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	     Excise Tax Advisory       

	Excise Tax Advisories (ETAs) are interpretive statements issued by the Department of Revenue under authority of RCW 34.05.230.  ETAs explain the Department’s policy regarding how tax law applies to a specific issue or specific set of facts.  They are advisory for taxpayers; however, the Department is bound by these advisories until superseded by Court action, Legislative action, rule adoption, or an amendment to or cancellation of the ETA.



	Number:
	2022.08.257 (First Revision)
	Issue Date:
	June 28, 2005


This ETA is cancelled effective February 2, 2009 and reissued under the 3000 series.  

See ETA 3001 for a cross-reference to the new series.

Distinguishing Warranties and Maintenance Agreements
Note:  This Excise Tax Advisory applies only to periods on or before June 30, 2005.  Effective July 1, 2005 the sale of an extended warranty to a consumer is subject to retailing B&O and retail sales taxes.  Chapter 514, Laws of 2005.

Some confusion may exist over the difference between warranties and maintenance agreements.  This ETA is intended to clarify the Department's position, not indicate a change in its position.  

Background:

This ETA clarifies the distinction between warranties and maintenance agreements as stated in WAC 458-20-257 (Rule 257).  Further, it clarifies the separate charge provision of Rule 257(2)(b)(i).  This ETA uses the example of computer hardware and software, but its principles apply to all warranties and maintenance agreements.

Many sellers of computer hardware and software sell standard models.  These sellers sometimes provide consumers the option to add or delete features from the standard model and adjust the price accordingly.  Some of the options made available to consumers are extended warranties or maintenance agreements.  

A maintenance agreement includes a requirement that the maintenance provider perform cleaning, servicing, alterations, or improvements to the computer hardware and/or software regardless of whether the computer hardware and/or software is operating properly.  The maintenance may be provided on a regular or irregular basis.  A warranty is distinguished from a maintenance agreement in that the warranty requires these services only when the computer is not operating properly.  An agreement which precludes preventative maintenance is a warranty.  The determination of the type of agreement is not based on the label placed on the contract, but rather by the services actually required of the provider.  A mixed agreement that requires service when the computer is not operating properly, but also provides for maintenance on a regular or irregular basis, is treated as a maintenance agreement for tax purposes.

Taxation of Warranties:

The value of a warranty on computer hardware and/or software that is included in the selling price of the computer hardware and/or software at no additional cost to a consumer is subject to retail sales tax.  Rule 257(2)(a)(i).

An extended warranty is an agreement to provide warranty services beyond the period covered by the normal warranty period.  When a separate charge is made for an extended warranty, the sale of the extended warranty is subject to service and other activities business and occupation tax, but not retail sales tax.  A separate charge is made when the customer agrees to pay an additional amount for the extended warranty, regardless of whether that separate charge is specifically identified on the actual invoice given to the customer.  

If the customer cannot buy the hardware and/or software without an extended warranty, the entire charge is for the sale of the hardware and/or software even if an amount for the warranty is listed as a separate charge on the invoice given to the customer.

Taxation of Maintenance Agreements:

All sales of maintenance agreements, including mixed agreements, to a consumer are subject to retail sales tax.  Rule 257(3)(c).
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To inquire about the availability of this document in an alternate format for the visually impaired, please

call 705-6715.  Teletype (TTY) users may call 1-800-451-7985.
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