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Introduction

Ad valorem property taxes--those imposed on the property's value--are a very significant item of expense for
telecommunications carriers. In the past, these companies paid relatively little attention to property taxes because,
under traditional ratemaking practices, such taxes were an operating expense includable in the cost of service and thus
could be passed through to the ratepayers as part of the charge for services.

In recent years, however, dramatic changes in the landscape have been caused by factors such as the advent of new
non-monopoly telecommunications services, deregulation and incentive-based regulation of old services, corporate
diversification, and intensified competition. In this new cost-conscious environment, telecommunications carriers are
giving significantly greater attention to property taxes. At the same time, revenue-hungry states have become more
sophisticated in their assessment practices and procedures. The states have been developing new theories to deal with
the changing economic and regulatory environment and to maximize tax collections. As a result of these
developments, there has been a significant increase in the volume of appeals, litigation, and lobbying efforts regarding
telecommunications property taxation.

This Article analyzes the principles and practices involved in property taxation of telecommunications carriers. The
Article emphasizes the relationship between the manner of regulation of a carrier and the valuation of its property for
property tax purposes.

The Article devotes attention to significant current valuation issues. The Article analyzes in detail three major cases
that have dealt with many of these issues. These cases are United Telephone Co. v. Department of Revenue,(note 1) in
the Oregon Supreme Court; Michigan Bell Telephone Co. v. Department of Treasury,(note 2) in the Michigan Tax
Tribunal; and AT&T Communications v. State Board of Equalization(note 3) (AT&T-California) in the California
Superior Court. Relevant decisions involving public utilities other than telecommunications carriers are also cited.

I. Property Tax Statutes

A property tax is an annual tax based on the value of the property as of a specific date. The amount of the tax is
determined by multiplying this value, or a percentage thereof, by the applicable tax rate.

Statutes generally define "value"(note 4) as the price at which the property would be sold in an open market by a
willing seller to a willing buyer, each of whom has full knowledge of the uses and purposes for the property and of the



enforceable restrictions on these uses and purposes.(note 5) The tax assessor estimates this value by making an
appraisal or valuation.

In thirty-seven states, state agencies assess some or all of the property of telecommunications carriers on a centralized
basis.(note 6) In twelve states the local assessor in each county or other taxing jurisdiction assesses the
telecommunications property in the same manner as other property.(note 7) Wisconsin imposes a gross receipts tax on
telephone companies in lieu of property taxes(note 8) but has enacted legislation that will extend its property tax to
such companies beginning in 1997.(note 9)

In local assessments, the valuation of the property is ordinarily made by the summation method, under which each
component of the property in the taxing jurisdiction is valued separately and then these amounts are added
together.(note 10) In centralized assessments, the valuation ordinarily is made by the unit method, under which the
total system is valued as a whole as a going concern and a portion of the total value is allocated to the property in the
taxing jurisdiction.(note 11)

Some state statutes defining the types of telecommunications companies subject to central assessment refer only to
"telephone" and "telegraph" companies, and have not been updated to include expressly the newer types of
telecommunications carriers. Consequently, there may be an issue as to whether a particular company is covered by the
statutory definition.

For example, in Transponder Corp. v. Property Tax Administrator,(note 12) the Colorado Supreme Court held that a
company owning and operating a satellite earth station providing a portion of a private communications channel
between the offices of a particular customer was not a "telephone company" because it did not provide the kind of
"intercustomer communication service" ordinarily provided by telephone companies.(note 13) Subsequently, in United
States Transmission Systems, Inc. v. Board of Assessment Appeals,(note 14) the same court held that a reseller of long
distance telephone service was a telephone company because it provided "intercustomer communication service."(note
15) The court held that "if the company directly facilitates two-way communication between a significant number of
unrelated persons or businesses, . . . that company is a telephone company."(note 16)

In Kansas, a company providing a one-way paging service was held not to be in the business of "transmitting . . .
telephonic messages."(note 17) In Oregon, however, a nonprofit corporation, operating a private radio communication
system for its members was held to be engaged in the "telephone communications" business.(note 18)

A.Assessment Procedure

A typical centralized assessment procedure begins with a company filing a property tax return. The tax assessor
estimates the value of the company's total operating system by using one or more of three basic appraisal techniques,
or "approaches": (1) the market approach, which bases the estimate of value on market data of sales of comparable
property; (2) the income approach, which expresses value as the present worth of the anticipated future income to be
derived from the property; and (3) the cost approach, which bases the estimate of value on the actual cost of the
property, or the estimated cost of reproducing or replacing it, less an allowance for depreciation. The estimated value
produced under each approach is called a "value indicator." The assessor then reconciles, or "correlates," the value
indicators to arrive at the final estimated value.

For an interstate company, the assessor allocates by formula a portion of the total system value to the taxing state. This
amount (or the entire system value of an intrastate company) is apportioned among the local taxing jurisdictions in
which the property is located. This apportioned "full value" is then "equalized" (reduced) to the percentage of full
value at which other property in the same jurisdiction is assessed. The local taxing jurisdiction imposes a tax on the
equalized value.

At some point during this procedure, the taxpayer is given an opportunity to appeal the valuation. A valuation appeal
generally consists of a battle between opposing expert witnesses, with the assessor's experts and the taxpayer's experts
providing conflicting appraisals of the property's value and attacking each other's theories and methods. Because the
primary element of value is the property's ability to produce income, the extent and manner of rate regulation



necessarily affects the value of a telecommunications company's property, as well as the valuation methods used by
appraisers to estimate the value. Consequently, evidence as to the extent and manner of the company's rate regulation
ordinarily is a necessary element of the appeal proceeding.

B. Assessment Unit

The assessment unit does not include all of the company's property. Certain property must be excluded, and the
includability of intangible property may be an issue.

1. Property Included

With respect to an interstate company, the scope of the property that may be included in the assessment unit is limited
by the "nexus" requirements of the Commerce Clause of the United States Constitution(note 19) and the Due Process
Clause of the Fourteenth Amendment.(note 20) Validity of a tax under the Commerce Clause requires "a substantial
nexus with the taxing State."(note 21) Nexus, in the form of "some definite link, some minimum connection, between
a state and the . . . property . . . it seeks to tax," is also required under the Due Process Clause.(note 22) Consequently,
both clauses prohibit a state from taxing property located outside its borders.(note 23) Although the value of taxable
assets in a state may be determined by an allocation of the unit value of "the total system of which the intrastate assets
are a part,"(note 24) the nexus requirements will not permit any out-of-state property to be included in the unit value
to be allocated unless such property actually is a part of the total system.(note 25)

The categories of property included in the unit depend upon the statutes of the particular state. The unit consists
primarily of "operating property" owned by the subject taxpayer. Operating property is property used in and necessary
to conduct the company's business.(note 26) In addition to plant in service, operating property ordinarily includes
materials and supplies,(note 27) and may also include items such as operating property leased from others,(note 28)
"possessory interests" in property owned by a government entity,(note 29) construction work in progress,(note 30) and
property held for future use.(note 31) If the values of certain assets properly included in the assessment unit under
state law are not captured by the normal application of a particular appraisal approach, such values must be separately
estimated and added.

2. Property Excluded

Categories of property excluded from the unit are (1) property that is assessed and taxed separately from the operating
system, primarily "nonoperating" property, and (2) tax-exempt property, which may include (a) certain tangible
property (for example, pollution control equipment, business inventory, and property located in federal enclaves) and
(b) intangible property, such as working capital and securities. If the normal application of an appraisal approach
captures the value of certain assets excluded from the unit by state law, such values must be separately estimated and
deducted.

In Hatchadorian v. Lindley,(note 32) the Ohio Supreme Court held that the following items of a telephone company's
property were not taxable under a statute taxing property "used in business": construction work in progress; the portion
of the materials and supplies account consisting of engineering and contractual services; property "retired in place"
pending removal for junk value; and underground coaxial cable tubes that had not been connected to the operating
system.(note 33)

In Michigan Bell, the Michigan Tax Tribunal held that property held for future use, construction work in progress,
repair parts, and fuel were nontaxable under the Michigan statutes.(note 34)

3. Intangibles

The value of the unit, determined as a going concern under the unit method, includes the value of various intangible
assets, such as franchises and licenses granted by governmental authorities, contractual rights (for example, distribution



agreements, employment contracts, supply contracts, and noncompetition covenants), assembled work force, customer
base, goodwill, and going concern value. If a state's statutes generally exempt intangible property from property
taxation, there may be an issue as to whether the taxable unit value may properly include the values of these intangible
assets.

Some assessors have been attempting to tax the values of such intangibles.(note 35) They do this by valuing the
company as a going concern under the unit method and then deducting from the total unit value only the values of a
few specific intangible assets, such as working capital.(note 36) For many of the newer types of telecommunications
companies, such as the cellular telephone companies, the value of the intangible assets included in such a valuation
may constitute a significant portion of the total assessment. Consequently, there is an increasing amount of litigation
involving this issue.(note 37)

The United States Supreme Court has long held that a state may, without violating the Commerce or Due Process
Clauses, tax a fairly apportioned part of the value of property of an interstate company "valued as a unit . . . taking into
consideration the uses to which it was put and all the elements making up aggregate value . . . ."(note 38) Thus, the
questions involved in taxing the intangible elements of the unit value are questions of state law:

(1) Do state constitutional and statutory provisions generally exempting intangible property from property taxation
permit the indirect taxation of intangible assets as part of the unit value?

(2) If yes, which intangible assets may be so taxed? The assessors, and the courts that have upheld assessments that
included the value of intangible assets, answer these questions as follows:

(1) Although the intangible property may not be taxed directly, it may "enhance" the value of the tangible property in
the unit and may be taxed indirectly as part of such enhanced value.(note 39) Authority for such taxation may be
found in statutes that allow the assessor to "consider" intangibles in valuing the tangible property(note 40) or that
authorize use of the unit method, which values property as a going concern.(note 41)

(2) The taxable unit value properly includes the value of all the intangibles that are part of the value of the going
concern; these are inseparable from the value of the tangible property.(note 42)

An extremely broad application of these principles is found in United States Transmission.(note 43) In that case the
Colorado Supreme Court upheld the taxation of an allocated portion of the total system value of an interstate long
distance voice carrier owning no tangible property in the state. All of the communications circuits used by the taxpayer
to provide service to its twenty business customers and two residential customers in Colorado were obtained from
Mountain Bell, AT&T, and MCI on a month-to-month basis pursuant to FCC tariffs, and the taxpayer had no other
property or rights to property within Colorado. The Colorado statute directed the assessor to value the "operating
property and plant . . . as a unit," giving consideration to various factors, including the "tangible property comprising
the unit" and the "intangibles."(note 44)

In upholding the tax, the court held that the taxpayer's intangible rights in the circuit leases were part of its "operating
property and plant," and that the existence of such intangible rights in Colorado permitted Colorado to tax an allocated
part of the total value of such operating property and plant.(note 45) The court found no conflict between a general
statutory exemption of intangible personal property and the statutory mandate to consider intangibles when valuing
public utility property as a unit.(note 46) Finally, the court held that the imposition of the tax did not violate the
Commerce Clause because the presence of intangible property within the state provided a sufficient nexus.(note 47)

On the other hand, taxpayers, and the courts that have rejected assessments that included the value of intangible assets,
answer the two questions posed earlier as follows:

(1) The constitutional and statutory exemption provisions prohibit indirect, as well as direct, taxation of intangible
assets.(note 48)

(2) The taxable unit value properly includes only the enhanced value of the tangible property resulting from



combination of the property into an integrated operating system, not the intangible assets that can be identified and
separately valued(note 49) and that relate to the operation of the business enterprise.(note 50)

In cases involving assessments of cable television companies' property, the Iowa Supreme Court held that (1) the
comparable sales method of valuation improperly included nontaxable intangible assets (such as a franchise to operate,
an established customer base, experienced personnel in place, and goodwill), the value of which related to the business
enterprise, not to the taxable tangible assets,(note 51) and (2) a formula giving 50 percent weight to the cost approach
and 50 percent weight to the income approach had the same defect because the valuation under the income approach
included the value of nontaxable intangible assets.(note 52)

In two California cases involving assessments of cable television companies' property, the courts also held that unit
method valuations improperly included the value of various intangible assets (including franchises, subscriber bases,
and going concern value) that related to the business being conducted, not to the property.(note 53)

Clearly, the last word has not yet been spoken on this issue. Much additional litigation can be expected.

II. Market Approach

The market approach consists of the "comparable sales" method and the "stock and debt" method.

A. Comparable Sales Method

Under the market approach, the estimate of value is based on market data. In traditional appraisals, such as appraisals
of real estate, the market data consists of the actual sales prices in recent sales of properties comparable to the subject
property (the "comparable sales" method).(note 54)

Although the comparable sales method may be used in the valuation of telecommunications and other public utility
property if there have been recent sales of comparable operating systems or significant portions thereof,(note 55) such
sales generally are infrequent. However, in the cellular telephone industry there have been numerous sales of operating
systems in recent years, and industry analysts often refer to these sales in terms of dollars per unit of population ("per
pop") in the service area. California has used these "per pop" amounts to develop comparable sales value indicators for
property tax purposes.(note 56) In this situation, comparability of the "per pop" amounts is an important issue.

To be truly "comparable" for this purpose, the properties sold must be similar to the subject property with respect to
essential business and operating characteristics, such as the condition and technological advancement of the facilities,
the current profitability and growth potential of the business, the type of customers, and the economic nature of the
service area. Consequently, in a number of cases involving other industries, courts have held that the sales placed in
evidence involved properties that were not "comparable" to the subject property.(note 57)

B. Stock and Debt Method

Because sales of comparable operating systems are relatively scarce and therefore unavailable for valuing public
utilities property, the total market value of the company's stock and debt securities frequently is used as a substitute
(the "stock and debt" method). The stock and debt method assumes that a company's securities represent "fractional
interests" in its property, sales of which will provide the appropriate market data.(note 58) Applying the basic
accounting balance sheet equation--assets equal liabilities plus net worth--the market value of the assets is assumed to
equal the aggregate market value of the liabilities (debt) and net worth (stock).

An appraiser applying the stock and debt method reconstructs the right side of the company's balance sheet at current
market value, by using the listed market prices of the company's publicly traded debt and stock issues and estimating
the market values of any issues that are not publicly traded. The total value so calculated is deemed to equal the total



market value of all of the assets on the left side of the balance sheet.(note 59)

The value of nonassessable property (tax-exempt property and separately assessed property) is then deducted. Such
value is generally estimated by allocations of the total stock and debt value among the assessable and nonassessable
properties, using various types of formulas.(note 60) The value of property that is assessable as part of the unit but is
not reflected in the stock and debt value (such as operating property leased from others) is added.(note 61) The amount
resulting from the foregoing adjustments is the value indicator.

The stock and debt method ordinarily does not provide a reliable value indicator for telecommunications property for
two reasons. First, it is questionable whether the method produces a reliable value indicator for property of any
company. The value of a company's securities does not necessarily equal the value of its property.(note 62)

Second, many telecommunications carriers are not publicly held companies, but rather are subsidiaries or divisions of a
larger public company operating various businesses, regulated and unregulated. To apply the stock and debt method in
this situation, the appraiser must allocate to the subsidiary, using some type of arbitrary formula, a portion of the stock
and debt value of the parent company.(note 63) The hypothetical stock and debt value of the subsidiary determined in
this fashion may bear little relationship to the market value that the subsidiary's securities would have if they were
actually traded. Consequently, the validity of the stock and debt method in this type of situation is dubious.

However, in United Telephone, the Oregon Supreme Court upheld the use of an allocated portion of the parent's stock
and debt value as a value indicator for a telephone company that was a wholly owned subsidiary of United
Telecommunications, Inc.(note 64) The court affirmed the part of the decision of the Oregon Tax Court that held that
(1) because the parent's holdings were primarily telephone companies, the parent and subsidiary were sufficiently alike
to permit use of the method even though the parent was unregulated, and (2) the reliability of the stock and debt value
indicator, in view of the fact that the subsidiary represented only 3.3 percent of the parent's assets, could be adjusted
for by assigning a lesser weight (20 percent) to the value indicator.(note 65)

III. Income Approach

Under the income approach, the estimated value of property is equal to the present worth of the anticipated future
benefits from the property. The estimated future income stream is converted into its present worth (the amount an
investor would pay today to receive the future income) by "capitalization," that is, discounting at the rate of return a
prospective purchaser would want to earn on its investment (the "capitalization rate").(note 66) The basic formula is:

[Value = Income / Capitalization Rate]

The calculations under the income approach parallel, in reverse, the calculations made by regulatory commissions in
ratemaking under the traditional "rate base" method.

Under the rate base method, which is used by the Federal Communications Commission and most state regulatory
commissions, the company is allowed to charge rates designed to generate revenues sufficient to cover its "cost of
service." The cost of service equals the company's total operating expenses, depreciation, taxes, and a reasonable return
on its rate base.(note 67) The rate base consists principally of plant in service (generally valued at "original cost," that
is, the actual cost of the property when it was first dedicated to use by a regulated entity),(note 68) plus materials and
supplies, plus working capital, less accumulated depreciation and accumulated deferred income taxes.(note 69)

The rate of return on rate base that the company is allowed to earn (but is not guaranteed) is determined by the
regulatory commission according to the company's "cost of capital," computed as a weighted average of the "cost of"
(rate of return on) each component of the company's capital structure--debt, preferred stock, and common stock.(note
70) The cost of debt and preferred stock generally is fixed at the actual rate payable on the company's outstanding
issues (the "embedded" cost).(note 71) The cost of common stock is the estimated rate of return necessary to attract
investment in the company's common stock, considering its potential risks and rewards.(note 72)

Thus, the regulatory commission determines (1) the rate of return on invested capital deemed to compensate investors



adequately (rate of return) and (2) the amount of invested capital (rate base), and then multiplies the rate base by the
rate of return to determine the allowable amount of income (income). Conversely, the property tax appraiser
determines (1) the rate of return deemed to compensate investors adequately (the capitalization rate) and (2) the
amount of estimated income (income), and then divides the income by the capitalization rate to determine the amount
which, invested at the capitalization rate, will produce such income (the value).

A. Perpetuity Capitalization

The capitalization method most commonly used in valuing telecommunications and other public utility property is
"perpetuity" capitalization. This is a form of "yield" (or "discounted cash flow") capitalization, in which future benefits
from the property are forecasted and then discounted to their present value by using capitalization rates assumed to
equal the typical investor's required yield on investment.(note 73) The perpetuity financial model assumes that the
company's system will operate and generate income perpetually through replacement of the individual
components.(note 74)

1. Amount Capitalized

Appraisers generally capitalize "net cash flow," which is the difference between cash received and cash paid, including
current expenses and capital expenditures (or annual allowances therefor) required to develop and maintain the income
stream.(note 75) To calculate net cash flow, appraisers begin with the "net operating income" reported under the
accounting procedures of the regulatory commission, that is, operating revenue less operating expenses, depreciation,
and income taxes, but before deduction of interest expense.(note 76) This is adjusted to reflect net cash flow by (1)
adding back expenses that do not involve actual cash payments, principally depreciation, and (2) deducting the
necessary capital expenditures. In practice, the deduction for capital expenditures generally is assumed to be equal to
the depreciation expense, thereby in effect leaving the net operating income intact.(note 77)

There is an issue as to whether the "provision for deferred income taxes," an expense that does not involve a current
cash payment, should be added back to net operating income. This expense reflects "normalization" of "timing
differences" between the company's financial statements and its income tax returns, primarily the differences resulting
from the use of accelerated depreciation for income tax purposes and straight line depreciation for financial accounting
purposes. For financial accounting purposes, the income tax expense is the amount of income tax that would be paid on
the pre-tax book income for the period, not the amount actually payable for the period. The difference between these
two amounts, if it will reverse in a later period, is debited (if the normalized tax exceeds the actual tax, which is
generally the case) or credited (if the actual tax exceeds the normalized tax) to "provision for deferred income taxes."
There is a corresponding credit or debit to "accumulated deferred income taxes," a balance sheet account.(note 78) In
calculating net cash flow for purposes of the income approach, some courts have rejected an add-back of the provision
for deferred income taxes because the amount of any deferred tax will be paid eventually,(note 79) while other courts
have approved such an add-back.(note 80)

Because future cash flow is the amount to be capitalized, the future income must be forecasted. The forecasts may be
based on various measures, including (1) the previous year's income, (2) a simple average of several years' income, (3)
a weighted average of several years' income, giving greater weight to income for more recent years, (4) statistical
projections applied to past income, or (5) application of a "performance ratio" (the net operating income for a previous
year divided by the amount of net operating plant as of a date within such year) to the net operating plant as of the
assessment date.(note 81)

In United Telephone, both the assessor and the taxpayer's expert witness used performance ratios, but with different
denominators.(note 82) The court held that the use of net operating plant at the beginning of the year as the
denominator was "more persuasive" than use of the average amount of plant for the year, because the beginning of the
year "corresponds to a moment that is significant for regulatory purposes."(note 83)

2. Capitalization Rate



The capitalization rate is a "discount" or "interest" rate, which represents the annual rate of return on investment
required by investors, considering the risks of investing in the particular enterprise.(note 84) No provision is made in
the capitalization rate for return of investment to the investor, because the investment is deemed to be perpetual and
the amounts of capital recovered through annual depreciation are deemed to be reinvested in the replacement plant
necessary to maintain the perpetual income stream.

The concept is similar to the "cost of capital" concept used by regulatory commissions in determining the allowable
rate of return for ratemaking purposes. The capitalization rate must adequately compensate the investor for the
investment risks assumed, and will increase with the degree of risk. Because the income is divided by the
capitalization rate to determine the value, the value will decrease as the capitalization rate increases.

Like the "cost of capital" determined by regulatory commissions for ratemaking, the capitalization rate ordinarily is a
weighted average of the returns required by holders of bonds, preferred stock, and common stock (the "band of
investment" method).(note 85) The returns are weighted according to the relative proportions of each type of capital in
the hypothetical purchaser's capital structure, which is based on the capital structure of the subject taxpayer itself or a
group of companies in the taxpayer's industry comparable to the taxpayer in business activities and risk.(note 86)

The cost of debt ordinarily is the market yield rate on the bonds that a typical purchaser would issue to finance the
purchase, based on the prevailing market rates for publicly traded bonds of companies comparable to the
taxpayer.(note 87) The rate used ordinarily is the yield- to-maturity, not the current yield.(note 88) Although the cost
of debt for ratemaking purposes generally is the "embedded" cost (that is, the rate payable on the company's actual
outstanding debt),(note 89) property tax appraisers ordinarily use the prevailing market rate.(note 90) The theory is that
the projected income stream must be discounted at the rate currently required by the investors who would purchase the
bonds.(note 91)

The cost of preferred stock likewise is determined at the market rate, that is, by dividing the annual dividends on
preferred stocks of comparable companies by the market prices of such stocks.(note 92)

As in ratemaking, the cost of common stock is the estimated rate of return necessary to attract investors to invest in the
company's common stock, considering its particular risks and rewards.(note 93) The principal methods used to
estimate this rate, which are the same methods used in ratemaking, are:

(1) the discounted cash flow method, which calculates the rate that would discount the expected returns from a
company's stock (current dividends and growth) to a present value equal to the current market price of the stock:

[Rate = (Dividend / Price) + Growth Rate];(note 94)

(2) the risk premium method, under which the rate is the sum of (a) a "risk-free" rate of return (usually the current U.S.
Treasury bill rate or a long-term bond rate) and (b) a "risk premium" for investing in common stock, equal to the
average historic spread between yields on common stocks and on the risk- free security:

[Rate = Risk-Free Rate + Risk Premium];(note 95)

(3) the capital asset pricing model method, which is similar to the risk premium method, but makes the risk premium
specific to the company by multiplying the overall market risk premium by the company's "beta," the measure of price
volatility of a company's stock compared to the market in general:

[Rate = Risk-Free Rate + (Risk Premium x Beta)];(note 96) and

(4) the earnings-price ratio method, under which the rate is the earnings per share of common stock of a comparable
company divided by the current market price per share:

[Rate = Earnings Per Share / Market Price].(note 97)

The capitalization rate should be consistent with the assumption as to the growth of the income being capitalized.(note



98) In United Telephone, the court said that the value would be understated if the income figure, which assumed no
growth, were capitalized by using a capitalization rate based on the discounted cash flow and risk premium methods,
which "had the market's own expectation of growth as a built-in factor."(note 99) The court held that a "no-growth"
capitalization rate should be used. It approved the use, for this purpose, of the rate of return allowed to the taxpayer by
the regulatory commission.(note 100) Likewise, in Michigan Bell, the Michigan Tax Tribunal held that, in the income
approach valuation made by the taxpayer's expert witness, there was a "failure to adequately match income and
capitalization rate" because growth was not considered in the income but was a factor in the capitalization rate.(note
101)

B. Limited Life Capitalization

"Limited life" capitalization is another form of yield capitalization that has been used in utility property valuation,
principally by the California State Board of Equalization.(note 102) This method involves discounting the forecasted
cash flow from the existing assets for the remaining duration of their lives. Unlike perpetuity capitalization, which
assumes a perpetual income stream, limited life capitalization assumes a self-liquidating investment for a finite period,
with each year's cash flow containing (1) the annual return on the invested capital and (2) a partial return of the
invested capital to the investor (the "capital recovery" amount). The annual capital recovery amounts, together with the
value of the nondepreciable assets (principally land) remaining at the end of the period, return the entire amount of the
invested capital to the investor. The limited life model makes no provision for replacement assets because it deals only
with the cash flow from the existing assets.

In the calculations, the annual depreciation expense is added back to net operating income to compute cash flow. A
capital recovery component is included in the capitalization rate in order to reflect the additional rate of return on
investment necessary to provide for the return of capital. The estimated value of the land at the end of the economic
life of the depreciable property (the "land reversion") is discounted to its present worth (terminal or residual value) and
added to the present worth of the annual income stream to produce the value indicator.(note 103)

There are three methods for determining the capital recovery rate: (1) the straight line method, under which the annual
capital recovery amounts are equal and no reinvestment of such amounts is assumed; (2) the sinking fund method,
under which the annual capital recovery amounts are assumed to be reinvested at a "safe rate" (for example, the
interest rate on U.S. Treasury Bills); and (3) the annuity method, under which the annual capital recovery amounts are
assumed to be reinvested at the discount rate. The annuity method produces the highest estimate of value, the sinking
fund method produces the second highest estimate, and the straight line method produces the lowest estimate.(note
104)

In AT&T-California,(note 105) the court held that the "composite limited life model" used by the California State
Board of Equalization was improper for valuing AT&T's property. This model assumed a declining stream of revenue
over the lives of the depreciable assets but averaged the revenues attributable to the various assets in order to produce
a level income for the "composite" lifetime of the assets. The amount capitalized was derived by adding back taxes and
depreciation to net operating income. The capitalization rate included a "basic" rate for return on investment, a tax
component, and a sinking fund capital recovery factor. The court held that, as applied to AT&T, the model was
erroneous in a number of respects, including the following:

(1) The assumption that the amount capitalized was a "level annuity equivalent" of an actual declining income stream
from AT&T's existing assets was erroneous; the model forced more of such income into the early years, thereby
inflating the present value.(note 106)

(2) The assumption that such income stream could be maintained for the composite life period without capital
replacements was erroneous. The failure to deduct an amount for necessary capital expenditures violated the Board's
own rule stating that "capital expenditures . . . required to develop and maintain the estimated income" must be
deducted in computing the "net cash flow" to be capitalized.(note 107)

(3) The systematic, annual recapture of investment, liquidating the utility, assumed by the model could not actually
happen. In view of AT&T's legal obligation to provide adequate service, there would necessarily be regulatory



intervention if AT&T actually began to liquidate in this manner.(note 108)

(4) The concept of a "composite life," into which the lives of all of AT&T's diverse assets could be averaged, was a
"meaningless mathematical manipulation" with "no relation to reality"; without replacements, the interdependent
telecommunications system would cease to function before the end of the composite life when essential short-lived
plant dropped out of service.(note 109)

(5) The use of a sinking fund capital recovery factor was arbitrary, in view of the Board's use of a straight line factor
for certain railroads. Although "[t]he composite limited-life model is wrong, whether a sinking fund or a straight line
factor is used in the capitalization rate," the use of a straight line factor "mitigates the error . . . and at a minimum
should have been used," consistent with the straight line depreciation actually used by AT&T for financial
accounting.(note 110)

The court made its own determination of value under the income approach, which it held to be the proper value. The
court computed "net cash flow" by adding back to net operating income the book depreciation expense, and then
deducting an amount for capital expenditures equal to the depreciation. Thus, net cash flow was equal to net operating
income. This amount was capitalized at the allowed regulatory rate of return, which the court determined to be a
reasonable estimate of the market cost of capital.(note 111) Consequently, the value so computed was equal to AT&T's
rate base.

In a subsequent case, the Board's limited life model was held to be invalid as applied to a railroad.(note 112)

C. Direct Capitalization

"Direct" capitalization operates on a premise different from that of yield capitalization. It does not project and discount
future cash flows, but rather converts the income for a single year directly into an estimate of value. The income is
divided by a capitalization rate that reflects the relationship between the income from comparable properties and their
values (sales prices), as observed in the market.(note 113) For example, if comparable properties are selling in the
market for sales prices equal to ten times annual income, the capitalization rate is (1 / 10), or .10. This "market-
derived" rate is assumed to embody the typical investor's expectations as to all future monetary benefits. The sales
from which the rate is derived must involve properties comparable to the subject property with respect to the essential
elements influencing sales prices.(note 114)

In valuing property of telecommunications carriers and other public utilities, the income capitalized generally is net
operating income.(note 115) Due to the scarcity of evidence of comparable property sales, the capitalization rate is
calculated by the band of investment method, with the equity portion of the rate derived from the earnings-price ratios
of publicly traded stocks of companies comparable to the subject company.(note 116) The stock prices are deemed to
represent the sales prices of comparable properties. Because a "market-derived" rate is only as reliable as the market
data from which it was derived, there often is an issue as to whether the companies from whose stock prices the equity
rate was derived are sufficiently "comparable" to the subject taxpayer with respect to the factors that can affect stock
prices, such as risk elements, growth potential, manner of regulation, nature of income, and dividend policy.(note 117)

In Michigan Bell, the Michigan Tax Tribunal held that "either method, direct or yield capitalization, if correctly
applied, will produce an adequate estimation of the true cash value";(note 118) that "earnings- to-price ratios, again if
correctly calculated, [are] a viable indicator of the equity component";(note 119) and that "the test of comparability is
that of reasonable approximation."(note 120) Consequently, it upheld the state appraiser's use of direct capitalization.
However, the tribunal held that, for the tax years 1985 and 1986, Bell regional holding companies should be used as
the "comparables" in deriving the equity rate because they were more comparable to the taxpayer (a Bell Operating
Company) than were the independent telephone companies that the state's appraiser had used.(note 121) It held that the
independents could be used for 1984 because, as of January 1, 1984, the effective date of the AT&T divesture,
earnings-price ratios for the Bell holding companies could not be reliably estimated.(note 122)

D. Adjustments



Whichever capitalization method is used, the estimated value of all the income-producing property, as determined
under such method, is adjusted. The value of income-producing property that is not assessable as part of the unit (tax-
exempt property and separately assessed property) is deducted. The value of property that is assessable as part of the
unit under state law but is not income-producing is separately estimated and added. Such property may include: (1)
certain construction work in progress (CWIP);(note 123) (2) operating property leased from others under
noncapitalized leases;(note 124) and (3) property held for future use.(note 125) The amount resulting from the
foregoing adjustments is the value indicator.

IV. Cost Approach

Under the cost approach, property is valued at its cost, less an allowance for depreciation. This approach requires a
selection among the various types of costs, determination of the cost, and computation of the depreciation.

A. Types of Cost

There are three types of cost. Historical cost is the actual cost of the property when first placed in service, that is, the
book cost.(note 126) Reproduction cost is the cost of duplicating the subject property at current prices.(note 127)
Replacement cost is the cost of acquiring a modern, functional equivalent of the subject property.(note 128)

The use of reproduction or replacement cost less depreciation (RCLD) as a value indicator is based on the principle of
"substitution," which states that an informed purchaser would pay no more for a property than the cost of acquiring or
constructing a substitute property having the same usefulness.(note 129) The cost of the substitute property establishes
the subject property's upper limit value.(note 130) RCLD may be an appropriate value indicator for property of
businesses that are not subject to strict rate regulation,(note 131) including telecommunications carriers in this
category, if reproduction cost or replacement cost were accurately estimated and if depreciation from all causes were
properly reflected.

Historical cost less depreciation (HCLD), or net book value, which approximates the rate base, is an appropriate value
indicator for property of rate base-regulated utilities in telecommunications(note 132) and in other industries.(note 133)
Use of HCLD as a value indicator is based on another application of the "substitution" principle, that is, that an
informed investor would pay no more for an investment than the cost of acquiring an alternative investment producing
an equivalent return with equivalent risk.(note 134)

The rate base is the maximum amount upon which the hypothetical investor's anticipated rate of return may be earned
because regulatory commissions ordinarily limit a purchaser of regulated property to the same rate base as the seller. If
the purchaser pays a price higher than the seller's rate base, the excess cost is recorded in a "plant adjustment"
account,(note 135) which ordinarily is excluded from the rate base and is amortized "below the line," that is, not as
part of the cost of service.(note 136)

In both United Telephone and Michigan Bell, HCLD was recognized to be an appropriate value indicator because of its
relationship to rate base, although it ultimately was given only 40 percent weight in United Telephone and no weight in
Michigan Bell.(note 137) In AT&T-California, the court went further, holding that rate base (HCLD less accumulated
deferred income taxes) was the proper cost approach value indicator. The court said:

Rate base is relevant in estimating the fair market value of the property because the fair market value
should reflect the earning capability of the property. The regulatory process makes rate base the maximum
amount upon which the regulated company, or a purchaser, will be permitted to earn a fair rate of return. .
. . Since the purchaser of utility property must be presumed to have other investment opportunities
available to him, it would not be logical to assume that a purchaser would accept a lower return by buying
utility property at a price higher than rate base when higher returns would be available elsewhere.(note
138)



The three valuation approaches converge in the use of rate base as a value indicator. In addition to being the cost
approach indicator, rate base may be viewed as a market approach indicator, a surrogate for comparable sales. Sales of
rate base- regulated companies usually are made at a price approximating the rate base;(note 139) a purchaser
ordinarily will not pay a higher price because it would not be able to include the excess in its rate base.

Rate base may also be viewed as an income approach indicator. As discussed earlier, the income approach calculation
parallels, but in reverse, the ratemaking calculation. Consequently, if an income figure equal to the income allowable
by the regulatory commission is capitalized by using a capitalization rate equal to the allowable regulatory rate of
return, the mathematical result will always be a value equal to the rate base.(note 140) This concept was demonstrated
in AT&T-California, in which, as discussed earlier, the court determined value under the income approach, but arrived
at a value equal to the rate base by "capitalizing the cash flow that could be realized on rate base at the allowed
regulatory rate of return."(note 141)

Although the general rule is that the rate base is not, as a matter of law, the market value (or a ceiling on market value)
of property of a rate base-regulated company,(note 142) some courts have held that evidence of rate base value shifts
to the assessor the burden of showing "special circumstances" that might induce a purchaser to pay a higher price.(note
143) Likewise, in AT&T-California the court said:

Fair market value may be higher or lower than rate base for a given company at a given point in time; the
Court does not mean to imply that rate base is [a] ceiling on value. The Court finds, however, that rate
base is the focal point of value and the value of a public utility that is totally regulated, as plaintiffs are,
will not exceed rate base in the absence of unusual circumstances, which do not exist in this case.(note
144)

B. Determination of Cost

The historical cost figures used in valuation ordinarily are those shown in the company's accounting records and
reports prepared in accordance with the procedures prescribed by the regulatory commission.(note 145) In addition to
the costs of plant in service, the cost figures also include the costs of other taxable property in the unit, such as
materials and supplies,(note 146) operating property leased from others,(note 147) and construction work in progress
(CWIP).(note 148) If the CWIP is included in the company's rate base, it is treated the same as other rate base
property. If the CWIP is not included in the rate base, its cost may be discounted to reflect the fact that the CWIP will
not produce income until placed in service.(note 149)

Plant reproduction cost commonly is estimated by using "trended original cost," that is, original cost adjusted to
current price levels by use of price indexes.(note 150) Replacement cost may be estimated by the "cost per unit"
method, that is, by multiplying the cost per unit of the property (such as per square foot or cubic foot of a structure, or
per mile of cable) by the number of units involved.(note 151)

C. Depreciation

Depreciation is loss in value resulting from three elements, each of which should be reflected in the deduction from
cost. Physical deterioration is loss in value resulting from wear and tear and the normal aging process, including
action of the natural elements.(note 152) Functional obsolescence is loss in value resulting from functional
inadequacies within the property, including those caused by improvements in technology.(note 153) Economic
obsolescence is loss in value resulting from economic factors outside the property, such as decreased demand,
governmental restrictions, and social changes.(note 154)

The allowance for depreciation deducted from historical cost ordinarily is derived from the company's accounting
records and reports, calculated according to the accounting procedures prescribed by the regulatory commission,
generally the straight line method.(note 155) However, some states modify the book depreciation.(note 156)

The allowance for depreciation deducted from reproduction or replacement cost may be measured by (1) the



observation method, under which a detailed inspection of the physical condition of the property is made by trained
personnel and the various elements of deterioration are measured; (2) the age life method, which employs estimates of
remaining life based on experience data; or (3) the straight line method or other accounting methods.(note 157)

Deductions from cost reflecting functional and economic obsolescence are necessary under proper appraisal
theory(note 158) and are expressly provided for in the regulations of some states.(note 159) However, because
assessors often fail to make such deductions, obsolescence is an issue in many litigated cases.

1. Functional Obsolescence

One type of functional obsolescence is excess capital cost, which may be measured as the difference between
reproduction cost new and replacement cost new. This reflects the fact that a company ordinarily would not reproduce
the identical property, but rather would replace it with a substitute reflecting the current state of the art. Thus, if the
cost figure used is replacement cost, rather than reproduction cost, this type of functional obsolescence will
automatically be reflected.(note 160)

Another form of functional obsolescence is excess operating cost. This may be measured by comparing the operating
costs of the subject plant with the operating costs of a modern, functionally similar plant lacking the deficiencies of the
subject plant.(note 161)

2. Economic Obsolescence

In Thorntown Telephone Co. v. State Board of Tax Commissioners, the court held that the State Board's decision not to
apply to telephone property an economic obsolescence adjustment formula used for railroad property was neither
arbitrary nor unconstitutional in view of differences between the two industries.(note 162) However, the court
remanded the case to the State Board to consider whether some allowance for economic obsolescence was necessary in
valuing the property of the subject telephone companies.(note 163)

Some taxpayers have argued that an economic obsolescence deduction may be taken to reflect the company's inability
to earn a reasonable market rate of return on HCLD, either because it cannot earn the allowed rate of return or because
the allowed rate of return is less than a reasonable market rate. In United Telephone, the taxpayer's expert witness
subtracted from HCLD an amount computed by capitalizing an "earnings shortfall," equal to the difference between (1)
the hypothetical amount that would be earned on HCLD at the discount rate and (2) the projected actual earnings.(note
164) The amount remaining after this deduction was exactly equal to his income approach value indicator. The court
rejected the deduction on the grounds that (1) the calculation essentially converted the cost approach into an income
approach, thereby effectively eliminating one approach from consideration, and (2) the failure to earn a market rate of
interest on HCLD is not an indication of obsolescence because "regulated utilities are viewed as bearing less risk than
other companies and therefore can obtain investor capital at less cost. Hence, it is to be expected that their earnings
would be less than companies which bear a greater risk."(note 165)

In Michigan Bell, the same expert witness also made such a deduction in his appraisal.(note 166) The Michigan Tax
Tribunal, quoting the language of the lower court's opinion in United Telephone, likewise rejected the deduction.(note
167) Similar deductions have been rejected in other cases.(note 168)

In AT&T-California, in finding that the value was equal to the rate base, the court rejected AT&T's argument that
"value should be less than rate base because of the likely inability to achieve the allowed rate of return and the
obsolescence imposed by regulation through the allowance of only the embedded or historic cost of debt."(note 169)
The court said that these factors were offset by AT&T's "potential for earning above the allowed rate of return by the
margin permitted by regulation."(note 170)

A significant issue in recent litigation is whether the "accumulated deferred income taxes" balance sheet account
should be deducted from historical cost as economic obsolescence, in order to make HCLD more equivalent to the rate
base. This account reflects the deferred taxes already shown as an expense because of normalization of book/tax timing
differences. The rate base ordinarily is reduced by the amount of such account so that a return may not be earned on



it.(note 171) Taxpayers argue that economic obsolescence (a reduction in value resulting from regulation) exists in an
amount equal to the accumulated deferred income taxes, because a purchaser ordinarily would not pay a price higher
than the rate base when it would not be able to earn a return on the excess. Some courts have accepted this argument,
while others have not.(note 172)

In AT&T-California, the court said that the State Board of Equalization's use of HCLD (without deduction of the
accumulated deferred income taxes) as the cost approach value indicator was based on the assumption that the
regulatory authority would permit a prospective purchaser to increase the rate base by eliminating the accumulated
deferred income taxes account.(note 173) Because the evidence was to the contrary, the court held that this assumption
was erroneous and that the accumulated deferred income taxes deducted to arrive at the rate base "must also be
deducted to compute any valid cost indicator."(note 174) In other words, this failure to deduct the accumulated
deferred income taxes resulted in the property being overvalued according to the court.

The decision in AT&T-California, which, as discussed earlier, also held that the composite limited life model could not
be applied to AT&T's property, had a far-reaching impact. Other rate base-regulated utilities (local exchange
telephone companies, electric companies, and gas companies) had filed claims for refund for a number of years' taxes.
Some had also filed lawsuits. The California counties feared that if the decision were affirmed on appeal, as the
counties believed likely, they would be forced to pay large property tax refunds to the utilities and that their future tax
revenues would be drastically reduced. Consequently, extensive settlement negotiations ensued, which led to a
settlement agreement among all California counties, the State Board of Equalization, and twenty-seven utilities, whose
properties represented 85 percent of the value of all state-assessed property in California. Under the agreement, the
utilities agreed to waive their claims for refund of past property taxes (estimated at $700 million to $1 billion) in
exchange for valuation of their property for the next eight years at an amount equal to HCLD less 25 percent of the
deferred income tax reserve, phased in over a three-year period. The settlement was subject to a favorable decision in
a "validation action," which was brought to confirm the enforceability of the settlement agreement. AT&T's litigation
was settled by a separate agreement.(note 175)

V. Correlation

"Correlation" (or "reconciliation") is the process of arriving at a final estimate of value from among the various value
indicators.(note 176) Statutes ordinarily give the assessor broad discretion in this regard. The methods of correlation,
which vary from state to state, are:

(1) simple averaging of the value indicators;(note 177)

(2) weighted averaging of the value indicators, with the weights either predetermined for each industry(note 178) or
determined on a case-by-case basis;(note 179)

(3) use of the single value indicator that is the most appropriate in the specific case;(note 180) and

(4) an appraisal judgment, with no express weighting of the value indicators, based upon the appraiser's analysis of the
relative applicability and reliability of the value indicators in the specific case.(note 181)

Use of an averaging formula gives an appearance of mathematical precision to an inherently imprecise process, and
may result in arbitrary valuations. In Heritage Cablevision v. Board of Review,(note 182) the Iowa Supreme Court
stated:

The advantage of using multiple appraisal techniques lies primarily in those instances where the differing
techniques lead to similar conclusions concerning market value and therefore tend to support each other.
When the varying techniques produce divergent valuations, it does not necessarily follow that market
value is accurately divined by averaging the divergent results or in applying the divergent results under
arbitrarily weighted formulas. A trier of fact . . . may be better served in such situations by accepting that
evidence which it finds to be most reliable and rejecting that which is determined to be unreliable.(note
183)



The court also stated that, absent an explanation of why the specific percentages were chosen, "a weighted application
of the various results produced by different appraisal methods is meaningless to a reviewing court."(note 184)

On the other hand, the appraisal judgment method avoids the arbitrariness of a formula, but creates the potential for a
different type of arbitrary action--the arbitrary exercise of the assessor's discretion. Furthermore, the method gives the
taxpayer or a reviewing court little, if any, understanding of the assessor's rationale.(note 185)

VI. Allocation and Apportionment

If the company operates in more than one state, a portion of the total unit value is attributed to the taxing state through
an "allocation" formula.(note 186)

Under the Commerce and Due Process Clauses of the United States Constitution, a state may tax its "fair share" of the
value of an interstate enterprise.(note 187) The Supreme Court has held that an allocation formula need not produce a
precise evaluation of the property located within the taxing state,(note 188) but "must bear a rational relationship, both
on its face and in its application, to property values connected with the taxing State."(note 189) Otherwise, the tax is
deemed to be imposed on property having no nexus with the taxing state, in violation of the Commerce and Due
Process Clauses.(note 190) The Court has held that the taxing state's "fair share" includes a portion of the intangible
"going concern" value of the enterprise.(note 191) Permissible allocation formulas may involve "a determination of the
percentage of a taxpayer's tangible assets situated in the taxing State and the application of this percentage to a figure
representing the total going-concern value of the enterprise."(note 192)

Allocation formulas used by states for telecommunications property are based on (1) quantity factors, which reflect the
relative proportion of property in the state, and include plant cost(note 193) and line mileage;(note 194) and (2)
productivity (or use) factors, which reflect the relative business volume attributable to the state, and include gross
operating revenue(note 195) and net operating income.(note 196)

The total system value in the state (determined by an allocation if the company is an interstate company) is
"apportioned" (or "distributed") among the local taxing jurisdictions in which the company operates, to be taxed in
those jurisdictions.(note 197) Because statistics of the type used for interstate allocation factors based on productivity
ordinarily are not available for local taxing districts, apportionment formulas generally are based on quantity
factors.(note 198) In some states, all or part of the value of certain expensive "situs property" is excluded from the
apportionment and is assigned directly to the taxing district in which the property is located.(note 199)

VII. Equalization

The "assessed value" of property is the amount to which the tax rate is applied in order to compute the tax. By law (de
jure) or in practice (de facto) the assessed value often is only a percentage of the full value. This percentage is called
the "assessment ratio." Adjustment of assessment levels of various categories of property to a uniform percentage of
full value is called "equalization."

De jure inequality is created by state constitutions or statutes prescribing a "classification" system, under which
different classes of property (for example, residential, commercial, and utility) are assessed at different percentages of
"full value." Telecommunications property is often assessed at a higher percentage of full value than many other types
of property.

The United States Supreme Court has held that a de jure classification system, if reasonable, does not violate the Equal
Protection Clause of the Fourteenth Amendment to the United States Constitution.(note 200) However, in Idaho
Telephone Co. v. Baird,(note 201) the Idaho Supreme Court held that such a system violated a provision of the state
constitution requiring that taxation of all property be uniform throughout the state.(note 202)

An issue in recent litigation is whether, through the Equal Protection Clause and the state constitutional uniformity



provisions, telecommunications carriers and other industries can take advantage of federal statutes prohibiting
discriminatory assessment of railroads, airlines, and motor carriers.(note 203) In Nebraska, the federal courts, acting
under the federal railroad statute, had enjoined the state from taxing centrally assessed railroad personal property
because other business personal property was largely exempt from tax. The Nebraska Supreme Court held that
pipelines, which were not protected by the federal statute, were entitled to the same treatment under the uniformity
provision of the state constitution and the Equal Protection Clause.(note 204) In similar situations, however, the courts
of Alabama and Tennessee held to the contrary.(note 205)

De facto inequality arises when different properties are assessed at different percentages of their actual value despite
mandates to the contrary in state constitutions and statutes. This may be caused by intentional discrimination against a
class of taxpayers or merely by inadequate assessment practices. De facto inequality may exist within a de jure
classification system if, for example, the "full value," against which the statutory assessment percentage is applied, is
actually a higher percentage of the true market value for one class of property than for another class.

De facto inequality of assessment, if intentional and systematic, violates the Equal Protection Clause.(note 206) Many
courts have invalidated inequality in assessment levels between "centrally assessed" and "locally assessed" property
under the Equal Protection Clause, state constitutions, or both.(note 207) However, de facto inequality may be difficult
to prove, and taxpayers sometimes have been unsuccessful in this type of litigation. In Lincoln Telephone & Telegraph
Co. v. County Board of Equalization, the Nebraska Supreme Court held that the taxpayer had failed to prove
discrimination.(note 208) In McLoud Telephone Co. v. State Board of Equalization, the Oklahoma Supreme Court held
that property of public service companies was recognized at least "implicitly" as a distinct class for taxation
purposes.(note 209)

Conclusion

As long as telecommunications carriers are subject to ad valorem property taxation--and there is no indication that this
will change in the near future--both the companies and the state tax administrators must continue to wrestle with the
difficult and contentious problems inherent in such taxation. These include:

(1) determining the market value of properties that ordinarily are not traded in the market;

(2) making such determinations with due regard for rapid advances in technology and for a constantly changing
regulatory scheme that makes many of the normal appraisal techniques inappropriate;

(3) valuing and assessing, as a unit, an aggregate of individual assets, tangible and intangible, some of which would
not be taxable if valued and assessed separately;

(4) fairly allocating to states and to local taxing jurisdictions portions of the value of a system that is valued as a
whole, precisely because its components are deemed to be inseparable from the whole;

(5) maintaining "uniformity" of taxation between utility property "centrally assessed" under the unit method and
commercial and residential property "locally assessed" under the summation method; and

(6) accomplishing the above within the framework of fifty states with different laws, divergent economic interests, and
varying degrees of resources and expertise in tax administration.

These problems present constant challenges, with high stakes involved, for both the telecommunications companies
and the states. With further competition in the industry, the level of interest and attention devoted to these problems
can only be expected to increase. Both the companies and the states could be relieved of much effort and expense if a
uniform system of valuation and taxation were adopted.

*******
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