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where a manufacturer, producer, or im-
porter sells only his assets, rather than
ownership of his business, he incurs li-
ability for tax on the sale of any tax-
able articles included in such assets.

(b) Transfer of title to damaged articles.
If title to a damaged taxable article is
transferred by the manufacturer, pro-
ducer, or importer thereof to a carrier
or insurance company in adjustment of
a damage claim, such transfer is not
considered a taxable sale of the article.
If the article is usable, even though
damaged, the carrier or insurance com-
pany incurs liability for tax on its sale,
lease, or use of the article. Where the
article has been damaged to the extent
that its only value is as scrap, and it is
not restored to usable condition, sale
thereof by the carrier or insurance
company is not subject to tax.

[T.D. 6687, 28 FR 11782, Nov. 5, 1963]

Subpart N—Exemptions,
Registration, Etc.

SOURCE: T.D. 7536, 43 FR 13522, Mar. 31,
1978, unless otherwise noted.

§48.4221-1 Tax-free sales; general rule.

(a) Application of regulations under
section 4221—(1) In general. The regula-
tions under section 4221 provide rules
under which the manufacturer, pro-
ducer, or importer of an article subject
to tax under chapter 32 (or the retailer
of an article subject to tax under sub-
chapter A or C of chapter 31) may sell
the article tax free under section 4221.

(2) Limitations. The following restric-
tions must be taken into account in ap-
plying the regulations under section
4221:

(i) The exemptions under section 4221
(a)(4) and (a)(b) do not apply to the tax
imposed by section 4064 (gas guzzler
tax).

(ii) The exemptions under section
4221 do not apply to the tax imposed by
section 4081 (taxable fuel tax).

(iii) The exemptions under section
4221 do not apply to the tax imposed by
section 4091 (aviation fuel tax). For
rules relating to tax-free sales of avia-
tion fuel, see section 4092 and the regu-
lations thereunder.
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(iv) The exemptions under section
4221 do not apply to the tax imposed by
section 4121 (coal tax).

(v) The exemptions under section 4221
(a)(3) through (a)(b) do not apply to the
tax imposed by section 4131 (vaccine
tax). In addition, the exemption under
section 4221(a)(2) applies to the vaccine
tax only to the extent provided in
§48.4221-3(e) (relating to tax-free sales
of vaccine for export).

(vi) The exemptions under section
4221(a) apply only in those cases where
the exportation or use referred to is to
occur before any other use.

(b) Manufacturer relieved of liability in
certain cases—(1) General rule. Under the
provisions of section 4221(c), if an arti-
cle subject to tax under Chapter 32 of
the Code is sold free of tax by the man-
ufacturer of the article for an exempt
purpose referred to in section 4221(c)
and paragraph (b)(2) of this section, the
manufacturer shall be relieved of any
tax liability under Chapter 32 with re-
spect to such sale if the manufacturer
in good faith accepts a proper certifi-
cation by the purchaser that the arti-
cle or articles will be used by the pur-
chaser in the stated exempt manner.
See paragraph (b)(2) of this section for
a list of the exempt purposes referred
to in section 4221(c).

(2) The following are situations
wherein section 4221(c) is applicable
with respect to sales made tax free on
the assumption that one of the fol-
lowing sections of the Code provides
exemption for such sales:

(i) Section 4221(a)(1), to the extent
that it relates to sales for further man-
ufacture by a first purchaser (see
§48.4221-2),

(ii) Section 4221(a)(3), relating to sup-
plies for vessels and aircraft (see
§48.4221-4),

(iii) Section 4221(a)(4), relating to
sales to State or local governments
(see §48.4221-5),

(iv) Section 4221(a)(5), relating to
sales to nonprofit educational organi-
zations (see §48.4221-6), and

(v) Section 4221(e)(3) relating to the
sale of tires used on intercity, local, or
school buses (see §48.4221-8).

(3) Duty of seller to ascertain validity of
tazx-free sale. If the manufacturer at the
time of its sale has reason to believe
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that the article sold by it is not in-
tended for the exempt purpose indi-
cated by the purchaser, or that the pur-
chaser has failed to register as re-
quired, the manufacturer is not consid-
ered to have accepted certification
from the purchaser in good faith, and is
not relieved from liability under the
provisions of section 4221(c).

(4) Information to be furnished to pur-
chaser. A manufacturer selling articles
free of tax under this section after De-
cember 31, 1978, shall indicate to the
purchaser that (i) certain articles nor-
mally subject to tax are being sold tax
free and (ii) the purchaser is obtaining
those articles tax free for an exempt
purpose under an exemption certificate
or its equivalent. The manufacturer
may transmit this information by any
convenient means, such as coding of
sales invoices, provided that the infor-
mation is presented with sufficient par-
ticularity so that the purchaser is in-
formed that he has obtained the arti-
cles tax free and:

(i) The purchaser can compute and
remit the tax due if an article sold tax
free for further manufacture is diverted
to a taxable use,

(ii) The manufacturer can remit the
tax due with respect to an article pur-
chased tax free for resale for use in fur-
ther manufacture or for export if, with-
in the 6-month period described in
§48.4221-2(c) or §48.4221-3(c), the manu-
facturer does not receive proof that the
article has been exported or resold for
use in further manufacture, or

(iii) The purchaser can notify the
manufacturer if an article otherwise
purchased tax free is diverted to a tax-
able use.

(c) Evidence required in support of tax-
free sales—(1) Purchasers required to be
registered. Every purchaser who is re-
quired to be registered (see §48.4222(a)-
1) shall furnish to the seller, as evi-
dence in support of each tax-free sale
made by the seller to such purchaser,
the exempt purpose for which the arti-
cle or articles are being purchased and
the registration number of the pur-
chaser. Such information must be in
writing and may be noted on the pur-
chase order or other document fur-
nished by the purchaser to the seller in
connection with each sale.
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(2) Purchasers not required to be reg-
istered. For the evidence which pur-
chasers not required to register must
furnish to the seller in support of each
tax-free sale made by the seller to such
purchasers, see paragraph (b) of
§48.4221-3 for sales or resales to a for-
eign purchaser for export, paragraph
(d) of §48.4221-4 for sales of supplies to
vessels or aircraft, paragraph (c) of
§48.4221-5 for sales to State and local
governments, and paragraph (c) of
§48.4222(b)-1 for sales and purchases by
the United States.

[T.D. 6687, 28 FR 11782, Nov. 5, 1963, as amend-
ed by T.D. 7834, 47 FR 42345, Sept. 27, 1982;
T.D. 8036, 50 FR 29963, July 23, 1985; T.D. 8659,
61 FR 10463, Mar. 14, 1996; T.D. 8879, 66 FR
17160, Mar. 31, 2000]

§48.4221-2 Tax-free sale of articles to
be used for, or resold for, further
manufacture.

(a) Further manufacture—(1) In gen-
eral. Under prescribed conditions, an
article subject to tax under Chapter 32
(other than a tire taxable under section
4071, which is given special treatment
under section 4221(e)(2) and §48.4221-7)
may be sold tax free by the manufac-
turer, pursuant to section 4221(a)(1), for
use by the purchaser in further manu-
facture, or for resale by the purchaser
to a second purchaser for use by the
second purchaser in further manufac-
ture. See section 4221(d)(6) and para-
graph (b) of this section for the cir-
cumstances under which an article is
considered to have been sold for use in
further manufacture. See section
6416(b)(3) and §48.6416(b)-3 for the cir-
cumstances under which credit or re-
fund is available when tax-paid articles
are used in further manufacture.

(2) Proof of resale for use in further
manufacture. See section 4221(b)(1) and
paragraph (c) of this section for provi-
sions under which the exemption pro-
vided in section 4221(a)(1) shall cease to
apply in the case of an article sold by
the manufacturer to a purchaser for re-
sale to a second purchaser for use in
further manufacture unless the manu-
facturer receives timely proof of resale
for further manufacture.

(b) Circumstances under which an arti-
cle is considered to have been sold for use
in further manufacture. (1) An article
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