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Communications tax compliance is complex 
and can seem overwhelming. This is not 
a “do it yourself” project as these issues 
impact compliance with laws and regulations.  
Also, because of high general overall 
communications rates, communications tax 
compliance is not a matter to take lightly. 
Missteps can result in penalties, interest and 
tax expenses that can drain your profits, undo 
years of revenue collection and undermine the 
value of your business.

Although the process of compliance may be 
multifaceted, the concept of tax compliance is 
simple. Tax authorities require that you collect 
and remit taxes and fees in exchange for the 
privilege of providing goods and services to 
their citizens. Before you provide a service, 
you need to register with the tax authority 
(so they don’t have to track you down) and 

after you provide the service, you will need to 
calculate what is owed and then report it to 
the tax authority. You collect the tax due from 
your customers and then remit those funds 
to the authority to clear the liability that is 
owed. Periodically, the tax authority may audit 
your activity to see if they agree with the 
tax amounts that you reported. If they don’t 
agree, additional tax may be due along with 
penalties and interest.

In general, compliance can be viewed as 
four steps: Registration with tax authorities, 
calculation of taxes due, invoicing customers 
for tax due and finally reporting and remitting 
funds for the taxed owed.

Note that throughout this paper, for simplicity, 
we will be referring to communications taxes 
which may also include fees.

The purpose of this paper is to help you understand the process of 
communications tax compliance and provide you with an overview of the 
necessary steps you need to take to stay compliant. There are experts at 
each step along the way that can help you to start in compliance and remain 
in compliance.
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Registration
Tax authorities exist at the federal, state and 
local level with jurisdictions that largely follow 
political boundaries. There are also special 
tax districts (tax improvement districts and 
fire districts, for example) that fall outside of 
political boundaries. Following is an overview 
of registration details and why registration 
is required.

Federal Registration Requirements
Communications services are regulated 
to varying degrees by federal authorities. 
As a result, various regulatory fees are 
assessed on the communications service 
provider. The most common regulatory fee 
is the USF (Universal Service Fund) which 
is administered by USAC (Universal Service 
Administrative Company). The USF fee is 
calculated by applying a contribution factor 
to the assessable revenue. This contribution 
factor changes quarterly and has been ranging 
between 15% and 17% over the most recent 
quarters. This contribution factor should 
be charged against assessable revenue 
only. Several other federal programs are 
funded through contributions assessed 
against certain revenue. An experienced 
communications attorney can help identify 
which of your revenues are subject to federal 
USF and other FCC funds and fees.

The most common registration requirement 
at the federal level is with USAC, the 
administrator of the USF and data collection 
agent for other programs. USAC is a private 
corporation operating under the oversight of 
the FCC (Federal Communications Commission). 
When you register with USAC, you will receive 
a Form 499 Filer ID and will be designated as 
either a direct contributor to the USF or not. 
This direct contributor status means that you, 
as the carrier, are paying USF fees directly 
to the regulatory body, in this case, the FCC. 
However, if you are just starting your business 
and/or have minimal assessable revenue, 
there is a de minimis threshold whereby you 
are not required to contribute directly to the 
fund. In this case, your upstream carrier will 
charge you the USF fee and they will contribute 
(or pay) the fee directly to USAC. However, even 
de minimis providers must register with USAC 
and obtain a filer ID.

Providers of international communications 
services offered generally to the public 
are also required to obtain FCC Section 214 
Authorization (commonly referred to as a 
“214 License”).

State and Local Requirements
In addition to the federal regulatory 
requirements, there could be additional state 
level regulatory requirements. Within each 
state, there is a Public Utility Commission or a 
Public Service Commission that is responsible 
for regulating communications services. Take 
note that if your service is regulated at the 
federal level, that does not mean your service 
will also be regulated at the state level. If you 
are providing service in a state that regulates 
your service, then you will be responsible 
for paying additional state level regulatory 
fees that you may be allowed to recover from 
your customers. A communications attorney 
can help identify which of your revenues are 
subject to state level USF and other fees. 

If your service is regulated by the states 
where you anticipate providing service, then 
you will need to either register with or obtain 
an appropriate license from the respective 
Public Utility or Public Service Commissions. 
Most states require local exchange providers 
to obtain a license; just over half the states 
require in-state long distance to seek 
licensure and roughly half the states now 
require VoIP and wireless providers to register.

Registrations for transactions tax purposes 
at the state level are generally via the state’s 
Department of Revenue. Certain cities and 
counties may also require local registrations. 
Registering with the tax authorities can be 
done both proactively and reactively 
depending on the risk tolerance of your 
business. Most companies register proactively 
in states where they anticipate revenue. This 
might include their home state and other 
states where they expect significant revenue. 
Companies will then monitor the collection 
of tax and based on where they collect, they 
will then register reactively and immediately 
start remitting.
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Tax Calculation
Communications services will be taxed, to 
some extent, in almost every state. These 
taxes may include sales tax, communications 
services tax, gross receipts tax, business and 
occupation tax, and utility users tax. Each 
service you provide may have a different tax 
treatment in each state. 

To calculate the tax consequences of a 
transaction, you need to know the applicable 
tax jurisdictions for the transaction (nexus 
determination), the taxability of the item 
sold, the rates and tax rules that apply to the 
transaction and the quantity and dollar amount 
of the item sold. For audit protection, you 
should maintain an audit trail of the calculation.

Communications tax calculation can be a 
difficult task. There are over 10,000 different 
tax authorities, each with potentially 
different tax rates and rules for any given 
communications service. In addition, with 
the potential for periodic tax changes, the 
task of tax calculation and tracking becomes 
so difficult that it needs automation to be 
performed and managed properly.

An automated tax calculation solution 
consists of four basic components: 

• Data input/output function for 
communicating with the billing system

• A tax research database that contains all of 
the current taxability information rates and 
rules for the communications services you 
will be selling 

• A calculation engine that applies the 
tax research data to determine the tax 
consequences of your transactions

• A reporting system that provides 
information for reporting tax liabilities to 
the proper authorities

At the heart of the tax calculation solution 
is tax data. Tax data originates with tax 
research which is compiled from the various 
tax authorities and then categorized. Without 
current, quality tax data, the system cannot 
properly determine tax consequences.

Billing
The billing system is a critical component of 
your overall operations and capabilities. From 
a compliance perspective, the billing function 
produces an invoice which presents to the 
customer the taxes that are owed, in a format 
that complies with Truth-in-Billing laws. 

To make that happen, the billing system must 
pass transactional data to the tax calculation 
solution. Then, once the taxes and amounts 
are determined, the tax calculation solution 
returns the amounts and descriptions to the 
billing system for invoice presentation.

Proper invoice presentation is essential for 
overall compliance. The FCC has adopted 
Truth-in-Billing rules to improve consumers’ 
understanding of their telephone bills and 
to help consumers detect and prevent 
unauthorized charges (cramming). Among other 
things, the rules require that a communication 
service provider’s invoice must: 

• Provide a brief, clear, non-misleading, plain 
language description of the service or 
services rendered to accompany each charge

• Identify the service provider associated 
with each charge

• Clearly and conspicuously identify any 
change in service provider

• Provide full and non-misleading 
descriptions of charges

• Identify those charges for which failure to 
pay will not result in disconnection of the 
customer’s basic local service

• Provide a toll-free number for customers 
to call and lodge a complaint or obtain 
information 

• Place charges from third parties that are 
not telephone companies in a distinct 
section of the bill, separate from telephone 
company charges

• Provide a separate subtotal for third-party 
charges in the separate bill section and on 
the payment page
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Reporting and Remitting
 Once you have registered, determined the 
applicable taxes and fees, and are now 
invoicing and collecting taxes and fees, you 
must remit these taxes and fees to their 
respective authorities. There are two options 
available, in-house operations or outsourcing. 
Either option should include return 
preparation, filing, payment processing and 
remittance as part of routine operations. In 
addition, the reporting and remitting function 
should be capable of notice/jurisdictional 
communication and resolution as well as the 
ongoing renewal of registrations.

As with tax calculation, in-house processing 
can become cumbersome as it is mostly 
manual. In-house processes can work well in 
situations where you are operating in very few 
jurisdictions. As an alternative, outsourcing 
leverages the experience, technology and 
processes of a dedicated company. When 
evaluating outsourcing service providers, look 
for expertise in the communications industry, 
a track record of notice-free performance and 
an appropriate level of support. 

About Reselling
Most taxes and fees qualify as exempt when 
communications services are sold to a reseller, 
as taxes and fees are generally imposed upon 
the retail sale of communications services 
only. The carriers leave it up to the individual 
reseller to understand the requirements to 
achieve exempt status and to identify and 
prepare applicable forms.

Generally, each state prescribes the form  
and/or content of information required to 
exempt a transaction from taxes and fees. The 
carriers generally have an exemption packet 
that could be as many as 50 or more pages in 
length. A tax and/or regulatory advisor can 
help you prepare the necessary forms. 

In order for a carrier to exempt you from 
federal USF fees, you must be registered as 
a direct contributor. Earlier, we referenced 
a de minimis threshold whereby you are not 
required to contribute directly to the USF, 
rather you simply pay your carrier who remits 
the USF fee to USAC. Nonetheless, there are 
many situations where you can pass through 
this fee to your customers. Once you are over 
the de minimis threshold, you are required 
to contribute directly to USAC. At this point, 
you should require that your upstream carrier 
exempt your services from the federal USF. 
The de minimis threshold currently sits at 
$10,000 in annual contributions.

If you are registered with the State 
Department of Revenue and have received 
a sales tax ID or equivalent, then you are 
qualified to execute an exemption certificate 
as a reseller. As a reseller, you are requesting 
that the carrier exempt sales to your company 
from taxes. You are further stating that you 
will be responsible for collecting and remitting 
the taxes from your customers. This is a fairly 
easy exemption to achieve; however, you must 
be registered with the State Department of 
Revenue to achieve it.
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Next Steps
Missteps in compliance can result in penalties, 
interest and tax expense that can drain your 
profits and undermine the value of your 
business. It’s best to have a team and a plan 
when moving forward. 

• Put together a compliance team to help 
determine the tax implications of your 
new offer. Your team can help you register 
with tax authorities, determine tax 
implications and help structure the offer for 
the best competitive footing.

• Automate your communications tax 
calculation. For growing providers, there is 
not a practical way to apply the various tax 
impositions without proper tax calculation 
software. CCH® SureTax® Communications 
connects directly to your billing data and 
automates that process of tax calculation 
and reports. CCH SureTax Communications 
combines industry leading taxability content 
with precise jurisdiction information to 
support the full range of tax calculations 
needed for communications. This powerful 
cloud-based solution enables businesses 
of all sizes to be up and running quickly and 
easily to produce accurate tax calculations 
that support compliance, reduce risk, cut 
costs and maintain the focus on items 
beyond tax.

• Start now. Get into compliance early with 
the authorities before your liabilities grow 
and become even more difficult to manage.  

Wolters Kluwer Is Here to Help
When you want to get it right from the 
start, choose CCH SureTax Communications. 
CCH SureTax Communications provides 
real-time, accurate communications tax 
calculation and reports. With the expertise of 
our partner network, we help communications 
service providers of all sizes meet their 
compliance needs.

CCH SureTax Communications features: 

• Industry-leading sales tax rates and 
taxability coverage. We calculate indirect 
tax items in the U.S., Canada and throughout 
the world (with optional VAT rate module) 
using the most current and accurate 
data available. This calculation includes 
prepaid and postpaid items with multiple 
sales tax calculations within a single data 
request. Industry-specific content and 
rules support the most complex sourcing 
and tax calculation requirements for 
communications, energy and general sales 
and use.

• Seamless ERP integration. CCH SureTax 
Communications provides a flexible 
interface using an easy-to-use API that 
can be integrated into billing and ERP 
systems or other internal systems capable 
of internet data requests. Specifically, 
CCH SureTax Communications integrates 
with Microsoft Dynamics®, Demandware, 
SAP® and NetSuite® and supports offline files 
via FTP.

• Detailed reports. Easily create custom 
reports or access detailed standard 
reports for compliance, regulatory 
reporting, reconciliation, revenue analysis 
and audit defense.

• The most trusted source. Backed by more 
than 100 years of unparalleled tax and legal 
research, CCH SureTax Communications 
represents the industry standard for sales 
and use tax data and automation. 
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