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California is currently considering SB 1327 by Senator Steve Glazer, which seeks to fund
news organizations by imposing a 7.25% tax on advertising sales of companies engaged in
‘data extraction transactions’.

A data extraction transaction is defined in the bill as “a transaction where a taxpayer
sells user information or access to users to advertisers and the taxpayer engages in a
barter by providing services to a user in full or partial exchange for the ability to display
advertisements to the user or collect data about the user”.

In simpler terms, data extraction transactions are transactions that take place between
platforms and advertisers who wish to show ads to the platform’s users. The tax applies
to companies with at least $2.5 billion in gross receipts derived from data extraction
transactions in a single year, i.e. platforms of Google, Amazon, andMeta.

The bill aims to help local journalism by offering tax credits to news organizations that
serve local communities in California. The goal of the credit is to, “increase employment
of local journalists in local news organizations”. The credit amount is equal to up to 40%
of wages for existing full-time employees plus 10% of wages for new employees.

The funding mechanism for the legislation places a tax on advertising revenue for
platforms like Google, Amazon, andMeta. Large platforms dominate the online
advertising space and thus likely have enough market power to pass the increased cost
from the tax onto their customers - businesses advertising online. Now, businesses
advertising on these platforms could face higher prices if platforms pass on the
increased cost of the tax.

Access to online advertising is vital to growing businesses. Google’s Chief Economist
estimates that businesses that advertise on Google’s platform receive 8 times the return
on their investment. One way businesses could respond to advertising price increases is
to advertise less, which could hurt revenue. They could also respond by increasing
prices for their customers, which could also hurt revenue depending on the market.

To determine the impact of this advertising tax on California businesses that advertise
through Google, Meta, and Amazon, I gathered available information on advertising sales
and the number of businesses advertising on each platform. I then produced a rough
estimate of howmuch the tax will cost the average business owner who advertises on
Google, Amazon, or Meta platforms.
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https://legiscan.com/CA/text/SB1327/id/2999842
https://legiscan.com/CA/text/SB1327/id/2999842
https://economicimpact.google/methodology/


Analysis
SB 1327 taxes the gross receipts of data extraction transactions, and section 5(b)(2) of
the bill describes which transactions are counted towards gross receipts of data
extraction transactions, stating,

“Gross receipts shall be deemed to be serviced from data extraction transactions
if they derive from the sales of advertising services on a digital interface, including,
but not limited to advertisements in the form of banner advertising, search engine
advertising, interstitial advertising, and other comparable advertising services
that use personal information about the people to whom the ads are being served.”

The tax equals 7.25% of the advertising revenue platforms receive from these data
extraction transactions. For companies that are online platforms, all of their advertising
revenue is likely to be counted as gross receipts from data extraction transactions since
their advertising revenue models rely on advertising to their users (i.e., selling access to
users as described in Section 5(b)(1)(A)).

To estimate the additional cost businesses advertising on these platforms could incur, I
estimated the U.S. advertising revenue for these platforms. Using information from 10-K
and Quarterly Filings for Google, Meta, and Amazon, I first examined each company's
worldwide advertising revenue.

Google’s advertising sales are the largest, followed byMeta and Amazon.
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https://abc.xyz/assets/4b/01/aae7bef55a59851b0a2d983ef18f/596de1b094c32cf0592a08edfe84ae74.pdf
https://d18rn0p25nwr6d.cloudfront.net/CIK-0001326801/c7318154-f6ae-4866-89fa-f0c589f2ee3d.pdf
https://s2.q4cdn.com/299287126/files/doc_financials/2024/q1/AMZN-Q1-2024-Earnings-Release.pdf


Next, I adjusted worldwide revenue to reflect only the advertising revenue of the United
States since the tax is on California revenue. Filings from each company list the portion
of worldwide revenue attributable to the United States.

I take these proportions and apply them to worldwide advertising revenue to estimate
U.S. advertising revenue.

These calculations left me with a rough estimate of U.S. advertising revenue for each
company. However, the tax would apply only to advertising sales attributable to
California. The bill outlines how sales are attributed to California in Section 21202(b)(1),
which states, “Gross receipts derived from data extraction transactions shall be
apportioned based on the location of the user.”

Since most of the U.S. population uses Google, Meta, and Amazon's platforms, the
percentage of the population located in California serves as a proxy for the percentage of
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users in California, as virtually all Californians use these services. According to the U.S.
Census and California Department of Finance, California contains roughly 12% of the U.S.
population. I multiply this percentage by the U.S. advertising revenue in the previous
table to develop an estimate of California advertising revenue.

Next, I estimated the tax due using the abovementioned numbers and applying the 7.25%
tax rate. Since the tax proposed in SB 1327 is a gross receipts tax, it taxes advertising
revenue, not advertising profit. The table below shows the estimated tax due on
California advertising revenue.

Of course, due to a new tax, these companies' taxes will increase. Howwill these
platforms react to this tax increase? They will likely pass some or all of the additional cost
onto their customers - businesses advertising on their platforms.
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https://www.commerce.gov/news/blog/2024/01/census-bureau-projects-us-and-world-populations-new-years-day#:~:text=Census%20Bureau%20Projects%20U.S.%20and%20World%20Populations%20on%20New%20Year's%20Day,-January%203%2C%202024&text=As%20the%20nation%20rang%20in,1%2C%202024.
https://www.commerce.gov/news/blog/2024/01/census-bureau-projects-us-and-world-populations-new-years-day#:~:text=Census%20Bureau%20Projects%20U.S.%20and%20World%20Populations%20on%20New%20Year's%20Day,-January%203%2C%202024&text=As%20the%20nation%20rang%20in,1%2C%202024.
https://dof.ca.gov/forecasting/demographics/estimates-e1/


Howmuch of the tax will get passed on is dependent on elasticity. If advertisers are
price-sensitive and have many available substitutes, these companies could lose money
by passing on too much of the tax. However, many businesses rely on advertising to
generate revenue online. Substituting away from the three major online advertisers,
Google, Amazon, andMeta, may harm businesses if they depend on these platforms for
generating sales.

I could not find an estimate of how price-elastic the demand for online advertising is.
However, the three leading advertising platforms are all subject to the tax, demand will
likely be more price inelastic since consumers, in this case, businesses wanting to
advertise, have fewer substitutes. Thus, platforms may be able to raise the prices of
their advertising services without seeing a significant decrease in sales.

Without available data on elasticity, I estimate three scenarios showing business
outcomes depending on howmuch of the tax businesses pay. I consider Scenario 1,
where 50% of the tax is passed on; Scenario 2, where 75% is passed on; and Scenario 3,
where 100% is passed on.

To estimate howmuch extra the average California business would pay, I first
determined howmany businesses in California use these advertising services.
Google’s economic impact reports provide information on the number of businesses that
use their advertising services. Google’s Economic Impact Report from 2018 is the latest
year that includes this information. According to that report, 226,000 businesses in
California used Google’s advertising services in 2018. To be conservative, I assume this
level has stayed the same since 2018. This number has undoubtedly increased since
2018, but without information on the businesses using advertising services, it is difficult
to estimate the growth rate between 2018 and today reliably. Thus, this number is an
underestimate of the actual number of advertisers.

Meta does not provide information on the number of businesses in California that use its
advertising services. However, I found information on the number of advertisers using
Meta globally, an estimated 3 million businesses. The article also mentioned that 70% of
those businesses are outside the United States. Thus, roughly 900,000 businesses in the
United States useMeta’s advertising tools. Without information on the number of
businesses in California specifically, I used information from Google to estimate the
number of California businesses advertising onMeta’s platforms.

In 2018, Google reported 226,000 businesses using advertising tools in California. During
the same year, there were 1.3 million businesses using Google’s advertising in the U.S.
This means that 17% of businesses advertising on Google in the U.S. were located in
California. Without available information on the number of businesses advertising on
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https://kstatic.googleusercontent.com/files/ed56d1f0ea72190c83db9077931ab69a53406ce48b0621788e53b05c909b5e4e358d80b90976f9224368866edc00de1e36c3fb89c569b2452bf20a352500f5c4
https://www.facebook.com/business/news/3-million-advertisers


Meta’s platforms in California, I assumedMeta follows a similar pattern to Google. By
that logic, Meta would have 156,462 advertisers in California.

Amazon’s Small Business Empowerment Report includes an interactive map that lists the
number of Amazon sellers in California as 77,000. According to Jungle Scout, a seller
software firm that helps businesses on Amazon scale their sales more quickly, roughly
58% of sellers on Amazon advertise on e-commerce platforms like Amazon. Thus, the
available data suggest that approximately 44,660 sellers on Amazon in California use
Amazon ads.

The table below summarizes the estimated number of California businesses advertising
on each platform.

These companies would likely pass on some portion of the tax, and I consider three
scenarios - a scenario where 50% of the additional cost is passed on, a scenario where
75% of the tax is passed on, and a scenario where 100% of the tax is passed on.
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https://cdn-sellingpartners.aboutamazon.com/23/3c/d0a2548247319b59ceee6c62f482/sber2023-3.pdf
https://sellingpartners.aboutamazon.com/impact?utm_source=about&utm_medium=art&utm_campaign=2023sber
https://www.junglescout.com/wp-content/uploads/2024/02/The-State-of-the-Amazon-Seller-2024-Jungle-Scout.pdf


Under the first scenario, 50% of the tax is passed on to consumers. In this case, a
consumer using all three platforms for advertising would face an additional cost of
$7,024 annually. The second scenario considers 75% of the tax getting passed onto
businesses. In that case, the additional tax would be just over $10,000. Finally, the third
scenario depicts the results if 100% of the tax were passed onto businesses advertising
on these platforms. If 100% of the tax were passed on, a business advertising on all three
platforms would have an estimated cost increase of $14,048.

Conclusion
SB 1327 imposes a tax on advertising that will affect small, medium, and local businesses.
My calculations suggest that the average business using all advertising platforms would
face an additional annual cost of $14,048. While this bill helps local journalism via the tax
credit, it harms other businesses.
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