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Sales Tax Information Bulletin #2 

Subject: Original Manufacturer Warranties, Optional Maintenance 
Contracts, and Optional Warranty Contracts 

Publication Date: November 2022 

Effective Date: Upon Publication 

References: IC 6-2.5-1-5; IC 6-2.5-1-11.5; IC 6-2.5-1-14.5; IC 6-2.5-2-1; IC 6-
2.5-3-2; IC 6-2.5-4-1; IC 6-2.5-4-15; IC 6-2.5-4-17; 45 IAC 2.2-
4-2 

Replaces Bulletin #2, dated March 2013 

Disclaimer: Information bulletins are intended to provide nontechnical assistance to the general public. Every attempt 
is made to provide information that is consistent with the appropriate statutes, rules, and court decisions. Any 
information that is not consistent with the law, regulations, or court decisions is not binding on either the department 
or the taxpayer. Therefore, the information provided herein should serve only as a foundation for further investigation 
and study of the current law and procedures related to the subject matter covered herein. 

Summary of Changes 
Apart from technical, nonsubstantive changes, this bulletin has been revised to include a new 
introduction section and to remove the section regarding purchases made prior to January 1, 
2013, as those purchases are no longer within statute. 

Introduction 
The purpose of this bulletin is to provide guidance concerning the taxability of original 
manufacturer warranties, optional maintenance contracts, and optional warranty contracts. When 
making a determination as to taxability, it is first important to determine to which category the 
agreement at issue corresponds. This is a fact specific inquiry. The bulletin describes in detail why 
or why not original manufacturer warranties, optional maintenance contracts, and optional 
warranty contracts are subject to Indiana sales tax. 

Original Manufacturer Warranties or Dealer Warranties 
Original manufacturer warranties or dealer warranties guaranteeing the condition of a product 
and providing that maintenance or replacement parts will be provided at either no charge or a 
flat charge are subject to Indiana sales tax. The amount subject to tax includes any subsequent 
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payments made by the purchaser, such as deductibles or other fees. Original manufacturer 
warranties and dealer warranties not offered as an option when the product is sold are considered 
part of the selling price of the product. Any parts transferred to a buyer under the terms of an 
original manufacturer warranty or dealer warranty are not subject to Indiana sales tax because the 
parts and or property are considered to have been sold with the product as a part of the retail 
transaction on which sales tax was collected.   

Example #1: A motor vehicle dealer sells an automobile for $20,000. Included in the selling 
price is a warranty that will cover any repairs for two years or 20,000 miles. This warranty is an 
original manufacturer or dealer warranty. Indiana sales tax is collected on the full $20,000. 

If the automobile needs a new engine after 5,000 miles and six months of driving, the same 
warranty as in the example above shall apply. The dealer must provide and install the engine 
under the terms of the warranty. No sales tax is due on the price of the engine because tax 
was collected on the warranty when the automobile was purchased. NOTE: if the dealer 
charges the vehicle owner a deductible or other fee under the terms of the warranty, that 
amount is subject to sales tax.   

Providing the warranty explicitly states that a replacement vehicle will be provided while warranty 
work is being performed, the rental transaction is considered to be part of the original warranty 
and is exempt from Indiana sales or use tax. However, if the warranty does not explicitly provide 
for a replacement vehicle, then the furnishing of the vehicle is not considered to be part of the 
repair or the replacement parts and the charge for the provided vehicle is subject to sales or use 
tax. The exemption must be supported by written documentation of payment from the warranty 
provider.  

NOTE: The fee charged for a rental vehicle provided for warranty work is not exempt from the auto 
rental excise tax, but it is exempt from the Marion County supplemental auto rental excise tax. 

Optional Maintenance Contracts 
Maintenance contracts generally meet the definition of bundled transactions and are subject to 
Indiana sales tax on that basis. The determination as to whether a contract is a maintenance 
contract is not necessarily based on the particular title of or language used in the contract. Instead, 
the determination is based on the substantive provisions contained in the contract. An explicit 
guarantee that tangible personal property will be provided under the contract is not required. 
What is important is that both the customer and the service provider are aware at the time the 
contract is executed that consumable items will be provided under the contract. However, the 
amount of tangible personal property supplied under the contract must be more than a de 
minimis amount. As a rule, the seller’s purchase price or the sales price of the taxable items 
provided under the contracts must exceed 10% of the total purchase price or the total sales price 
of the bundled products.  
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For purposes of this bulletin, these contracts include the retail sales of two or more distinct and 
identifiable products for one non-itemized price and include repair labor as well as replacement 
parts, consumable items, and general services such as cleaning and inspecting that are provided 
on a periodic basis. These contracts include scenarios in which the specific repair and replacement 
parts and consumable items needed to maintain the equipment are provided at no additional cost 
or with a small deductible. For purposes of this bulletin, the term “consumable items” includes 
items that are depletable, are disposable, are consumable, or need to be replaced after they have 
been used for a period of time. An example of consumable items can be found where a service 
provider sells a maintenance contract for a copy machine. Under the contract, parts and 
consumable items that require regular replacement for the copier to perform its function (such as 
drums, toner, fuser, developer, etc.) are replaced at no additional cost along with incidental repair 
parts that may need to be replaced due to unforeseen circumstances.  

Example #2: An office supply company sells a photocopy machine to a customer. The customer 
also purchases an optional maintenance contract from the company. The maintenance 
contract entitles the customer to service and parts at no charge in the event of a breakdown 
of the photocopy machine. The contract also provides for quarterly inspections; replacement 
of the drum after 100,000 copies have been made; and toner to be provided on an as-needed 
basis. The office supply company calculates that the price charged for the tangible personal 
property is 15% compared with the service charge. The sale of the maintenance contract is a 
bundled transaction subject to the collection of Indiana sales tax on the unitary price of the 
maintenance contract. 

Optional Warranty Contracts 
For purposes of this bulletin, a “warranty contract” means a contract that acts like insurance 
against future potential repair costs, including extended service contracts. As with maintenance 
contracts discussed previously, the determination as to whether a contract is a warranty contract 
is not necessarily based on the particular title of the contract or language used therein. Instead, 
the determination is based on the substantive provisions contained in the contract. Under a 
warranty contract, neither the seller nor the purchaser is certain at the time the contract is signed 
whether any tangible personal property will be provided under the terms of the contract. Unlike 
a maintenance contract, the replacement of consumable items is not included under a warranty 
contract. 

Optional warranty contracts are not implicated by the bundled transaction provisions because the 
warranty contracts do not meet the definition of a bundled transaction. The sale does not include 
the sale of two or more products because, under the warranty contract, there may never be any 
parts or services provided to the customer. Accordingly, the sales of optional warranty contracts 
are exempt from Indiana sales tax. However, the provider of the service must pay sales or use tax 
on the cost of all taxable items used under the contract, based on the acquisition cost of the 
service provider, which does not include a deductible collected from the customer. If the service 
provider charges a separate amount for parts or other taxable items, the provider should purchase 
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the items exempt for resale and charge Indiana sales tax to the customer. If the service provider 
charges one non-itemized amount for the service and any tangible personal property transferred 
under the contract, the provider must self-assess and remit use tax on its purchase price of the 
property.  

Example #3: A home warranty service company sells a warranty to a customer. The warranty 
contract entitles the customer to service and parts at no charge or in conjunction with a 
deductible in the event of a breakdown of covered items. The sale of the warranty contract is 
not subject to sales tax. However, the service provider must pay sales or use tax on the cost of 
all taxable items used under the contract. 

 

NOTE: In situations where a dealer or service provider uses or installs items pursuant to a 
warranty sold by a third-party warrantor, the dealer/service provider is responsible for all sales 
tax that is attributable to all taxable items used under the contract.  

 

Example #4: A third-party warrantor sells a warranty to a customer that entitles the customer 
to repair work at any authorized dealer or service provider. All claims under the warranty are 
paid by the third-party warrantor. A covered repair takes place and the dealer/service provider 
supplies parts and labor at a negotiated charge of $1000. Under the contract, the 
dealer/service provider charges the third-party warrantor $500 for labor and $500 for the 
parts. The customer has a deductible of $100 that the dealer/service provider keeps under the 
terms of its contract with the third-party warrantor. In this scenario, the dealer/service provider 
is selling the items to the third-party warrantor and then using the items on behalf of the 
third-party warrantor to fulfill the terms of the agreement. Thus, the dealer/service provider 
must collect and remit sales tax that is attributable to all taxable items used under the contract, 
which does not include installation charges that are separately stated on the invoice, bill of 
sale, or similar document given to the third-party warrantor. Accordingly, the dealer/service 
provider must collect and remit sales tax on $500, which reflects the amount received from 
the third-party warrantor for the parts ($500), but does not include the amount received as a 
deductible from the customer ($100).  

The fact that a leased vehicle is the subject of the warranty does not change the general treatment 
under this bulletin.  

Example #5: A customer negotiates the lease of a vehicle for 36 months at $500 per month. 
Under the lease, the customer is obligated to make any repairs not covered by the 
manufacturer’s original warranty. The dealer offers the customer the same third-party warranty 
as above. The customer may pay the full cost of the warranty at execution of the lease, or 
monthly with each lease payment. The customer opts for the latter option and the monthly 
payment is now $560 (which includes the monthly lease payment and the monthly charge for 
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the warranty). Provided that the charge for the warranty is separately stated from the charge 
for the lease, the charge for the warranty is not subject to tax. 

If you have any questions concerning this bulletin, please contact the Tax Policy Division at 
taxpolicy@dor.in.gov.  

 
Robert J. Grennes, Jr. 
Commissioner 
Indiana Department of Revenue 
 

 

 

mailto:taxpolicy@dor.in.gov

	November 2022
	Summary of Changes
	Introduction
	Original Manufacturer Warranties or Dealer Warranties
	Optional Maintenance Contracts
	Optional Warranty Contracts


<<
  /ASCII85EncodePages false
  /AllowPSXObjects true
  /AllowTransparency false
  /AlwaysEmbed [
    true
    /SegoeUI
    /SegoeUIBlack
    /SegoeUIBlack-Italic
    /SegoeUI-Bold
    /SegoeUI-BoldItalic
    /SegoeUIEmoji
    /SegoeUIHistoric
    /SegoeUI-Italic
    /SegoeUI-Light
    /SegoeUI-LightItalic
    /SegoeUI-Semibold
    /SegoeUI-SemiboldItalic
    /SegoeUI-Semilight
    /SegoeUI-SemilightItalic
    /SegoeUISymbol
  ]
  /AntiAliasColorImages false
  /AntiAliasGrayImages false
  /AntiAliasMonoImages false
  /AutoFilterColorImages true
  /AutoFilterGrayImages true
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CheckCompliance [
    /None
  ]
  /ColorACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorConversionStrategy /LeaveColorUnchanged
  /ColorImageAutoFilterStrategy /JPEG
  /ColorImageDepth -1
  /ColorImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorImageDownsampleThreshold 1.33333
  /ColorImageDownsampleType /Bicubic
  /ColorImageFilter /DCTEncode
  /ColorImageMinDownsampleDepth 1
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /ColorImageResolution 300
  /ColorSettingsFile ()
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /CreateJDFFile false
  /CreateJobTicket false
  /CropColorImages false
  /CropGrayImages false
  /CropMonoImages false
  /DSCReportingLevel 0
  /DefaultRenderingIntent /Default
  /Description <<
    /ENU ([Based on 'Print - Accessible'] [Based on '[High Quality Print]'] Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /DetectBlends true
  /DetectCurves 0
  /DoThumbnails true
  /DownsampleColorImages true
  /DownsampleGrayImages true
  /DownsampleMonoImages true
  /EmbedAllFonts true
  /EmbedJobOptions true
  /EmbedOpenType false
  /EmitDSCWarnings false
  /EncodeColorImages true
  /EncodeGrayImages true
  /EncodeMonoImages true
  /EndPage -1
  /GrayACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageAutoFilterStrategy /JPEG
  /GrayImageDepth -1
  /GrayImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageDownsampleThreshold 1.33333
  /GrayImageDownsampleType /Bicubic
  /GrayImageFilter /DCTEncode
  /GrayImageMinDownsampleDepth 2
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /GrayImageResolution 300
  /ImageMemory 1048576
  /JPEG2000ColorACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000ColorImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /LockDistillerParams false
  /Magnification /FitPage
  /MaxSubsetPct 100
  /MonoImageDepth -1
  /MonoImageDict <<
    /K -1
  >>
  /MonoImageDownsampleThreshold 1.50000
  /MonoImageDownsampleType /Bicubic
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /MonoImageResolution 1200
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /NeverEmbed [
    true
  ]
  /OPM 1
  /Optimize true
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (U.S. Web Coated \050SWOP\051 v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks true
      /IncludeHyperlinks true
      /IncludeInteractive true
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.25000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXBleedBoxToTrimBoxOffset [
    0
    0
    0
    0
  ]
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXOutputCondition ()
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXRegistryName (http://www.color.org)
  /PDFXSetBleedBoxToMediaBox true
  /PDFXTrapped /False
  /PDFXTrimBoxToMediaBoxOffset [
    0
    0
    0
    0
  ]
  /PageLayout /SinglePageContinuous
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /ParseICCProfilesInComments true
  /PassThroughJPEGImages true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /sRGBProfile (sRGB IEC61966-2.1)
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


