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Re: Our File Number LR -05 -175; Sales tax on the sale of telecommunications services to
pay telephone service providers

Dear

This is in response to your inquiry concerning the sales taxability of charges to persons
who are not Local Exchange Carriers, but who do provide pay telephone service. I have set out

your fact situation below, followed by your questions. Each question is in turn, followed by our
response. 

Introduction• 

is a provider of tax compliance software to the telecommunications industry. We are
currently researching the taxability of "pay telephone service ". It is our belief that payphone

service can be divided into two distinct transactions, namely: ( 1) the leasing of local exchange
access lines by a Local Exchange Carrier to an " Independent Payphone Provider" used to
activate pay phone stations and ( 2) the revenues collected by the Independent Payphone
Provider from end -user customers who deposit coins into payphones placed in both public and

semi - public locations. We further classify the first component of payphone service as the
WHOLESALE aspect of the transaction while we view the second component ofpayphone
service as the RETAIL aspect of the transaction. 

Based upon this general fact pattern, we pose the following set of questions for response: 

Questions: 

I - Are monthly charges billed by the Local Exchange Carrier to the Independent
Payphone Provider for the lease of local exchange phone lines (the wholesale side of the

transaction) subject to sales tax liability in Oklahoma? 

Response: While they are potentially subject to sales tax, the pay telephone service
provider, even if they are not a local exchange provider, may lease the lines exempt from
sales tax for use in the subsequent provision of telecommunications services, providing
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they hold a sales tax permit. This response is based on the language found at 68 O. S. 
Section 1354( 4)( a)( 3) and Oklahoma Tax Commission Rule 710: 65- 19- 330( d)( 3). 

2 - Can Independent Payphone Providers issue resale certificates based upon the theory that the
monthly charges paid for the lease of telephone lines are exempt from taxation as a " sale for
resale "? 

Response: Yes. Please refer to the statute and rule cited above. 

This response applies only to the circumstances set out in your request of September 30, 
2005. Pursuant to Commission Rule 710: 1- 3- 73( e), this Letter Ruling may be generally relied
upon only by the entity to whom it is issued, assuming that all pertinent facts have been
accurately and completely stated, and that there has been no change in applicable law. 

If I can be of further assistance, please feel free to contact me. 

Sincerely, 
OKLAHOMA TAX COMMISSION

a

Michael G. Pillow

Tax Policy Analyst


