
Tax on Services

Sales Tax on Services Concerns
Proposals to impose a sales tax on so-called “high-end business services”—such as those provided by 
CPAs—have resurfaced in the Legislature. Imposing an extremely complex shift in the tax burden will 
needlessly compound an already complex state tax code and introduce several significant challenges at 
a time when most California taxpayers are already trying to understand drastic changes in the federal 
tax code.

All Types of California Taxpayers Utilize CPA Services
CPAs provide a variety of services to a wide spectrum of individuals, nonprofit organizations, 
government entities and businesses of all sizes. CPA clients can range from a self-employed individual 
struggling to start their own business to the small business with 10 employees looking to grow, and 
from your local charity or school district complying with audit requirements to the middle-class family 
trying to make sense of the new federal tax laws. CPA services are far from simply “high-end business 
services.” 

Small Business Would be Negatively Impacted  
Large employers can avoid paying a professional services tax by shifting to in-house accounting 
professionals instead of using the services of outside providers. Small businesses employing the 
services of outside professionals would be stuck paying the tax. Further, the added cost could drive 
many small businesses to a “do-it-yourself” approach, which can lead to costly mistakes and inadvertent 
noncompliance. 

Competitive Disadvantage for California Providers
Such a tax would put California service providers at a serious competitive disadvantage to out-of-state 
service providers. Unlike other service providers, businesses in need of accounting or tax services can 
simply seek the services of a non-California firm to avoid having to pay an additional tax. 

Increased Cost to Comply with the Law
• Imposing a sales tax on tax preparation or accounting services places a tax on Californians who are 

mandated by law to file a tax return. Tax laws are complex and most people need to turn to a tax 
professional to make sure they are complying with the law. With the implementation of a radically 
different federal tax code, this will be true now more than ever. 

• State and local government entities and nonprofits are major consumers of services, especially audit 
services provided by CPAs. For example, school districts and local municipalities are required by law 
to be audited by an independent auditor on a regular basis. Adding a tax to these services would 
greatly increase costs to government agencies at a time when they are cutting as many costs as 
possible. 

Costly Administrative Burden
A new sales tax on services would bring a new administrative burden upon California businesses in the 
form of compliance costs for both businesses and the government. New businesses, unfamiliar with 
sales taxes, would need to take steps to comply, and state tax regulators would have to develop a new 
process for administering and collecting the new tax.


