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Proposed Reforms to the San Francisco Business
Tax System

Following the impact of remote and hybrid work on San Francisco, the San Francisco Offices of Treasury
and Controller drafted a joint proposal to mitigate risks in the current tax structure. The proposal may
serve as a framework for a ballot measure presented to voters on the November 2024 ballot. The proposal
currently is revenue neutral; however, it is not yet clear where the final measure could land.

Key Details of Reform

The recommendations are a result of approximately 30 meetings with community members and
stakeholders. The reforms aim to address the risk of lost tax revenue, consolidation and vulnerability in
the tax base, tax compliance complexity, and tax burdens on small businesses. To accomplish these goals,
the proposal would move away from the payroll factor and the Commercial Rents Tax, expand the Gross
Receipt Tax structure, reduce taxes and fees on small businesses, and increase the Small Business
Exemption.

Additionally, the recommendations address the lack of predictability for both the city, in projecting tax
revenues, and taxpayers, in projecting future tax liabilities. To provide the city with more predictable
revenues, the proposal seeks to simplify the tax system with the goal of increased voluntary compliance.
To provide taxpayers with greater predictability, the proposal includes certain requirements for any future
tax reform efforts.
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Procedural Implications

The proposal also includes a number of procedural changes. First, it would reduce the number of tax
schedules to simplify administration of, and compliance with, the tax system. Second, it includes
codification of a voluntary disclosure program and dedicates more resources to providing administrative
guidance to taxpayers. Finally, the proposal recommends reforming the process by which tax measures
qualify for a ballot including eliminating the ability of either a minority of the Board of Supervisors or the
mayor to directly place a tax measure on the ballot outside of the standard legislative process. This reform
would align San Francisco’s procedure with the process that other cities in California already follow.

GT Takeaway

If passed, the proposal would significantly simplify the San Francisco business tax system by collapsing
the myriad of taxes into one tax and moving away from a hybrid payroll and sales factor apportionment
scheme. The proposal, being revenue neutral, does not decrease the overall tax burden on taxpayers
operating a business in San Francisco. As a result, taxpayers and related business groups may continue to
push the city to reduce the overall tax burden on taxpayers in addition to the proposed simplification
measures.
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