February 25, 1959. - Senate File 415
Passed on File, By HILL and POTTER.

Passed Senate, Date....................
Vote: Ayes.......... N
APDTOVEd. e et esrea e

A BILL FOR

An Act to amend section four hundred twenty-two point thirty-
three (422.33), Code 1958, relating to revision of the
formula by which income of corporations is to be apportioned
between the state of Iowa and the other states for purposes
of the Iowa income tax on corporations.

Be It Enacted by the General Assembly of the State of Iowa:

Section 1. Subsection one (1) of section four hundred

—

twenty-two point thirty-three (422.33), Code 1964, is hereby
stricken, and the following enacted in lieu thereof:

“1, If the trade or business of the corporation is
carried on entirely within the state, the tax shall be imposed
on the entire net income, but if such trade or business is
carried on partly within and partly without the state, the tax

shall be imposed only on the portion of the net income reasonably
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attributable to the state, said net income attributable to the

state to be determined as follows:
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a. The entire net income of all resident or
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domestic corporations from compensation for labor or personal
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services, or from a business consisting principally of the
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performance of personal or professipnal services, shall be
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aggigned to this state, and the net income of non-resident
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corporations from such sources shall be assigned to this state

if, and to the extent that, the labor or services are performed
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within it; ail other income from such sources shall be treated
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as income from sources without this state.
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b. Net income including capital gains, rents
and royalties received from tangible property having a situg in
Towa shall be assignable to Iowa and such income including
capital gains, rents and royalties received from tangible prop-
erty having a situs outside of lowa shall be assignable outside
of this state.

¢. Net income including capital gains from intan-
gible personal property, whether emploved in the business of the
recipient or not, shall be assigned to this state, if the
recipient thereof is domiciled within this state.

d. When a trade or business is carried on partly
within and partly without the state, the entire income received
from such trade or business, including income from tangible and
intangible property employed in such business, shall be governed
by the provisions of paragraphs e, through h., inclusive, of
this subsection.

e. For all corporations engaged in the manufac-
ture in Iowa or within and without lowa, of tangible personal
property and the sale of said property within, without, aor both
within and without the state, for domestic or domicillary
corporationa engaged in such sale alone within thig state but
which also makes such sales in other states, and for all corpora-
tions engaged in such manufacture alone within this state but
which are so engaged in other states, the remainder, after making
the allocations provided for by paragraphs a., b. and c. of this
subsection, shall be allocated to Iowa on the basis of the
percentage computed by taking the arithmetical average of the
following three percentages:

(1). The percentage which the sales made
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within this state and through, from
or by offices, agencies, branch‘,
stores or personal solicitation of a
salesman or representative in Iowa,
whether such salesman or representa-
tive is a resident of this state or
not or assigned to an office, agency,
branch or store in Iowa or not, whether
or not such sales are consummated by
delivery of the goods sold in inter-
state commerce. is of the total sales
wherever made ;

(2). The percentage which the total tangible
property, real, personal, and mixed,
owned or used by the taxpayer in this
state in comnection with such trade or
business, i3 of the total tangible
property, real, personal, or mixed,
wherever located, owned, or used by the
taxpaver in connection with such trade
or business; and,

(3). The percentage which the taxpayer's total
payrolls paid or incurred in this state
or paid in respect to labor performed in
this state in connection with such trade
or business i3 of the taxpaver's total
pasyrolls paid or incurred in connection
with such trade or business.

(4). In computing the percentages under
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subparagraphs one (1), two (2) and three

(8) of this paragraph, the valuat“n of

transient property, such as motor vehiecles,
shall be apportioned in a manner to reflect
the use of such property within and without
the state of Iowa. The valuation of tangi-
ble property, other than inventories, shall
be its depreciated tax cost for income tax
purposes at the end of the tax year, except
in the event such valuation does not fairly
reflect the total tangible property owned

or used by the taxpayer in this state during
such tax year. In such event such valuation
shall be'the average valuation of such
property so owned or used during the tax
year to be determined on the basis of sound
accounting practices. All inventories shall
be valued at total hook cost at the end of

the tax year, except in the event such book
cost does not fairly reflect the total
inventory owned or used by the taxpayer
during the tax year. In such event such
valuation shall be the average valuation of
such property so owned or used during the
tax year to be determined on the basis of
sound accounting practices. For businesses
occupying rented properties and/or using
leased equipment, such property shall be

valued at 8 times the annual net rental pay-
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ments, For purposes of this computation,
pavrolls shall include wages, salaries,
commissions, bonuses, and all remuneration
paid as compensation for employees’
personal services and ghall be
considered payrolls paid or incurred
in this state, or paid in respect to
labor performed in this state if the
duties of the employee normally
require said employee to spend one-
half, or more, of his working time in
Iowa, without regard to the legal
regidence of the employee.
{. For businesses engaged in the sale of tangi-
ble personal property within this state but not engaged in the
manufacture of tangible personal property within this state

and which are neither domestic corporations of this state ox

domiciled in this state, the income remaining, after the
. L]

deductions provided for in paragraphs a., b. and c. of this

subsection, shall be allocated to Towa in that proportion which
the gross saled made within the state bear to the total gross
gales. The words ‘gross sales made within the state’ shall
inciude all sales to be included in the Jowa portion of total
sales under the provisions of subparagraph e.(1) of this
subsection.

g. Where income is derived from businesses other
than manufacture or sale of tangible personal property, the
remainder of such income, after making the allocations provided

by paragraphs a., b. and c. of this subsection, shall be specifi-
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cally allocated or equitably apportioned within and without the
state under rules and regulations of the commission.

h. For the purpose of this section, the word
‘sale’ gshall include exchange, and the word ‘manufacture’ shall
include the extraction and recovery of natural resources and all
processes of fabricating and curing. The words ‘tangible
personal property’ shall be taken to mean corporeal personal
property, such as machinery, tools, implements, goods, wares,
and merchandise, and shall not be taken to mean money deposits
in banks, shares of stock, bonds, notes, credits, or evidence
of an interest in property and evidences of deht.”

Sec. 2. The provisions of this Act shall be effective as
to all returns based upon income for the calendar vears of 1957
and 1958, and as to all income from fiscal yvears beginning
during the calendar vears of 1957 and 1958,

Sec. 3. The provisions of this Act shall constitute a

temporary emergency tax to make possible meeting budgetary

needs for the biennium beginning July 1, 1957 and ending June
N .

30, 1959.

Sec. 4. This Act being deemed of immediate importance
shall be in full force and effect after publication’in the
Baxter New Era, a newspaper published at
Baxter, Iowa, and the Colfax Tribune,

a newspaper published at Colfax, Iowa.

FXPLANATION OF-SENATE-ELLSW5
ADQPTION OF THE THREE-FACTOR ALLOCATION FORMULA

Nrtrrewi tha-dlaemdeme s

1t iz proposed that the present method of allocation (using ouly the sales factor) be
replaced by a 3-factor formula using sales, property and payroll as elements of the for-
muls. Net income attributable to Jowa would then he computed as follows:

1. The percentage of Iowa szles to total sales would be computed.
2, The percentage of real and personal property in Iowa to total property wherever lo-
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cated would be computed. In this computation rented property would be included and
valued at eight times the annual rent.
3. The percentage of the payrcoll paid to Iowa employees to total payroll would be com-
puted.
4. The average of these three percentages would then be computed. This average would
be the percentage of total net income allocated to Iowa for taxation.
In cases where either the tax commission or taxpaver was shle to demonstrate that
the formula would not result in an allocation which fairly reflected the taxpayer’s Iowsa
. income, the tax commission would be authorized to require or permit the use of a differ-

ent method to achieve a fair result.

Examples of How the Amendment Would Work

The following examples show how the present law and the proposed amendment
would operate for several fictitious example corporations, each having an income after
federal taxes of $100,000,

Example 1: Retailer doing business exclusxveh in Iowa

. Pearcent of sales in JOWE ... oo e e s genees 100
Percent property in Iowa ... . v 2006
Percent of payroll in Towa ... ..100¢%
Average . e et et e ettt e eret e ertee v senaneeee - 1 D0
Income allocated to Iowa——present 1w, ..$100,000
Tax under present law ... . $ 2,000
Income aliocuted by 3-factor tormula . ..5100,000
Tax using 3-factor formula ... $ 2000

Example 2: Jowa manufacturer se]lmg on nation-wide market

Percent of sales in lowa ... e e 1058
Percent of employees in Tows .. .. 90¢:
Percent of property iR Jowa. ... oo eresstrnne e e ans e 9D
Average ... 65%
Income allocated to Iowa.-—-present law .. ..

Tax under present law ... ...

Income allocated by 3-factor formula .. .

Tax using 3-1actor fOrTAUIR . viiiies i estsee e e e

Example 3: Iowa wholesaler selling in several state areas

Percent of cales in lowa ...

Payvoll in Towa e

Property in lowa ..

Average ...
Income allocated to lowa——present. law .

Tax under present law ..
Income allocated by 8- factor formula
Tax using S-factor formula .

Example 4: Out-of-state wholesaler or manufactm er sellmg on the national market
Percent of sales in Iowa e rsetianeenn 10%
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Income allocated to Jowa—present law

Tax under present law
Income allocated to Jowa— fy et

Tax using 3-Laster—formmuls, oo, Qhuesh oo e e $ 200
vote: Actually, even under the present law, this corphoration-wousld-prebebly onlu.pay
Iowa’ Present Iowa law permits t t,hr;.use"of a different formula if the statu-

tory “saled mula produces an-unfaiT result. Usually corporations situated such
as in this example userdiffs ﬁ::ngl\a,‘gﬁ_mllv the 3-factor formula. "‘C"W
States now us: Factor allocation formula: Arizonm onpecticut, Alabama, Cali- Y
. foryia, Ke Kansas, Idsho, Massachusetts, Minnesota, a, New York,
Nort arolma, Marymnd Pennsylvania, South Carolma, M:ss:ss:ppx, Islnnd

Tennesgsee, Montana, Utah, Wisconsin, Oregon and Vermont.




