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Sales Tax Shutout

A decision published this week demonstrates what can happen when sales tax fundamentals go wrong -- in this case, a
tax liability of almost $1 million plus interest. In the Matter of Coast Dental Services, Inc., California Office of Tax Appeals
(OTA) Case No. 231114667 (1/31/2025).

The case involved a dental practice with 20 or more California locations. The business held a seller’s permit for its sales
of electric toothbrushes, etc. to its patients. Nevertheless, the business reported no taxable sales for 15 consecutive
quarters. For the 16th quarter, it reported $900,000 of purchases subject to use tax, $200,000 of purchases for resale,
and $11 million in sales of furniture and fixtures — 97% of which it treated as nontaxable occasional sales. The sales of
business assets were made in furtherance of the business’s closing of its California clinics and were made to 15 buyers
via 25 asset purchase agreements.

OTA rejected the business’s claimed occasional sale exemption, noting that California’s tax regulations address
occasional sales by service businesses. In brief, the regulations provide that all substantial sales after the second such
sale will not qualify for the occasional sale exemption. This seemed to be exactly the business’s circumstance. OTA
rejected an argument that the 25 contracts should be treated as a single sale because, collectively, they comprised the
sale of a business.

Observations:

(i) Considering the tax regulations, the business should have expected that California’s Department of Tax and
Fee Administration (CDTFA) would challenge a claim that all of the sales of business assets qualified for the
occasional sale exemption. Therefore, the business’s decision not to collect sales tax from its purchasers
created a significant risk that the business would bear the cost of taxes that it could have collected from its
purchasers.

If the $900,000 in purchases subject to use tax was for items that the business gifted to patients, the business
might have been able to plan around this in the manner that we addressed previously. For more, see our June
14, 2024 Alert (“S1 Million Missed Opportunity”) available at www.349east.com.

349 East Multistate Tax Planning LLC « www.349east.com
“Seeing Beyond the Horizon”

daviduribencarmel@349east.com

This Alert contains general observations and is for informational purposes only. Subnational tax planning requires knowledge
of specific facts, as well as professional expertise and judgement. Recipients of this bulletin are advised to seek expert advice.
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