
THE REALITIES OF A
BUSINESS SERVICES TAX

CalCPA remains concerned that a business services tax continues to be entertained as a viable tax policy reform. The 
reality is that a business service tax is not sound tax policy that can be applied fairly, effectively or effi ciently in a way 
that is practical and administrable for all taxpayers. Rather, it needlessly compounds an already complicated tax code 
and adds signifi cant new tax burdens on Californians.

CLAIM: Taxes on business services would stabilize the tax revenue stream.

REALITY: Taxing business services does not address the challenges of the current tax system. Rather, it is simply 
a tax on labor and economic productivity that is already subject to taxation. The business services sector already 
has a signifi cant tax burden. A tax on business services would only be adding to this burden. 

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 growth. They may even forgo or reduce the level of outside services they currently purchase until the 
economy improves. Taxing these services could exasperate the volatility issues.

CLAIM: Californians would not be affected because the tax would only be on services used by businesses.

REALITY: Nearly every Californian will be negatively impacted by a business services tax. When taxing business inputs, 
like the myriad of professional services that a business relies upon, the pyramiding and compounding of the added 
costs fi lter through the production chain and translate into higher prices for the products and services purchased by a 
consumer. California consumers may not pay the tax directly, but will bear much of its burden.

Take a new housing development as an example. The architectural, engineering, legal, accounting, fi nancial, contractor 
and numerous other services that are necessary for a new housing development will all be taxed. Not only are they more 
expensive as taxed services purchased by the home builder, but each individual service is more expensive because as 
businesses themselves the services they rely on are also being taxed. These added costs will all be factored into the 
fi nal price of the new home purchased. 

CLAIM: The cost of a business services tax can simply be deducted for federal tax purposes.

REALITY: It is disingenuous to say that the costs of a tax can be simply deducted in a way that isolates a taxpayer 
from the full tax burden. A tax deduction reduces taxable income, not total tax, and it is not a dollar-for-dollar decrease. 
Additionally, the recent changes to federal laws are extremely complex and the impact could be drastically different 
depending on each taxpayer’s unique situation and the decisions they make. 

CLAIM: It’s only a small added cost and businesses will simply adjust.  

REALITY: The added burden of paying more for essential services in an already challenging business climate can force 
businesses to make decisions between expanding, hiring and even surviving. 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. 

CLAIM: It’s a simple change that other states have done.

REALITY: The administrative challenges and costs associated with the administration and collection of business services 
tax would be signifi cant and could easily overshadow the actual tax. While some states tax some select services, none 
have a broad-based tax specifi cally on business services. Most states have been reluctant to attempt to implement a 
broad-based services tax and those that have tried quickly repealed them shortly after enactment largely due to the 
signifi cant administrative challenges.
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