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A BILL FOR

1 An Act relating to taxation by updating references to the interrnal
2 revenue code; providing for a refurnd of individual income tax
3 for the 1979 tax year resulting from the inclusion of unempliov-
4 ment benefits; making technical corrections to the individual
5 and corporate income tax concerning the credit for increasing
”. 6 research activities in the state; eliminating the reguirement
7 that the election campaign funéd and fish and game protection
8 fund checkoffs be on the face of the return immediately
9 above the signature line; providing a due date of corivcrate
10 income tax and franchise tax returns under certain conditions:
11 allowing for the destruction of all useless records and reports
12 and other papers filed by taxpayers after certain periods of
13 time after the filing of these rervorts with the department of
14 revenue; providing for a refund of individual income tax wher
15 the taxpayer died after November 17, 1978 as a result of wounds
16 or injury incurred due to military or terroristic action out-
17 side the United States; making technical corrections to the
18 inheritance tax concerning the taxation of gifts made within
j' 19 three years of death; and providing effective dates.
20 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF I{OWA:
21
22
r. 23
' 24
25
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Section 56.18, subsection I, Code 1985, 1is
to read as fcliows:

Any person whose state Inccme tax liability for any
taxable year is cne dollar or more may direct that one dollar
of such liability be paid over to the Iowa election campaign
fund when submitting the person's state income tax return to
the department of revente. In the case of a joint return of
husband and wife having a state income tax liability of two
dollars or more, each spouse may direct that one dollar be
paid to the fund. Thre director of revenue shall revise draft
the income tax fcrm to provide spaces on the-face-of the tax
return and-smnediatetry-abeve-the-aignature-1inea which the
taxpayer may use to designate that contributions made under
this section be credited to a specified political party as
defined by section 43.2, or to the Iowa election campaign fund
as a contribution to be shared by all such political parties
in the manner prescribed by section 56.19. The form shall
inform the taxpayer of the consequences of the choices
provided under this section, but this information may be
contained in a footnote or other suitable form if the director
of revenue finds it is not feasible to place the information
immediately above the signature line.

Sec. 2. Section 107.16, unnumbered paragraph 3, Code 1985,
is amended to read as follows:

The director of reverue shall revise draft the income tax
form to allecw the designation of contributions to the state
fish and game protection fund on the-face-of the tax return
and-above-the-signature-tinesy,

Sec. 3. Section 422.3, subsection 5, Code 1985, is amended
to read as follows:

5. "Internal Revenue Code of 1954" means the Internal
Revenue Code of 1954, as amended to and including January 1,
1984 1985.

Sec. 4. Section 422.7, Code 1985, is amended by adding the

following new subsection:




NEW SUBSECTION. 20. Subtract the unemploymen:

compensation benefits for tax years beginning on January 1,
1979 to the extent thcose benefits had been inciuded in net
income on a return filed before January 1, 1981 and were
excluded from income under Act section 1075 of the Tax Reform
Act of 1984. Notwithstanding the statute of limitations
specified in section 422,73, subsection 2, taxpayers whe would
be barred from claiming a refund or credit from an overpayment

resulting from the change made by Act section 1075 of the Tax
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Referm Act of 1984 are entitied to receive a refund or credit
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1f they file a claim with the department on or before June 30,
1986.

Sec. 5. Section 422.10, unnumbered paragraph 1, Code 1985,
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15 amended to read as follows:

The taxes imposed under this division shall be reduced by a

state tax credit for increasing research activities in this

13
14
15
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state. For individuals, the credit shall equal cix and one-
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half percent of the state's apportioned share of the

bt
WO

qualifying expenditures for increasing research activities.

The state's apportioned share of the qualifying expenditures
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for increasirg research activities is a percent equal to the
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ratio cf qualified research expenditures in this state to
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total qualifieé research expenditures. For purposes of this
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section, an individual may claim a research credit for
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qualifying research expenditures incurred by a partnership,
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subchapter § corporation, and estate or trust electing to have

3
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the income taxed directly to the individual. The amount
claimed by the individual shall be based upon the pro rata

share of the individual's earnings of a partnership,
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subchapter S corporation, or estate or trust. For purposes of
this section, "qualifying expenditures for increasing research
activities"” means the qualifying expenditures as defined for

the federal credit for increasing research activities eemputed
g
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which would be zllowable under section 44P 30 of the Internal
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Revenue Code of 1954, as-amended-to-and-inetrudrng in effect on
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January 1, 1983 1985.

Sec. 6. Section 422,21, unnumbered paragraph 1, Code 1985,
is amended to read as follows:

Returns shall be in sueh the form as the director may, from
time to time, prescribe, and shall be filed with the
depacrtment on or before the last day of the fourth month after
the expiration of the tax year except that co-operative
associations as defined in section 6072(d) of the Internal
Revenue Code of 1354 shall file their returns on or before the
fifteenth day of the ninth month following the close of the
taxable year. 1If, under the Internal Revenue Code of 1954, a

corporation is required to file a return covering a tax period

of less than twelve months, the state return shall be for the

same period and shall be due forty-five days after the due

date of the federal tax return, excluding any extension of

time to file. 1In case of sickness, absence, or other

disability, or whemever if good cause exists, the director may
allow further time for filing returns. The director shall
shall cause them to be distributed throughout the state and to
be furnished upon application, but failure to receive or
secure the form shatl does not relieve the taxpayer from the
ebitgatiens obligation of making any a return herein that is
required. The department may as far as consistent with the
proviasions-of the Code se draft income tax forms as to conform
to the income tax forms of the internal revenue department of
the United States government. Each return by a taxpayer upon
whom a tax is imposed by section 422.5, subsection 7, shall
show the county of the residence of the taxpayer.

Sec. 7. Section 422.33, subsection 5, unnumbered paragraph
i, Code 1985, is amended to read as follows:

The taxes imposed under this division shall be reduced by a
state tax credit for increasing recearch activities in this
state equal to six and one-half perceat of the state's

apportioned share of the qualifying expenditures for
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increasing research activities., The state's apportioned share
of the gqualifying expenditures for increasing research
activities is a percent egual to the ratio of gualified
research expenditures in this state to the total qualified
research expenditures. For purposes of this subsection,
"qualifying expenditures for increasing research activities"
means the qualifying expenditures as defired for the federal
credit for increasing research activities eomputed which wculd

be allowable under section 44F 30 of the Internal Revenue Code

$983 1985.
Sec. 8. Section 422.61, subsection 2, Code 13%85, is

amended to read as follows:
2. "Taxable year" means the calendar year or the fiscal
year ending during a calendar year, for which the tax :is

payable. Y“Filscal year" includes a tax period of less than

twelve months if, under the Internal Revenue Cogg_gf lQEﬁLnﬁ

corporation is required to file a tax return covering a tax

period of less than twelve months.
Sec. 9. Section 422.62, Code 1985, 1is amended to read as

follows:

422.62 WHEN DUE.

The franchise tax is due and payable on the first day
following the end of the taxable year of each financial
institution, and is delinguent after the last day of the
fourth month following the due date or forty-five cays after

the due date of the federal tax return, excliuding extens:i:ons

of time to file, whichever 1s the later. Every financial

institution shall file a return as prescribed by the director

on or before the delinquency date. Fhe-provisions-of-this

This section shall-become is effective for all taxable years

ending on or after January 1, 1970. As to fiscal years ending

prior to May 9, 1870, the time for filing a return is extended

to the last day of the fourth month following swch that date.
Sec. 10. Section 422.68, subscction 3, Code 1385, is

-
&




£ e R

o ~ O n

10
11
12
13

4
Fa

15
16
17
18
19
20
21
22
23
23
2%
26
27
28
29
30
31
32
33
34
35

amended to read as follows:

3. The director shaii-have-the-power-to may destroy any
anrd-att useless records and att returns, reports, and
comtun:ications of any taxpayer filed with or kept by the
department after sueh those returns, records, reports, or
comnunications skat:* have been in the custody of the
department for a period of not less than £ive three yearsy

provided;-hewevery Or such time as the director prescribes by

rule. However, after the accounts of any a person shatt have

been examined by the director and the amount of tax and
penalty due skhaii have been finally determired, then the
direcrer may order the destruction of any records previously
filed by sueh that taxpayer, notwithstanding the fact that
aueh those records shati have been in the custody of the
department for a period less than £ive three years. Sueh
These records and documents shall be destroyed in sueh the
manner as-shati-be prescribed by the director.

Sec, 11, Section 422.73, Code 1985, is amended by adding
the following new subsection:

NEwW SUBSECTION. Notwithstanding subsection 2, a claim for

credit or refuné of the income tax paid is considered timely
1f the claim is fi1led with the department on or before June
30, 1986, 1f the taxpayer's federal income tax was forgiven
under section 692(c) of the Internal Revenue Code of 1954
because the taxpayer died after November 17, 1978 as a result
of wounds or injury incurred due to military or terroristic
action outside the United States. To the extent the federal
income tax was forgiven under section 692(c¢) of the Internal
Reverue Code of 1954 for the tax year, the Iowa income tax is
also forgiven.

Sec, 12. Section 450.3, subsection 2, Code 1985, is
amended to read as follows:

2. By deed, grant, sale, gift or transfer made within
three years of the death of the grantor or donor, which is not

a bona fide sale for an adeguate and full consideration in
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mcney or money's worth and which is in excess ol the annual
gift tax exclusion allowable for each donee under section
2503, subsections & 5 and e of the Internal Revenue Code of

1954 as defined in sectlion 422,3, 1f both spouses consent, a

gift made by one spouge to a person whe is not the other

spouse is considered, for the purposes of tnhis suosecticn, as

made one half by each spouse under the same terms and

rRevenue

Sec. 13. Sectlon 3 of this &ct 1s retrnactive to January
1, 1984 for tax years beginning ¢n or after that date.

Sec. 14, Sections 1, 2, 5, 6, 7, 8, and 6 of this aAct are
retroactive to January 1, 1985 for tax years beginning on or
after that date.

Sec. 15. Section 12 of this Act is rebtrcactive to July 1,
1984 for estates of perscns dying on or after that date.

Sec. 6. This Act, beling deemed of immediate importance,
takes effect from and after its publication i1n the Dallas
County News, a newspaper publisted in Adel, Iowa, and in The
Lamoni Chronicle, a newspaper published in Lamoni, lowa.

EXPLANATION

Sectiens 1 and 2 of this bill remove the reqguirements that
the checkeoffs for the election campaign fund and the fish and
game protection fund appear on the face of the income tax
return and immediately above the signature line. These
sections are retroactive to January 1, 1985 for tax years
beginning on or after that date.

Section 3 of this bill updates the references to the
Internal Revenue Code %0 incorporate the Tax Reform Act of
1984 for individual and corporate income tax, franchise tax
and inheritance tax. ‘nls cecticn is retroactlve to January
1, 1984 for tax years beginning on or after that date.

Section 4 of thig bhill allows a refund of individual ilncome
tax paid on unewrployment compensation benefits in 1579 which

were attributable Lo weexks of unermployment before December 1,
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1978, The Tax Reform Act of 1984 excluded this i1ncome from
federal income tax and allowed a refund cf the federal income
tax. Iowa has a three-year statute of limitations tc claim a
refund and this bill extends this statute of limitations for
those affected persons who file an Iowa claim for refund on cr
before June 30, 1986.

Secticons 5 and 7 provide correchtive language for the state
credit for increasing research activities in the state under
the state individual and corporate income taxes. These
sections are retroactive to January 1, 1985 for tax years
beginning on or after that date.

Sections 6, 8, and 9 of this bill establish a tax periocd of
less than twelve months for corporate income tax and franchise
tax. In certain circumstances where there are mergers of one
corporation into ancther or an acguisition of one corporation
by another or for certain types of reorganizations the
Internal Revenue Code requires a short period return be fiied.
The Internal Revenue Code also establishes a due date for the
short period return which 1s different than the normal federal
due date of two and one-half mconths afrer the close of the tax
period. These sections establish the requirement that a short
period Iowa return be filed when 3 short period federal return
is filed and establish a due date that is ceonsistent with the
normal Iowa due date of forty-five days after the {ederal due
date. These sections are retroactive to January 1, 1985 for
tax years beginning on or after that date,

Section 10 of this bill changes the period of time that
records have to be in custody of the depariment before they
can be destroyed. The time period is changed from five years
to three years or such longer or shorter time as the director
may determine by rule.

Section 11 of this bill allows a refund of iandividual
income tax if the federal income tax was forgiven under
seclion 692(c¢c) of the Internal Revenue Code because the

taxpayer died after November 17, 1978 as a result of wounds or

_7_
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injury incurred due to wilitary or terrcoristic action outside
the Unlted States. Icwa has a three-year statute of
limitations to claim a refund arnd this bill ex:tends this
statute of limitations for those affected taxpayers 1f an Iowa
refund claim is filed on or before June 30, 1986.

Section 12 of this bill corrects an erronecus reference to
the Internal Revenue Code in section 450.3, subsecticn 2,
which relates to the taxation of gifts made within three years
of death. The correct reference should be to section 2503(b)
rather than 2503(a) of the Internal Revenue Code. This bi1ll

also specifically permits a husband and wife to make split

gifts. Section 450.3, subsection 2, is not clear on this
point. The bill wculd conform the inheritance tax treatment
with the federal gift tax law which allows a $10,000 arnual
exclusion per donee from gift tax. The bill would also permit
a husband and wife to split a gift and treat it as being made
one half by each spouse. This section 1s retroactive to July

1, 1984 for estates of persons éying on or after that date.

Lsn 28775 171
mg/sc/14




SIUATE TTLE 561

H=a0 10

Lo <R AY R s L RE WA I SRR Y B N I S

Amend Serane File 561 a5 passed by the Senate as
follows:

1. Page 2, by inserting after line 12 the
follewing: :

“Sec. 30. Secrtion 422.7, Code 1985, is amended by
adding the following new subsection:

NEW SUBScCTION. 21. Add sixty percent of the
gains from the sales or exchanges of capital assets
held for more than six months but not more than twelve
months."

2. By striking page 2, line 33 through page 3,
line 1 and inserting the following: “the federal
cr dit for increasing researcn activities computed
under section 447 of the Internal Revenue Code of
1954, as amended to and inc¢luding January 1, 1383.

The research activities credit is applicable for
taxable years beqginning after December 31, 1985 to the
same extent that the credit is applicable for federal
income tax purposes for taxable years beginning.after
December 31, 1985."

3. Page 4, by striking lines 8 through 11 and
inserting the following: “"credit for increasing
research activities computed under section 44F of the
Internal Revenue Code of 1954, as amended to and
including January L, 1983. The research activities
credit is aoplicable for taxable years beginning after
December 31, 1985 to the same extent that the credit
is applicable for federal income tax purposes for
taxable years beginning after December 31, 1985."

4. Page 6, line 12, by striking the word and
figure "and 9" and inserting the following: "9 and
30!' .

H-

Iz

5. Title page, line 9, by inserting after the
word "line;" the fcllowing: “maintaining the re-
quirement for long-term capital gains that the capital
asset be held for longer than twelve months:"
4030 FILED APRIL 24, 198S 5Y COMMITTEE ON WAYS AND MEANS
el “'/‘.2(-_/25"(/&' IFeg ) -/ @./?c«,)
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SENATE FILE 561
4087

Amend amendment H-4030 to Senate File 561 as passed
by the Senate as follows:

1. Page 1, line 14, by striking the numeral "44fr"
and 1inserting the numeral "30".

2. Page 1, line 23, by striking the numeral "44F"
and 1inserting the numeral "30".

if-4G87 FILED APRIL 26, 1985 BY OSTERBERG of Linn

ADOPTED 3Y UNANINQUS COMNSENT (f.wu/ '




-4095 HOUSE AMENDMENT TO
SENATE FILE 561

amend Senate File 561 as passed by the Senate as
foilows:

1. By striking page 2, line 33 through page 3,
line 1 and inserting the following: "the federal
«.2dit for increasing research activities computed
under section 30 of the Internal Revenue Code of 1954,
as amended to and including January 1, 1983. The
research activities credit is applicable for taxable
years beginning after December 31, 1985 to the same
10 extent that the credit 1s applicable for federal
11 income tax purpcses for taxable years beginning after
12 December 31, 1985."

13 2. Page 4, by striking lines 8 through 1l and

14 inserting the following: “credit for increasing

15 research activities computed under section 30 of the
16 Internal Revenue Code of 1954, as amended to and

17 including January 1, 1983. The research activities

18 credit is applicable for taxable years beginning after
19 December 31, 1985 to the same extent that the credit
20 1s applicable for federal! 1ncome tax purposes for

21 taxable years beginning after December 31, 1985."

O~ h L b ) PO

-4095 Filed April 26, 1985 RECEIVED FROM THE HOUSE
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1985 STATE OF :OwWA Reqg. by Sen. Palmer
£S8 No. 23778

SENATE 19--APRIL 23,

FISCAL NOTE Staéf i RuH

FILED APR 221985 SENATE FILE 561

In comphance with a written reguest recewrved Apnt 22 1983 a fiscal note for SENATE
FILE 561 is hereby submutted pursuant to Joint Rule 17, Data us2d in deveiooing :his
fiscal note are avalable from the Legislative Fiscal Bureau ta memoers of the legsiature
upcn regquest.

Senate File 561 updates reference (0 the Internal Revenue Code and makes several
adjustments in the tax statutes relative to the income tax.

Sections 1 and 2 remove the requirament that chackoffs for tha ELECTION CAMPAIGN FUND and
the FISH AND WILDLIFE PROTECTION FUND appear on the face of the income tax return
immediately above the signature line.

FISCAL EFFECT: This change is expacted to give the Department of Revenue more flexibility
i designing the ncome t(ax {Qrms. Mo signihigent  nscal  effect s anucipatad.

Section 3 updates referancas in the IRC 10 reflect changes made through January 1. 1935,
and refer to the TAX REFORM ACT OF 13984 adopted by Congress (TRA). The fecllowing table
summarizes the most signifigant of the several hundred provisions in the TRA

FISCAL EFFECT: (dollars in mullions}

PROVISION

A. Direct lowa Impact
Taxable Income Definitions FY 1986 FY 1887

1. Provisions with impact
Primarily on Individual

a. Capital Gains Less Than Ltess Than
$ 0.5 Reduction 5 10 Reduction
b. Net Interest Exclusion 380t s 100 3 80303 100
Increase Increase

2. Provisions with Impact
Primarily on Business

a. ACRS Less Than Less Than
Corporate and 5 2.0 Increase 5 4.0 Incraase
Individual Combined

b. Corporate Tax tinimal Minimal

Preferance and
Corporate Minimum Tax

¢. Finance Lease Unknown Unkngwn
Impact Impact
d. Leasing to Tax No £stimate No Estimate
£xempt Entities Possible Possibie
e. Construction Minimal Minimal

Period (nterest

-
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SENATE 20--APRIL 23, 1385 STATE OF QWA
LS8 No 28778
FISCAL NOTE Staff 1D. RJH_
L SE 561 cont.
8 Indirec: lowa limpact
Federal Tax Deduction
Income Averaging S 3010% 40 $ 3005 40
Reducton Reduction
NET EFFECT TO GEMERAL FUND $65t03% 75 £ 80t035 90
Increase Increase
Section 4 of the Il aitows a refund of individual income tax paid on UNEMPLOYMENT
COMPENSATION BENEFITS in 1879 wiich were attributadle to veeks of unamployment before

December 1, 1978 Currently,

refund:
an fowa ctaim fcor refund on or hefore sune

FISCAL EFFECT: A nunimal reduction in tax

Sections S and 7 provide corrective langua

in the state under the siate corporate and ndividual income taxes. These sections are
jetroactve to  January 1, 1985 for 1ax vears beginning on or after that Cdate.
FISCAL SFFECT: None

Sections 6, 8, and 9 estavdlish a tax pericd of less than twelve months for CORPORATE INCOME

TAX AND FRANCHISE TAX. Theseé sectons

return be fHiled when a2 short penod jederal return is filed and establish a due date that

1S consistent with the naormal lowa due date of 45 days after ihe federal due date.
1885 for tax vyears begtnning on or after that date

sections ar retroactive to January 1,
FISCAL EFFECT:

year is not expected to be significant,

Section 10 changes the period of tme that records have to be mn custody of the Revenue

Depsnment before the records may be destroyved.
shorter

10 three years or such ionger or

FISCAL EFFECT: The change will have na
the depantment, elimination ot
efficency and service 10 taxpayers.

Section 11 of the bill
was forgiven unger section 692{c) of ihe
atter MNovember 17, 1978 as a
terroristic action outside
(© claim a refund; this

FISCAL EFFECT: The impact.an tax receipts

Section 12 clarities provisigns which permit a husband wife to make solit gi-ftg.wénd‘m
corrects an erroneous reference 10 the internal Revenue Code in section 450.3. subsection 2

of the Code. This section of the ol
persons dying on or after that date.

FISCAL EFFECT:

SOQURCE: Department of Revenue

icwa has a
this sacltion 2xiends the statute of limitguons for those aiffected persons who file

The impact on state corporate income tax revenue in any specific fiscal

unnecessary storage

altows a refung of

result of wounds or injury sustained due to mulitary or

the United States.
section extends
taxpayers it an lowa refund claim 1s filed on or before June 30, 1986.

The impact on inheritance and estate tax is not expected 10 be significant.

three-year statute of hmitations to claim a

30. 1986,
receipts is expected,

ge for the state CREDIT FOR RESEARCH ACTIVITIES

2siabhsh the requirement that a shont period lowa

These

The time penod is changed from five years
time as the airecror may dJdetermune by rule.
According 10
tmproved

measurable impact on tax receipts
requirements will permit

individual income tax if the federal income tax
interna!l Revenue Code because the tazpaver Jdied

lowa has a three-year statute of limitations
the statute of limitations for those Jaffected

wilt be insigruficant.

s retroactive (o July 1, 1984 for the estates of

{LSB 2877S. RJH)
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LO BY (PREFILED DEPARTMENT
OF REVENUE BILL)

Passed Senate, Date Passed House, Date
Vote: Ayes Nays Vote: Ayes Nays

Approved

A BILL FOR

An Act relating to taxation by updating references to the

1
2 internal revenue code; providing for a refund of
3 individual income tax for the 1979 tax year resulting
4 from the inclusion of unemployment benefits; providing
5 a due date of corporate income tax and franchise tax
6 returns under certain conditions; allowing for the destruc-
7 tion of all useless records and reports and other papers
8 filed by taxpayers after certain periods of time after
9 the filing of these reports with the department of revenue;
10 providing for a refund of individual income tax where the
11 taxpayer died after November 17, 1978 as a result of wounds
12 or injury incurred due to military or terroristic action
13 outside the United States; making technical corrections
14 to the inheritance tax concerning the taxation of gifts
15 made within three years of death; and providing effective
16 dates.
17 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
18
19
29
21
22
23
24
25
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Section 1. Section 422.3, subsection 5, Code 1985, is
amended to read as follows:

5. "Internal Revenue Code of 1954" means the Internal
Revenue Code of 1954, as amended to and including January 1,
984 198S5.

Sec. 2. Section 422.,7, Code 1985, is amended by adding the
following new subsection:

NEW SUBSECTION. 20. Subtract the unemployment
compensation benefits for tax years beginning on January 1,
1979 to the extent those benefits had been included in net
income on a return filed before January 1, 1981 and were
excluded from income under Act section 1075 of the Tax Reform
Act of 1984. Notwithstanding the statute of limitations
specified in section 422.73, subsection 2, taxpayers who would

be barred from claiming a refund or credit from an overpayment
resulting from the change made by Act section 1075 of the Tax
Reform Act of 1984 are entitled to receive a refund or credit

"if they file a claim with the department on or before June 30,

1986.

Sec. 3. Section 422.21, unnumbered paragraph 1, Code 1985,
is amended to read as follows:

Returns shall be in such the form as the director may, from
time to time, prescribe, and shall be filed with the
department on or before the last day of the fourth month after
the expiration of the tax year except that co-~operative
associations as defined in section 6072(d) of the Internal
Revenue Code of 1954 shall file their returns on or before the
fifteenth day of the ninth month following the close of the
taxable year. If, under the Internal Revenue Code of 1954, a

corporation is required to file a return covering a tax period

of less than twelve months, the state return shall be for the
same pericd and shall be due forty-five days after the due

date of the federal tax return, excluding any extension of
time to file. In case of sickness, absence, or other

disability, or whenevee if good cause exists, the director may
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allow further time for filing returns. The director shall
cause to be prepared blank forms for satd the returns and
shall cause them to be distributed throughout the state and to
be furnished upon application, but failure to receive or
secure the form shati does not relieve the taxpayer from the
ebirgatrons obligation of making amy a return herein that is

required. The department may as far as consistent with the
provisions-of the Code se draft income tax forms as to conform
to the income tax forms of the internal revenue department of
the United States government. Each return by a taxpayer upon
whom a tax is imposed by section 422,5, subsection 7, shall
show the county of the residence of the taxpayer.

Sec. 4. Section 422.61, subsection 2, Code 1985, is
amended to read as follows:

2., "Taxable year" means the calendar year or the fiscal
year ending during a calendar year, for which the tax is

payable. "Fiscal year" includes a tax period of less than

‘twelve months if, under the Internal Revenue Code of 1954, a

corporation is required to file a tax return covering a tax

period of less than twelve months.

Sec, 5. Section 422,62, Code 1985, is amended to read as
follows:

422.62 WHEN DUE.

The franchise tax is due and payable on the first day
following the end of the taxable year of each financial
institution, and is delinquent after the last day of the

fourth month following the due date or forty-five days after
the due date of the federal tax return, excluding extensions
of time to file, whichever is the later. Every financial
institution shall file a return as prescribed by the director

on or before the delinquency date. Fhe-provisiona-of-this
This section shali-become is effective for all taxable years
ending on or after January 1, 1970. As to fiscal years ending
prior to May 9, 1970, the time for filing a return is extended
to the last day of the fourth month following sueh that date.
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Sec. 6. Section 422.68, subsection 3, Code 1985, is
amended to read as follows:

3. The director shaii-have-the-power-to may destroy any
and-at+ useless records and a+% returns, reports, and
communications of any taxpayer filed with or kept by the
department after sueh those returns, records, reports, or
communications shat: have been in the custody of the
department for a period of not less than £ive three yearssy
previded;-hewever; or such time as the director prescribes by
rule, Bowever, after the accounts of any a person shaii have
been examined by the director and the amount of tax and
penalty due sha:} have been finally determined, then the
director may order the destruction of any records previously
filed by such that taxpayer, notwithstanding the fact that
sueh those records shaii have been in the custody of the
department for a period less than £ive three years. Such
These records and documents shall be destroyed in such the

‘manner as-shaii-be prescribed by the director.

Sec. 7. Section 422.73, Code 1985, is amended by adding
the following new subsection:

NEW SUBSECTION. Notwithstanding subsection 2, a claim for
credit or refund of the income tax paid is considered timely
if the claim is filed with the department on or before June
30, 1986, if the taxpayer's federal income tax was forgiven
under section 692(c) of the Internal Revenue Code of 1954
because the taxpayer died after November 17, 1978 as a result
of wounds or injury incurred due to military or terroristic
action outside the United States. To the extent the federal
income tax was forgiven under section 692(¢) of the Internal
Revenue Code of 1954 for the tax year, the Iowa income tax is
also forgiven.

Sec. 8. Section 450.3, subsection 2, Code 1985, is amended
to read as follows:

2, By deed, grant, sale, gift or transfer made within
three years of the death of the grantor or donor, which is not
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a bona fide sale for an adequate and full consideration in
money or money's worth and which is in excess of the annual
gift tax exclusion allowable for each donee under section
2503, subsections a b and e of the Internal Revenue Code of
1954 as defined in section 422.3. If both spouses consent, a
gift made by one spcuse to a person who is not the other

spouse is considered, for the purposes of this subsection, as

made one-half by each spouse under the same terms and

conditions provided for in section 2513 of the Internal
Revenue Code of 1954 as defined in section 422.3,

Sec., 9. Section 1 of this Act 1is retroactive to January 1,
1984 for tax years beginning on or after that date.

Sec. 10, Sections 3, 4, and S of this Act are retroactive
to January 1, 1985 for tax years beginning on or after that
date.

Sec. 11, Section 8 of this Act is retroactive to July 1,

1984 for estates of persons dying on or after that date.
Sec. 12. This Act, being deemed of immediate importance,
takes effect from and after its publication in

+ @ newspaper published in p
Iowa, and in , a newspaper published in
» Iowa.
EXPLANATION

Section 1 of this bill updates the references to the
Internal Revenue Code to incorporate the Tax Reform Act of
1984 for individual and corporate income tax, franchise tax
and inheritance tax. This section is retroactive to January
1, 1984 for tax years beginning on or after that date.

Section 2 of this bill allows a refund of individual income
tax paid on unemployment compensation benefits in 1979 which
were attributable to weeks of unemployment before December 1,
1978, The Tax Reform Act of 1984 excluded this income from
federal income tax and allowed a refund of the federal income
tax. Iowa has a three-year statute of limitations to claim a
refund and this bill extends this statute of limitations for
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those affected persons who file an Iowa claim for refund'on or
before June 30, 1986.

Sections 3, 4, and 5 of this bill establish a tax period of
less than twelve months for corporate income tax and franchise
tax. In certain circumstances where there are mergers of one
corporation into another or an acquisition of one corporation
by another or for certain types of reorganizations the
Internal Revenue Code requires a short period return be filed.
The Internal Revenue Code also establishes a due date for the
short period return which is different than the normal federal
due date of two and one-half months after the close of the tax
period. These sections establish the requirement that a short
period Iowa return be filed when a short period federal return
is filed and establish a due date that is consistent with the
normal Iowa due date of forty-five days after the federal due
date. These sections are retroactive to January 1, 1985 for
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tax years beginning on or after that date.

Section 6 of this bill changes the period of time that
records have to be in custody of the department before they
can be destroyed. The time period is changed from five years
to three years or such longer or shorter time as the director

NN
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22 may determine by rule.
23 Section 7 of this bill allows a refund of individual income
24 tax if the federal income tax was forgiven under section

[
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692(c) of the Internal Revenue Code because the taxpayer died
after November 17, 1978 as a result of wounds or injury
incurred due to military or terroristic action outside the
United States., 1Iowa has a three-year statute of limitations
to claim a refund and this bill extends this statute of
limitations for those affected taxpayers if an Iowa refund
claim is filed on or before June 30, 1986,

Section 8 of this bill corrects an erroneous reference to
the Internal Revenue Code in section 450.3, subsection 2,
which relates to the taxation of gifts made within three years
of death. The correct reference should be to section 2503(b)
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rather than 2503(a) of the Internal Revenue Code. This bill
also specifically permits a husband and wife to make split
gifts. Section 450.3, subsection 2, is not clear on this

point. The bill would conform the inheritance tax treatment

with the federal gift tax law which allows a $10,000 annual
exclusion per donee from gift tax. The bill would also permit
a husband and wife to split a gift and treat it as being made
one-half by each spouse. This section is retroactive to July
1, 1984 for estates of persons dying on or after that date.
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SENATE FILE 561

AN ACT

RELATING TO TAXATION BY UPDATING REFERENCES TO THE INTERMNAL
REVENUE CODE; PROVIDING FOR A REFUND OF INDIVIDUAL INCOME
TAX FOR THE 1979 TAX YEAR RESULTING FROM THE INCLUSION OF
UNEMPLOYMENT BENMEFITS; MAKING TECHMICAL CORRECTIONS TO THE
INDIVIDUAL AND CORPORATE INCOME TAX CONCERNING THE CREDIT
FOR INCREASING RESEARCH ACTIVITIES IN THE STATE; ELIMINATING
THE REQUIREMENT THAT THE ELECTION CAMPAIGN FUND AND PISH AND
GAME PROTECTION FUND CHECKOF?S BE ON THE PACE OF THE RETURN
TMMEDIATELY ABOVE THE SIGNATURE LINE; PROVIDING A DUE DATE
OF CORPORATE TNCOME TAX AND FRANCHISE TAX RETURNS UNDER
CERTAIN CONDITIONS; ALLOWING FOR THE DESTRUCTION OF ALL
USELESS RECORDS AND REPORTS AND OTHER PAPERS FILED BY TAX-
PAYERS AFTER CERTAIN PERIODS OP TIME AFTER THE FPILIRG OF
THESE REPORTS WETH THE DEPARTMENT OF REVENUE; PROVIDING FOR
A REPUND OF INDIVIDUAL INCOME TAX WHERE THE TAXPAYER DIED
APTER NOVEMBER 17, 1978 AS A RESULT OF WOUNDS OR INJURY
INCURRED DUE TO MILITARY OR TERRORISTIC ACTION QUTSIDE TKE
UNITED STATES; MAKING TECHNICAL CORRECTIONS TO THE INHKERI-
TAHCE TAX CONCERNING THE TAXATION OF GIFTS MADE WITHIN THREE
YEARS OF DEATH; AND PROVIODING EFFECTIVE DATES.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

Section 1, Section 56.18, subsection 1, Code 1985, ts
amended to read as follows:

1. Any person whose state income tax liability for any
taxable year is one dollar or mocre may direct that one dollar
of such liabllity be pald over to the Iowa election campaign
tund when submitting the person's state lncome tax return to
the depactment of revenue. In the case of a joint return of
husband and wife having a state income tax liability of two
dollars or more, each spouse may direct that one dollac be
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pald to the Eund. The dlrector of revenue shall eevise draft
the income tax form to provide spaces on the-face-o0f the tax
return and-immediarely-abave-the-stgnature-itnes which the
taxpayer may use to deaignate that contributlons made under
this section be credited to a speclfled polltical pacty as
defined by secticon 43.2, or to the Iowa election campaign fund
a8 3 contribution to be shared by all such political pacties
in the manner prescribed by section 56.19. The form shall
inform the taxpayer of the consequences of the cholces
provided under thls section, but this informatlon may be
contained 1ln a footnote or other sultable form if the director
of revenue finds It 19 not Feasible to place the informatlon
tmmediately above the signature line.

Sec. 2. Sectlon 107.15, unnumbered paragraph 3, Code 1985,
is amended to read as follows:

The director of revenue shall revise draft the income tax
form to allow the designation of contributlons to the state
fish and game protection fund on the-face-of the tax return
and-abave-the-stgnature-tines.

Sec. 3. Section 422.3, aubsection 5, Code 198%, la amended
to read as follows:

5. "Internal Revenue Code of 1954" means the Internal
Revenue Code of 1954, as amended to and including Janvary 1,
*984 1985.

Sec. 4. Sectlon 422.7, Code 1985, ls amended by adding the
following new subsectlon:

NEW SUBSECTION. 20. Subtract the unemployment
compensation benefits for tax years beginning on January 1,
1979 to the extent those beneflts had been included in net
income on a return filed before January 1, 1981 and were
excluded from income under Act sectlion 1075 of the Tax Reform
Act of 1984. wMotwithstanding the statute of limitations
specifled in sectlon 422.73, subsection 2, taxpayers who would
be batrred from claiming a tefund or credit from an overpayment
resulting from the change made by Act section 1075 of the Tax
Reform Act of 1984 are entitled to receive a refund or credit
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if they file a claim with the department on or¢ before June 30,
1986.

Sec. 5. BSectlon 422.10, unnumbered paragraph 1, Code 1985,
is amended to read as follows:

The taxes imposed under this dlvision shall be reduced by a
state tax credlt for lncreasing research activitles in this
gtate., For individuals, the credlt shall equal slx and one-
half percent of the state's apportioned share of the
qualifying expenditures for increasing research actlvitles.
The atate's apportloned share of the qualifylng expenditures
for increasing research activities is a peccent equal to the
ratio of qualltled research expenditures in this state to
total qualified reseacch expenditures. For purposes of thls
section, an individual may claim a research credit fot
qualifying research expenditures incurred by a partnership,
subchapter § corporation, and estate or trust electing to have
the Income taxed directly to the Individual. The amount
claimed by the indivldual shall be based upon the pro rata
share of the individual's earnings of a partnership,
aubchapter S cotporation, or estate or trust. For purposes of
thls section, "qualifylng expenditures for lncreasing research
activities”™ means the quallfying expenditures as deflined for
the federal credit for Increasing research actlvities computed
under section 10 of the Internal Revenue Code of 1954, as
amended to and lncluding January 1, 1983, The research
activitiens credit is applicable for taxable years beglanling
after December 31, 1985 to the same extent that the credit 1s
applicable for federal income tax purposes for taxable years
begloning after December 31, 198S.

Sec, 6. Section 422.21, unnumbeced paragraph I, Code 198%,
is amended to read as follows:

Retucna shall be in sech the form as the director may, Erom
time to tlme, ptescribe, and shall be Eiled with the
department on or before the last day of the fourth month after
the explration of the tax year except that co-operatlive
associatlions as defined in sectlon 6072(d) of the Internal
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Revenue Code of 1954 shall file thelr returns on or before the
fifteenth day of the ninth month following the close of the
taxable year. I, under the Internal Revenue Code of 1§54, a
corporation is requiced to file a teturn covering a tax perlod
of less than twelve months, the state return shall be for the
same period and shall be duye forkty-five days after the due
date of the federal tax return, excludliong any extenslon of
time to file. In case of asickness, absence, or other
disability, or whenever 1f good cause exlats, the directer may
allow further time for flling returns, The director shall
cause to be prepared bdlank forms for satd the returns and
ahall cause them to be distributed throughout the state and to
be furnished upon application, but fallure to receive or

secure the form shall does not relieve the taxpayer from the
ebiigations obllgation of making eany a return herein that is
requited, The department may as Far as consistent with the
provistons-of the Code so draft income tax forms as to conform
to the income tax forms of the lnternal revenue depactment of
the Unlted States government. £ach return by a taxpayer upon
whom a tax ls imposed by section 422.5, subsectlon 7, shall
show the county of the residence of the taxpayer.

Sec. 7. Sectlon 422,33, subsection %, unnumbered paragraph
1, Code 1985, 15 amended tn read as follows:

The taxes lmposed under this division shall be reduced by a
atate tax credlt for increasing reseacch activities in this
atate equal to six and one-half percent of the state's
apportioned shace of the quallfying expenditures for
increasling research activitles., The state’'s apportloned share
of the qualifying expenditures for increasing research
activities ls a percent equal to the ratic of qualified
research expenditures in this state to the total qualified
research expenditures. For purposes of this subsection,
"qualifylng expenditures for increasing research actlvitles”
means the gqualifying expendituctes as defined for the federal
ccedit for fncrceaning research activities computed under
section 30 ¢f the Internal Revenue Code of 1954, as amended to
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and including January 1, 1983. The research activities credit
is applicable for taxable years begloning after Decembecr 31,
1985 to the same extent that the credit Is applicable for
federal {ncome tax purposes for taxable years beginning after
December 31, 1985.

Sec., 8., Section 422.61, subsection 2, Code 1985, ls
amended to read as follows:

2. "Taxable year” means the calendar year or the Elscal
year ending during a calendar year, for which the tax ls
payable. "Fiscal year™ locludes a tax period of less than
twelve months 1f, under the Internal Revenue Code of 1954, a
corporatlon ia requlred to file a tax return covering a tax
pericd of less than twelve months,

Sec. 9. Sectlon 422,62, Code 19685, Is amended to read as
follows:

422.62 WHEN DUE.

The fcanchlse tax ia due and payable on the firat day
following the end of the taxable year of each flnancial
institution, and is delinquent after the last day of the
tourth month following the due date ocr forty-five days atter
the due date of the federal tax return, excluding extensions
of time to flle, whichaver is the later. Every flnanclal
institution shall flle a return as presccibed by the director
on or before the delinquency date. Phe-provisions-of-this
Thls section shall-become is effectlve for all taxable years
ending on or after Januwary 1, 1370. A3 to flocal years ending
prior to May 9, 1970, the time for filing a return 13 extended
to the last day of the [ourth month followlng sweh that date.

Sec. 10. Sectlon 422.68, subsectlon 3, Code 1585, is
amended to read as follows:

3. The dicector shail-have-the-power-te may destroy any

and-att useless records and ait} retutns, reports, and
communicattona of any taxpayer filed with or kept by the
department after sauch those returns, records, repotts, or
communications shaii have been in the custody of the
depactment for a peclod of not less than five three vearsr

Senate Flle 561, p. 6
providedr-howeverr or such time ag the director prescribes by

tule, However, after the accounts of any a person shaii have
been examined by the director and the amount of tax and

penalty due shall have been finally determined, then the
director may order the deatruction of any records previcusly
flled by auweh that taxpayer, notwithstanding the fact that
such those records shati have been In the custedy of the
depatrtment for a perlod leas than five three years, Suech
These records and documents shall be destroyed in such the
mannec as-shali-be prescclbed by the director.

Sec. 11, Sectlon 422.73, Code 1985, la amended by adding
the followlng new gubsectlon:

NEW SUBSECTION. Notwithatandlang subsectlon 2, a clalm for
credit or refund of the income tax pald ls considered tlmely
if the claim i3 filled with the department on or before June
30, 1986, it the taxpayecr's federal lncome tax was forgiven
undetr section 692(c) of the Internal Revenue Code of 1954
because the taxpayer died after November 17, 1978 as a reault
of wounds or injury lncurred due to military or terrocistic
actlion outslde the United States. To the extent the federal
income tax was forgliven under section 692(c) of the Internal
Revenue Code of 1954 for the tax year, the [owa lncome tax ls
also forglven,

Sec. 12, Sectlon 450.3, subsection 2, Code 198%, la
amended to read as follows:

2. By deed, grant, sale, glft or transfer made within
three years of the death of the grantor ot donoc, whlch is not
a bona Flde sale for an adequate and full conaidecatlion in
money or money's worth and which is in excess of the annual
gift tax exclusion allowable for each donee under sectlon
2503, subsections a b and e of the Internal Revenue Code of
1954 as defined in section &422.3. 1If both spouses consent, a

conditions provided for in section 2513 of the Intecnal
Revenue Code of 1954 as defined in section 422.3.
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Sec. 13. Section 3 of this Act is retroactive to January
1, 1984 for tax years beginning on or after that date.

Sec. l4. Sections 1, 2, 5, 6, 7, 8, and 9 of this Act are
retroactive to January 1, 1985 for tax years beginning on or
after that date.

Sec. 15. Section 12 of this Act is retroactive to July 1,
1984 for estates of persons dying on or after that date.

Sec. 16. This Act, being deemed of immediate importance,
takes effect from and after its publication in the Dallas
County News, a newspaper published in Adel, Iowa, and in The
Lamoni Chronicle, a newspaper published in Lamoni, Iowa.

ROBERT T. ANDERSON
President of the Senate

DONALD D. AVENSON
Speaker of the House

I hereby certify that this bill originated in the Senate and
is known as Senate File 561, Seventy-first General Assembly.

K. MARIE THAYER

j;%%wq Secretary of the Senate
Approved X0 , 1985
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