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In brief 
When a taxpayer provides a service that relies on a multistate technical network for 

its delivery, costs of performing that service can be analyzed in one of two ways: (1) 

the cost incurred by a taxpayer includes the cost in maintaining the national network 

(an "operational" approach); or (2) the cost incurred by a taxpayer only involves the 

cost of engaging in the individual transaction with a customer (a "transactional" 

approach).   

In an unpublished decision, a Massachusetts Appellate Court chose the operational 

approach, affirming a 2011 Appellate Tax Board (ATB) decision that held 

telecommunication services should be sourced using the costs of performance 

associated with a service provider's integrated telecommunications network rather 

than costs associated with each individual call.  [Commissioner of Revenue vs. AT&T 

Corporation, Mass. App. Ct. #11-P-1462 (7/13/12)] 
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In detail 
Appellate Tax Board chose operational over transactional approach 

AT&T provides interstate and international voice and data telecommunications 

services.   AT&T contended that its income-producing activity was its business of 

providing a national, integrated telecommunications network, which was operated 

and managed in New Jersey.  Analyzed under this "operational approach," AT&T's 

Massachusetts costs of performance were less than costs incurred in another single 

state, e.g., New Jersey. 

The Commissioner asserted that AT&T's income-producing activity was its provision 

of each individual telephone call and data transmission, the performance of which 

created an obligation of the individual customer to pay specific consideration to A&T.  

Under this "transactional approach," AT&T's costs of performance serving 

Massachusetts customers exceeded the costs of performance in any other state.   

The ATB found that the operational approach should be used for reasons including 

that AT&T's income producing activity was providing a long-distance transmission 

service that could not function without the operation of the entire long-distance 

network.  For more detail on the ATB's decision, please see our summary at the 

following link. 

Massachusetts Appellate Court affirms the operational approach 

The court exercised deference to the ATB's decision, providing that the court will not 

modify or reverse a decision of the ATB if the decision is based on both substantial 

evidence and a correct application of law.  The court recognized that the ATB 

determined that the operational approach best suited the facts of the case for reasons 

including: 

 The transactional approach would be nearly impossible to follow because of 
the complexity of tracing the long-distance calls in question; and  

 AT&T could not provide its long-distance calls without the New Jersey 
integrated long-distance network  

The court found that the ATB adequately explained why it used the operational 

approach and recognized that there was sufficient evidence to conclude that the 

operational approach was the more appropriate method.  Accordingly, the ATB 

decision supporting the operational approach was affirmed. 

Actions to think about 
Special care must be taken when interpreting state sourcing rules as states are 

inconsistent in applying a cost of performance standard to a service that relies on a 

multistate support system to function.  Contrast this decision with Oregon Tax 

Court's AT&T decision, which applied the transactional approach under similar facts.  

[AT&T Corp. et al. v. Dep't of Revenue; TC 4814, 1/12/12]. 

While this case clearly impacts the telecommunications industry, it likely has broader 

impact.  Companies should consider whether they have applied the proper method 

for the sourcing of sales other than sales of tangible personal property for sales factor 
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purposes. With this decision, there may be Massachusetts refund opportunities that 

companies may wish to consider. 

Let's discuss 
If you have any questions regarding the AT&T decision, or other Massachusetts 

maters, please do not hesitate to contact either of the following SALT professionals: 

Jon Muroff 

Principal  

(617) 530-4573 

jon.muroff@us.pwc.com 

David Sheehan 

Managing Director  

(617) 530-4872 

david.sheehan@us.pwc.com 

William Signori 

Director  

(617) 530-4136 

william.p.signori@us.pwc.com 
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