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Special Notice
New Manufacturing Exemption

A new law allows certain businesses in manufacturing or in the fields of biotechnology or 
physical, engineering, and life sciences to purchase or lease manufacturing or research and 
development equipment at a reduced sales and use tax rate for purchases occurring on or 
after July 1, 2014. 

For a detailed list of requirements and qualifications, please see the following page of this notice.

Partial Exemption Rate
The partial exemption reduces the tax rate to 3.3125 percent plus applicable district taxes. 
This exemption applies to the state general fund portion of the sales and use tax rate, but 
does not apply to any local, city, county or district taxes. 

Sellers
If you make qualifying sales or leases, you must obtain a timely exemption certificate from 
the purchaser. You will be able to claim the deduction for sales subject to the manufacturing 
exemption on your sales and use tax return. 

Purchasers
There is no need to apply to the BOE for the exemption. When you make qualifying 
purchases, you must provide the seller with a timely exemption certificate to obtain the 
reduced tax rate. The BOE will make exemption certificates available in the forms section 
on our website by July 2014. If you make qualifying purchases and did not pay tax to the 
seller, you must report the use tax on your sales and use tax return. You may claim a deduc-
tion for purchases subject to the manufacturing exemption. 

Qualifying purchases cannot exceed $200 million in a calendar year per qualified person or 
combined reporting unit.  The exemption will not apply if, within one year from the date of 
purchase, you use the property in a manner not qualifying for the exemption, you convert 
the property from an exempt use to a non-qualifying use, or you remove the qualifying 
property from California.

For More Information
The BOE is developing proposed Regulation 1525.4, Manufacturing and Research & 
Development Equipment, for this new exemption. For more information, please see our 
manufacturing exemption webpage1 or call our Customer Service Center at 1-800-400-
7115 (TTY:711), Monday through Friday, 8:00 a.m. to 5:00 p.m. (Pacific time), except state 
holidays.

1http://www.boe.ca.gov/sutax/manufacturing_exemptions.htm
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To be eligible for the manufacturing exemption you must meet all of the following 
conditions: 

• Be primarily engaged in certain lines of business, also known as a “qualified per-
son” which includes:

• Any form of manufacturing described in the North American Industry 
Classification System (NAICS) Codes 3111 to 3399.

• Research and development in biotechnology, physical, engineering, and life sci-
ences described in the NAICS codes 541711 or 541712.

• Purchase “qualified tangible personal property.”

• Use that qualified tangible personal property in a manner qualifying for the 
exemption.

“Qualified tangible personal property” generally includes:
• Machinery and equipment, including component parts and contrivances such as 

belts, shafts, moving parts and operating structures.

• Equipment or devices used to operate, regulate, or maintain the machinery, includ-
ing but not limited to, computers, data processing equipment, and computer 
software.

• Tangible personal property used in pollution control that meets standards estab-
lished by this state or any local or regional government agency within this state.

• Special purpose buildings and foundations used as an integral part of the manu-
facturing, processing, refining, fabricating, or recycling process or that constitute a 
research or storage facility used during those processes. Buildings used solely for 
warehousing after completion of the processes are not included.

“Qualified tangible personal property” does not include:
• Consumables with a useful life of less than one year.

• Furniture, inventory, and equipment used in the extraction process, or equipment 
used to store finished products.

•  Items used primarily in administration, general management, or marketing.

The property must be purchased to be used primarily for the following uses:
• Manufacturing, processing, refining, fabricating, or recycling of tangible personal 

property.

• Research and development.

• Maintaining, repairing, measuring or testing property listed above.

• By a contractor purchasing that property for use in the performance of a construc-
tion contract for the qualified person that will use that property as an integral part 
of the processes above, or as a research or storage facility for use in connection with 
those processes.


