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701—285.6(423) Warranties and maintenance contracts.

285.6(1) Mandatory warranties. A warranty is a mandatory warranty when the buyer, as a condition
of the sale, is required to purchase the warranty from the seller. When the sale of tangible personal
property, specified digital products, or services includes the furnishing or replacement of parts or materials
that are pursuant to the guaranty provisions of the sales contract, a mandatory warranty exists. If the
property subject to the warranty is sold at retail, and the measure of the tax includes any amount charged
for the guaranty or warranty, whether or not such amount is purported to be separately stated from the
purchase price, the sale of replacement parts and materials to the seller furnishing them thereunder is a sale
for resale and not taxable. Labor performed under a mandatory warranty that is in connection with an
enumerated taxable service is also exempt from tax.

285.6(2) Optional warranties. A warranty is an optional warranty when the buyer is not required to
purchase the warranty from the seller.

a.  The sale of optional service or warranty contracts that provide for the furnishing of labor and
materials and require the furnishing of any taxable service enumerated under lowa Code section 423.2 is
considered a sale of tangible personal property the sales price of which is subject to tax at the time of sale
except as described below.

b.  The sale of a residential service contract regulated under Iowa Code chapter 523C is not the sale
of tangible personal property, and the sales price from the sales of these service contracts is not subject to
tax, and the sales price from taxable services performed for the providers of residential service contracts are
now subject to tax. “Residential service contract” is defined in Iowa Code section 523C.1(8).

c.  If an optional service or warranty contract is a computer software maintenance or support service
contract and the contract provides for the furnishing of technical support services only, then no tax is
imposed on the furnishing of those services. If a computer software maintenance or support service contract
provides for the performance of nontaxable services and the taxable transfer of tangible personal property,
and no separate fee is stated for either the performance of the service or the transfer of the property, then
sales tax shall be imposed on the sales price from the sale of the contract.

285.6(3) Additional charges for parts and labor furnished in addition to that covered by a warranty or
maintenance contract that are for enumerated taxable services shall be subject to tax. Only parts and not
labor will be subject to tax where a nontaxable service is performed if the labor charge is separately stated.

This rule is intended to implement lowa Code section 423.2.
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