
THE TROUBLE WITH TAXING 
BUSINESS SERVICES

TAXING BUSINESS SERVICES IS NOT SOUND TAX POLICY
CalCPA members regularly advocate for fair, effective and effi cient tax policy that is practical and administrable for all 
taxpayers. CalCPA remains concerned that a services tax continues to be discussed and evaluated in the Legislature—
specifi cally, recent proposals to tax business services. Imposing an extremely complex shift in the tax burden is not 
sound tax policy as it will needlessly compound an already complicated tax code and introduce substantial compliance 
challenges.

CALIFORNIA CONSUMERS WILL BEAR THE TAX BURDEN
Nearly every constituent in your district will be negatively impacted by a business services tax. The increase in the cost 
of doing business will ultimately translate into higher prices for the products and services a consumer uses. Not only 
will tax, audit, accounting and other CPA services—some of which are required by law—be more expensive, but CPAs 
and their clients will be faced with signifi cant administrative costs. A business with tight margins will unlikely be able to 
absorb the added costs and will pass some on to their consumers. California consumers may not pay the tax directly, but 
will bear much of its costs

SMALL BUSINESS WOULD BE HIT THE HARDEST
Businesses that cannot afford to bring services in-house will pay more for essential services from outside professionals. 
The added burden in an already challenging business climate can force businesses to make decisions between 
expanding, hiring and even surviving. Additionally, many small and self-employed businesses are service providers 
themselves who will be faced with even tighter margins. Not only do they have added overhead costs, but now their 
service is more expensive to their customers. The added costs and complexities could drive many small businesses 
to a do-it-yourself approach or look at under-the-table arrangements—both of which can lead to costly mistakes and 
noncompliance. 

TAXING BUSINESS SERVICES DOES NOT BROADEN THE TAX BASE 
OR STABILIZE REVENUES
Taxing virtually all services provided to all businesses does not address the inequities and volatility of the current tax 
system. Rather, it is simply a tax on economic productivity that is already subject to taxation through existing taxes. 
Additionally, business activity is still tied to the overall health of the economy. In an economic slowdown, businesses 
are less likely to pursue expansion activities that involve the use of accounting, legal and other consulting services 
associated with the growth. They may even forgo or reduce the level of outside services they currently purchase until the 
economy improves.

COSTLY ADMINISTRATIVE BURDEN
The cost for a business to collect and comply with a new business services tax could easily outweigh the actual cost of 
the tax. 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. The initial and ongoing costs to businesses 
and the state to comply with the new tax will negatively impact California businesses and consumers—regardless of 
any perceived benefi ts.
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