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Note: Footnotes were added May 11, 2011.  No substantive changes were made. 
 
ISSUE: 
 
The taxation of the lease of converter boxes, remote controls and other equipment by 
cable television systems and microwave television transmission systems to their 
subscribers. 
 
 
APPLICABLE LAW: 
 
Arizona Revised Statutes (A.R.S.) § 42-1310.041 provides: 
 

A. The telecommunications classification is comprised of the business 
of providing intrastate telecommunications services.  The 
telecommunications company classification does not include sales of 
intrastate telecommunications services by a cable television system 
as defined in § 9-505 or by a microwave television transmission 
system that transmits television programming to multiple subscribers 
and that is operated pursuant to 47 Code of Federal Regulations 
parts 21 and 74. 

 
B. The tax base for the telecommunications classification is the gross 

proceeds of sales or gross income derived from the business, 
including the gross income from tolls, subscriptions and services on 
behalf of subscribers .... 

 
C. For purposes of this section, "intrastate telecommunications 

services" means transmitting signs, signals, writings, images, 
sounds, messages, data or other information of any nature by wire, 

                                                           
1 Since this ruling was issued A.R.S. § 42-1310.04 was renumbered to A.R.S. § 42-5064.  This section has changed 
significantly since the ruling was issued.  However, the changes to the statute do not impact the outcome of this 
ruling. 
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radio waves, light waves or other electromagnetic means if the 
information transmitted originates and terminates in this state.  

 
A.R.S. § 9-505.22 provides: 

 
 "Cable television system" means any facility that, in whole or in part, 

receives directly, or indirectly over the air, and amplifies or otherwise 
modifies the signals transmitting programs broadcast by one or more 
television or radio stations and distributes such signals together with 
such other signals as authorized by the federal communications 
commission and the licensing authority, by wire or cable to 
subscribing members of the public who pay for such service, but the 
term shall not include: (Emphasis added) 

 
(a) Any such facility that serves fewer than fifty subscribers. 
 
(b) Any such facility that serves only the residents of one or more 

apartment dwellings under common ownership, and commercial 
establishments located on the premises of such apartment dwellings. 

 
A.R.S. § 42-1310.01.A3 provides that: 
 

The retail classification is comprised of the business of selling tangible 
personal property at retail. 

 
A.R.S. § 42-1408.A4 provides that: 
 

There is levied and imposed an excise tax on the storage, use or 
consumption in this state of tangible personal property purchased from a 
retailer, as a percentage of the sales price. 

 
 
DISCUSSION: 
 
As part of the activity of providing cable television services, cable television companies 
provide equipment such as converter boxes and remote controls solely to their 
subscribers to access the cable television system or the microwave television 
transmission system. 

                                                           
2 The definition of “cable television System” is now under A.R.S. § 9-505(4).  In addition, there have been many 
changes to the definition since the ruling was issued in 1996.  However, the changes to the definition do not impact 
the outcome of the ruling. 
3 Since this ruling was issued A.R.S. § 42-1310.01(A) was renumbered to A.R.S. § 42-5061(A).    
4 Since this ruling was issued A.R.S. § 42-1408(A) was renumbered to A.R.S. § 42-5155(A). 
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All sales of tangible personal property are subject to transaction privilege tax under the 
retail classification unless specifically exempted by statute.  A retail sale is defined as a 
sale for any purpose other than for resale or release in the regular course of business. 
 
Use tax is imposed on the storage, use or consumption in this state of tangible personal 
property which is purchased from a retailer.  The use tax does not apply to the sale of 
tangible personal property if transaction privilege tax was paid on the gross proceeds 
derived from the sale. 
 
Converter boxes, remote controls and other related equipment provided by cable 
television systems and microwave television transmission systems only to their 
subscribers for access to the cable system are not considered to be leased to the 
subscribers.  The sale or purchase of the converter boxes, remote controls and other 
related equipment is subject to transaction privilege or use tax since the items are an 
integral part of the business of providing cable service. 
 
 
RULING: 
 
Converter boxes and remote controls are part of a cable television system or a microwave 
television transmission system.  Therefore, the gross income derived from the lease or 
rental of converters, remote controls or related equipment by a cable company to its 
subscribers for access to the cable system is not subject to tax under the personal 
property rental classification. 
 
Converter boxes, remote controls or related equipment sold to, or purchased by, cable 
television or microwave television transmission companies are subject to transaction 
privilege or use tax.  
 
Harold Scott, Director 
Signed January 5, 1996 
 
Explanatory Notice 
 
The purpose of a tax ruling is to provide interpretive guidance to the general public and 
to department personnel.  A tax ruling is intended to encompass issues of law which are 
not adequately covered in statute, case law or administrative rules.  A tax ruling is a 
position statement which provides interpretation, details or supplementary information 
concerning the application of the law.  Relevant statute, case law, or administrative 
rules, as well as a subsequent ruling, may modify or negate any or all of the 
provisions of any tax ruling.  See GTP 92-1 for more detailed information regarding 
documents issued by the Department of Revenue. 
 


