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David R, Doerr, chief tax
: consultant to the Califernia
" Taxpayers' Asxociation in
| Sacramento, was the state
Assembly's chief policy
consultant to the
Commitzee on Revenue and
Tuxation for 24 years, until
1987. He is the author of
“"California’s Tax Machine
)\ =4 History of Taxing and
- Spending in the Golden
il Srate. ” Thix is an expanded
Al version of a commenvary
2l thar was published January
“I| 3 om the Op-Ed page of the
Los Angeles Times,

Notion of Expanding the State Sales Tax Does a
Disservice to Us All

By David R. Doerr

Au part of a package to close the stutc's huge budget deficit, some California legisiators
and gtaffcrs are considering extending tho state-locs) snles tax — already more than §

percent in some countiss — fo services, From a tax policy standpoint, this is the worst
possible idsa,

As pan of hiy 200304 budget, Governor Gray Davis called for “structural reforms” of the
flute’s taxes. However, the budget does nos specifically call for extending the sales tax to
services. At a Sacramento Press Club Junchoon oa January 16, the governor sajd the tox

on services is on the table for discussion, although he ackaowledged that it hus not worked
well in other states.

A snles tax on yervices flunks the good-povernment test on every possible criterjon. The
dafects are as follows:

Discrimination, It discriminates against small business. Muny large businesses have
people on their payrolls who perform business services, such ag lawyers, accountants,
Janltors, etc, They would not be raxed. But smal) businesses that must eontract out for

tiose services would pay the tx, adding yet another tompetitive disadvanlage in the
state'y tex system.

Bad for Economy. It's harmful to the business climate in genera), California services
would inmediately have an 8 percent comperitive disadvantage compared with services
provided in other states. Compenies based i California that could obiain services cheaper
out of state wouid do so. The motion picture indusiry, elready hurt by runaway production,
would suffir a major blow. If this tax was added to all its yervices, including star salanes
that go into making a movie, fewer films would be mads in this state,

Individual xpayars 100 would be likely to purchase servicey out of state. Instcad of
having a Californin Jawyer handle » case in another state, you could bent the wx by
retaining a non-Californin nttorney,

Whenever possible, people would uvoid the tax by Just performing the seivice themselves.
Unlike personal property, which generally must be purchasod, many services ¢an be done
on & “'do-it-yourself* basis, Some cxmmples: mowing your awn luwn, painting your own
house, computing your own tax retum, instead of hiring a gudener, painter of tax
preparet. Many Californians would no doubt take on these tasks to avoid the tax, Sinall
service providers would suffer a losg in business, and some would shut their doory, This

would also discriminate against the elderly or frail that cannot rake leaves or trim back
bushes.

Big Administrative Problems. Jt will be an adminishative nightmare, A sales @ ou
services cannot be administered efficiently. Think of all the baby-sittery who would huve
to register with the State Board of Equalization and file quarterly tax returns, Multiply thiy

by your neighber’s kid who mows the lawn, student car washes, cte, Further, how is the
siate 10 audit many services?
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Tnflationury, Taxation of services would ripple through the economy, creating greater
pressure for wage increases. The sdded cost would create v gignificant hardship for many,

Anti-Privute Enterprise. The tax discriminatey against private enterprise in competition
with government. Where private caterptise is providing o service that government also
provides, n tax on the private sector crestes greater competitive discrimination, unless the
swle agrees to impose 3 tax on the value of all gerviees it provides, which is unlikely, The
state cannot tax the U.S. Postal Service, yet in theory a tax on services would cover
private yervices such as United Parcel Service and Federal Express. This is grossly unfair,
If educational services ore included. there would be more diccrimination. Stanford and the
University of Southern Californic would be taxcd, while the University of Culifornia and
UCLA probably would be exempt.

Tax on Misfortune nnd Misery, Everyone would rather avoid bills for car 1ecpair,
plumbing scrvices, dental and medical services, ete. While unfortunately part of life, these
expenses can reaily hurr family budgels. A tax on services is akin to going out on the
batticficld and shooting the wounded,

Soak the Poor. Studics have shown that expanding the tx on scrvices is more regressive ||
tian Califoraia’s curvent sajes tax. Such impositions would require Tower-income
individuals to pay n larger portion of their incomcs for service taxes than higher-income
folk. A good canmple of this is repait services. The poor tend to driva older cars that are
more in need of frequent repuirs. I the choice is between raising the existing rate and
expanding the tox to services. the latter is the “youk the poor” altemative.

Exemptions. Does anyone expect a tax on serviocs to be free of exemptions that would
allow those who are politicully well connected 1o avoid the tax? Thesc cxeinptions would
distort consnmer decisions and make a mockery of the whole idea in the first place,

Expansion of the sales tax to scrvices would produce more revenue for the state, which is
why it is under consideration by policy-makers, but this revenue would be fool's gold
because of the immense underlying problems.
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