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State of Tennessee 

Tennessee Advisory Commission on Intergovernmental Relations 
226 Anne Dallas Dudley Boulevard, Suite 508 

Nashville, Tennessee 37243 

September 6, 2019 

The Honorable Randy McNally 
Lt. Governor and Speaker of the Senate 

The Honorable Cameron Sexton 
Speaker of the House of Representatives 

Members of the General Assembly 

State Capitol 
Nashville, TN 37243 

Ladies and Gentlemen: 

Transmitted herewith is the Commission's report on cord cutting and 
local government revenue in Tennessee, which was requested by the 
Commission's then-Chairman, Mark Norris, at the January 26, 2018, 
commission meeting. Pursuant to his request, the report examines 
factors affecting the market for cable television, satellite television, and 
streaming video services; whether changes in this market are affecting 
local government revenues; and whether changes to the state's tax and 
fee structure and its cable television franchising laws are warranted. The , 
report finds that changes to the state's tax and fee structure or its cable 
franchising laws are unnecessary at this time. However, because it is 
likely that local revenue from cable franchise fees will decrease if industry 
trends continue, the report recommends that local governments consider 
no longer using this revenue to fund government services that have 
maintenance of effort requirements. The Commission approved the report 
on September 6, 2019, and it is hereby submitted for your consideration. 

Respectfully yours, 

ippard 
Executive Director 





TO: Commission Members 

FROM: Cliff Lippard 
Executive Director 

DATE: 6 September 2019 

 SUBJECT: Cord Cutting and Local Revenue—Final Report for Approval 

The attached Commission report is submitted for your approval.  It was prepared in 
response to a request at the January 26, 2018, commission meeting from then-Chairman 
Mark Norris, who asked the Commission to study the effects of cord cutting on cable 
television, satellite television, streaming video services, and local government revenue 
in Tennessee.  The report examines factors affecting the market for video services, 
whether changes in this market are affecting local government revenues, and whether 
changes to the state’s tax and fee structure and its cable television franchising laws are 
warranted.  Since the draft report was presented at the last meeting, two maps have 
been added showing which states apply sales tax to these services and which states 
authorize cable franchise fees to be collected. 

The trend toward cord cutting will likely continue.  But predictions of cable and 
satellite’s imminent demise may be premature, and industry analysts expect that the 
shift away from these services will be gradual. 

Although cable, satellite, and streaming each offer video entertainment for personal 
consumption, there are several variations in the taxes and fees that apply to them in 
Tennessee.  Tennessee is one of 17 states that apply sales tax to all three of these video 
services.  Although cable and satellite receive partial sales tax exemptions, both are 
subject to higher state sales tax rates than streaming for at least a portion of each 
customer’s monthly bill, which partially offsets the effect of these exemptions. 

Providers of cable service—but not satellite or streaming—are also required to obtain 
cable franchise agreements for the areas in which they provide service, under federal 
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and state law.  These agreements grant cable providers the privilege to offer cable 
service in designated franchise areas and, crucially, the authority to build and maintain 
communications networks needed to provide that service in public rights-of-way. 

Local governments commonly receive compensation from cable providers through their 
franchise agreements.  This compensation includes franchise fees, which are capped at 
5% of gross revenue from cable service.  Other compensation may include support for 
public, educational, and governmental (PEG) programming or in-kind contributions 
such as providing fiber capacity or free service to government buildings. 

Franchise fees in particular will be affected by changes in the market for cable services 
because they are based on a percentage of providers’ gross revenue.  Although they 
have continued to increase on a statewide basis, the rate of increase appears to be 
slowing in recent years.  Most local governments allocate these fees to their general 
funds; however, several appear to be using them to fund services, including education, 
that have maintenance of effort requirements. 

A review of other states’ laws identified several alternatives to Tennessee’s current tax 
and franchise fee framework.  Because each of these alternatives would either impose 
costs on the state or its local governments or increase taxes on cable’s competitors that 
don’t deploy infrastructure in public rights-of-way, because franchise fees originated as 
a means to compensate local governments for cable providers’ use of public rights-of-
way, because the Federal Communications Commission’s recent rule changes could 
reduce compensation some local governments receive from cable franchise agreements, 
and because the effective combined state and local sales and use tax rates that currently 
apply to cable, satellite, and streaming in Tennessee are already similar to each other, 
the report doesn’t recommend any immediate changes to Tennessee’s cable 
franchising laws or its tax and fee structure.  However, because it is likely that revenue 
from cable franchise fees will decrease if industry trends continue, the report instead 
recommends that local governments should consider no longer using this revenue to 
fund government services that have maintenance of effort requirements. 

Numerous concerns raised by commission members, providers, local officials, and 
others interviewed warrant further study, in part because no state appears to have a 
comprehensive, ready-made solution to them.  Each of the issues identified are 
described in the report, which proposes that the Commission evaluate these issues in 
the update to its 2017 broadband report required by the Tennessee Broadband 
Accessibility Act, which is due in January 2021. 
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Although cable, satellite, and streaming services are all subject to sales 
tax in Tennessee, there are differences in the way each is treated.

Cable and satellite service47 receive partial sales tax exemptions in Tennessee, 
but both are also subject to higher state sales tax rates than streaming 
services for at least a portion of each customer’s monthly bill, which 
partially offsets the effect of these exemptions.  Cable’s partial exemption 
includes both state and local sales tax, with the first $15 of each monthly 
cable bill exempt from state sales tax and the first $27.50 exempt from local 
sales tax, under state law.48  Partially offsetting these exemptions, the state 
sales tax rate for the portion of each cable bill subject to state sales tax but 
exempt from local sales tax is 8.25%—greater than the general state sales 
tax rate of 7%.49  The portion of each cable bill greater than $27.50 is subject 
to both the general state sales tax of 7% and the applicable local option rate 
for each jurisdiction—capped at 2.75%, under state law.50  Cable has been 
partially exempt from sales tax in Tennessee, at least since the 1980s.  The 
initial exemption “appeared to stem from the belief that, where access to 
local television programming was only available by cable service, no tax 
should be assessed for such service,” according to a Tennessee Court of 
Appeals’ review of the exemption’s legislative history in DIRECTV, Inc. v. 
Roberts (2015).51  See table 1 reposted.

Satellite service is fully exempt from all local sales tax in Tennessee, 
but it is also subject to state sales tax at a rate of 8.25%—greater than 
the general state sales tax rate (see table 1 reposted).52  As noted above, 
satellite providers cannot be required to collect and remit most local taxes, 
including sales taxes, under federal law.53  Several courts in other states 
have commented on Congress’ intent when adopting this exemption.  
According to the Kentucky State Supreme Court,

Congress’ intent was not to spare [satellite] providers from 
taxation as such, but to spare national businesses with little 

47 The exemptions and special rates discussed in this section apply only to cable and satellite 
television service.  Other items often included in the sale of these services, including but not 
limited to equipment such as satellite dishes or set-top boxes, are subject to state sales tax at a rate 
of 7% and the applicable local option sales tax for each jurisdiction.
48 Tennessee Code Annotated, Section 67-6-226; and Tennessee Code Annotated, Section 67-6-714.
49 Tennessee Code Annotated, Section 67-6-226; and Tennessee Code Annotated, Section 67-6-
103(f).  When the 8.25% rate was enacted in 1999, it was equal to the sum of the general state 
sales tax rate (then 6%, now 7%) and the approximate statewide average of local option sales tax 
rates (then 2.25%, now 2.5%), according to Tennessee Department of Revenue staff interviewed; 
see telephone interview with Sherry Hathaway, director, Tax Policy and Development Office, 
Tennessee Department of Revenue, September 26, 2018.  The same also applies to satellite’s state 
rate of 8.25%.
50 Tennessee Code Annotated, Section 67-6-103(f); Tennessee Code Annotated, Section 67-6-202; 
Tennessee Code Annotated, Section 67-6-702; and Tennessee Code Annotated, Section 67-6-714.
51 DIRECTV, Inc. v. Roberts, 477 S.W.3d 293 (Court of Appeals of Tennessee at Nashville 2015), 
cert. denied 136 S. Ct. 401.
52 Tennessee Code Annotated, Section 67-6-227.
53 47 US Code 152 note.

Partial sales tax 
exemptions for cable 
and satellite service 
in Tennessee are only 
partially offset by higher 
rates.
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impact on local resources from the administrative costs and 
burdens of local taxation in the myriad local jurisdictions 
where their services would be sold.54

Streaming services are subject to the general state sales tax rate of 7% 
in Tennessee,55 and although not exempt from local sales tax, they are 
subject to a uniform local sales tax rate of 2.5% instead of the individual 
local option rates adopted by cities and counties (see table 1 reposted).56  
Revenue from local sales tax on streaming services is not distributed 
based on the jurisdiction in which each customer lives.  Rather, half of 
the revenue is distributed based on each county’s share of revenue from 
general local option sales taxes, and the other half is distributed based 
on population.57  Businesses, including streaming providers, without a 
physical presence in the state—such as any place of business or other real 
property, tangible personal property, or business representatives—have 
not historically been required to collect and remit sales taxes on behalf 
of their customers in Tennessee.  But some have done so voluntarily, and 
if they haven’t, customers are required to remit the taxes directly to the 
Tennessee Department of Revenue, though compliance is typically low.  In 

54 DirecTV, Inc. v. Treesh, 290 S.W.3d 638 (Supreme Court of Kentucky 2009), cert. denied 558 U.S. 
1111.  For more information on the legislative history of satellite’s exemption, see DIRECTV, LLC 
v. Department of Revenue, 470 Mass. 647 (Supreme Judicial Court of Massachusetts 2015), cert. 
denied 136 S. Ct. 401.
55 Tennessee Code Annotated, Section 67-6-233; Tennessee Code Annotated, Section 67-6-202; and 
Tennessee Code Annotated, Section 67-6-102.
56 Tennessee Code Annotated, Section 67-36-702(g)(4).
57 Tennessee Code Annotated, Section 67-6-710(f).

State Local

Cable TV Portion of monthly bill no greater than $15.00 Exempt Exempt

—greater than $15.00 but no greater than $27.50 8.25% Exempt

—greater than $27.50 7.00% Up to 2.75%

Satellite TV 8.25% Exempt

Streaming Video 7.00% 2.50%

Table 1 (reposted).  Sales Tax Rates Applied to Cable Television, Satellite 
Television, and Streaming Services in Tennessee

Source:  Tennessee Code Annotated, Section 67-6-101 et seq., 67-6-201 et seq., and 67-6-701 et seq.; and 
47 US Code 152 note.

Note:  The effective date of provisions in law that would have replaced all state and local sales taxes on 
cable with a 9% state privilege tax that would apply only to the portion of each monthly bill greater than 
$15, with a portion of the tax’s revenue required to be distributed to local governments, was extended 
from July 1, 2019, to July 1, 2021, by Public Chapter 157, Acts of 2019; this is the ninth time the effective 
date of these provisions has been extended.  They would have also replaced satellite’s 8.25% sales tax 
with an equal 8.25% state privilege tax, but all of the revenue from this new tax would be deposited in the 
state general fund, unlike state sales tax revenue, a portion of which must be shared with local 
governments, under state law.

Sales Tax Rate
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2017, the Tennessee Department of Revenue adopted a rule—often referred 
to as Rule 129—that expands the state’s sales tax collection requirements 
to businesses with no physical presence in the state that have made more 
than $500,000 of sales in Tennessee in the previous 12 months.  Although 
its enforcement was put on hold by Public Chapter 452, Acts of 2017,58 the 
hold was removed by Public Chapter 429, Acts of 2019, and the rule will 
now be enforced.

This results in streaming services being taxed at an effective state and local 
rate of 9.5%, satellite being taxed at a single state rate of 8.25%, and cable 
being taxed at an effective state and local rate of approximately 8%—based 
on its exemptions, the current 2.5% statewide average of local option rates, 
and the national average for monthly cable bills, which according to an 
industry analyst estimate was $107 in 2018.  Total sales tax revenue from 
these services in fiscal year 2017-18 was approximately $188 million—$157 
million in state sales tax and $31 million in local sales tax—based on TACIR 
staff calculations using estimates provided by the Tennessee Department 
of Revenue (see table 2 reposted).

Several attempts to change the effective sales tax rates applied to some 
video services in Tennessee have failed in recent years.

Past legal and legislative efforts that would have altered the effective sales 
tax rates applied to cable or satellite services in Tennessee have failed.  
Satellite providers sued the commissioner of the Tennessee Department 
of Revenue in 2003, alleging that differences in the way Tennessee’s state 
sales tax structure is applied to cable and satellite service—in particular, 
the exemption for the first $15 of every monthly cable bill—violate the 
Commerce Clause of the US Constitution because they discriminate 
against businesses involved in interstate commerce.  But according to the 
Tennessee Court of Appeals,

58 Tennessee Advisory Commission on Intergovernmental Relations 2019.

State Local Total

Cable Television 77,770,340$        24,114,043$      101,884,383$

Satellite Television 59,884,077 - 59,884,077

Streaming Services 19,675,411 7,026,932 26,702,343

Total 157,329,828$ 31,140,976$ 188,470,804$

Note:  A portion of state sales tax revenue is shared with local governments, under state law.
Columns and rows may not sum to totals because of rounding.

Sales Tax Revenue

Table 2 (reposted).  State and Local Sales Tax Revenue 
in Tennessee for Cable Television, Satellite Television, and 

Streaming Services in Fiscal Year 2017-18

Source:  TACIR staff calculations based on estimates provided by the Tennessee Department of 
Revenue.
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