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A BILL FOR

An Act relating to the corporation income tax.
BT IT ENACTED BY THE GENWERAIL ASSEMIBLY OF THE STATE OF IOWA:
Section 1. Secticon four hundred twenty-two point thirty-
three (422,33), Code 1973, is amended bv striking subsections
one (1) and two {(2) and inserting in lieu thereof the follow-
ing new subsections:
1. NEW SUBSECTION. ALLOCATICN OF BUSINESS INCOME. If

the trade or business of the taxpaver is carried on entirelv
within the state, the tax shall be imposed on the entire net
income. Any taxpaver having income from business activity
which i1s taxable both within and without this state, other
than the rendering of purely personal services by an indi-
vidual, shall allocate and apportion his net income as pro-
vided in this section.

2. NEW SURBSECTTION. DEFINITIONS. As used in this sec-

tion, unless the context otherwise requires:

a. "Business income" means income arising from transac-
tions and activity in the reaqular course of the taxpaver’s
trade or business and includes income from tangille and in-
tangible propertv if the acquisition, management, and dispo-
sition of the property constitute integral parts of the
taxpaver's reqular trade or husiness operations.

b. "Commercial domicile" means the principal place from
which the trade or business of the taxpayer is directed or

manaaed.
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c. "Compensation" means wages, salaries, commissions,
and anv other form of remuneration paid to emplovees for
personal services,

A, "Nonbusiness income" means all income other than busi-
ness incone.,

e. "Sales" means all gross receipts of the taxpaver not
allocated under subsections four (4) through eight (8) of
this section.

£, "State" means any state of the United States, the nDis-
trict of Columbia, the Commonwealth of Puerto Rico, any ter-
ritory or possession of the United States, and any foreiqﬁ
countrv or political subdivision thereof.

3. MNEY SURSECTION. HNOMRESIDENT TAXPAYLR. For purposes

of allocation and apportionment of income under this chapter,
a taxpaver 1s taxahle in another state i1%:

a. In that state he is subject to a net income tax, a
franchise tax measured by net income, a franchise tax for
the privileae of doing business, or a corporate stock tax:
or

1., That state has jurisdiction to subject the taxpaver
to a net income tax regardless of whether, in fact, the state
does or does not,

L. ME'Y SUBSLCTICN. ALLOCATION OF CERTAIN ITENMS, Rents

and rovalties from real or tangible personal propertv, capi-

tal qains, interest, dividends, or patent or copyright roval-
ties, to the extent that they constitute nonbusiness income,
shall he allocated as wvrovided in suhsections five (5) through
eight (8) of this section.

5. HNEW SUBSLECTION. RENTS AND ROYALTIES,

a., et rents and rovalties from real propertv located
in this state are allocable to this state.

. llet rents and royalties from tangible personal prop-
crty are allocable to this state:

(1) I and to the extent that the property is utilized
in this state; or
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(2) In their entirety if the taxpayer's commercial domi-
cile is in this state and the taxpaver is not organized under
the laws of or taxable in the state in which the propertv
is utilized,

¢. The extent of utilization of tangible personal prop-
erty in a state is determined by multiplving the rents and

rovalties by a fraction, the numerator of which i1s the num-
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ber of days of physical location of the property in the state
¢ Jduring the rental or rovalty veriod in the taxable ycar and
10 the denominator of which is the number of davs of phvsical

11 location of the property evervwhere durina all rental or rov-
12 alty periods in the taxable vear. If the phvsical location
13 ©° the rropertv during the rental or rovaltv period 1is un-

14 lknown or unascertainaible by the taxpaver, tangible personal
15 property is utilized in the state in which the property was
16 located at the time the rental or rovaltv paver obhtained pos-

17 session.

@ 18 6. NEV SUBSECTION. DPROPERTY--CAPITAL GAINS AND LOSSES,
19 a. Capital gains and losses from sales of real propertv

20 located in this state are allocable to this state,

21 b, Capital gains and losses from sales of tangible per-
22 sonal property are allocable to this state if:

23 (1) The propertv had a situs in this state at the time

24 of the sale; or

25 (2) The taxpaver's commercial domicile is in this state
26 and the taxpaver is not taxable in the state in which the

27 property had a situs.

28 c. Capital gains and losses from sales of intangible per-

AR

29 sonal property are allocable toc this state if the taxpaver's
30 commercial domicile is in this state,
3t 7., EW SUBSECTION., INTEREST AND DIVIDEIDS, Interest

32 and dividends are allocable to this state if the taxpaver's

33 commercial domicile is in this state.
34 1A HEW SUBSECTION. PATENTS AND COPYRIGHUTS,

w 35 a. Patcent and copvright royalties are allocable to this
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state:

{1) If and to the extent that the patent or copyright
1s utilized by the taxpayer in this state; or

(2) If and to the extent that the patent or copyright
is utilized by the taxpayer in a state in which the taxpaver
is not taxahle and the taxpaver's cornmercial domicile is in
this state.

b. A patent is utilized in a state to the extent that
it is emploved in production, fabrication, manufacturina,
cr other processing in the state or to the extent that a
natented product is produced in the state, If the basis of
receipts from patent rovalties does not permit allocation
to states or if the accounting procedures do not retlect
states of utilization, the patent is utilized in the state
in which the taxpayer's cormercial domicile 1s located.

c. A copyright is utilized in a state tc the extent that
printing or other publication originates in the state. If
the bhasis of receipts from copvright rovalties does not per-
mit allocation to states or if the aceocuntina procedures do
not reflect states of utilization, the copyright is utilized
in the state in which the taxpayer's commercial domicile is
locaterd,

9, YE'! SURSECTIONMN. BUSINESS INCOME. All business in-

come shall be apportioned to this state hy multiplying the

incomc by a fraction, the numerator of which is the propertv

factor plus the pavroll factor plus the sales factor, and

the denominator of which is three.
10, NEW SUBSECTION. PROPERTY FACTOR. The propertyv fac-

tor is a fraction, the numerator of which is the averagc value

of the taxpayer's real and tangihle personal property owned
or rented and used in this state during the tax period and
the denominator of which is the average value of all the tax-
payer's real and tangible personal property owned or rented
and used during the tax period.

11. MHEW SUBSECTION. PROPERTY OWNED AND RENTEDP, Prop-
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@ 1 erty owned by the taxpayer is valued at its original cost. ‘
‘ 2 Property rented by the taxpaver is valued at eight times the
4 net annual rental rate. Net annual rental rate is the an-
4 nual rental rate paid by the taxpaver less anv annual rental
5 rate received by the taxpaver from subrentals. %
. % 12. NEY SUBSECTION. AVERAGE VALUE OF PROPERTY. The
. 7 averaqge value of property shall be determined by averaqing
8 the values at the beginning and ending of the tax period, but
’ g the director of revenue mnay require the averagina of monthly
10 values during the tax period if reasonably required to ro-
11 flceth properly the average value of the taxpaver's property.
i2 132, NLCYW SUBSECTIOM. PAYROLL FACTOR. The pavroll factor
12 1s a2 fraction, the numerator of which is the total amount
14 paid in this state during the tax period by the taxpaver for
15 compensation, and the denominator of which is the total com-
16 rensation paid evervwhere during the tax period.
i7 14, HNC¥ SUBSECTION, COMPIENSATION. Compensation is paild

in this state 1f:

e
Wwooon

a. The individual's service is performed entirelv within

20 the state; or

21 . The individual's service is performed hoth within and
22 without the state, but the service performed without the state
23 1is incidental to the individual's service within the state;

24 or

25 c. Some of the service is performed in the state and:

26 (1) The bhase of operations or, if there is no base of

27 operations, the place from which the service is directed or

28 controlled is in the state; or

29 {2} The base cof operations or the place from which the

30 service is directed or controlled is not in anv state in whieh
31 some part of the service is performed, but the individual's

32 residence is in this state.

33 15. KHEY SURBSECTION. SALES TACTOR. The sales factor is

34 a fraction, the numerator of which is the total sales of the

taxpaver in this state during the tax period, and the denom-

®

-5-

CRA-349s8 177




S.

e R = ANV, B GNP S ORI

11
12
i3
14
i5
16
17
18
i3
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

F. é&% , E.F.

inator of which is the total sales of the taxpaver evervwhere .
during the tax period.
16, HEM SUBSLCTION. LOCAL SALES OF TANGIRBLD PERSOMNAL

PPOPIRTY. Sales of tangible personal property are in this
state if:

a. The property is delivered or shiprned to a pirchaser,
nther than the United States government, within this state
reaardless of the f.o.b. point or other conditions of the .
sale; or

L. The propertv is shipped from an office, store, ware-
house, factory, or other place of storaqge in this state and:

(1) The purchaser is5 the United States government; or

(2) Thc taxpaver is not taxable in the state of the pur-
chaser.

17. HEW SURSECTION. OTHER SALES. Sales, otiher than sales

of tanaible personal pronertv, are in this state if:

(a) The income-nroducing activitv is perforrad in this

]

state; or .
{h} The income-producing activitv is performed hoth in

and ontside this state and a greater nroportion of the income-

producinag activitv is performed in this state than in anv

other state, based on costs of performance.
13,  EW SURSECTION, ADDITIONAL MITIONS OF DETEPMINING

BUSTESS SITUS.  If the allocation and apportionment provi-
sions of this section do not fairlv represent the extent of
the taxpaver's business activitv in this state, the taxnaver
may petition for or the director of revenue mav require, in
respect to all or any part of the taxpaver's business activ-
ity, 1f rcasonable:

(A1)  Separate accountinea except to a unitarv business;

{»)  The exclusion of any one or more of the factors:

(¢} “he inclusion of one or more additional factors which
will falrlv represent the taxpaver's business activitv in
this state; or

(d) -The emnloyment of anv other method to effectuate an .

-G-
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U 1 eauitable allocation and apportionment of the taxpaver's in-
v 2 come,

5 EXPLANATION

4 This hill provides for the allocation of corporate income

s on the basis of sales, property, and payroll. This will
. ¢ chanqe JTowa's present formula from a single-factor formula

2 to a three-factor fermula.
. g
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SENATE FILE 141
FISCAL NOTE

Date prepared February 23, 1973

Requested by Senator Blouin.

Prepared in regard to S.F. 141 - An Act relating to the
corporation income tax. Following is the fiscal effect in
dollars of the legislative proposal as required@ by Senate Rule ‘
31.

Senate File 141 creating a three~factor formula for
corporate income tax purposes would affect about 9270 Iowa
based corporations and about 1,400 foreign corporations.

This estimate is based on information gathered from corporate
income tax returns filed for the fiscal year ended June 30,
1871,

The Department of Revenue is unable at this time to make
an estimate of the fiecal effect of S.F. 141. They indicate
an extensive study would be necessary to do so.

Source: Department of Revenue.

Filed GERRY D. RANKIN

February 26, 1973 Legislative Fiscal Director
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