3.18% 2.54% Mi 0.00% 2.54%
MN 4.90% 4.90% MN 0.00% 0.00% MN 0.00% 0.00%
MO 3.77% 3.77% MO 3.77% 3.77% MO 0.00% 0.00%
MS 2.93% 2.93% MS 2.93% 2.93% MS 0.00% 0.00%
MT 1.67% 3.34% MT 1.67% 3.34% MT 0.00% 3.34%
NC 1.01% 1.01% NC 1.01% 1.01% NC 0.00% 0.00%
ND 2.25% 0.00% ND 0.00% 0.00% ND 0.00% 0.00%
NE 1.91% 1.90% NE 1.91% 1.90% NE 0.00% 1.90%
NH 2.01% 2.01% NH 0.00% 0.00% NH 0.00% 0.00%
NJ 3.62% 3.62% NJ 0.00% 2.76% NJ 0.00% 0.00%
NM 1.17% 1.17% NM 1.17% 1.17% NM 0.00% 0.00%
NV 1.11% 1.11% NV 1.11% 1.11% NV 0.00% 0.00%
NY 2.99% 4.73% NY 0.00% 0.00% NY 0.00% 0.00%
OH 2.98% 2.98% OH 2.13% 2.13% OH 0.00% 0.00%
OK 1.29% 2.67% OK 1.39% 2.67% OK 0.00% 2.67%
OR 1.30% 1.30% OR 1.30% 1.30% OR 0.00% 1.30%
PA 2.50% 3.09% PA 0.00% 0.00% PA 0.00% 0.00%
RI 3.42% 3.42% RI 4.22% 4.22% RI 0.00% 0.00%
sc 3.14% 3.14% SC 3.14% 3.14% sc 0.00% 0.00%
SD 2.15% 2.15% SD 0.00% 2.15% SD 0.00% 2.15%
TN 1.25% 1.67% TN 1.25% 1.67% TN 0.00% 1.67%
X 2.70% 2.70% X 2.70% 2.70% X 0.00% 0.00%
uT 1.20% 1.20% uT 1.20% 1.20% uT 0.00% 1.20%
VA 1.33% 1.33% VA 3.70% 1.33% VA 0.00% 0.00%
VT 2.47% 2.47% VT 2.47% 2.37% VT 0.00% 0.00%
WA 1.30% 1.30% WA 1.30% 1.30% WA 0.00% 0.00%
WA DC 1.85% 1.85% WA DC 3.40% 3.40% WA DC 0.00% 0.00%
wi 2.67% 2.86% wi 2.67% 2.86% wi 0.00% 0.00%
wv 0.48% 0.48% wv 0.48% 0.48% wv 0.00% 0.00%
wY 0.65% 0.79% wY 0.65% 0.79% wY 0.00% 0.79%
Average | 2.19%]  2.26%] [ 170%] 1.85%] [ 0.03%] 0.55%]
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2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: By Ranking

COST TELECOMMUNICATIONS TAX STUDY

Total # Taxes

# State Taxes

# Local Taxes

Gen. Bus. Telco

State
NM
WA

Gen. Bus. Telco

State
NY
CA
X
(o)
WA

IL

RI

State Gen.Bus. Telco

NM
WA

19
13
13
12

11

10
10
10

15

NY
IL

CA
[ofe)
AR

X
LA
uT
NE

SC
TN

MD

ND
PA
VA
wi

GA

KY
MN

MS

AK

FL

KS

NV
SD

RI

OH

AL

1A
IN

WA DC
MT

OR

NC
1D

MO

CT

DE

HI

NH

MA

ME

NJ

OK

LA
MD

MN

NM
uT

WA DC

MT

OH

AR

CT

DE

FL

GA
HI

IN

KY
MS

NE
PA
SC
SD

Wi

AK

NH

OR

AL

KS

MA

ME

NC
ND
NJ

NV
TN
VA

1A
1D
MI

MO

OK

14

14

AR

IL

NY
TN
co
CA
LA
ND
NE

SC
VA
uT
MI

1A

PA
Wi

AK

GA

KS

KY
MO

MS

NV
X
MD

AL

ID

FL

MN

SD

NC
OH

OK

IN

OR

CT

DE

HI

MA
ME

MT

NH
NJ

RI

VT

WA DC

7|

2|

4]

1]

3

1]

Average |

344 |

123 |

208 |

53 |

136 |

70 |

Total

CCH INCORPORATED
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Total Local Tax Rate

2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: By Ranking

Total State Tax Rate

COST TELECOMMUNICATIONS TAX STUDY

Total Tax Rate

State Gen. Bus. Telco

VA 1.00%| 26.99%
MO 2.70%| 18.81%
MD 0.00%| 16.90%
GA 3.00%| 13.41%
] 0.00%| 13.15%
NC 3.00%| 12.36%
KS 1.45%| 12.13%
OK 3.95%| 12.00%
NE 1.00%| 11.57%
1L 1.75%| 11.31%
X 2.00%| 11.12%
co 4.00%| 10.15%
wv 0.00% 9.65%
WA 2.06% 9.33%
LA 5.00% 9.28%
NY 4.06% 8.97%
CA 2.10% 8.85%
sc 0.50% 8.66%
FL 1.00% 8.39%
KY 0.00% 8.32%
uT 1.50% 7.55%
AR 2.38% 7.40%
MS 0.25% 7.19%
OR 0.00% 7.00%
N 2.25% 6.67%
1A 1.50% 6.44%
AK 2.50% 6.09%
D 0.00% 5.90%
PA 0.83% 5.89%
AL 4.00% 5.00%
SD 1.86% 4.00%
ND 1.00% 3.85%
AZ 2.25% 3.70%
wYy 1.50% 3.64%
NV 0.75% 3.49%
IN 0.00% 3.31%
RI 0.00% 3.00%
OH 1.50% 1.50%
NM 1.31% 1.31%
wi 0.60% 1.06%
MN 0.50% 0.50%
cT 0.00% 0.00%
DE 0.00% 0.00%
HI 0.00% 0.00%
MA 0.00% 0.00%
ME 0.00% 0.00%
MT 0.00% 0.00%
NH 0.00% 0.00%
NJ 0.00% 0.00%
VT 0.00% 0.00%
WA DC 0.00% 0.00%

Average 1.28%

State Gen. Bus. Telco
RI 7.00%| 15.81%
WA DC 5.75%| 14.24%
TX 6.25% 14.17%
wv 6.00%| 13.81%
NE 5.50%| 13.65%
PA 6.00%| 11.44%
MD 5.00%| 10.41%
KS 5.30%| 10.20%
WA 6.97% 9.93%
FL 6.00% 9.76%
IL 6.25% 9.64%
MA 5.00% 9.30%
OH 6.00% 9.05%
NJ 6.00% 8.74%
wY 4.00% 8.45%
AR 6.00% 8.33%
NY 4.38% 8.32%
NH 0.00% 8.31%
MN 6.50% 8.26%
AZ 5.60% 8.05%
HI 4.00% 8.04%
CcT 6.00% 8.01%
OK 4.50% 7.97%
IN 6.00% 7.85%
ND 5.00% 7.67%
MS 7.00% 7.44%
NM 5.00% 7.28%
VT 6.00% 7.27%
N 7.00% 7.19%
Mi 6.00% 7.00%
co 2.90% 6.98%
AL 4.00% 6.93%
DE 0.72% 6.88%
uT 4.75% 6.81%
KY 6.00% 6.54%
NC 4.50% 6.47%
ME 5.00% 6.37%
OR 0.00% 6.20%
wi 5.00% 6.07%
sc 5.00% 5.99%
MT 0.00% 5.98%
1A 5.00% 5.00%
MO 4.23% 4.98%
sD 4.00% 4.58%
GA 4.00% 4.49%
LA 4.00% 3.50%
AK 0.00% 3.44%
CA 6.00% 3.43%
VA 3.50% 2.78%
NV 6.50% 0.48%
ID 5.00% 0.26%
4.83%

©2005, COUNCIL ON STATE TAXATION

State Gen. Bus. Telco
VA 4.50%| 29.77%
MD 5.00%| 27.31%
X 8.25%| 25.29%
NE 6.50%| 25.22%
MO 6.92%| 23.79%
wv 6.00%| 23.46%
KS 6.75%| 22.33%
1L 8.00%| 20.95%
Mi 6.00%| 20.15%
OK 8.45%| 19.97%
WA 9.03%| 19.26%
NC 7.50%| 18.83%
RI 7.00%| 18.81%
FL 7.00%| 18.15%
GA 7.00%| 17.90%
PA 6.83%| 17.33%
NY 8.44%| 17.29%
AR 8.38%| 15.73%
KY 6.00%| 14.86%
sC 5.50%| 14.65%
MS 7.25%| 14.63%
ut 6.25%| 14.36%
WA DC 5.75%| 14.24%
co 8.00%| 14.15%
N 9.25%| 13.86%
OR 0.00%| 13.20%
LA 9.00%| 12.78%
CA 8.10%| 12.28%
wy 5.50%| 12.09%
AL 8.00%| 11.93%
AZ 7.85%| 11.75%
ND 6.00%| 11.52%
1A 6.50%| 11.44%
IN 6.00%| 11.16%
OH 7.50%| 10.55%
AK 2.50% 9.53%
MA 5.00% 9.30%
MN 7.00% 8.76%
NJ 6.00% 8.74%
NM 6.31% 8.59%
SD 5.86% 8.58%
NH 0.00% 8.31%
HI 4.00% 8.04%
cT 6.00% 8.01%
VT 6.00% 7.27%
wi 5.60% 7.13%
DE 0.72% 6.88%
ME 5.00% 6.37%
D 5.00% 6.16%
MT 0.00% 5.88%
NV 7.25% 3.97%
6.12%

14
Total Tax Rate Incl. Fed
State Gen. Bus. Telco
[va 4.50%| 33.77%
MD 5.00%[ 31.31%
TX 8.25%| 29.29%
NE 6.50%| 29.22%
MO 6.92% 27.79%
wv 6.00%| 27.46%
KS 6.75%| 26.33%
L 8.00%| 24.95%
MI 6.00%| 24.15%
oK 8.45%| 23.97%
WA 9.03%| 23.26%
NC 7.50%| 22.83%
RI 7.00% 22.81%
FL 7.00%| 22.15%
GA 7.00%| 21.90%
PA 6.83%| 21.33%
NY 8.44% 21.29%
AR 8.38% 19.73%
KY 6.00%| 18.86%
sSC 5.50% 18.65%
MS 7.25%| 18.63%
ut 6.25% 18.36%
WA DC 5.75%| 18.24%
co 8.00% 18.15%
TN 9.25%| 17.86%
OR 0.00% 17.20%
LA 9.00%| 16.78%
CA 8.10% 16.28%
wyY 5.50%| 16.09%
AL 8.00% 15.93%
AZ 7.85% 15.75%
ND 6.00%| 15.52%
1A 6.50%| 15.44%
IN 6.00%| 15.16%
OH 7.50%| 14.55%
AK 2.50%| 13.53%
MA 5.00%| 13.30%
MN 7.00% 12.76%
NJ 6.00%| 12.74%
NM 6.31%| 12.59%
SD 5.86%| 12.58%
NH 0.00%| 12.31%
HI 4.00% 12.04%
cT 6.00%| 12.01%
VT 6.00% 11.27%
wi 5.60%| 11.13%
DE 0.72% 10.88%
ME 5.00%| 10.37%
ID 5.00% 10.16%
MT 0.00% 9.88%
NV 7.25% 7.97%
18.17%

CCH INCORPORATED




# Local Tax Bases

State

Gen. Bus.

Telco

OK

576

576

VA

©
&)

524

MO

249

MS

132

OR

83

KY

35

MD

28

NM

18

CA

15

AZ

=

14

NV

12

co

<]

WA

NY

TN

alalwlolalw|l=m]l=mlol=|lol=]—~

LA

(o]
X

SC

AR

PA

AK

GA

1A

IL

KS

X

Wi

ID

AL

FL

ND

NE

uT

SD

Wv

NC

MN

OH

WYy

IN

CT

DE

HI

MA

ME

MT

NH

NJ

RI

VT

WA DC

=S = = = = = = = = = = = N N BN N = = =T N N N N N S D N SN N SN SN TSNS
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Average | 16]

Total

35

| 793]

2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: By Ranking
COST TELECOMMUNICATIONS TAX STUDY
# State Tax Bases Total Tax Bases

State Gen. Bus. Telco State Gen. Bus. Telco
WA 2 6 OK 577 577
IL 1 6 VA 96 527
RI 1 6 MO 2 252
AZ 1 5 MS 2 136
DE 1 5 OR 0 86
LA 1 5 KY 2 39
MD 1 5) MD 1 88
NM 1 5 NM 2 23
NY 1 5 AZ 14 19
WA DC 1 5 CA 2 17
WV 1 5 NV 2 16
AR 1 4 WA 5 12
CcT 1 4 co 10 10
FL 1 4 NY 2 10
GA 1 4 LA 65 9
HI 1 4 IL 2 9
IN 1 4 SC 3 8
KY 1 4 N 2 8
MN 1 4 AR 3 7
MS 1 4 PA 3 7
NV 1 4 GA 2 7
OH 1 4 wi 2 7
PA 1 4 AK 1 7
SC 1 4 wv 1 7
Wi 1 4 FL 2 6
AK 0 4 KS 2 6
NH 0 4 RI 1 6
AL 1 3 AL 2 5
KS 1 3 MN 2 5
MI 1 3 ND 2 5
MO 1 3 OH 2 5
NC 1 3 uT 2 5
ND 1 3 DE 1 5
NJ 1 3 IN 1 5
N 1 3 Ml 1 5
uT 1 3 WA DC 1 5
VA 1 3 ID 3 4
VT 1 3 NC 3 4
OR 0 3 1A 2 4
CA 1 2 NE 2 4
ID 1 2 X 2 4
MA 1 2 CcT 1 4
ME 1 2 HI 1 4
NE 1 2 NH 0 4
co 1 1 NJ 1 3
1A 1 1 SD 1 3
OK 1 1 \'l 1 3
SD 1 1 WY 2 2
X 1 1 MA 1 2
WY 1 1 ME 1 2
MT 0 1 MT 0 1
1] 3] | 16] 38]
48] 175] | 841] 1,944]

1,769|

©2005, COUNCIL ON STATE TAXATION
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2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: By Ranking

COST TELECOMMUNICATIONS TAX STUDY

Total # Returns

Total # Taxing Juris.

State Gen. Bus. Telco
NY 12 5,632
WA 549 4,446
IL 12 3,305
KY 12 3,253
VA 12 3,174
TX 12 3,107
CA 611 2,440
NE 12 2,261
GA 12 1,945
co 50 1,420
AR 269 1,259
1A 12 1,148
AL 266 1,146
wWv 12 1,142
N 3,936 1,135
NC 0 1,096
OR 0 1,017
LA 831 1,011
PA 12 994
KS 12 864
MS 24 845
FL 12 830
SC 280 675
AK 7 659
ND 12 589
IN 12 346
ID 77 319
SD 12 271
Wi 12 267
AZ 168 216
NV 12 194
NM 12 120
Mi 12 113
WY 12 107
MD 12 89
MN 25 76
ut 12 65
RI 12 43
WA DC 12 43
NH 0 40
DE 12 38
ME 12 25
VT 12 25
CcT 12 24
MT 0 20
NJ 12 17
HI 12 16
OH 12 16
MA 12 14
MO 12 12
OK 12 12
Average | 147] 940]
Total | 7,501]  47,921]

©2005, COUNCIL ON STATE TAXATION

State Gen. Bus. Telco
IL 131 1,204
X 1 1,012
1A 867 963
WA 519 848
AR 538 835
CA 608 824
MO 781 781
NY 86 588
OK 577 577
NE 0 572
Cco 519 519
GA 160 481
N 328 425
SD 275 339
SC 269 326
VA 96 316
FL 68 312
AL 231 307
NM 274 295
ut 275 275
KY 1 272
KS 1 262
PA 108 182
LA 64 177
ND 100 134
WI 55 124
AZ 102 102
MS 2 97
WV 1 93
AK 98 92
NC 0 92
Ml 1 88
IN 1 84
OR 0 84
NV 1 64
WY 24 42
ID 11 32
MD 1 25
MN 12 15
cT 1 4
NH 0 4
OH 1 2
DE 1 1
HI 1 1
MA 1 1
ME 1 1
NJ 1 1
RI 1 1
VT 1 1
WA DC 1 1
MT 0 1
141] 272]
7,196]  13,879]

CCH INCORPORATED

16



Real Prop Eff Rate

2004 TELECOMMUNICATIONS TAX STUDY — PART | — 50 State Survey: By Ranking

COST TELECOMMUNICATIONS TAX STUDY

State Gen. Bus. Telco

IL 5.00% 5.00%
MN 4.90% 4.90%
NY 2.99% 4.73%
AZ 4.20% 4.20%
KS 2.98% 3.94%
MO 3.77% 3.77%
NJ 3.62% 3.62%
RI 3.42% 3.42%
1A 3.40% 3.40%
MT 1.67% 3.34%
CcT 3.28% 3.28%
SC 3.14% 3.14%
MA 3.13% 3.13%
PA 2.50% 3.09%
OH 2.98% 2.98%
MS 2.93% 2.93%
wi 2.67% 2.86%
X 2.70% 2.70%
OK 1.29% 2.67%
MI 3.18% 2.54%
VT 2.47% 2.47%
ME 2.45% 2.45%
IN 2.35% 2.35%
co 1.46% 2.23%
FL 2.34% 2.15%
SD 2.15% 2.15%
LA 2.05% 2.05%
NH 2.01% 2.01%
NE 1.91% 1.90%
WA DC 1.85% 1.85%
MD 1.84% 1.84%
D 1.70% 1.70%
N 1.25% 1.67%
AL 1.00% 1.50%
GA 1.42% 1.42%
AK 1.41% 1.41%
KY 1.40% 1.40%
VA 1.33% 1.33%
OR 1.30% 1.30%
WA 1.30% 1.30%
AR 1.22% 1.22%
uT 1.20% 1.20%
NM 1.17% 1.17%
NV 1.11% 1.11%
CA 1.10% 1.10%
DE 1.08% 1.08%
NC 1.01% 1.01%
WY 0.65% 0.79%
wv 0.48% 0.48%
ND 2.25% 0.00%
HI 1.91% 0.00%
Average | 2.19%|  2.26%|

Tangible Prop Eff Rate

Eff. Tax Rate on Intang Value

State Gen. Bus. Telco
MD 4.44% 4.44%
RI 4.22% 4.22%
AZ 4.20% 4.20%
KS 2.98% 3.94%
MO 3.77% 3.77%
WA DC 3.40% 3.40%
MT 1.67% 3.34%
CT 3.28% 3.28%
sC 3.14% 3.14%
MA 3.13% 3.13%
MS 2.93% 2.93%
wi 2.67% 2.86%
NJ 0.00% 2.76%
ME 2.45% 2.70%
TX 2.70% 2.70%
OK 1.39% 2.67%
MI 3.18% 2.54%
VT 2.47% 2.37%
IN 2.35% 2.35%
co 1.46% 2.23%
FL 2.34% 2.15%
sD 0.00% 2.15%
OH 2.13% 2.13%
LA 2.05% 2.05%
NE 1.91% 1.90%
ID 1.70% 1.70%
TN 1.25% 1.67%
AL 1.00% 1.50%
GA 1.42% 1.42%
AK 1.41% 1.41%
KY 1.40% 1.40%
VA 3.70% 1.33%
OR 1.30% 1.30%
WA 1.30% 1.30%
AR 1.22% 1.22%
uT 1.20% 1.20%
NM 1.17% 1.17%
NV 1.11% 1.11%
CA 1.10% 1.10%
NC 1.01% 1.01%
wy 0.65% 0.79%
wv 0.48% 0.48%
DE 0.00% 0.00%
HI 0.00% 0.00%
1A 0.00% 0.00%
IL 0.00% 0.00%
MN 0.00% 0.00%
ND 0.00% 0.00%
NH 0.00% 0.00%
NY 0.00% 0.00%
PA 0.00% 0.00%
1.70%]  1.85%]
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State Gen. Bus. Telco
KS 0.00% 3.94%
MT 0.00% 3.34%
OK 0.00% 2.67%
Mi 0.00% 2.54%
co 1.46% 2.23%
sSD 0.00% 2.15%
NE 0.00% 1.90%
N 0.00% 1.67%
AL 0.00% 1.50%
KY 0.00% 1.40%
OR 0.00% 1.30%
AR 0.00% 1.22%
uT 0.00% 1.20%
WY 0.00% 0.79%
FL 0.15% 0.10%
AK 0.00% 0.00%
AZ 0.00% 0.00%
CA 0.00% 0.00%
CT 0.00% 0.00%
DE 0.00% 0.00%
GA 0.00% 0.00%
HI 0.00% 0.00%
1A 0.00% 0.00%
D 0.00% 0.00%
IL 0.00% 0.00%
IN 0.00% 0.00%
LA 0.00% 0.00%
MA 0.00% 0.00%
MD 0.00% 0.00%
ME 0.00% 0.00%
MN 0.00% 0.00%
MO 0.00% 0.00%
MS 0.00% 0.00%
NC 0.00% 0.00%
ND 0.00% 0.00%
NH 0.00% 0.00%
NJ 0.00% 0.00%
NM 0.00% 0.00%
NV 0.00% 0.00%
NY 0.00% 0.00%
OH 0.00% 0.00%
PA 0.00% 0.00%
RI 0.00% 0.00%
sC 0.00% 0.00%
X 0.00% 0.00%
VA 0.00% 0.00%
VT 0.00% 0.00%
WA 0.00% 0.00%
WA DC 0.00% 0.00%
wi 0.00% 0.00%
wv 0.00% 0.00%
0.03%]  0.55%]
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Telecommunication Specific
Legislative Activity Since 2001

The following list identifies significant state and local legislation enacted since the
2001 State Study. These changes are reflected in the state detail sheets.

2002 Illinois - enacted the Simplified Municipal Telecommunications Act
replacing three municipal taxes with a centrally administered “simplified
municipal telecommunications tax” for all jurisdictions other than the

City of Chicago.

2003 Ohio - enacted legislation repealing the gross receipts tax imposed upon
local exchange carriers and phasing down the disparate property tax as-
sessment ratio.

Utah - enacted legislation that standardized the municipal license tax base,
provided for central collection of the locally collected 911 taxes and the
city business license taxes and provided for a “cost-based” access to the
right of way policy.

South Dakota - enacted legislation imposing a 4% gross receipts tax on
providers of wireless telecommunications services.

Pennsylvania - enacted legislation expanding the 5% gross receipts tax
base to interstate receipts and also extending the tax to providers of wire-
less telecommunications services.

Texas - extended the TIE which was set to expire in 2003.

Oregon - several cities begin imposing local taxes at rates as high as 9%
on telecommunications services provided within the city.

2004 Virginia - enacted legislation eliminating the sales tax exemption applicable
to telecommunications equipment.
Virginia - enacted telecommunications reform legislation requiring a study
and the drafting of statutory changes to eliminate local taxes and to create
one statewide tax.
California - increased city 911 fees.
Maine - enacted legislation converting its sales tax as applied to telecom-
munications to a gross receipts type tax.
Maryland - City of Baltimore - passed an ordinance changing the 12%
tax on local exchange service to a $3.50 per line charge and extended the
tax to each cell phone sourced within the city limits.
Rhode Island - enacted legislation imposing a second 911 fee of $.26 per
wireless phone to support the funding needed to deploy GPS location
equipment.
South Carolina - the cap on the business license tax for telecommunication
service was increased from .75% to 1% for license year 2004 and beyond.
New Jersey - cnacted legislation imposing a 911 tax of 90 cents per line
on both landline and wireless services.
New York - enacted legislation authorizing counties to impose an additional
E911 tax on wireless services.

©2005, COUNCIL ON STATE TAXATION CCH INCORPORATED
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Methodology and Assumptions

Methodology

The data used to compile this 2004 State Study is true and accurate to the best
knowledge of the COST Telecommunications Tax Task Force members who
participated in its preparation. COST cannot and does not attest that the data is
absolutely precise. However, COST believes that the data reasonably reflects the
existing state and local tax burden imposed on the telecommunications industry.

The participants in the Study identified and quantified each element of the taxing
process for sales of tangible personal products (general business) and certain taxable
services (telecommunications). The analysis also includes identification of vendors’ col-
lection allowances and sales tax equipment exemptions. The participants also identified
the applicable property tax rates applied to property, including any exemptions that
would impact the effective tax rate. The Study does not include income taxes. For
each state, the study contains a worksheet that shows:

Transaction Taxes and Fees:

A list of taxes that apply

Whether the tax applies to telecommunications and/or general business
Whether the tax is imposed on the business or customer

Applicable tax rates (or ranges of rates) or amounts imposed

Average Effective Rate: Averages the tax rate in the largest city and the capital
city. If the tax only applies in one jurisdiction, the average effective tax rate is
half of the rate that applies in the one jurisdiction.

Statutory Citation for each tax

Applicable tax base for each tax (in very general terms)

Number of taxing jurisdictions applying each tax

Number of returns required for each tax each year

Whether local tax bases are consistent for a tax (from local jurisdiction to local
jurisdiction)

Whether local tax exemptions from the taxes are consistent

Dollar amount of vendor’s comp on $1 million of tax (if applicable)

Property Taxes

m A list of taxes that apply

Telecommunications Adjusted Rate (Averages the tax rate in the largest city and
the capital city) less rate reduction due to credit

General Business Effective Rate

Whether the business is centrally or locally assessed

The methodologies used to determine the fair market values of property

The effective tax rates applied to real, tangible personal and intangible property

©2005, COUNCIL ON STATE TAXATION CCH INCORPORATED
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Equipment Exemptions (for both Property and Sales Taxes)

Description of property (Towers, Poles, etc.)

Whether the property is classified as real or personal

Whether property is exempt or is credit available

Whether exemption is limited to regulated or public utility customers
Whether manufacturers have an exemption for equipment purchases

Summary Sheets

The results of the individual state studies were input into worksheets that group
the data by state for both general business and telecommunications businesses.
The state-by-state summary data highlights:

The number of state and local taxes (i.e., counts the different types of taxes)
The state and local effective tax rates

The total effective tax rate including federal taxes

The number of state and local tax bases

The number of returns the businesses must file each year

The number of different taxing jurisdictions

The effective property tax rates for real, tangible personal and intangible property
(taking into account assessment ratios and rates)

The state by state summary data is sorted and incorporated into several graphs.
Two sets of graphs are included. The first set includes comparative data for the top ten
highest states (e.g., the ten states with the highest applicable parameter for telecom-
munications). The second set includes comparative data for the top ten most populous
states (based on 2000 population data).

The summary data is also included in comparison charts that show the results of
each parameter by state. The side-by-side comparisons highlight a few parameters where
general business has a worse result than telecommunications. For example, general
business may pay a tax or fee that telecommunications does not (due to another tax
or fee applying in lieu of the tax or fee). In a couple of instances, the administrative
burden on general business may be greater for a particular tax. New for the 2004 State
Study are charts comparing key findings on tax rates and number of returns from this
study with findings from the 2001 State Study.

Assumptions

For each state, the 2004 State Study assumes that the telecommunications business
is a statewide service provider and the general business has a store in each taxing
jurisdiction. Thus, the study attempts to identify each transaction tax or fee and
the property tax applicable in each local jurisdiction in the state (as well as the state
level taxes and fees and exemptions).

Given the complexity of the taxation of telecommunications and in order to compare
the data, various assumptions were made. Because state and local taxing jurisdictions
frequently do not tax all types of telecommunications uniformly, if any segment of
the telecommunications industry is taxed, the average of the tax in the largest city and
capital city on such service is included in the summary. Note that if the capital is also
the state’s largest city, the capital city and second-largest city are used for this purpose.
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For example, if only local telecommunications service is taxed (not long distance or
wireless service), the average effective tax on local service is included in the data.

Similarly, to the extent local jurisdictional tax rates vary, the average effective rates
are included. Because there are many taxes and fees that are applied on an access line
basis (e.g., many 911 fees), such flat amounts were converted to percentages based on
average monthly residential bills (wireline data was captured as of May 2004 and wireless
data as of December 2003). The average monthly residential bills used for this study
are: A) Wireline Only: $20.23; B) Wireless Only: $49.91; C) Both Services: $35.07.

Changes from Prior State Studies

Listed below are several changes between the methodologies used in compiling the
2004 State Study and the earlier versions of this study. These changes should be
considered when comparing the two studies:

A) Effective Tax Rate (for taxes designated as local):

1999 State Study: Highest Tax Rate imposed on such a service among all local
jurisdictions is generally used for comparison purposes.

2000, 2001 & 2004 State Studies: Used an average of the largest (most
populous) city and the capital city for comparison purposes.

B) Flat Taxes and Fees:

1999 State Study: Flat amounts were converted to percentages based on aver-
age monthly residential bills for 1998. (Wireline: $17.41, Wireless: $39.43,
Both Services: $28.42)

2000 State Study: Flat amounts were converted to percentages based on aver-
age monthly residential bills for 1999. (Wireline: $17.42, Wireless: $41.24,
Both Services: $29.33)

2001 State Study: Flat amounts were converted to percentages based on average
monthly residential bills for 1998. (Wireline: $17.42, Wireless: $45.27, Both
Services: $31.35)

2004 State Study: Flat amounts were converted to percentages based on average
monthly residential bills for 2003. (Wireline: $20.23, Wireless: $49.91, Both
Services: $35.07)

Because of this change in methodology, flat tax amounts, which remained the same,
may result in different effective tax rates.

C) Adjusted Property Tax Effective Rate:

1999 State Study: Effective Tax Rate was not adjusted for a reduction due to
incentive type credits.

2000, 2001 & 2004 State Studies: Effective Tax Rate is adjusted for a reduction
due to incentive type credits (listed under column “Adjusted Effective Rate”).
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2004 TELECOMMUNICATIONS TAX STUDY — PART Il — Analysis of Individual States: Alabama
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