
flLED FEB 09 1987 

Passed Senate, Date 

Vote: Ayes Nays 

Approved 

A BILL FOR 

SENATE FILE I~ 
BY COMMITTEE ON WAYS AND 

MEANS 

~'f:~-1(~~~! /;,;"~ ~O ~ ) 
:I, - J 

Passed House, Date 

Vote: Ayes Nays 

1 An Act relating to the state's conforming its income, franchise, 

2 and death taxes with the new federal tax provisions by 

3 updating references to the Internal Revenue Code, rewriting 

4 the state minimum taxes to conform with the federal 

5 alternative minimum taxes, rewriting the state generation 

6 skipping transfer tax to conform with the ::ederal provisions, 

7 striking obsolete and repealed items, clarifying the taxation 
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of regulated investment company dividends ~nd sllares, 

Extending the statute of limitations [or certain refund 

claims, providing fer waiver of penalty for cnderpayment of 

11 estimated tax, and providing effective ~ates, 

12 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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SENATE FILE 136 

S-3025 

1 Amend Senate File 136 as follows: 
2 1: pag~ 25, line 31, by striking the figure "(2)" 
3 and InsertIng the following: "(1)", 
4 2: pag~ 32, line 34, by striking the figure "(2)" 
S and Inserting the following: "(1)", 
6 " .3, . Page ~6, line 18, by striking the word 
7 "D~str~butee and Inserting the following: 
8 Bz~trzb~tee Transferee", 
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S.P. H.F. 

1 Section 1. Section 422.3, subsection S, Code 1987, is 

2 amended by striking the subsection and inserting in lieu 

3 thereof the following: 

4 5. "Internal Revenue Code" means the Internal Revenue Code 

5 of 1954, prior to the date of its redesignation as the 

6 Internal Revenue Code of 1986 by the Tax Reform Act of 1986, 

7 or means the Internal Revenue Code of 1986 as amended to and 

8 including January 1, 1987, whichever is applicable. 

9 Sec. 2. Section 422.4, subsections 1, 4, 10, 11, 14, and 

10 18, Code 1987, are amended to read as follows: 

11 1. The words "taxable income" mean the net income as 

12 defined in section 422.7 minus the deductions allowed by 

13 section 422.9, in the case of individuals; in the case of 

14 estates or trusts, the words "taxable lncome" mean the taxable 

15 income (without a deduction for personal exemption) as 

16 computed for federal income tax purposes under the Internal 

17 Revenue Code of-l954, but with the adjustments specified in 

18 section 422.7 plus the Iowa income tax deducted in computing 

19 said taxable i~come and minus federal income taxes as provided 

20 in section 422.9. 

21 4. 

22 fiscal 

The words "tax year" mean the calendar 

year ending during such calendar year, 

year, or the 

upon the basis 

23 of which the net income is computed under this division. 

24 a. If a taxpayer has made the election provided by section 

25 441, subsection Of", of the Internal Revenue Code of-l95~, 

26 "tax year" means the annual period so elected, varying from 

27 fifty-two to fifty-three weeks. 

28 D. If the effective date or the applicability of a 

29 provision of this division is expressed in terms of a tax year 

30 beginning, including or ending with reference to a specified 

31 date which is the first or last day of a month, a tax year 

32 described in paragraph nan of this subsection shall be treated 

33 as beginning with the first day of the calendar month 

34 beginning nearest to the first day of the tax year or as 

35 ending with the last day of the calendar month ending nearest 
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1 to the last day of the tax year. 

2 c. This subsection is effective for tax years ending on or 

3 after December 14, 1975. 

4 10. The word "individual" means a natural person; and 

5 where an individual is permitted to file as a corporation, 

6 under the-p~o~i~ioft~-of th~ Internal Revenue Code of-t954, 

7 such fictional status shall not be recognized for purposes of 

8 this chapter, dnd ~neh the individual's taxable income shall 

9 be computed as required under the-p~o~±~io"s-of the Internal 

10 Revenue Code of-±954 relating to individuals not Ei1ing as a 

11 corporation, with the adjustments allowed by this chapter. 

12 11. The term "head of household" shall have the same 

13 meaning as provided by the Internal Revenue Code or-t954. 

14 14. The term "wages" shall have the same meaning as 

IS provided by the Internal Revenue Code or-t954. 

16 ±e.--~r-pnrpo~es-of-geetion-4~~.37-~nbgeet±on-57-the 

17 fntern8t-Reve"ne-€ode-ot-t954-3hatt-be-±nterp~eted-to-inelnde 

18 the-prov~~ions-of-?nb.-b.-No.-98-4. 

19 Sec. 3. Section 422.S, subsection 1, paragraph 0, Code 

20 1967, is amended to read as follows: 

21 o. There is imposed upon every resident and nor.~esident of 

22 this state, including estates and trusts, the greater of the 

23 tax determined in paragraphs "a" through "n" or the state 

24 alternative minimum tax equal to n~Me seventy-five perce~t of 

25 the maximum state individual income tax ~at~, tounde~~the 

26 nearest one-tenth of.?ne percent, of the st~te alternative 

27 minimum taxable income of the taxpayer as computed under this 

28 paragraph. 

29 The state alternative minimum taxable income of a taxpayer 

30 is equal to the taxpaye~'s state taxable income, as computed 

31 with the deductions in section 422.9, with the following 

32 adjustments: 

33 (1) Add items of tax preference included in federal 

34 alternative minimum taxable income under sectIon 57, except 

35 subsections fatt8t-a"d-fattHt (a)(1), (a)(2), and (a)(5), of 

-2-
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1 the Internal Revenue Code o€-l954, make the adjustments 

2 included in federal alternative minimum taxable income under 

3 section 56, except subsections (a)(4), (b)(l)(C)(iii), and 

4 (d), of the Internal Revenue Code, and add losses as required 

5 by section 58 of the Internal Revenue Code. In the case of an 

6 estate or trust, the items of tax preference, adjustments and 

7 losses shall be apportioned between the estate or trust and 

8 the beneficiaries in accordance with rules prescribed by the 

9 director. Por-ptlrpeses-oE-eomptl~ing-~he-i~ems-oE-tB~ 

10 preEerenee,-~he-qBin-or-%oss-€rom-the-EorEei~tlre-o€-Bn 

11 instBtlmen~-real-esta~e-eon~rae~,-~"e-~ransfe~-of-reai-or 

12 personal-property-seetlring-a-debt-te-B-ereditor-in 

13 eaneetlation-or-~ha~-debt-or-from-the-sale-er-e~e"Bnqe-of 

14 property-as-a-restlit-or-ae~tlal-notiee-~€-€oree%estlre-s"all-no~ 

15 be-taken-in~o-aeeotln~-in-eomptlting-ne~-eapitBi-gain-ir-aii-or 

16 the-ro%%owin~-eonditions-are-met~ 

17 tat--Phe-for€ei~tlre,-~rBnsrer,-or-sale-or-exehBnge-wBs-done 

18 ror-the-ptlrpose-or-establishinq-a-positive-eas"-€low7 

19 tbt--fmmediBteiy-before-the-rorreittlre,-transrer,-or-SBle 

20 or-e~e"Bnge,-the-taxpayer~s-debt-to-Bsset-ratio-e~eeeded 

21 seventy-Eive-pereent-as-eomptlted-tlnder-generally-aeeepted 

22 aeeotlnting-prae~iees. 

23 tet--~he-ta~payer~s-net-worth-at-t"e-end-or-the-tBx-year-is 

24 less-than-seventy-€ive-thotlsand-dollars. 

25 fn-determininq-a-tBxpByer~s-net-wor~h-a~-~he-end-or-the-~a~ 

26 year-a-taxpayer-shall-ineitlde-any-asset-trans€erred-wi~hin-one 

27 htlndred-twen~y-dBys-prior-to-the-end-o€-the-ta~-year-withotlt 

28 Bdeqtlate-and-ftl%l-eonsideration-in-money-or-money~s-wort".--fn 

29 determining-the-tB~pByerLs-debt-to-Bsset-ratio,-the-taxpayer 

30 shali-ine±tloe-any-asset-transEerred,-wtthin-one-"tlndrea-twenty 

31 days-prior-to-stleh-forfeittlre,-trans€er,-or-sale-or-exehange, 

32 withotlt-aoeqtlate-Bnd-ftlll-eonsideration-in-money-or-moneyLs 

33 worth.--Por-ptlrposes-or-this-stlbseetion,-aettlai-notiee-of 

34 €oreelostlre-ineltldes7-btlt-is-not-lim±ted-to7-bankrtl~tey-or 

35 wrirten-notiee-from-a-ereditor-of-thc-ereditorLe-intent-to 
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1 £oreeiose-where-~here-±s-reasonabi~-bei±e£-~nat-~ne-ered±~or 

2 ean-£oree-a-saie-o£-~ne-proper~y~ 

3 (2) Subtract the applicable exemption amount as follows: 

4 (a) Seventeen thousand five hundred dollars for a married 

5 person who files separaceiy or for an estate or trust. 
6 (b) Twenty-six thousand dollars for a single person or an 

7 unmarried head of household. 
8 (c) Thirty-five thousand dOllars for a married couple 

9 which files a joint return. 

10 (3) In the case of a net operating loss computed for a tax 

11 year beginning after December 31, 1982 which is carried back 

12 or carried forward to the current taxable year, the net 

13 operating loss shall be reduced by the amount of the items of 
14 tax preference arising in such year which was taken into 

15 account in computing the net operating loss in section 422.9, 
16 subsection 3. The deduction for a net operating loss for a 

17 tax year beginning after December 31, 1986 which is carried 

18 back or carried forward to the current taxable year shall not 

19 exceed ninety percent of the alternative minimum taxable 

20 income determined without regard for the net operating loss 

21 deduction. 
22 t4t--Add-~he-amottn~-by-wn±eh-~ne-a99re9a~e-io~ses-£rom-aii 

23 pass±ve-ae~±v±~±es,-redtteed-by-~ne-a99re9a~e-±neome-£rom 
24 pass±ve-ae~±v±~±es,-exeeed-~ne-sttm-o£-~ne-~axpayerLs-easn 

25 bas±s-±n-pass±ve-ae~±v±~±es-wh±en-are-no~-~ax-shei~ers-pitt~ 

26 ~ne-iesser-o£-~ne-~axpayerLs-easn-bas±s-±n-pass±ve-aee±v±~±es 

27 wn±en-are-~ax-snei~ers-or-£±£~y-~nottsand-doiiars~--Por 
28 pttrposes-o£-~h±s-sttbpara9rapn-~he-£oiiow±n9-appiy~ 

29 tat--UPax-snei~eru-means-~ne-~ame-as-de£±ned-±n-see~±on 

30 46it±tt3t-o£-~ne-fn~ernai-Reventte-eode-o£-i9547 

31 tbt--UPas~±ve-ae~±v±~yU-means-an-ae~±v±~y-wnere-a 

32 sttbs~an~±ai-por~±on-o£-~ne-±neome-£rom-~ne-ae~±v±~y-±s-£rom-a 

33 ~rade-or-btts±ness~--Ren~s-and-royai~±es-are-±neome-£rom-a 

34 ~rade-or-btts±ness~--uPass±ve-ae~±v±~yU-does-noe-±neittde, 

35 exeep~-±n-~ne-ease-o£-i±m±~ed-par~ner~,-an-ae~±~±~y-wnere-~ne 
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1 ~a~payer-or-~a~paye~L~-~potl~e-ma~eria~~y-par~ieipa~e~-in-~he 

2 ae~i~i~y-o~-p~o~ide~-~tlh~~en~ia+-pe~~onal-~er~iees-for-~he 

3 ae~iyi~y~--A-~o~~-inetl~red-from-e-fa~min9-htl~ine~~7-as-defined 

4 in-see~ion-464tet-of-~he-fn~ernal-Re~entle-€ode-of-l9547-wi~~ 

5 no~-he-eonsidered-fo~-ptlrposes-of-~his-stlhpa~a9~aph-~o-~he 

6 e~~en~-~ha~-~he-~oss-is-tlsed-in-eomptl~in9-ne~-ineome-tlnde~ 

7 ~ee~ion-4~~~~~ 

8 tet--llea~h-ba~i~ll-mean~-±n-~he-ea~e-of-an-in~ere~t-in-a 

9 par~nership7-~he-ed1tl~~ed-basis-of-the--~expayerLs-interest 

10 dete~mined-withotlt-~e9a~d-~o-any-tiahi~ity-of-or-amotlnt 

11 bo~~owed-by-the-pe~tne~~hip-wi~h-~espee~-~o-the-pertner~hip 

12 whieh-we~-seetlred-hy-any-a~~et~-oE-the-pa~tne~ship7-and-in-att 

13 othe~-ea~e~,-~he-ad1tl~ted-hasis-of-~he-~e~payerL~-inte~e~t 

14 de~e~mined-tlnder-prineiptes-reta~in9-~o-the-ea~e-of-a 

15 par~ner~hip~ 

16 tdt--A-lo~s-f~om-any-ae~i~ity-sha~~-he-determined-tlnder-the 

17 p~ineiple~-oE-~eetion-465tdt-of-~he-fn~e~nai-Re~entle-Eode-of 

18 1954-exeept-that-to-the-extent-tha~-any-dedtletion-is-an-item 

19 of-tax-prefe~enee-in-this-see~ion7-~ha~-dedtletion-~hali-not-be 

20 taken-into-aeeotlnt. 

21 tet--A-loss-f~om-an-aetiyity-that-is-disaliowed-tlnde~-thi~ 

22 stlhpa~a9~aph-shait-be-trea~ed-as-a-dedtle~ion-ellowable-to-that 

23 aet~~ity-in-the-·fi~st-stleeeedin9-tax-year. 

24 tft--fE-the-~axpayer-disposes-of-the-~a~payerL~-entire 

25 inte~est-in-a-passi~e-aeti~i~7-dtlrin9-a-ta~-year,-the-amotlnt 

26 of-toss-a~~ribtlted-~o-the-aeti~ity-determined-eEter-earryoyers 

27 in-part-tet-oE-this-stlbpara9raph7-sha~+-he-a+~owed-in 

28 eomptl~in9-alte~nati~e-minimtlm-taxable-ineome-and-shett-not-be 

29 trea~ed-as-a-loss-Eo~-ptlrpoSes-of-this-stlbpa~a9raph~ 

30 Phe-s~a~e-atte~na~iye-minimtlm-~ax-of-a-~axpayer-whose-i~ems 

31 of-~ax-p~eferenee-ineltlde-the-9ain-o~-toss-E~om-the-EorEeittl~e 

32 of-an-ins~atlment-~eai-estate-eont~aet,-the-~~ansEer-oE-real 

33 or-pe~~onal-proper~y-seetlrin9-a-deb~-to-a-e~edi~or-in 

34 eaneellation-oE-that-deb~-or-E~om-~he-sale-or-exehange-of 

35 p~operty-as-e-restlit-ef-eettla±-not±e~-ef-fo~eelostl~e-where-t~e 
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1 fa~~-ma~kee-vai~e-of-ehe-taxpaye~~~-a~~eta-exeeecia-the 

2 taxpaye~~a-ii8biiitiea-immeciiateiy-before-a~eh-forfe~eore, 

3 era~afe~7-o~-aale-or-exehan~e-ahall-not-be-~reater-then-a~eh 

4 exeesa7-ineloding-eny-~~set-transferred-w±thin-one-h~narea 

5 twenty-eayg-prier-to-stleh-forfeittl~e7-trensfer7-0r-geie-or 

6 e,.ehenge. 

7 In the case of a resident, including a resident estate or 

8 trust, the state's apportioned share of the state alternative 

9 minimum tax is one hundred percent of the state alternative 

10 minimum tax computed in this subsection. In the case of a 

11 nonresident, i~cluding a nonresident estate or trust, or an 

12 individual, estate or trust that is domiciled in the state for 

13 less than the entire tax year, the state's apportioned share 

14 of the state alternative minimum tax is the amount of tax 

15 computed under this subsection, reduced by the applicable 

16 credits in sections 422.10, 422.11, 422.11A and 422.12 and 

17 this result multiplied by a fraction with a numerator of the 

18 sum of state net income allocated to Iow3 as determined in 

19 section 422.8, subsection 2, and plUS tax preference items~ 

20 adjustments, and losses under sUbparagraph (1) attributable to 

21 Iowa and with a denominator of the sum of total net income 

22 computed under section 422.7 and all tax preference items~ 

23 adjustments, and losses under subparagraph (1). In computing 

24 this fraction, those items excludable under subparagraph (1) 

25 shall not be used in computing the tax preference items. 

26 Married taxpayers electing to file separate returns or 

27 separately on a combined return must allocate the minimum tax 

28 computed in this subsection in the proportion that each 

29 spouse's respective preference itemsL tlncie~-geetieM-5T-of-~he 

30 fnternei-Reventle-€ode-or-i954 adjustments, and losses under 

31 subparagraph (1) bear to the combined preference items L 

32 adjustments, and losses under subparagraph (1) of both 

33 spouses. 

34 Sec. 4. Section 422.5, subsections 6 and :0, Code 1987, 

35 are amended to read as follows: 
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1 6. A person who is disabled, is sixty-two years of age or 

2 older or is the surviving spouse of an individual or survivor 

3 having an insurable interest in an individual who would have 

4 qualified for the exemption under this paragraph for this tax 

5 year and receives one or more annuities from the United States 

6 civil service retirement and disability trust fund, and whose 

7 net income, as defined in section 422.7, is sufficient to 

8 require that the tax be imposed upon it under this section, 

9 may determine final taxable income for purposes of imposition 

10 of the tax by excluding the amount of annuities received from 

11 the United States civil service retirement and disability 

12 trust fund, which are not already excluded in determining net 

13 income, as defined in section 422.7, up to a maximum each tax 

14 year of five thousand five hundred dollars for a person who 

15 files a separate state income tax return and eight thousand 

16 dollars total for a husband and wife who file a joint state 

17 income tax return. However, a surviving spouse who is not 

18 disabled or sixty-two years of age or older can only exclude 

19 the amount of annuities received as a result of the death of 

20 the other spouse. The amount of the exemption shall be 

21 reduced by the amount of any social security benefits 

22 received. For the purpose of this section, the amount of 

23 annuities received from the United States civil service 

24 retirement and disability trust fund taxable under the 

25 Internal Revenue Code of-l954 shall be included in net income 

26 for purposes of determining eligibility under the five 

27 thousand dollar or less exclusion. 

28 10. In addition to the other taxes imposed by this 

29 section, a tax is imposed on tt·e amount of a lump sum 

30 distribution for which the taxpayer has elected under section 

]1 402(e) of the Internal Revenue Code of-i954 to be separately 

]2 taxed for federal income tax purposes for the tax year. The 

33 rate of tax is equal ~o twenty-five percent of the separate 

34 federal tax imposed on the amount of the lump sum 

35 distribution. A nonresident ~5 liable for this tax only on • 
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1 that portion of the lump sum distribution allocable to Io~a. 

2 The total amount of the lUwp sum distribution subject to 

3 separate federal tax shall be included in net incor.,,~ fo:: 

4 purposes of determining eligibility under the five thvusand 

5 dollar or less exclubion. 

6 Sec. 5. Section 422.5, subsection 8, Code 1987, is amended 

7 by striking the subsection. 

8 Sec. 6. Section 422.6, unnumbered paragraph 2, Code 1987, 

9 is amended to read as follows: 

10 The beneficiary of a trust who receives an accumulation 

11 distribution shall be allowed credit without interest for the 

12 Iowa income taxes paid by the trust attributable to such 

13 accumulation distribution in a manner corresponding to the 

14 provisions for credit under the federal income tax relating to 

15 accumulation distributions as contained in the Internal 

16 Revenue Code o~-r95+. The trust shall not be entitled to a 

17 refund of taxes paid on the distributions. The trust shall 

18 maintain detailed records to verify the computation of the 

19 tax. 

20 Sec. 7. Section 422.7, Code 1987, is amended to read as 

21 follows: 

22 422.7 "NET INCOME" -- HOW COMPUTED. 

23 The term "net income" means the adjusted gross income as 

24 properly computed for federal income tax purposes under the 

25 Internal Revenue Code of-1954, with the following adjustments: 

26 1. Subtract interest and dividends from federal 

27 securities. 

28 2. Add interest and dividends from foreign securities and 

29 from securities of state and other political subdivisions 

30 exempt from federal income tax under the Internal Revenue Code 

31 of-:l:95<4. 

32 3. Where the adjusted gross income includes capital gains 

33 or losses, or gains or losses from property other than capital 

34 assets, and such gains or !osses have been dptermined by using 

35 a basis established prior to January 1, 1934, an adjustment 
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1 may be made, under rules prescribed by the director, to 

2 reElect the difference resulting from the use of a basis oE 
3 cost or January 1, 1934, fair market value, less depreciation 

4 allowed or allowable, whichever is higher. Provided that the 

5 basis shall be fair market value as of January 1, 1955, less 

6 depreciation allowed or allowable, in the case of property 

7 acquired prior to that date if use of a prior basis is 

8 declared to be invalid. 

9 4. Subtract installment payments received by a beneficiary 

10 under an annuity which was purchased under an employee's 

11 pension or retirement plan when the commuted value of said 

12 installments has been included as a part of the decedent 

13 employee's estate for Iowa inheritance tax purposes. 

14 57--Add-~he-amoa"~-by-whi~h-th~-ba~i~-of-qaa~ifi~d 

15 de~~eeiab~e-p~ope~ty-is-reqaired-to-be-i"e~eased-fo~ 

16 de~~eeia~io"-~arpoges-a"der-the-f"ter"a~-Re~e"ae-€ode 

17 Amendments-A~t-of-i964-to-the-extent-that-saeh-amotlnt-eqaa~s 

18 the-net-amoant-of-the-speeia~-dedaetion-a~~owed-on-the-basis 

19 of-the-amoant-by-whieh-the-depreeiab~e-bas±s-of-saeh-qaa±ified 

20 property-was-reqaired-to-be-~edaeed-fo~-depreeiatio"-ptl~pOSe5 

21 ande~-the-fnte~"a~-Re~e"ae-€ode-Amendme"ts-Aet-ef-~96r7--~he 

22 u"et-amoa"t-of-the-speeia~-dedaetionll-sh8±±-be-eompated-by 

23 taki"9-the-stlm-of-the-amoa"ts-by-whieh-the-basis-of-qaa±ified 

24 pro~e~ty-was-reqtli~ed-to-be-dee~eased-fo~-dep~e~iatio" 

25 pa~poses-for-the-yea~s-r962-and-±963-and-stlbt~aetin9-f~om-it 

26 the-stlm-ef-the-amotl"ts-by-whieh-the-basi5-of-saeh-p~operty-was 

27 ~eqtli~ed-to-be-±nereased,-prior-to-±964,-for-dep~eeiatio"-o~ 

28 di~positio"-ptl~poses-ander-the-fnte~na~-Re~enae-€ode 

29 Amendme"~s-Aet-of-=96r7 

30 6. Individual taxpayers and married taxpayers who file a 

31 joint federal income tax return and who elect to file a joint 

32 return, separate returns or separate filing on a combined 

33 return for Iowa income tax purposes, may avail themselves of 

34 the disability income exclusion and shall compute the amount 

3S ot the disabil:ty income exc!usion s:lbject to the limitations 

-9-
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1 for jOint federal income tax return filers pro~ided by section 

2 105(d) of the Internal Revenue Code of-~954. The disabiLity 

3 income exclusion provided in section lOS (d) of the Internal 

4 Revenue Code or-x954, as amended up to and including December 

5 31, 1982, continues to apply for state income tax purposes for 

6 tax years beginning on or after January 1, 1984. 

7 7. Add to the taxable income of trusts, that portion of 

8 trust income excluded from federal taxable income under 

9 section 641(c) of the Internal Revenue Code or-l954. 

10 8. Married taxpayers who file a joint federal income tax 

11 return and who elect to file separate returns or separate 

12 filing on a combined return for Iowa income tax purposes, may 

13 avail themselves of the expensing of business assets and 

14 capital loss provisions of sections 179(3) and 1211(b) 

IS respectively of the Internal Revenue Code or-t954 and shall 

16 compute the amount of expensing of business assets and capital 

17 loss subject to the limitations for joint federal income tax 

18 return filers provided by sections 179(b) and 1211(b) 

19 respectively of the Internal Revenue Code of-i954. 

20 9. Subtract the amount of the jobs tax credit allowable 

21 for the tax year under section 51 of the Internal Revenue Code 

22 of-l954 to the extent that the credit increased federal 

23 adjusted gross income. 

24 10. Married taxpayers, who file a joint federal income tax 

25 return and who elect to file separate returns or separate 

26 filing on a combined return for state income tax purposes, 

27 shall include in net income any unemployment compensation 

28 benefits received subject to the limitations for jOint federal 

29 income tax return filers orovided in section 85 of the . . 
30 Internal Revenue Code of-i954. 

31 11. Subtract the amount of the alcohol fuel credit 

32 allowable for the tax year under section 40 or the Internal 

33 Revenue Code of-i954 to the extent that the credit increased 

34 federal adjusted gross income. 

35 12. Married taxpaye~s, who ::le a joint federal income tax 
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1 return and who elect to file separate returns or separate 

2 filing on a combined return for state income tax purposes, may 

3 avail themselves of the dividend exclusion provisions of 

4 section 116(a) of the Internal Revenue Code o~-t9S4 and shall 

5 compute the dividend exclusion subject to the limitations for 

6 joint federal income tax return filers provided by section 

7 116(a) of the Internal Revenue Code of-l954. 

8 13. The exclusion of interest income provided by section 

9 128 of the Internal Revenue Code o~-t9S4 is not applicable in 

10 computing Iowa net income for tax years beginning on or after 

11 January 1, 1981 and before January 1, 1984. 

12 14. The ceduction for a married couple where both persons 

13 are wage earners which is provided by section 221 of the 

14 Internal Revenue Code o~-t9S4 is not applicable in computing 

15 Iowa net income for tax years beginning on or after January 1, 

16 1982. 

17 l5.--Phe-ded~etion-attowed-~nde~-~eetion-t6~tht-of-the 

18 rnte~nat-Reventle-eode-of-r954-is-not-apptieabte-±n-eemp~ting 

19 rowa-net-ineome-fo~-any-ta~-yea~-beg±nning-on-o~-befe~e 

20 6eeembe~-3t,-t986.--Phe-dedtlet±on-attowed-~nde~-seetien-664-of 

21 the-Pa~-Refo~m-Aet-o~-t9~6,-as-amended-tlp-to-and-inet~ding 

22 Beeember-3l,-r988,-i~-attowabte-in-eomp~t±ng-fowa-net-ineome, 

23 ~or-ta~-year~-beg±nning-en-er-be~ere-geeember-3t,-t988,-tlnder 

24 provisions-effeeti~e-~e~-the-year-for-wh±eh-the-~ettl~n-is 

25 made.--Phe-dedtlet±en-attowed-tlnder-seetion-l6~tht-of-the 

26 rnternat-Reventle-eode-ef-t954-i~-not-appt±eabte-±n-eomptlting 

27 fowa-net-ineome-for-any-ta~-year-beginning-on-or-after-dantlary 

28 t,-t98±.--Phe-dedtletion-attowed-tlnde~-seetien-6a4-of-the-Pax 

29 Refe~m-Aet-of-!976,-as-amended-tlp-te-and-inettld±ng-Beeember 

30 3t,-±98a,-is-atiowabie-in-eemptlting-iowa-net-ineome-~or-ta~ 

31 yea~s-be9innin9-en-er-after-dantla~y-t,-t98i.--Phe-ma~imtlm 

32 attowabie-dedtletion,-othe~-than-fe~-travei-expeMse,-~haii-not 

33 e~eeed-fifty-det±Br~-per-da,,-where-the-taxpaye~-eteets-on-the 

34 fowa-~eto~n-to-be-~eve~ne6-by-~eetien-6a~-ef-the-~ax-Refe~~ 

35 Aet-~f-±976,-8~-afflended-tlp-to-6nd-~ne±tld~n~-3ee~mbe~-3±,-±988, 
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1 tl~iess-~he-taxpayer-±tem~z~d-ex~eftses~ 

2 16. Add the amounts deducted and subtract the amounts 

3 included as income as a result of the treatment 

under section 168{f){8) of 
provided sale
the Internal 4 leaseback agreements 

5 Revenue Code o~-l954 for property placed in service by the 

6 transferee prior to January I, 1986 to the extent that the 

7 amounts deducted and the amounts included in income are not 

8 otherwise deductible or included in income under the Internal 

9 Revenue Code of-l954 as amended to and including December 31, 

10 1985. Entitlement to depreciation on any property included in 

11 a sale-leaseback agreement which is placed in service by the 

12 transferee prior to January I, 1986 shall be determined under 

13 the Internal Revenue Code o~-l954 as amended to and including 

14 December 31, 1985, excluding section 168{f){8) in making the 

15 determination. 

16 %~~--S~bt~aet-the-amou~t-of-~nempioyme~t-eompe~sation-to-be 

17 i~e%~ded-in-fowa-net-ineome-for-any-tax-year7--Add-baek-the 

18 amo~nt-ot-tlnemproyment-eompensation-eomptlted-tlnder-seetion-85 

19 of-the-fnternal-Re~entle-eode-ot-l9S47-ag-amended-tlp-to-and 

20 ine±uding-eeeember-3i7-198i7--~h±s-subseetien-±g-etfeeti~e 

21 on±y-to~-the-tax-year-be~innin9-on-or-a~te~-aantla~y-i7-198? 
22 and-before-eeeembe~-3±.-±98l7 

23 18. If the adjusted gross income includes income or loss 

24 from a small business operated by the taxpayer, an additional 

25 deduction shall be allowed in computing the income or loss 

26 from the small business if the small business hired for 

27 employment in the state during its annual accounting period 

28 ending with or during the taxpayer's tax year any of the 

29 following: 

30 a. A handicapped individual domiciled in this state at the 

31 time of the hiring who meets any of the following conditions: 

32 (i) Has a physical or mental impairment whiCh 

33 substantially limits one or more major life activities. 

34 (2) Has a record of that impairment. 

35 (3) Is regarded as having that impairment. 

-12-
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1 b. An individual domiciled in this state at the time of 

2 the hiring who meets any of the 

3 (1) Has been convicted of a 

following conditions: 

felony in this or any other 

4 state or the District of Columbia. 

5 ( 2) Is on parole pursuant to chapter 906. 

6 ( 3) Is on probation pursuant to chapter 907, for an 

7 offense other than a simple misdemeanor. 

8 ( 4) Is in a work release program pursuant to chapter 246, 

9 division IX. 

10 c. An individual, whether or not domiciled in this state 

11 at the time of the hiring, who is on parole or probation and 

12 to whom the interstate probation and parole compact under 

13 section 907A.I applies. 

14 The amount of the additional deduction is equal to fifty 

15 percent of the wages paid to individuals named in paragraphs 

16 "a", "b", and "c" who were hired for the first time by that 

17 business during the annual accounting period for work done in 

18 the state. This additional deduction is allowed for the wages 

19 paid to those individuals successfully completi~g a 

20 probationary period during the twelve months following the 

21 date of first employment by the business and shall be deducted 

22 at the close of the annual accounting period. 

23 The additional deduction shall not be allowed for wages 

24 paid to an individual who was hired to replace an individual 

25 whose employment was terminated within the twelve-month period 

26 preceding the date of first employment. However, if the 

27 individual being replaced left employment voluntarily without 

28 good cause attributable to the employer or if the individual 

29 was discharged for misconduct in connection with the 

30 individual's employment as determined by the division of job 

31 service of the department of employment services, the 

32 additional deduction shall be allowed. 

33 A taxpayer who is a partner of a partnership or a 

34 sharenolder of a subchapter S corporation, may deduct 

35 portion of wages qualif:ed under :his subsection paid 
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1 partnership or subchapter S corporation based on the 

2 taxpayer's pro rata share or the profits or losses froro the 

3 partnership or subchapter 5 corporation. 

4 For purposes of this subsection, "physical or mental 

5 impairment" means any physiological disorder or conditlon, 

6 cosmetic disfigurement, or anatomical loss aUect:'ng one or 

7 more of the body systems or any mental or psychological 

8 disorder, including mental retardation, organic brain 

9 syndrome, emotional or mental illness and specific learning 

10 disabilities. 

11 For purposes of this subsection, "small business" means 

12 small business as defined in section 220.1, subsection 28, 

13 except that it shall also include the operation of a farm. 

14 19. Married taxpayers, who file a joint federal income tax 

15 return and who elect to file separate returns or who elect 

16 separate filing on a combined return for state income tax 

17 purposes, shall include in net income any social security 

18 benefits e~-tie~-1-~6il~06d-~eti~eme"t-be"efitg received to 

19 the same extent as those benefits are taxable on the 

20 taxpayer's joint federal return for that year under section 86 

21 of the Internal Revenue Code ef-i954. The benefits included 

22 in net income must be allocated between the spouses in the 

23 ratio of the social security benefits o~-tier-l-raii~ead 

24 ~eti~ement-benefitg received by each spouse to the total of 

25 these benefits received by both spouses. 

26 ~e.--Stlbt~aet-the-tlnemployment-eompengatio"-beneeitg-for 

27 tax-yearg-beginni"g-e"-3antla~y-i,-±919-~o-the-extent-those 

28 benef±t~-had-been-±ne~tlded-in-net-ineome-on-8-~e~~~"-fited 

29 befe~e-da"tlary-t7-198±-and-we~e-exeitlded-t~oM-i"eome-tlnder-Aet 

30 gee~ion-ie15-ot-t"e-~a~-Reform-Aet-of-i984.--Netwit~gtanding 

31 the-8tattlte-of-iimit8t~on8-g?eeitied-in-geetien-4rr.137 

32 8tlbgeetien-r,-t6xpayerg-who-wotl±d-be-be~~ed-from-etaiming-e 

33 ~eftlnd-o~-e~edit-freM-a"-eVer?8yment-restliting-from-t"e-eha"ge 

34 made-~y-Aet-geetion-ie15-ef-the-~6x-Reform-Ae~-o€-t984-ere 

35 entit~ed-to-reeeive-a-reftlnd-er-eredtt-if-~he1-file-a-e±6im 
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1 w~~h-~he-depar~men~-on-or-before-dtlne-397-i986~ 

2 21. Add the four percent of the basic salary of a judge, 

3 who is a member of the judicial retirement system established 

4 in chapter 602, article 9, which is exempt from federal income 

5 tax under the Internal Revenue Code of-i954. 

6 22. Add the combined net losses from passive farming 

7 activity in excess of twenty-five thousand dollars that offset 

8 income from other sources. Net losses under section 165 of 

9 the Internal Revenue Code of-i954, exclusive of net gains 

10 incurred passively from the operation of a farming business, 

11 as defined in section 464(e) of the Internal Revenue Code of 

12 i954, are to be combined from businesses, rents, partnerships, 

13 subchapter S corporations, estates or trusts except losses 

14 under sections 1211 and 1231 of the Internal Revenue Code of 

15 i954. For purposes of this subsection the following apply: 

16 a. "Passive activity· means an activity where the taxpayer 

17 or a member of the taxpayer's family as defined in section 

18 2032A(e)(2) of the Internal Revenue Code of-i954 does not ma-

19 terially participate in the activity or provide substantial 

20 personal services to the farming business. A taxpayer who IS 

21 retired or disabled as described in section 2032A(b)(4) of the 

22 Internal Revenue Code of-i954 or is a surviving spouse as 

23 described in section 2032A(b)(5) shall be treated as 

24 materially participating in the farming business. 

25 b. A loss from an activity that is disallowed under this 

26 subsection shall be treated as a deduction allowable to that 

27 activity in the first succeeding tax year. 

28 23. Add the amount of intangible drilling and development 

29 costs optionally deducted in the year paid or incurred as 

30 allowed under section 263(c) of the Internal Revenue Code of 

31 t954. ThIS amount may be recovered through cost depletion or 

32 depreciation, as appropriate under rules prescribed by the 

33 director. 

34 24. Add the percentage depletion amount deter~ined with 

35 respect to de oil, gas, or geotherreal we!l "SICg cethods in 
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1 section 613 of the Internal Revenue Code of-±954 that is in 

2 excess of the cost depletion amount determined under section 

3 611 of the Internal Revenue Code of-±954. 

4 25. Subtract the income or loss resulting from the 

5 forfeiture of an installment real estate cont~act, the 

6 transfer of real or personal property securing a debt to 

7 creditor in cancellation of that debt, or from the sale 

8 exchange of property as a result of actual notice of 

9 foreclosure if all of the following conditions are met: 

a 

or 

10 a. The forfeiture, transfer, or sale or exchange was done 

11 for the purpose of establishing a positive cash flow. 

12 b. Immediately before the forfeiture, transfer, or sale or 

13 exchange, the taxpayer's debt to asset ratio exceeded ninety 

14 percent as computed under generally accepted accounting 

15 practices. 

16 c. The taxpayer's net worth at the end of the tax year lS 

17 less than seventy-five thousand dollars. In determining a 

18 taxpayer's net worth at the end of the tax year a taxpayer 

19 shall include any asset transferred within one hundred twenty 

20 days prior to the end of the tax year without adequate and 

21 full consideration in money or money's worth. In determining 

22 the taxpayer's debt to asset ratio, the taxpayer shall include 

23 any asset transferred within one hundred twenty days prior to 

24 such forfeiture, transfer, or sale or exchange without 

25 adequate and full consideration in money or money's worth. 

26 For purposes of this subsection, actual notice of foreclosure 

27 includes, but is not limited to, bankruptcy or written notice 

28 from a creditor of the creditor's intent to foreclose where 

29 there is a reasonable belief that the creditor can force a 

30 sale of the asset. For purposes of this subsection, in the 

31 case of married taxpayers, except in the case of a husband and 

32 wife who live apart at all times during the tax year, the 

33 assets and liabilities of both spouses shall be c8nsidered for 

34 purposes of determining the taxpayer's net wor-h or the 

35 taxpayer's debt :0 asset catio. 
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1 Sec. 8. Section 422.7, subsection 2, Code 1987, is amended 

2 to read as follows: 

3 2. Add interest and dividends from foreign securities~ e~d 

4 from securities of state and other ~olitical subdivisions, and 

5 from regulated investment companies exempt from federal income 

6 tax under the Internal Revenue Code er-t9S4. 

7 Sec. 9. 

8 Code 1987, 

9 Sec. 10. 

Section 422.7, subsections 

are amended by striking the 

Section 422.7, Code 1987, 

10 the following new subsection: 

10, 12, 13, 14, and 22, 

subsections. 

is amended by adding 

11 NEW SUBSECTION. Subtract the loss on the sale or exchange 

12 of a share of a regulated investment company held for six 

13 months or less to the extent the loss was disallowed under 

14 section 852(b)(4)(B) of the Internal Revenue Code. 

15 Sec. 11. Section 422.9, subsections 1, 2, and 3, Code 

16 1987, are amended to read as fOllows: 

17 1. An optional standard deduction of fifteen percent of 

18 the net income after deduction of federal income tax, not to 

19 exceed one thousand two hundred dollars for a married person 

20 who files separately, one thousand two hundred dollars for a 

21 single person or three thousand dollars for a husband and wife 

22 who file a joint return, a surviving spouse as defined in 

23 section 2 of the Internal Revenue Code er-i954, or an 

24 unmarried head of household as defined in the Internal Revenue 

25 Code ef-i954. 

26 A taxpayer who claims the optional standard deduction under 

27 this subsection may, after claiming the optional standard 

28 deduction, claim the direct charitable contribution as allowed 

29 and subject to the same limitations provided under section 

30 170(i) of the Internal Revenue Code er-i9S4 for tax years 

31 ending on or before December 31, 1986. However, the deduction 

32 shall be computed as provided under section 170(i) of the 

33 Internal Revenue Code ee-i9S4 as applied to tax year :984. 

34 Married taxpayers who have filed a joint federal ret~rn and 

35 who e1.ect to file 5epa~ate ret~rns or separately on a combined 
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1 state return must allocate their allowable charitable 

2 deduction to each spouse in the proportion that each spouse's 

3 respective net income bears to the total combined net income. 

4 Taxpayers affected by the allocation provisions of section 

5 422.8 shall be permitted a deduction in the amount as is 

6 fairly and equitably allocable to Iowa under rules prescribed 

7 by the director. 

8 2. The total of contributions, interest, taxes, medical 

9 expense, nonbusiness losses and miscellaneous expenses 

10 deductible for federal income tax purposes under the Internal 

11 Revenue Code o£-±954, with the following adjustments: 

12 a. Subtract the deduction for Iowa income taxes. 

13 b. Add the amount of federal income taxes paid or accrued 

14 as the case may be, during the tax year, adjusted by any 

15 federal income tax refunds. Provided, however, that where 

16 married persons, who have filed a joint federal income tax 

17 return, file separately, such total shall be divided between 

18 them according to the portion thereof paid or accrued, as the 

19 case may be, by each. 

20 c. Add the amount by which expenses paid or incurred in 

21 connection with the adoption of a child by the taxpayer exceed 

22 three percent of the net income of the taxpayer, or of the 

23 taxpayer and spouse in the case of a joint return. The 

24 expenses may include medical and hospital expenses of the 

25 natural mother which are incident to the child's birth and are 

26 paid by the taxpayer, welfare agency fees, legal fees, and all 

27 other fees and costs relating to the adoption of a child if 

28 the child is placed by a child-placing agency licensed under 

29 chapter 238 or by a person making an independent placement 

30 according to the provisions of chapter 600. 

31 d. Add an additional deduction for mileage incurred by the 

32 taxpayer in voluntary work for a charitable organization 

33 consisting of the excess of the state employee mileage 

34 reimbursement over the amo~nt deductible for ~eoeral income 

35 tax purposes. The deduction shall be p!oven by the keepillg af 
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1 a contemporaneous diary by the person throughout the period of 

2 the voluntary work in the tax year. 

3 e. Subtract the adoption deduction permitted under section 

4 222 of the Internal Revenue Code of-t954. 

5 f. Add the amount, not to exceed five thousand dollars, of 

6 expenses not otherwise deductible under this section actually 

7 incurred in the home of the taxpayer for the care of a person 

8 who is the grandchild, child, parent, or grandparent of the 

9 taxpayer or the taxpayer's spouse ano who is unable, by reason 

10 of physical or mental disability, to live independently and is 

11 receiving, or would be eligible to receive if living in a 

12 health care facility licensed under chapter l35C, medical 

13 assistance benefits under chapter 249A. In the event that the 

14 person being cared for is receiving assistance benefits under 

15 chapter 239, the expenses not otherwise deductible shall be 

16 the net difference between the expenses actually incurred in 

17 caring for the person and the assistance benefits received 

18 under chapter 239. 

19 3. If after applying all of the adjustments provided for 

20 in section 422.7, the allocation provisions of section 422.8 

21 and the deductions allowable in this section subject to the 

22 modifications provided in section 172(d} of the Internal 

23 Revenue Code or-t951, the taxable income results in a net 

24 operating loss, the net operating loss shall be deducted as 

25 fOllows: 

26 a. The Iowa net operating loss shall be carried back three 

27 taxable years or to the taxable year in which the individual 

28 first earned income in Iowa whichever year is the later. 

29 b. The Iowa net operating loss remaining after being 

30 carried back as required in paragraph "a" of this subsection 

31 or if not required to be carried back shall be carried forward 

32 fifteen taxable years. 

33 c. If the election under section 172(b}(3}(C} of the 

34 Internal Reve~ue Code er-t951 is made, the Iowa ~et operating 

35 loss shall be carried forward fifteen taxable years. 
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1 Sec. 12. Section 422.9, subsection 1, unnumbered paragraph 

2 2, Code 1987, is amended by striking the paragraph. 

3 Sec. 13. Section 422.9, subsection 2, unnumbered paragraph 

4 I, Code 1987, is amended to read as follows: 

5 The total of contributions, interest, taxes, medical 

6 expense, moving expenses, nonbusiness losses and miscellaneous 

7 expenses deductible for federal income tax purposes under the 

8 Internal Revenue Code o~-19S4, with the following adjustments: 

9 Sec. 14. Section 422.9, subsection 2, paragraph e, Code 

10 1987, is amended by striking the paragraph. 

11 Sec. 15. Section 422.10, unnumbered paragraph I, Code 

12 1987, is amended to read as follows: 

13 The taxes imposed under this division shall be reduced by a 

14 state tax credit for increasing research activities in this 

15 state. For individuals, the credit shall-eqtlal equals six and 

16 one-half percent of the state's apportioned share of the 

17 qualifying expenditures for increasing research activities. 

18 The state's apportioned share of the qualifying expenditures 

19 for increasing research activities is a percent equal to the 

20 ratio of qualified research expenditures in this state to 

21 total qualified research expenditures. For purposes of this 

22 section, an individual may claim a research credit for 

23 qualifying research expenditures incurred by a partnership, 

24 subchapter S corporation, and estate or trust electing to have 

25 the income taxed directly to the individual. The amount 

26 claimed by the individual shall be based upon the pro rata 

27 share of the individual's earnings of a partnership, 

28 subchapter S corporation, or estate or trust. For purposes of 

29 this section, "qualifying expenditures for increasing research 

30 activities· means the qualifying expenditures as defined for 

31 the federal credit for increasing research activities which 

32 would be allowable under section 39 41 of the Internal Revenue 

33 Code of-t9547-in-etfeet-e~-~enHa~1-±7-198S. 

34 Sec. 16. Section 422.12, subsection I, paragraph c, Code 

35 1987, is amended :0 ~ead as follows: 
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c. 

in this 

meaning 

Sec. 

For each dependent, an additional ten dollars. As used 

section, the term "dependent" shall have the same 

as provided by the Internal Revenue Code o£-T954. 

17. Section 422.12, subsection 2, unnumbered 

5 paragraph I, Code 1987, is amended to read as follows: 

6 A child and dependent care credit equal to forty-five 

7 percent of the federal child and dependent care credit 

8 provided in section 21 of the Internal Revenue Code of-i954. 

9 Sec. 18. Section 422.13, subsection I, paragraph a, Code 

10 1987, is amended to read as follows: 

11 a. The individual is required to file a federal income tax 

12 return under the Internal Revenue Code ef-t954. 

13 Sec. 19. Section 422.16, subsection I, unnumbered 

14 paragraph I, Code 1987, is amended to ~ead as follows: 

15 Every withholding agent and every employer as defined in 

16 this chapter and further defined in the Internal Revenue Code 

17 ef-i954, with respect to income tax collected at source, 

18 making payment of wages to a nonresident employee working In 

19 Iowa, or to a resident employee, shall deduct and withhold 

20 from the wages an amount which will approximate the employee's 

21 annual tax liability on a calendar year basis, calculated on 

22 the basis of tables to be prepared by the department and 

23 schedules or percentage rates, based on the wages, to be 

24 prescribed by the department. Every employee or other person 

25 shall declare to the employer or withholding agent the number 

26 of the employee's or other person's personal exemptions and 

27 dependency exemptions or credits to be used in applying the 

28 tables and schedules or percentage rates. However, no greater 

29 number of personal or dependency exemptions or credits may be 

30 declared by the employee or other person than the number to 

31 which the employee or other person is entitled except as 

32 allowed under section 3402(m)(I) of the Internal Revenue Code 

33 of-i954. The claiming of exemptions or credits in excess of 

34 entitlement is a serious misdemeanor. 

35 Sec. 20. Section 422.l6. subsection 11. paragraphs a and 
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1 d, Code 1987, are amended to read as follows: 

2 d. Every person or married couple filing a return shdl~ 

3 make estimated tax payments if the person's or couple's Iowa 

4 income tax attributable to :ncome other than wages subject to 

5 withholding can reasonably be expected to amollnt to fifty 

6 dollars or more for the taxable year, except that, in the 

7 cases of farmers and fishers, the exceptions provided in the 

8 Internal Revenue Code ef-t954 with respect to making estimated 

9 payments shall apply. The estimated tax shall be paid in 

10 quarterly installments. The first installment shall be paid 

lIon or before the last day of the fourth month of the 

12 taxpayer's tax year for which the estimated payments apply. 

13 The other installments shall be paid on or before June 30, 

14 September 30, and January 31. However, at the election of the 

15 person or married couple, any installment of the estimated tax 

16 may be paid prior to the date prescribed for its payment. If 

17 a person or married couple filing a return has reason to 

18 believe that the person's or couple's Iowa income tax may 

19 increase or decrease, either for purposes of meeting the 

20 requirement to make estimated tax payments or for the purpose 

21 of increasing or decreasing estimated tax payments, shall 

22 increase or decrease any subsequent estimated tax payments 

23 accordingly. 

24 d. Any amount of estimated tax paid is a credit against 

25 the amount of tax found payable on a final, completed return, 

26 as provided in subsection 9, relating to the credit for the 

27 tax withheld against the tax found payable on a return 

28 properly and correctly prepared under sections 422.5 through 

29 422.25, and any overpayment of one dOllar or mote shall be 

30 refunded to the taxpayer and the return constitutes a claim 

31 for refund for this purpose. Amounts less than one dollar 

32 shall not be refunded. The method provided by the Internal 

33 Revenue Code ef-t954 for determining what is applicable to the 

34 addition to tax for underpayment of the tax paynble appl:es to 

35 persons ~equired to make payments of estimated tax :l~der this 
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1 section except the amount to be added to the tax for 

2 underpayment of estimated tax is an amount determined at the 

3 rate in effect under section 421.7. This addition to tax 

4 specified for underpayment of the tax payable is not subject 

5 to waiver provisions relating to reasonable cause, except as 

6 provided in the Internal Revenue Code of-t954. Underpayment 

7 of estimated tax shall be determined in the same manner as 

8 provided under the Internal Revenue Code of-t954 and the 

9 exceptions in the Internal Revenue Code ef-t954 also apply. 

10 Sec. 21. Section 422.20, subsection 2, Code 1987, is 

11 amended to read as follows: 

12 2. It shall be unlawful for any officer, employee, or 

13 agent, or former officer, employee, or agent of the state to 

14 disclose to any person, except as authorized in subsection 1 

15 of this section, any federal tax return or return information 

16 as defined in section 6103(b) of the Internal Revenue Code of 

17 t954. It shall further be unlawful for any person to whom any 

18 federal tax return or return information, as defined in 

19 section 6103(b) of the Internal Revenue Code of-t954, 1S 

20 disclosed in a manner unauthorized by subsectio~ 1 of this 

21 section to thereafter print or publish in any manner not 

22 provided by law any such return or return information. Any 

23 person corr~itting an offense against the foregolng provision 

24 shall be guilty of a serious misdemeanor. 

25 Sec. 22. Section 422.21, unnumbered paragraph 1, Code 

26 1987, is amended to read as follows: 

27 Returns shall be in the form the director 

28 time, prescribe, and shall be filed with the 

may, from time to 

department on or 

29 before the last day of the fourth month after the expirat10n 

30 of the tax year except that co-operative associations as 

31 defined in section 6072(d) of the Internal Revenue Code ef 

32 t954 shall file their returns on or before the fifteenth day 

33 of the nlnth month following the close of the taxable year. 

34 If, under the Internal Revenue Code ef-t9S4, a corporation is 

35 requiced to file a ~eturn coveri~g a tax period of :ess ~han 
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1 twelve months, the state return shall be for the same period 

2 and shall be due forty-five days after the due date of the 

3 federal tax return, excluding any extension of time to file. 

4 In case of sickness, absence, or other disability, or if good 

5 cause exists, the director may allow further time for filing 

6 returns. The director shall cause to be prepared blank forms 

7 for the returns and shall cause them to be distributed 

8 throughout the state and to be furnished upon application, but 

9 failure to receive or secure the form does not relieve the 

10 taxpayer from the obligation of making a return that is 

11 required. The department may as far as consistent with the 

12 Code draft income tax forms to conform to the income tax forms 

13 of the internal revenue department of the United States 

14 government. Each return by a taxpayer upon whom a tax is 

15 imposed by section 422.57-Stlbgeet±On-}7-pB~Bq~aph-Uqil shall 

16 show the county of the residence of the taxpayer. 

17 Sec. 23. Section 422.25, subsection 1, unnumbered 

18 paragraph 1, Code 1987, is amended to read as follows: 

19 Within three years after the return is filed or within 

20 three years after the return became due, including any 

21 extensions of time for filing, whichever time is the later, 

22 the department shall examine it and determine the correct 

23 amount of tax, and the amount determined by the department 1S 

24 the tax. However, if the taxpayer omits from income an amount 

25 whiCh will, under the Internal Revenue Code of-t954, extend 

26 the statute of limitations for assessment of federal tax to 

27 six years under the federal law, the period for examination 

28 and determination is SlX years. In addition to the applicable 

29 period of limitation for examination and determination, the 

30 department may make an examination and determination at any 

31 time within six months from the date of receipt by the 

32 department of written notice from the taxpayer of the Einal 

33 disposition of any matter between the taxpayer and the 

34 internal revenue service with respect to the particular :ax 

35 year. In order to begin the running of the six-~o~ths' 
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period, the notice shall be 

to inform the department of 

to that year, and a copy of 

final disposition or final 

attached to the notice. 

in writing in any form sufficient 

the final disposition with respect 

the federal document showing the 

federal adjustments shall be 

6 Sec. 24. Section 422.32, subsections 4 and 11, Code 1987, 

7 are amended to read as follows: 

8 4. The term "affiliated group" means a group of 

9 corporations as defined in section 1504(a) of the Internal 

10 Revenue Code of-t954. 

11 ±±~--PO~-ptl~poses-of-see~~eft-4~~737-Stlbsee~ioft-57-the 

12 fn~e~ft8±-Re~entte-eode-of-i954-sh8±±-be-~ft~erp~eted-to-~ne±tlde 

13 the-pro~isions-of-Pttb~-b7-No.-98-4. 

14 Sec. 25. Section 422.33, subsection 4, Code 1987, is 

15 amended by striking the subsection and inserting in lieu 

16 thereof the following: 

17 4. In addition to all taxes imposed under this division, 

18 there is imposed upon each corporation doing business within 

19 the state the greater of the tax determined in subsection 1, 

20 paragraphs "an through "d" or the state alternative minimum 

21 tax equal to sixty percent of the maximum state corporate 

22 income tax rate, rounded to the nearest one-tenth of one 

23 percent, of the state alternative minimum taxable income of 

24 the taxpayer computed under this subsection. 

25 The state alternative minimum taxable income of a taxpayer 

26 is equal to the taxpayer's state taxable income as computed 

27 with the adjustments in section 422.35 and with the following 

28 adjustments: 

29 a. Add items of tax preference included in federal 

30 alternative minimum taxable income ~nder section 57, except 

31 subsections (a)(2) and (a)(S), of the Internal Revenue Code, 

32 make the adjustments included in federal alternative minimum 

33 taxable income under section 56, except subsections (a){4) and 

34 (d), of the Internal Revenue Code, and add losses as ~equ~red 

35 by section 58 of :he !nter~al Revell~e C~de. l~ ~aKl~g the 
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1 adjustment under section 56(c)(1) of the Internal Revenue 

2 Code, interest and dividends from federal securities net of 

3 amortization of any discount or premium shall be subtracted. 

4 b. Apply the allocation and apportionment provisions of 

5 subsection 2. 

6 c. Subtract an exemption amount of forty thousand dollars. 

7 d. In the case of a net operating loss computed for a tax 

8 year beginning after December 31, 1986 which is carried back 

9 or carried forward to the current taxable year, the net 

10 operating loss shall be reduced by the amount of items of tax 

11 preference and adjustments arising in the tax year which is 

12 taken into account in computing the net operating loss in 

13 section 422.35, subsection 13. The deduction for a net 

14 operating loss for a tax year beginning after December 31, 

15 1986 which is carried back or carried forward to the current 

16 taxable year shall not exceed ninety percent of the 

17 alternative minimum taxable income determined without regard 

18 for the net operating loss deduction. 

19 Sec. 26. Section 422.33, subsection 5, Code 1987, is 

20 amended to read as follows: 

21 5. The taxes imposed under this division shall be reduced 

22 by a state tax credit for increasing research activities in 

23 this state equal to six and one-half percent of the state's 

24 apportioned share of the qualifying expenditures for 

25 increasing research activities. The state's apportioned share 

26 of the qualifying expenditures for inc~easing research 

27 activities is a percent equal to the ratio of qualified 

28 research expenditures in this state to the total qualified 

29 research expenditures. For purposes of this subsection, 

30 "qualifying expenditures for increasing research activities" 

31 means the qualifying expenditures as defined for the federal 

32 credit for increasing research activities which would be 

JJ allowable under section 39 41 of the :nternal Revenue Code of 

34 ±9547-i~-eEfeet-o~-~a"~a~Y-±7-±985. 

35 Any credit in excess of t~e tax liability Eor the taxable 
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1 year shall be refunded with interest computed under section 

2 422.25. In lieu of claiming a refund, a taxpayer may elect to 

3 have the overpayment shown on its final, completed return 

4 credited to the tax liability for the following taxable year. 

5 Sec. 27. Section 422.35, Code 1987, is amended to read as 

6 follows: 

7 422.35 NET INCOME OF CORPORATION -- HOW COMPUTED. 

8 The term "net income" means the taxable income before the 

9 net operating loss deduction, as properly computed for federal 

10 income tax purposes under the Internal Revenue Code of-~954, 

11 with the following adjustments: 

12 1. Subtract interest and dividends from federal 

13 securities. 

14 2. Add interest and dividends from foreign securities and 

15 from securities of state and other political subdivisions 

16 exempt from federal income tax under the Internal Revenue Code 

17 of-t954. 

18 3. Where the net income includes capital gains or losses, 

19 or gains or losses from property other than capital assets, 

20 and such gains or losses have been determined by using a basis 

21 established prior to January 1, 1934, an adjustment may be 

22 made, under rules and regulations prescribed by the director, 

23 to reflect the difference resulting Erom the use of a basis of 

24 cost or January 1, 1934, fair market value, less depreciation 

25 allowed or allowable, whiChever is higher. Provided that the 

26 basis shall be fair market value as of January 1, 1955, less 

27 depreciation allowed or allowable, in the case of property 

28 acquired prior to that date if use of a prior basis is 

29 deClared to be invalid. 

30 4. Subtract fifty percent of the federal income taxes paid 

31 or accrued, as the case may be, during the tax year. adjusted 

32 by any federal income tax refunds; and add the Iowa income tax 

33 deducted in computing said taxable income. 

34 5~--Add-t"e-affiOtl"t-by-w"~e"-t"e-bas±~-of-~tlai±f±ed 

35 depree±ab±e-pro~erty-~s-reqtlired-te-be-±~e~etl~e~-fer 
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1 de~~ee±a~±e~-p~~poses-~nde~-~he-+n~e~~a~-Reve~~e-eode 

2 Amendments-Ae~-ef-~964-to-~he-ex~e~~-~ha~-s~eh-amo~~~-eqttale 

3 ~he-~e~-ame~~~-of-the-spee±al-ded~et±en-al!ewed-oft-the-basis 

4 of-the-amo~n~-by-wh±eh-~he-depreeiable-bas±s-of-~tleh-q~al±fied 

5 properey-was-reqtlired-eo-be-redtlced-for-depreeiae±on-p~rposes 

6 tlnder-the-t~~er~ai-ReVentle-eede-Amendments-Aee-of-t96~.--~he 

7 u~e~-amotl~~-of-ehe-gpee±at-ded~e~±o~U-sha!t-be-eomp~ted-by 

8 ta~±~9-~he-stlm-ef-the-emotlnts-by-wh±eh-ehe-bas±s-of-qtlati£±ed 

9 properey-was-reqtl±red-to-be-deereased-fo~-depree±ae±on 

1e p~rposes-fe~-~he-years-t96~-and-t963-and-stlberaetin9-£rom-it 

11 ehe-stlm-of-the-emo~nes-by-whieh-the-bagis-of-stleh-p~oper~y-was 

12 reqtlired-to-he-inereaseo7-prior-to-t964,-for-depreeiation-er 

13 d±spesieien-ptl~poseg-~noer-t~e-tnternat-Reventte-eode 

14 Amendments-Aet-of-t96? 

15 6. Subtract the amount of the jobs tax credit allowable 

16 for the tax year under section 51 of the Internal Revenue Code 

17 of-~954 to the extent that the credit increased federal 

18 taxable income. 

19 7. If the taxpayer is a small business corporation, 

20 subtract an amount equal to fifty percent of the wages paid to 

21 individuals named in paragraphs "a", "b", and "CO who were 

22 hired for the first time by the taxpayer during the tax year 

23 for work done in this state: 

24 a. A handicapped individual domiciled in this state at the 

25 time of the hiring who meets any of the following conditions: 

26 (1) Has a physical or mental impairment which 

27 substantially limits one or more major life activities. 

28 (2) Has a record of that impairment. 

29 (3) Is regarded as having that impairment. 

30 b. An individual domiciled in this state at the time of 

31 the hiring who meets any of the following conditions: 

32 (1) Has been convicted of a felony in this or any other 

33 state or the District of Columbia. 

34 (2) Is on parole pursuant to chapter 906. 

35 (3) Is on probation pursuant to chap=er 901. for an 
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1 offense other than a 

2 ( 4 ) Is in a work 

simple misdemeanor. 

release program pursuant to chapter 246, 

3 division IX. 

4 c. An individual, whether or not domiciled in this state 

5 at the time of the hiring, who is on parole or probation and 

6 to whom the interstate probation and parole compact under 

7 section 907A.1 applies. 

8 This deduction is allowed for the wages paid to the 

9 individuals successfully completing a probationary period 

10 named in paragraphs "a", "b", and "c" during the twelve months 

11 following the date of first employment by the taxpayer and 

12 shall be deducted in the tax years when paid. 

13 For purposes of this subsection, "physical or mental 

14 impairment" means any physiological disorder or condition, 

15 cosmetic disfigurement, or anatomical loss affecting one or 

16 more of the body systems or any mental or psychological 

17 disorder, including mental retardation, organic brain 

18 syndrome, emotional or mental illness and specific learning 

19 disabilities. 

20 For purposes of this subsection, "small business" means 

21 small business as defined in section 220.1, subsection 28, 

22 except that it shall also inClude the operation of a farm. 

23 8. Subtract the amount of the alcohol fuel c~edit 

24 allowable for the tax year under section 40 of the Internal 

25 Revenue Code or-t9S4 to the extent that the credit increased 

26 federal taxable income. 

27 9. Add the amounts deducted and subtract the amounts 

28 included in income as a result of the treatment 

under section 168(f)(8) of 

provided sale

the :nternal 29 

30 

leasebaCk agreements 

Revenue Code or-t9S4 for property placed in service by the 

31 transferee prior.to January 1, 1986 to the extent that the 

32 amounts deducted and the amounts included in income are not 

33 otherwise deductible or inCluded in income under the other 

34 provisions of the Internal Revenue Code ef-t9S4 as amended to 

35 d:1d i:"cl\lding Decembe y 31, :'98'). ~~titlement to deprec~atio~ 
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1 on any property involved in a sale-leaseback agreement which 

2 is placed in service by the transferee prior to January 1, 

3 1986 shall be determined under the Internal Revenue Code of 

4 %954 as amended to an9 including December 31, 1985, excluding 

5 section 168(f)(8) in making the determination. 

6 10. Add the amount of windfall profits tax deducted under 

7 section 164(a) of the !nternal Revenue Code oE-z954. 

8 11. Add the combined net losses from passive farming 

9 activity in excess of twenty-five thousand dollars that offset 

10 income from other sources. Net losses under section 165 of 

11 the Internal Revenue Code oE-l954, exclusive of net gains 

12 incurred passively from the operation of a farming business, 

13 as defined in section 464(e) of the Internal Revenue Code of 

14 z954, are to be combined from businesses, rents, partnerships, 

IS corporations, estates or trusts except losses under sections 

16 1211 and 1231 of the Internal Revenue Code of-l954. Farming 

17 activity is passive if the taxpayer does nct materially 

18 partiCipate in the activity nor provide substantial services 

19 to the farming business. A loss from an activity that is 

20 disallowed under this subsection shall be treated as a 

21 deduction allowable to that activity in the first succeeding 

22 tax year. 

23 12. Add the percentage depletion amount determined with 

24 respect to an oil, gas, or geothermal well using methods in 

25 section 613 of the Internal Revenue Code ef-z954 that is in 

26 excess of the cost depletion amount determined under section 

27 611 of the Internal Revenue Code of-l954. 

28 1]. If after applying all of the adjustments provided for 

29 in this section and the allocation and aP90rtionment 

30 provisions of section 422.33, the Iowa taxable income results 

31 in a net operating loss, such net operating loss shall be 

32 deducted as follows: 

33 a. The Iowa net operating loss shall be carried back t.hree 

34 taxable years or to the taxable year in which the corporation 

35 first comrr.enced doing busi~ess :n this state, '",hichever is 

-30-



S.P. H.F. 

1 later. 

2 b. The Iowa net operating loss remaining after being 

3 carried back as required in paragraph "a" of this subsection 

4 or if not required to be carried back shall be carried forward 

5 fifteen taxable years. 

6 c. If the election under section 172(b)(3)(C) of the 

7 Internal Revenue Code of-~954 is made, the Iowa net operating 

8 lOSS shall be carried forward fifteen taxable years. 

9 d. No portion of a net operating loss which was sustained 

10 from that portion of the trade or business carried on outside 

11 the state of Iowa shall be deducted. 

12 Provided, however, that a corporation affected by the 

13 allocation provisions of section 422.33 shall be permitted to 

14 deduct only such portion of the deductions for net operating 

15 loss and federal income taxes as is fairly and equitably 

16 allocable to Iowa, under rules prescribed by the director. 

17 Sec. 28. Section 422.35, subsection 2, Code 1987, is 

18 amended to read as follows: 

19 2. 

20 from 

Add interest and dividends from foreign securities~ 

securities of state and other polItical subdivisions, 

e~d 

and 

21 from regulated investment companies exempt from federal income 

22 tax under the Internal Revenue Code of-1954. 

23 Sec. 29. Section 422.35, subsection 11, Code 1987, is 

24 amended by striKing the subsection. 

25 Sec. 30. Section 422.35, Code 1987, is amended by adding 

26 the following new subsection: 

27 NEW SUBSECTION. Subtract the loss on the sale or exchange 

28 of a share of a regulated investment company held for six 

29 months or less to the extent the loss was disallowed under 

30 section 852(b)(4)(8) of the Internal Revenue Code. 

31 Sec. 31. Section 422.36, subsection 5, Code 1987, is 

32 amended to read as follows: 

33 5. Where a corporation is not subject to income tax and 

34 the stOCKholders of ~cch corpGrat~Gn are ~axed on :he 

35 co[porat~nn's income l;nd?f r,h~ pr8~isiQn5 of the :~tprna: 
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1 Revenue Code of-l954, the same tax treatment shall apply to 

2 such corporation and such stockholders for rowa income tax 

3 purposes. 

4 Sec. 32. Section 422.37, subsection 7, Code 1987, is 

5 amended to read as follows: 

6 7. The computation of consolidated taxable income for the 

7 members of an affiliated group of corporations subject to tax 

8 shall be made in the same manner and under the same 

9 procedures, including all intercompany adjustments and 

10 eliminations, as are required for consolidating the incomes of 

11 affiliated corporations for the taxable year for federal 

12 income tax purposes in accordance with section 1502 of the 

13 Internal Revenue Code of-l954. 

14 Sec. 33. Section 422.60, Code 1987, is amended by striking 

15 the section and inserting in lieu thereof the following: 

16 422.60 IMPOSITrON OF TAX. 

17 1. A franchise tax according to and measured by net income 

18 is imposed on financial institutions for the privilege of 

19 doing business in this state as financial institutions. 

20 2. In addition to all taxes imposed under this division, 

21 there is imposed upon each financial institution doing 

22 business within the state the greater of the tax determined in 

23 section 422.63 or the state alternative minimum tax equal to 

24 sixty percent of the maximum state franchise tax rate. rounded 

25 to the nearest one-tenth of one percent, of the state 

26 alternative minimum taxable income of the taxpayer computed 

27 under this subsection. 

28 The state alternative minimum taxable income of a taxpayer 

29 is equal to the taxpayer's state taxable income as computed 

30 with the adjustments in section 422.61, subsection 4. and with 

31 the following adjustments: 

32 a. Add items of tax preference included in federal 

33 alternative minimum taxable income under section 57. except 

34 subsections (a}(2) and (a)(5), of the r~te,~d] Revenue Code, 

35 make the adjustments i~cluded in federal al:ernative ~inirnuffi 
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1 taxable income under section 56, except subsections (a)(4) and 

2 (d), of the Internal Revenue Code, and add losses as required 

3 by section 58 of the Internal Revenue Code. 

4 b. Apply the allocation and apportionment provlslons of 

5 section 422.60. 

6 c. Subtract an exemption amount of forty thousand dollars. 

7 d. In the case of a net operating loss beginning after 

8 December 31, 1986 which is carried back or carried forward to 

9 the current taxable year, the net operating loss shall be 

10 reduced by the amount of items of tax preference and 

11 adjustments arising in the tax year which was taken into 

12 account in computing the net operating loss in section 422.35, 

13 subsection 13. The deduction for a net operating loss for a 

14 tax year beginning after December 31, 1986 which is carried 

15 back or carried forward to the current taxable year shall not 

16 exceed ninety percent of the alternative minimum taxable 

17 income determined without regard for the net operating loss 

18 deduction. 

19 Sec. 34. Section 422.61, subsection 2, Code 1987, is 

20 amended to read as follows: 

21 2. "Taxable year" means the calendar year or the fiscal 

22 year ending during a calendar year, for which the tax is 

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

24 twelve months if, under the Internal Revenue Code of-l954, a 

25 corporation is required to file a tax return covering a tax 

26 period of less than twelve months. 

27 Sec. 35. Section 422.72, subsection 2, Code 1987, IS 

28 amended to read as fOllows: 

29 2. Federal tax returns, copies of returns, and return 

30 information as defined in section 6103(b) of the Internal 

31 Revenue Code or-l954, which are required to be filed with the 

32 department for the enforcement of the income tax laws of this 

33 state, shall be deemed and held as confidential by the 

34 department and subject to the disclosure limitations in 

35 subsection 1 ef-tM~~-~eette~. 
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1 Sec. 36. Section 422.73, subsection 4, Code 1987, is 

2 amended by striking the subsection. 

3 Sec. 37. Section 422.73, Code 1987, is amended by adding 

4 the following new subsections: 

5 NEW SUBSECTION. Notwithstanding subsection 2, a claim for 

6 credit or refund of the income tax paid for a tax year 

7 beginning in the 1983 calendar year is considered timely if 

8 the claim 1S filed with the department on or before October 

9 22, 1987, if the taxpayer's federal income tax was forgiven 

10 under section 692 of the Internal Revenue Code because the 

11 taxpayer died, or was missing in action and determined dead, 

12 while serving in a combat zone. To the extent the federal 

13 income tax was forgiven under section 692 of the Internal 

14 Revenue Code for the tax year, the Iowa income tax is also 

15 forgiven. 

16 NEW SUBSECTION. Notwithstanding subsection 2, a claim for 

17 credit or refund of the state alternative minimum tax paid for 

18 any tax year beginning on or after January 1, 1982 and before 

19 January 1, 1984 is considered timely if the claim is filed 

20 with the department on or be=ore October 22, 1987, if the 

21 taxpayer's capital gains preference items for purposes of the 

22 federal individual alternative minimum tax was reduced as a 

23 result of section 13208 of the Consolidated Omnibus Budget 

24 Reconciliation Act of 1985 as amended by section 1896 of the 

25 Tax Reform Act of 1986. 

26 Sec. 38. Section 450.3, subsections 2 and 7, Code 1987, 

27 are amended to read as follows: 

28 2. By deed, grant, sale, gift or transfer made within 

29 three years of the death of the grantor or donor, which is not 

30 a bona fide sale for an adequate and full consideration in 

31 money or money's worth and which is in excess of the annual 

32 gift tax exclusion allowable for each donee under section 

33 2503, sUbsections band e of the Internal Revenue Code e~-l954 

34 as defined in section 422.3. If both spouses ~0nsent, a gift 

35 made by one spouse to a person who is not the other spouse is 
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1 considered, for the purposes of this subsection, as made one 

2 half by each spouse under the same terms and conditions 

3 provided for in section 2513 of the Internal Revenue Code of 

4 i954 as defined in section 422.3. 

5 7. Which qualifies 

6 property as defined in 

as a qualified terminable interest 

section 2056(b)(7)(B) of the Internal 

7 Revenue Code of-i954 as defined in section 422.3, shall, if an 

8 election is made, be treated and considered as passing in fee, 

9 or its equivalent, to the surviving spouse in the estate of 

10 the donor-grantor. Property on which the election is made 

11 shall be included in the gross estate of the surviving spouse 

12 and shall be deemed to have passed in fee from the surviving 

13 spouse to the persons succeeding to the remainder interest, 

14 unless the property was sold, distributed, or otherwise 

15 disposed of prior to the death of the surviving spouse. A 

16 sale, disposition, or disposal of the property prior to the 

17 death of the surviving spouse shall void the election, and 

18 shall subject the property disposed of, less amounts received 

19 or retained by the surviving spouse, to tax in the donor-

20 grantor's estate in the same manner as if the tax had been 

21 deferred under sections 450.44 through 450.49. 

22 Sec. 39. Section 450.37, subsection 1, paragraph b, Code 

23 1987, is amended to read as follows: 

24 b. The alternate value of the property, if the personal 

25 representative so elects, that has been established for 

26 federal estate tax purposes under section 2032 of the Internal 

27 Revenue Code of-i954 as defined in section 422.3. The 

28 election shall be exercised on the return by the personal 

29 representative or other person signing the return, within the 

30 time prescribed by law for filing the return or before the 

31 expiration of any extension of time granted for filing the 

32 return. 

33 Sec. 40. Section 450A.l, Code 1987, is amended to read as 

34 follows: 

35 450A.l DEFINITIONS. 
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1 As used in this chapter, unless the context otherwise 

2 requires: 

3 1. "Generation skipping transfer" means the generation 

4 skipping transfer as defined in section 2611 of the Internal 

5 Revenue Code ef-i9~4. 

6 2. "Internal Revenue Code ef-i954" means the same as the 

7 term is defined in section 422.3. 

8 3. llaeemed-e~an~fe~erll-means-ehe-deemed-erBnsfe~or-Bs 

9 detined-in-seee±on-25l2-ef-ehe-Ineernar-Reventle-€ede-ef-l9S4. 

10 4. "Director" means the director of the department of 

11 revenue and finance. 

12 S~--llGeneraeien-s~ippinq-ertlsell-means-a-qenerBeien-s~ippinq 

13 e~tlse-as-defined-in-seeeion-~6lr-ef-ehe-fneernar-Re~entle-Eede 

14 e£-l954~ 

15 6~--ll6enerae±on-s~ippinq-ertlse-e~tli~arenell-means-a 

16 qeneraeien-s~ipp±n9-ertlse-e~Qivalene-Bs-def±ned-in-seeeien 

17 26ll-ef-ehe-fneernBl-Reventle-Eede-ef-19~4. 

18 1 4. "Distributee" means a person receiving property in a 

19 generation skipping transfer. 

20 6 5. "Department" means the department of revenue and 

21 finance. 

22 6. "Direct skin" means the same as the term is defined in . 
23 section 26121c) of the Internal Revenue Code. 

24 7. "Taxable termination" means the same as the term is 

2S defined in section 2612(a) of the Internal Revenue Code. 

26 8. "Taxable distribution" means the same as the term is 

27 defined in section 2612(b) of the Internal Revenue Code. 

28 9. "Transferor", "trust", "trustee" and "interest" means 

29 the same as those respective terms are defined in section 2652 

30 of the Internal Revenue Code. 

31 Sec. 41. Section 450A.2, Code 1987, is amended to read as 
32 follows: 

33 450A.2 IMPOSI~ION OF TAX. 

34 A tax is imposed on the transfer of a~y property, included 

35 in a ge~eration skipping transfer, other than a direct skip, 
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1 occurring at the same time e~,-o~-ef~er, and as a result of 

2 the death of ~~e-deemed-~~a"~fe~o~ an individual, eqtla±-~o-~~e 

3 in an amount of equal to the maximum federal credit allowable 

4 under section ~69~tett5ttBt 2604 of the Internal Revenue Code 

5 or-t954, for ~~e~-~6~~~o"-of-s~6~e-e~~e~e,-i"~e~±~e"ee, 

6 tegeeY7-o~-~aeee~s~o"-~ex the generation skipping transfer tax 

7 actually paid to the state in respect of any property included 

8 in the generation skipping transfer. 

9 Where the deemed t~ansferor is a resident of Iowa and all 

10 property included in a generation skipping transfer that is 

11 subject to tax under this section has a situs in Iowa, or is 

12 subject to the jurisdiction of the courts of Iowa, an amount 

13 equal to the total credit as allowed under the Internal 

14 Revenue Code or-t954 shall be paid to the state of Iowa. 

15 Where the deemed transferor is a nonresident or where the 

16 property included in a generation skipping transfer that is 

17 subject to tax under this section has a situs outside the 

18 state of Iowa and not subject to the jurisdiction of Iowa 

19 courts, the tax shall be prorated on the basis that the value 

20 of Iowa property included in the generation skipping transfer 

21 bears to the total value of property included in the 

22 generation skipping transfer. 

23 Sec. 42. Section 450A.3, Code 1987, is amended to read as 

24 follows: 

25 450A.3 VALUE OF PROPERTY. 

26 The value of property, included in a generation skipping 

27 transfer, shall be the same as determined for federal 

28 generation skipping transfer tax purposes under the Internal 

29 Revenue Code o~-t954. 

30 Sec. 43. Section 450A.4, Code 1987, is amended to read as 

31 follows: 

32 450A.4 PAYMENT OF THE TAX. 

33 The tax imposed by this chapter shall be paid w~~h±n-~welve 

34 mo"~~s on or before the last day 8f the ~:nth mo~th after the 

35 deat~ ct :~e deemed-~~a~~fe~~~-±f-~fte-tren~~e~-eee~~~-at-tha~ 
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1 ~%me7-er-if-~eter7-~he-dey-wh%eh-±3-~we~ve-me~th~-after-the 

2 day-on-whieh-3~eh-ge~er6tie"-~kippi~g-tr6nsfer-oee~rred 

3 individual whose death is the event causing the generation 

4 skipping transfer which is eligible for the credit for state 

5 taxes paid under section 2604 of the Internal Revenue Code. 

6 For-p~rpo3e~-ef-~hi3-eh6p~er7-any-prop~r~y-tr8n3ferred-d~ring 

7 ~he-three-yeer-peried-endin9-en-~he-d6te-ef-the-deemed 

8 er6n~feror~~-de6~h-~"d-whieh-i~-i"e~Hded-in-a-generation 

9 ~kipping-tr6n3fer-~nder-the-fnterna~-Reven~e-€ede-of-l954 

10 3ha~t-be-eon3idered-8~-tr6n~ferred-on-the-deemed-tran~feror~~ 

11 death. 

12 Sec. 44. Section 450A.5, Code 1987, is amended to read as 

13 follows: 

14 450A.5 LIABILITY FOR THE TAX. 

15 The di3tribHtee transEeree of the property included in the 

16 generation skipping transfer shall be personally liable for 

17 the tax to the extent of ~he-f6ir-m8rket its value, determined 

18 under section 2624 of the Internal Revenue Code as of the time 

19 of the di~trib~tion7-ef-the-property-reeeived-in-the 

20 d%~trib~tion generation skipping transfer. If the tax is 

21 attributable to a taxable termination, as defined in section 

22 ~6t3 26l2(a) of the Internal Revenue Code of-t954, the trustee 

23 and the transferee shall be personally liable Eor the tax to 

24 the extent of the value of the property subject to tax under 

25 the trustee's control. 

26 Sec. 45. Section 450A.6, Code 1987, is amended to read as 

27 follows: 

28 450A.6 LIEN OF THE TAX. 

29 The tax imposed by this chapter shall be a lien on the 

30 property subject to the tax Eor a period of ten years from the 

31 time the generation skipping transfer occurs. Full payment of 

32 the tax, penalty and interest due a~d-~~tere~t7-if-8nY7 shall 

33 release the lien and discharge the distributee transferee and 

34 trustee of personal liability. Un~ess the l'en has been 

35 perfected by reco:di~g, a transfe< by the di~tri~utee 
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1 transferee or the trustee to a bona fide purchaser for value 

2 shall divest the property of the lien. If the lien is 

3 perfected by recording, the rights of the state under the lien 

4 have priority over all subsequent mortgages, purchases or 

S judgment creditors. The department may release the lien prior 

6 to the payment of the tax due if adequate security for payment 

7 of the tax is given. 

8 Sec. 46. Section 450A.IO, Code 1987, is amended to read as 

9 follows: 

10 450A.10 DIRECTOR TO ENFORCE COLLECTION. 

11 It shall be the duty of the director to enforce collection 

12 of the tax imposed by this chapter and shall with all the 

13 rights of a party in interest, represent the state in any 

14 proceedings to collect the tax. The director shall have the 

15 power to bring suit against any person liable for the payment 

16 of the tax, penalty, interest and costs and may foreclose the 

17 lien of the tax in the same manner as is now prescribed for 

18 the foreclosure of real estate mortgages and upon judgment may 

19 cause execution to be issued to sell so much of the property 

20 necessary to satisfy the tax, penalty, interest and costs due. 

21 Sec. 47. Section 450A.ll, Code 1987, is amended to read as 

22 follows: 

23 450A.ll DUTY TO CLAIM MAXIMUM CREDIT. 

24 It shall be the duty of any person liable for the payment 

2S of the tax to claim the maximum federal credit allowable for 

26 that portion of the state e~e8ee7-~nheritanee7-~e~aey-er 

27 gtteeeg~~en generation skipping transfer tax paid in respect of 

28 any property included in a taxable generation skipping 

29 transfer. Claiming on a federal return a sum less than the 

30 maximum federal credit allowable shall not relieve any person 

31 liable for the tax of the duty to pay the tax imposed under 

32 this chapter. 

33 If an amended or supplemental return is filed with the 

34 inter~al revenue service which results i~ a change i~ the 

35 amo~nt of tax owi~g under this chapter, the persons liable for 
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1 the payment of the tax shall submit an amended return, on 

2 forms prescribed by the director, indicating the amount of the 

3 tax then owing as a result of such change. 

4 If any federal generation skipping transfer tax has been 

5 paid before the enactment of this chapter, the persons liable 

6 for the payment of the tax under this chapter shall file an 

7 amended federal return claiming the maximum federal credit 

8 allowable and file the Iowa returns specified in section 

9 450A.8 within six mor;ths after the enactment of this chapter 

10 or within the time limit provided in section 450A.4 whichever 

11 is the later. 
12 Sec. 48. Section 450B.l, code 1987, is amended to read as 

13 follows: 

14 450B.l DEFINITIONS. 
IS As used in this chapter, unless the context otherwise 

16 requires: 
17 1. "Internal Revenue Code of-i9S." means the same as 

18 defined in section 422.3. 
19 2. "Taxpayer" means a qualified heir liable for the 

20 inheritance tax imposed under chapter 450 on qualified real 

21 property. 
22 3. "Qualified real property", "qualified use", "cessation 

23 of qualified use", and "qualified heir" mean the same as 

24 defined in section 2032A of the Internal Revenue Code of-i9S •. 

25 4. For purposes of subsection 1, the Internal Revenue Code 

26 of-i9S. shall be interpreted to include the provisions of Pub. 

27 L. No. 98-4. 
28 Sec. 49. Section 450B.2, code 1987, is amended to read as 

29 follows: 
30 450B.2 ALTERNATE ELECTION Of VALUE FOR QUALIFIED USE. 

31 Notwithstanding section 450.37, the value of qualified real 

32 property for the purpose of the tax imposed under chapter 450 

33 may, at the election of the taxpayer, be its value for the use 

34 under which it qualifies as prescribed by sec:ion 2032A of t~e 
35 Internal Revenue code of-iSS.. A :axpayer nay make an 
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1 election under this section only if all of the following 

2 conditions are met: 

3 1. An election for federal estate tax purposes was made 

4 with regard to the qualified real property under section 2032A 

5 of the Internal Revenue Code er-1954. 

6 2. All persons who signed the agreement referred to in 

7 section 2032A(d)(2) of the Internal Revenue Code ef-1954 make 

8 the election under this section and sign an agreement with the 

9 department of revenue and finance consenting to the 

10 application of section 450B.3 with respect to the qualified 

11 real property. 

12 3. The total decrease in the value of the qualified real 

13 property as a result of the election under this section does 

14 not exceed the dollar limitation specified in section 

15 2032A(a)(2) of the Internal Revenue Code ef-1954. 

16 The election under this section shall be made by the 

17 taxpayer in the manner as the director of revenue and finance 

18 may prescribe by rule. The value for the qualified use under 

19 this section shall be the value as determined and accepted for 

20 federal estate tax purposes. 

21 The definitions and special rules specified in section 

22 2032A(e) of the Internal Revenue Code o£-1954 shall apply with 

23 respec~ to qualified real property for which an e~ection was 

24 made under this section except that rules shall be prescribed 

25 by the director of revenue and finance in lieu of the 

26 regulations promulgated by the secretary of treasury. 

27 The director shall prescribe regulations setting forth the 

28 application of this chapter in the case of an interest in a 

29 partnership, corporation, or trust which, with respect to the 

30 decedent, is an interest in a closely held business within the 

31 meaning of section 6166(b)(1) of the Internal Revenue Code of 

32 1954. Such regulations shall conform as nearly as possible 

33 with the regulations promulgated by the United States 

34 secretary of treasury in respect to such interests. 

35 Sec. 50. Section 4508.3, Cede 1987, is amended to read as 
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1 follows: 

2 450B.3 ADDITIONAL INHERITANCE TAX APPLlCABLE. 

3 There is imposed upon the qualified heir an additional 

4 inheritance tax if, within ten years after the decedent's 

5 death and before the death of the qualified heir, the 

6 qualified heir disposes of, other than to a member of the 

7 family, any interest in qualified real property for which an 

8 election under section 450B.2 was made or ceases to use for 

9 the qualified use the qualified real property for which an 

10 election under section 4508.2 was made as prescribed in 

11 section 2032A(c) of the Internal Revenue Code ef-1954. The 

12 additional inheritance tax shall be the amount computed under 

13 section 450B.5 and shall be due six months after the date of 

14 the disposition or cessation of qualified use referred to in 

15 this section. The amount of the additional inheritance tax 

16 shall accrue interest at the rate of ten p~rcent per year from 

17 nine months aEter the decedent's death to the due date of the 

18 tax. The tax shall be paid to the department of revenue and 

19 finance and shall be deposited into the general fund of the 

20 state. Taxes not paid within the time prescribed in this 

21 section shall draw interest at the rate of ten percent per 

22 annum until paid. There shall not be an additional 

23 inheritance tax if the disposition or cessation occurs ten 

24 years or more after the decedent's death. 

25 Sec. 51. Section 451.1, subsection 8, Code 1987, is 

26 amended to read as follows: 

27 8. "Internal Revenue Code er-1954" means the same as 

28 defined in section 422.3. 

29 Sec. 52. Section 451.2, unnumbered paragraph 1, Code 1987, 

30 is amended to read as follows: 

31 An amount equal to the federal estate tax credit for state 

32 death taxes as allowed in the Internal Revenue Code of-1954 is 

33 he~e~y imposed upon every transEer of the net estate of every 

34 decedent, being a resident of, or owning property in this 

35 state7-~~-he~~~n-~ro~~ded. 

-42-



S.F. HI, H.F. 

1 Sec. 53. Section 451.3, Code 1987, is amended to read as 

2 follows: 

3 451.3 GROSS AND NET ESTATE. 

4 The gross estate shall be the same as finally determined 

5 for federal estate tax and the net estate shall be the gross 

6 estate less deductions as permitted by federal law, In 

7 arriving at the net taxable federal estate, all determined as 

8 provided in the Internal Revenue Code of-1954. 

9 Sec. 54. Section 450A.13, Code 1987, ~s repealed. 

10 Sec. 55. No addition to the tax shall be made under 

11 section 422.16, subsection 11, paragraph "d" or section 

12 422.88, relating to the underpayment of estimated tax, for any 

13 tax year beginning before January 1, 1987 with respect to any 

14 underpayment, to the extent such underrayment was created or 

15 increased by any provision of the federal Tax Reform Act of 

16 1986 or this Act. 

17 Sec. 56. Sections 1, 2, 4, 5, 6, 7, 11, 15 through 24, 26, 

18 27, 31, 32, 34, and 35 of this Act are retroactive to January 

19 1, ~986 for tax years beginning on or after that date. 

20 Sec. 57. Sections 3, 8, 9, 10, c2, 13, 14, 25, 28, 29, 30, 

21 and 33 of this Act are retroactive to January 1, 1987 for tax 

22 years beginning on or after that date. 

23 Sec. 58. Sections 38, 39, 48, 49, 50, 51, 52, and 53 of 

24 this Act are retroactive to January 1, 1987 for estates of 

25 persons dying on or after that date. 

26 Sec. 59. Sections 40 through 47 of this Act are 

27 retroactive to October 22, 1986 for generation skipping 

28 transfers which are eligible for the credit for state taxes 

29 under section 2604 of the Internal Revenue Code and are made 

30 after October 22, 1986, subject to the special rules of 

31 section 1433(b) of Public Law 99-514. 

32 Sec. 60. Section 54 of this Act is retroactive to June 11, 

33 1976. 

34 Sec. 61. ~his Act, being deemed of immediate importance, 

35 takes effect upon enactment. 
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1 EXPLANATION 

2 The bill provides for the state individual, corporate, 

3 franchise and death taxes to couple with changes made in the 

4 new federal income tax code, deletes obsolete provisions, 

5 defines the expenditures for increasing research for purposes 

6 of the research tax credit the same as is defined for federal 

7 tax purposes, rewrites the state minimum taxes to conform with 
8 the federal alternative tax, provides for the taxation of 

9 regulated investment company dividends, waives the penalty for 
10 underpayment of estimated tax, and extends the time for filing 

11 claims for credits or refunds for MIAs and insolvent farmers 

12 who sold real property during the 1982 or 1983 tax year. 

13 The bill provides effective dates. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 
32 

33 

34 

35 
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2 

3 

4 
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the state minimum taxes to conform with the federal 

5 alternative minimum taxes, rewriting the state generation 
6 skipping transfer tax to conform with the federal provisions, 
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8 of regulated investment company dividends and shares, 
9 extending the statute of limitations for certain refund 

claims, providing for waiver of penalty for underpayment of 
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1 Section 1. Section 422.3, subsection 5, Code 1987, is 
2 amended by striking the subsection and inserting in lieu 
3 thereof the following: 
4 5. "Internal Revenue Code" means the Internal Revenue Code 
5 of 1954, prior to the date of its redesignation as the 
6 Internal Revenue Code of 1986 by the Tax Reform Act of 1986, 
7 or means the Internal Revenue Code of 1986 as amended to and 
8 including January 1, 1987, whichever is applicable. 
9 Sec. 2. Section 422.4, subsections 1, 4, 10, 11, 14, and 

10 18, Code 1987, are amended to read as follows: 
11 1. 
12 defined 

The words "taxable income" mean the net income as 
in section 422.7 minus the deductions allowed by 

13 section 422.9, in the case of individuals; in the case of 
14 estates or trusts, the words "taxable income" mean the taxable 
15 income (without a deduction for personal exemption) as 
16 computed for federal income tax purposes under the Internal 
17 Revenue Code or-i9S4, but with the adjustments specified in 
18 section 422.7 plus the Iowa income tax deducted in computing 
19 said taxable income and minus federal income taxes as provided 
20 in section 422.9. 
21 4. The words "tax year" mean the calendar year, or the 
22 fiscal year ending during such calendar year, upon the basis 
23 of which the net income is computed under this division. 
24 a. If a taxpayer has made the election provided by section 
25 441, subsection "f", of the Internal Revenue Code or-i9S4, 
26 -tax year" means the annual period so elected, varying 
27 fifty-two to fifty-three weeks. 
28 b. If the effective date or the applicability of a 

from 

29 provision of this division is expressed in terms of a tax year 
30 beginning, including or ending with reference to a specified 
31 date which is the first or last day of a month, a tax year 
32 described in paragraph "an of this subsection shall be treated 
33 as beginning with the first day of the calendar month 
34 beginning nearest to the first day of the tax year or as 
35 ending with the last day of the calendar month ending nearest 
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1 to the last day of the tax year. 
2 c. This subsection is effective for tax years ending on or 
3 after December 14, 1975. 
4 10. The word "individual" means a natural person; and 
5 where an individual is permitted to file as a corporation, 
6 under the-~roy*siofts-or the Internal Re~enue Code or-i954, 
7 such fictional status shall not be recognized for purposes of 
8 this chapter, and sueh the individual's taxable income shall 
9 be computed as required under the-~roy*siofts-o£ the Internal 

10 Revenue Code or-i954 relating to individuals not filing as a 
11 corporation, with the adjustments allowed by this chapter. 
12 11. The term "head of household" shall have the same 
13 meaning as provided by the Internal Revenue Code o£-i954. 
14 14. The term "wages" shall have the same meaning as 
15 provided by the Internal Revenue Code o£-i954. 
16 i8~--Per-~ur~eses-er-seet*eft-4ii~37-subseetioft-5T-the 

~ 17 %ftterftai~ReyeftUe-eede-er-i954-sftaii-be-*fteer~reeed-to-ifteiude 
18 the-prey*s*efts-e£-Pub~-=~-Ne~-98-4~ 

• 

19 Sec. 3. section 422.5, subsection 1, paragraph 0, Code 
20 1987, is amended to read as follows: 
21 o. There is imposed upon every resident and nonresident of 
22 this state, including estates and trusts, the greater of the 
23 tax determined in paragraphs "a" through "n" or the state 
24 alternative minimum tax equal to ftifte seventy-five percent of 
25 the maximum state individual income tax rate, rounded to the 
26 nearest one-tenth of one percent, of the state alternative 
27 minimum taxable income of the taxpayer as computed under this 
28 paragraph. 
29 The state alternative minimum taxable income of a taxpayer 
30 is equal to the taxpayer's state taxable income, as computed 
31 with the deductions in section 422.9, with the following 
32 adjustments: 
33 (I) Add items of tax preference included in federal 

minimum taxable income under section 57, except 
tatt8t-aftd-tattiit (a)(I), (a)(2), and (a)(5), of 

34 alternative 
35 subsections 
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1 the Internal Revenue Code 0£-i954, make the adjustments 
2 included in federal alternative minimum taxable income under 

3 section 56, except subsections (a)(4), (b)(l)(Cl(iii), and 
4 (dl, of the Internal Revenue Code, and add losses as reguired 

5 by section 58 of the Internal Revenue Code. In the case of an 
6 estate or trust, the items of tax preference, adjustments and 

7 losses shall be apportioned between the estate or trust and 
8 the beneficiaries in accordance with rules prescribed by the 

9 director. Por-~~ppo~e~-eE-com~~~ing-~fte-%~em~-eE-esx 

10 ~refepenee7-~fte-gsin-or-ioss-from-the-forfe*t~re-o£-an 

11 *n~te%%ment-resi-es~s~e-eonerset7-efte-trsn~£er-of-resi-or 
12 ~er~one%-property-~eettr%ng-e-debt-to-s-ered%tep-%n 

13 esneei%stion-of-thet-debt-or-from-the-ssie-or-exehenge-of 
14 ~roperty-ss-s-res~it-ef-set~e%-notiee-of-Eoree%osttre-she%%-not 
15 be-tsken-into-aeeottnt-in-eompating-net-espitsi-gein-iE-e%%-o£ 

16 ~he-Eo%%owin9-condit%on~-ere-met~ 

17 tet--'he-ferfeit~re7-trensfer,-er-~eie-or-exehsnge-ws~-done 

18 fer-tfte-pttrpose-of-e~tebi%~hing-s-pes%eive-es~h-E%ow. ~ 
19 tbt--%mmediate%y-beEere-~he-forfeitttre7-tpsns£ep7-or-seie 

20 or-exeftsnge7-the-texpsyer~s-debt-te-a~set-ratio-exeeeded 

21 seventy-five-pereent-es-eompated-ttnder-genere%%y-eeeepted 
22 eeeottnting-prsetiees. 
23 tet--'he-texpsyer~s-net-wopeh-e~-ehe-end-of-the-tex-year-%s 

24 %e~~-then-seveney-frve-eho~sand-do%%ar~. 

25 in-deeermining-a-tsxpsyer~~-net-worth-se-the-end-of-tfte-tax 

26 yeer-a-taxpeyer-shs%i-inei~de-eny-esset-tpensferred-within-one 

27.handred-twenty-deys-prior-te-ehe-end-of-the-tsx-yeer-wrthottt 
28 adeqttete-and-ftti%-eon~iderstion-in-money-or-money~s-woreh.--in 

29 determ±ning-the-texpeyer~s-debe-to-es~ee-reeio7-the-esxpayer 
30 she%%-rne%ttde-eny-e~set-trensferred7-wrthin-one-httndrea-twenty 
31 deys-prior-to-~tteh-forferettre7-trensfer7-er-Se%e-or-exehange, 
32 w±thettt-sdeqtteee-end-ftt%%-eonsiderstion-rn-money-or-money~s 

33 worth.--Por-pttrpe~e~-eE-ehrs-sttbseetion7-eetttai-notiee-of 
34 £oree%esttre-±nei~de~7-btte-±~-net-%±mrted-t07-bankpttptey-or 

35 writeen-notiee-from-e-epedrtor-ef-ehe-eped±tep~s-rntent-tO 
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1 fo~eeiese-whe~e-there-is-reesonebie-beiief-thet-the-ereditor 
2 eeft-fo~ee-a-saie-ef-the-~ro~e~ty~ 
3 (2) Subtract the applicable exemption amount as follows: 
4 (a) Seventeen thousand five hundred dollars for a married 
5 person 
6 (b) 

who files separately or for an estate or trust. 
Twenty-six thousand dollars for a single person or an 

7 unmarried head of household. 
8 (c) Thirty-five thousand dollars for a married couple 
9 which files a jOint return. 

10 (3) In the case of a net operating loss computed for a tax 
11 year beginning after December 31, 1982 which is carried back 
12 or carried forward to the current taxable year, the net 
13 operating loss shall be reduced by the amount of the items of 
14 tax preference arising in such year which was taken into 
15 account in computing the net operating loss in section 422.9, 
16 subsection 3. The deduction for a net operating loss for a 
17 tax year beginning after December 31, 1986 which is carried 
18 back or carried forward to the current taxable year shall not 
19 exceed ninety percent of the alternative minimum taxable 
20 income determined without regard for the net operating loss 
21 deduction. 
22 t4t--Add-the-amottftt-by-whieh-the-eggregate-iosses-Erom-eii 
23 ~ess~ve-aetivities7-redtteed-by-the-egg~egete-ifteome-from 
24 ~essive-eetivities,-exeeed-the-s~m-of-the-tex~eyer~s-eash 
25 basis-ift-~essive-eetivities-whieh-are-not-tex-sheiters-pitts 
26 the-iesser-of-ehe-eexpeyer~s-eesh-besis-ift-pessi.e-eetivieies 
27 whieh-ere-tax-sheiters-or-fifty-thottsaftd-doiiars.--Por 
28 ~=rposes-of-this-sttb~aregreph-ehe-foiiowiftg-appiy~ 
29 tet--A~ex-sheieerA-meefts-the-seme-es-defined-ift-seeeion 

30 46ititt3t-of-ehe-%ftternei-Revefttte-Sode-eE-i954. 
31 tbt--APessive-aetivityA-means-aft-aetivity-where-e 
32 sttbstantia%-po~tion-of-the-ineome-from-the-eetivity-is-from-e 
33 trede-or-bttsiness.--Reftts-eftd-royeities-a~e-ineome-frem-e 
34 trede-er-bttsiness~--APassive-aetivityA-does-not-ineittde, 
35 exeept-in-the-ease-of-iimited-partners7-en-eetiv±ty-where-the 
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1 ~axpayer-or-~axpayer~s-SpOttSe-ma~er~aiiy-par~%e%pa~eS-%n-~he 
2 ae~~¥~~y-or-pro¥%des-sttbs~an~%ai-personai-sery%ees-for-~he 

3 ae~~y%~y.--A-ioss-inettrred-from-a-farming-bttsiness7-as-defined 
4 %ft-see~%on-.6.tet-o£-~he-%n~ernai-Reyentte-eode-of-i9547-wiii 
5 no~-be-eonsidered-for-pttrposes-of-~h%s-sttbparagraph-~o-~he 
6 ex~en~-~ha~-~he-ioss-is-ttsed-in-eomptt~ing-fte~-ineome-ttftder 

7 see~ion-.ii.T. 
8 tet--Aeasft-bas~sa-meafts-~ft-~fte-ease-of-en-%n~eres~-%n-e 

9 par~ftersh%p7-~he-ad;tts~ed-bes~s-0£-~he-~expeyer~s-%n~eres~ 
10 de~ermined-wieftott~-regard-~o-any-iiebiiiey-o£-or-emottft~ 

11 borrowed-by-~fte-per~nersftip-w%~h-respee~-~o-~he-per~nersfttp 
12 wh~eh-was-seettred-by-any-asse~s-of-~he-per~nersh%p7-end-in-aii 
13 eeher-eeses7-~he-ed;tts~ed-bas%s-of-~he-~axpeyer~s-%n~eres~ 
14 de~erm%fted-ttftder-prineipies-reia~iftg-~o-~he-ease-of-a 

15 pat'~nersh%p. 
16 tdt--A-iess-£t'em-efty-ee~~y~~y-sfta%%-be-de~ermifted-ttnder-~he 

17 prifte%pies-of-see~ioft-46Stdt-of-~he-%ft~erfta%-Re¥efttte-€ode-of 
18 :95.-exeep~-~he~-~0-~he-ex~en~-~ha~-eny-dedtte~ion-ts-en-ttem 

19 of-~ax-preferenee-in-~his-see~ion7-~he~-dedtte~ton-shei%-no~-be 

20 ~eken-tn~o-eeeottn~. 

21 tet--A-ioss-£rom-en-ee~tyt~y-~het-*s-d~se%iowed-ttnder-~h%s 

22 sttbparegrapft-sheii-be-~reated-as-e-dedtte~~on-ai%owabie-~o-~hat 
23 ae~tyity-%n-the-f~rst-stteeeed%n9-tex-yeer. 
24 tft--Tf-~he-taxpeyer-dtsposes-of-~he-taxpayer~s-en~ire 

25 tn~erest-in-e-passiye-aetiyity-dttr~ng-e-~ex-yeerT-the-emettft~ 
26 of-%oss-at~rtbtt~ed-to-the-ae~~yi~y-de~ermifted-after-earryoyers 

27 in-per~-tet-of-this-sttbparagt'apft7-she%%-be-e%iowed-in 

28 eomptttiftg-a%~erne~iye-m%n%mttm-~axab%e-~neome-end-shai%-no~-be 

29 ~rea~ed-es-a-%oss-for-pttrposes-of-th%s-sttbparegrepft. 

30 ~he-s~e~e-e%~erna~%ye-m%n~mttm-~ex-o£-a-texpayet'-whose-i~ems 

31 of-~ex-preferenee-~neittde-~he-ga%n-or-toss-from-the-£or£eitttre 
32 of-en-ins~a%%men~-rea%-esta~e-eontrae~7-the-trans£er-of-rea: 
33 or-persona%-property-seettring-a-deb~-~o-e-eredttor-%n 
34 eaneei%et%on-of-~ha~-deb~-or-from-~fte-se%e-or-exehange-of 
35 property-es-a-restti~-o£-aettta%-no~tee-o£-£oree%osttre-where-~he 
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1 £air-~arkee-¥ai~e-e£-ehe-ta~peyer~s-assees-exeeeds-efte 
2 eaxpayer~s-%iaeiiities-immediate:y-ee£ere-s~eh-ferfeit~reT 

3 ereftSfer7-er-saie-er-exehaftge-sftai%-ftet-ee-~reater-thaft-s~eft 
4 exeess7-ifte%~dift~-efty-asset-erefts£erred-wiehift-efte-httftarea 
5 tweftey-deys-prier-te-stteft-forfeiettre,-eraftS£er7-er-saie-or 
6 exeftaft~e. 

7 
8 
9 

10 
11 
12 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

In the case 6f a resident, including a resident estate or 
trust, the state's apportioned share of the state alternative 
minimum tax is one hundred percent of the state alternative 
minimum tax computed in this subsection. In the case of a 
nonresident, including a nonresident estate or trust, or an 
individual, estate or trust that is domiciled in the state for 
less than the entire tax year, the state's apportioned share 
of the state alternative minimum tax is the amount of tax 
computed under this subsection, reduced by the applicable 
credits in sections 422.10, 422.11, 422.l1A and 422.12 and 
this result multiplied by a fraction with a numerator of the 
sum of state net income allocated to Iowa as determined in 
section 422.8, subsection 2, eftd plus tax preference itemsL 

adjustments, and losses under subparagraph (1) attributable to 
Iowa and with a denominator of the sum of total net income 
computed under section 422.7 and all tax preference itemsL 

adjustments, and losses under subparagraph (1). In computing 
this fraction, those items excludable under subparagraph (1) 
shall not be used in computing the tax preference items. 
Married taxpayers electing to file separate returns or 
separately on a combined return must allocate the minimum tax 
computed in this subsection in the proportion that each 
spouse's respective preference itemsL ttftder-seetioft-5T-ef-ehe 
:ftternai-Re.en~e-eede-eE-%954 adjustments, and losses under 
subparagraph (1) bear to the combined preference itemsL 

adjustments, and losses under subparagraph (1) of both 
33 spouses • 
34 Sec. 4. Section 422.5, subsections 6 and 10, Code 1987, 
35 are amended to read as follows: 
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- .1 6. A person who is disabled, is sixty-two years of age or •. 
2 older or is the surviving spouse of an individual or survivor 
3 having an insurable interest in an individual who would have 
4 qualified for the exemption under this paragraph for this tax 
S year and receives one or more annuities from the United States 
6 civil service retirement and disability trust fund, and whose 
7 net income, as defined in section 422.7, is sufficient to 
8 require that the tax be imposed upon it under this section, 
9 may determine final taxable income for purposes of imposition 

10 of the tax by excluding the amount of annuities received from 
11 the United States civil service retirement and disability 
12 trust fund, which are not already excluded in determining net 
13 income, as defined in section 422.7, up to a maximum each tax 
14 year of five thousand five hundred dollars for a person who 
15 files a separate state income tax return and eight thousand 
16 dollars total for a husband and wife who file a joint state 
17 income tax return. However, a surviving spouse who is not 
18 disabled or sixty-two years of age or older can only exclude 
19 the amount of annuities received as a result of the death of 
20 the other spouse. The amount of the exemption shall be 
21 reduced by the amount of any social security benefits 
22 received. For the purpose of this section, the amount of 
23 annuities received from the United States civil service 
24 retirement and disability trust fund taxable under the 
25 Internal Revenue Code er-%954 shall be included in net income 
26 for purposes of determining eligibility under the five 
27 thousand dollar or less exclusion. 
28 10. In addition to the other taxes imposed by this 
29 section, a tax is imposed on the amount of a lump sum 
30 distribution for which the taxpayer has elected under section 
31 402(e) of the Internal Revenue Code er-%954 to be separately 
32 taxed for federal income tax purposes for the tax year. The 
33 rate of tax is equal to twenty-five percent of the separate 
34 federal tax imposed on the amount of the lump sum 
35 distribution. A nonresident is liable for this tax only on 
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that portion of the lump sum distribution allocable to Iowa. 
The total amount of the lump sum distribution subject to 
separate federal tax shall be included in net income for 
purposes of determining eligibility under the five thousand 
dollar or less ex~l~sion. 

Sec. 5. Section 422.5, subsection 8, Code 1987, is amended 
by striking the subsection. 

Sec. 6. Section 422.6, unnumbered paragraph 2, Code 1987, 
is amended to read as follows: 

The beneficiary of a trust who receives an accumulation 
11 distribution shall be allowed credit without interest for the 
12 Iowa income taxes paid by the trust attributable to such 
13 accumulation distribution in a manner corresponding to the 
14 provisions for credit under the federal income tax relating to 
15 accumulation distributions as contained in the Internal 
16 Revenue Code er-%9S4. The trust shall not be entitled to a 

~ 17 refund of taxes paid on the distributions. The trust shall 
18 maintain detailed records to verify the computation of the 
19 tax. 

• 

20 Sec. 7. Section 422.7, Code 1987, is amended to read as 
21 follows: 
22 422.7 "NET INCOME" -- HOW COMPUTED. 
23 The term "net income" means the adjusted gross 
24 properly computed for federal income tax purposes 

income as 
under the 

25 
26 

Internal Revenue Code er-%9S4, with the following adjustments: 
1. Subtract interest and dividends from federal 

27 securities. 
28 2. Add interest and dividends from foreign securities and 
29 from securities of state and other political subdivisions 
30 exempt from federal income tax under the Internal Revenue Code 
31 er-%9S4. 
32 3. Where the adjusted gross income includes capital gains 
33 or losses, or gains or losses from property other than capital 
34 assets, and such gains or losses have been determined by using 
35 a basis established prior to January 1, 1934, an adjustment 
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1 may be made, under rules prescribed by the director, to 
2 reflect the difference resulting from the use of a basis of 
3 cost or January 1, 1934, fair market value, less depreciation 
4 allowed or allowable, whichever Is higher. Provided that the 

5 basis shall be fair market value as of January 1, 1955, less 
6 depreciation allowed or allowable, in the case of property 
7 acquired prior to that date if use of a prior basis is 
8 declared to be invalid. 
9 4. Subtract installment payments received by a beneficiary 

10 under an annuity which was purchased under an employee's 
11 pension or retirement plan when the commuted value of said 
12 installments has been included as a part of the decedent 
13 employee's estate for Iowa inheritance tax purposes. 
14 5.--Add-efte-eme~fte-by-wftieh-ehe-besis-eE-qtta%iEied 

15 de~reeiab%e-preperty-is-reqttired-ee-be-inereesed-Eer 
16 depreeieeieft-pttrpeses-ttftder-ehe-%fteerftei-Revefttte-eede 
17 Ameftdmenes-Aee-of-i964-eo-ehe-exeefte-ehee-stteh-amoane-eqaa%s 

• 

18 ehe-ftee-emottfte-of-ehe-speeiei-dedtteeioft-e%%owed-oft-ehe-bes~s 4IJ 
19 ef-ehe-amottfte-by-whieh-ehe-depreeieb%e-basis-of-saeh-qaelified 
20 properey-wes-reqttired-te-be-redtteed-for-depree±ee±en-pttrposes 

21 ttftder-ehe-ifteerftai-Reveftae-eede-Ameftdmeftts-Aee-of-i96z.--The 
22 ~nee-ameant-of-ehe-speeia%-dedtteeionn-she%i-be-eompated-by 

23 ea~±ng-ehe-sam-ef-ehe-emoaftes-by-whieh-the-basis-oE-qaaiified 
24 properey-wes-reqaired-eo-ce-deereased-fer-depreeiatien 
25 parpeses-fer-ehe-yeers-i96z-aftd-i963-aftd-saberaet±ng-from-it 
26 the-sam-ef-ehe-emoanes-by-whieh-ehe-basis-of-saeh-preperty-was 
27 reqaired-to-be-±neressed7-prier-to-i964,-for-depreeiatioft-er 
28 dispesie±on-pttr~oses-ander-the-interne%-Revenae-eode 

29 Ameftdments-Aet-of-i96z. 
30 6. Individual taxpayers and married taxpayers who file a 
31 joint federal income tax return and who elect to file a joint 
32 return, separate returns or separate filing on a combined 
33 return for Iowa income tax purposes, may avail themselves of 
34 the disability income exclusion and shall compute the amount 
35 of the disability income exclusion subject to the limitations 
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5 
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7 
8 
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10 
11 

12 
13 

14 

15 
16 
17 
18 
19 
20 
21 
22 

23 
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for joint federal income tax return filers provided by section 
105(d) of the Internal Revenue Code or-%954. The disability 
income exclusion provided in section 105(d) of the Internal 
Revenue. Code or-i954, as amended up to and including December 
31, 1982, continues to apply for state income tax purposes for 
tax years beginning on or after January 1, 1984. 

7. Add to the taxable income of trusts, that portion of 
trust income excluded from federal taxable income under 
section 641(c) of the Internal Revenue Code or-!954. 

8. Married taxpayers who file a joint federal income tax 
return and who elect to file separate returns or separate 
filing on a combined return for Iowa income tax purposes, may 
avail themselves of the expensing of business assets and 
capital loss provisions of sections 179(a) and 1211(b) 
respectively of the Internal Revenue Code er-i954 and shall 
compute the amount of expensing of business assets and capital 
loss subject to the limitations for joint federal income tax 
return filers provided by sections 179(b) and 1211(b) 
respectively of the Internal Revenue Code of-i954. 

9. Subtract the amount of the jobs tax credit allowable 
for the tax year under section 51 of the Internal Revenue Code 
of-:954 to the extent that the credit increased federal 
adjusted gross income •. 

24 10. Married taxpayers, who file a joint federal income tax 
25 return and who elect to file separate returns or separate 
26 filing on a combined return for state income tax purposes, 
27 shall include in net income any unemployment compensation 
28 benefits received subject to the limitations for jOint federal 
29 income tax return filers provided in section 85 of the 
30 Internal Revenue Code of-i954. 

31 11. Subtract the amount of the alcohol fuel credit 
32 allowable for the tax year under section 40 of the Internal 
33 Revenue Code of-i954 to the extent that the credit increased 
34 federal adjusted gross income. 
35 12. Married taxpayers, who file a joint federal income tax 
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1 return and who elect to file separate returns or separate 
2 filing on a combined return for state income tax purposes, may 

3 avail themselves of the dividend exclusion provisions of 
4 section 116(a) of the Internal Revenue Code eE-t954 and shall 

5 compute the dividend exclusion subject to the limitations for 
6 jOint federal income tax return filers provided by section 

7 116(a) of the Internal Revenue Code e£-i954. 
8 13. 
9 128 of 

The exclusion of interest income provided by section 
the Internal Revenue Code ef-t954 is not applicable in 

10 computing Iowa net income for tax years beginning on or after 

11 January 1, 1981 and before January 1, 1984. 
12 14. The deduction for a married couple where both persons 

13 are wage earners which is provided by section 221 of the 
14 Internal Revenue Code o£-i954 is not applicable in computing 

15 Iowa net income for tax years beginning on or after January 1, 
16 1982. 

17 t5.--~he-eee~etion-aitowee-~nde~-seetion-t6~tht-eE-the 

18 fnternat-ReYenae-€ode-ef-t9S4-is-net-apptieabte-in-eompatin~ 
19 %owa-net-ineome-fo~-any-tax-year-beginn±n~-on-or-before 
20 Beeember-3t,-t999.--~he-ded~et±on-at%owed-ander-seet±0n-664-of 

21 tfte-~ax-Re£o~m-Aet-ef-t9T6,-as-amended-ap-te-and-inetading 
22 Beeember-3%,-t99a,-is-attewebte-in-eemp~ting-fowa-net-ineome, 

23 fo~-tax-yea~s-beginning-on-or-be£o~e-geeember-3t,-t99a,-ander 
24 P~oy±s±ons-effeet±ye-Eo~-tfte-year-£or-wftieft-tfte-~etarn-is 

25 maee.--~fte-dedaetion-aiiowed-aneer-seetion-%6~tftt-of-tfte 
26 fnte~nat-Reyenue-eoee-o£-i9S4-is-not-apptieabie-in-eompating 
27 iowa-net-ineome-fo~-any-tex-yea~-be9inning-on-or-after-aanaary 
28 i7-i98i.--~he-dedaetion-attewed-ande~-seetion-664-o£-tfte-Tax 
29 Reform-Aet-of-i9T6,-as-amended-up-to-and-±netad±ng-geeembe~ 
30 3t,-t989,-is-aitowebte-in-eempating-fowe-net-ineome-for-tax 

31 years-beginning-on-or-after-aanaa~y-i7-%gei.--The-max±mam 
32 aB:owebie-dedaetioni'-otfter-tftan-£o~-t~a\fe'i-expense,-sftaii-not 

33 exeeed-fiEty-doiia~s-per-day,-wftere-the-taxpaye~-eteets-on-tfte 
34 iowa-~eta~n-to-be-goye~ned-ey-seetion-664-o£-the-Tax-Reform 
35 Aet-of-%9T6,-as-amended-~p-to-and-inetad±ng-Beeembe~-3:,-:999, 
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1 aftiess-~fte-~ex~eyer-~~em~zed-ex~eftses. 
2 16. Add the amounts deducted and subtract the amounts 
3 included as income as a result of the treatment provided sa1e-
4 leaseback agreements under section l68(f)(8) of the Internal 
5 Revenue Code er-i9S4 for property placed in service by the 
6 transferee prior to January 1, 1986 to the extent that the 
7 amounts deducted and the amounts included in income are not 
8 otherwise deductible or included in income under the Internal 
9 Revenue Code er-i9S4 as amended to and including December 31, 

10 1985. Entitlement to depreciation on any property included in 
11 a sale-leaseback agreement which is placed in service by the 
12 transferee prior to January 1, 1986 shall be determined under 
13 the Internal Revenue Code of-i9S4 as amended to and including 
14 December 31, 1985, excluding section 168(f)(8) in making the 
15 determination. 
16 iT.--Sab~ree~-~fte-amoaft~-of-aftem~ioymeft~-eom~eftsa~ioft-~o-be 

4It 17 ifteittded-~ft-%ewe-fte~-~fteeme-rer-afty-~ax-year.--Add-beek-~he 
18 emoan~-of-anem~ioymeft~-eem~eftse~ioft-eompa~ed-ander-seeeion-85 
19 of-tfte-%n~ernei-Reyenae-eede-ef-i9547-es-emended-ap-eo-and 
20 *neiadtng-Beeember-3i7-i98i.--~hts-sabsee~±oft-±s-effee~±¥e 
21 oftiy-for-~fte-eex-year-beg±nntng-on-or-af~er-aenaary-iT-i98i 
22 eftd-berore-Beeember-3i,-i98i. 
23 18. If the adjusted gross income includes income or loss 
24 from a small business operated by the taxpayer, an additional 
25 deduction shall be allowed in computing the income or loss 
26 from the small business if the small business hired for . 
27 employment in the state during its annual accounting period 
28 ending with or during the taxpayer's tax year any of the 
29 following: 
30 a. A handicapped individual domiciled in this state at the 
31 time of the hiring who meets any of the following conditions: 
32 (1) Has a physical or mental impairment which 
33 substantially limits one or more major life activities. 

~ 34 (2) Has a record of that impairment. 
35 (3) Is regarded as having that impairment. 
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1 b. An individual domiciled in this state at the time of 
2 the hiring who meets any of the following conditions: 
3 (1) Has been convicted of a felony in this or any other 
4 state or the District of Columbia. 
5 . (2) Is on parole pursuant to chapt~r 906. 
6 (3) Is on probation pursuant to chapter 907, for an 

7 offense other than a simple misdemeanor. 
8 (4) Is in a work release program pursuant to chapter 246, 

9 division IX. 
10 c. An individual, whether or not domiciled in this state 
11 at the time of the hiring, who is on parole or probation and 
12 to whom the interstate probation and parole compact under 
13 section 907A.l applies. 
14 The amount of the additional deduction is equal to fifty 
15 percent of the wages paid to individuals named in paragraphs 
16 "a", "b", and "c" who were hired for the'first time by that 

.' 

17 business during the annual accounting period for work done in 4Il 
18 the state. This additional deduction is allowed for the wages 
19 paid to those individuals successfully completing a 
20 probationary period during the twelve months following the 
21 date of first employment by the business and shall be deducted 
22 at the close of the annual accounting period. 
23 The additional deduction shall not be allowed for wages 
24 paid to an individual who was hired to replace an individual 
25 whose employment was terminated within the twelve-month period 
26 preceding the date of first employment. However, if the 
27 individual being replaced left employment voluntarily without 
28 good cause attributable to the employer or if the individual 
29 was discharged for misconduct in connection with the 
30 individual's employment as determined by the division of job 
31 service of the department of employment services, the 
32 additional deduction shall be allowed. 
33 A taxpayer who is a partner of a partnership or a 
34 shareholder of a subchapter S corporation, may deduct that 
35 portion of wages qualified under this subsection paid by the 
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~ 1 partnership or subchapter S corporation based on the 

• 

• 

2 taxpayer's pro rata share of the profits or losses from the 
3 partnership or subchapter S corporation. 
4 For purposes of this subsection, "physical or mental 
5 impairment" means any physiological disorder or condition, 
6 cosmetic disfigurement, or anatomical loss affecting one or 
7 more of the body systems or any mental or psychological 
8 disorder, including mental retardation, organic brain 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 
20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

syndrome, emotional or mental illness and specific learning 
disabilities. 

For purposes of this subsection, "small business" means 
small business as defined in section 220.1, subsection 28, 

except that it shall also include the operation of a farm. 
19. Married taxpayers, who file a joint federal income tax 

return and who elect to file separate returns or who elect 
separate filing on a combined return for state income tax 
purposes, shall include in net income any social' security 
benefits er-tier-i-raiiread-retirement-bene£its received to 
the same extent as those benefits are taxable on the 
taxpayer's joint federal return for that year under section 86 
of the Internal Revenue Code e£-i9S4. The benefits included 
in net income must be allocated between the spouses in the 
ratio of the social security benefits er-tier-i-raiiread 
retirement-benefits received by each spouse to the total of 
these benefits received by both spouses. 

ze~--Sabtraet-the-anempieyment-eempensatien-bene£its-fer 

tax-years-beginning-en-aanaary-i,-i9T9-te-the-extent-these 
bene£its-had-been-ineiaded-in-net-ineeme-en-a-retarn-£iied 
befere-aanaary-i,-i98i-and-were-exeiaded-£rem-ineeme-ander-Aet 
seetien-ieT5-ef-the-~ax-Re£erm-Aet-ef-i984~--Netwithstanding 

the-statate-ef-iimitatiens-speeified-in-seet%en-4zz~T37 

sabseetien-z7-taxpayers-whe-weaid-be-barred-frem-eiaiming-a 
ref~nd-er-eredit-frem-an-everpayment-res~iting-£rem-the-ehange 

made-by-Aet-seetion-ieT5-of-the-~ax-Reform-Aet-of-i984-are 

entitied-te-reeeive-a-refand-or-eredit-±f-they-f±ie-a-elaim 
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1 wi~h-~he-de~e~~men~-on-o~-befo~e-JHne-5e7-%ge6~ 
2 21. Add the four percent of the basic salary of a judge, 
3 who is a member of the judicial retirement system established 
4 in chapter 602, article 9, which is exempt from federal income 
5 tax under the Internal Revenue Code of-i954. 
6-. 22. Add the combined net losses from passive farming 

7 activity in excess of twenty-five thousand dollars that offset 
8 income from other sources. Net losses under section 165 of 
9 the Internal Revenue Code o£-:954, exclusive of net gains 

10 incurred passively from the operation of a farming business, 

11 as defined in section 464(e) of the Internal Revenue Code of 
12 :954, are to be combined from businesses, rents, partnerships, 
13 subchapter S corporations, estates or trusts except losses 
14 under sections 1211 and 1231 of the Internal Revenue Code of 

15 1954. For purposes of this subsection the following apply: 
16 a. "Passive activity" means an activity where the taxpayer 

17 or a member of the taxpayer's family as defined in section 
18 2032A(e)(2) of the Internal Revenue Code or-i954 does not ma-
19 terially participate in the activity or provide substantial 
20 personal services to the farming business. A taxpayer who is 
21 retired or disabled as described in section 2032A(b)(4) of the 
22 Internal Revenue Code o£-%954 or is a surviving spouse as 
23 described in section 2032A(b)(5) shall be treated as 
24 materially participating in the farming business. 
25 b. A loss from an activity that is disallowed under this 
26 subsection shall be treated as a deduction allowable to that 

27 activity in the first succeeding tax year. 
28 23. Add the amount of intangible drilling and development 
29 costs optionally deducted in the year paid or incurred as 
30 allowed under section 263(c) of the Internal Revenue Code of 
31 :954. This amount may be recovered through cost depletion or 
32 depreciation, as appropriate under rules prescribed by the 

33 director. 
34 24. Add the percentage depletion amount determined with 
35 respect to an oil, gas, or geothermal well using methods in 
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1 section 613 of the Internal Revenue Code of-i9S4 that is in 
2 excess of the cost depletion amount determined under section 
3 611 of the Internal Revenue Code or-i954. 

4 25. Subtract the income or loss resulting from the 
5 forfeiture of an installment real estate contract, the 
6 transfer of real or personal property securing a debt to a 
7 creditor in cancellation of that debt, or from the sale or 
8 exchange of property as a result of actual notice of 
9 foreclosure if all of the following conditions are met: 

10 a. The forfeiture, transfer, or sale or exchange was done 
11 for the purpose of establishing a positive cash flow. 
12 b. Immediately before the forfeiture, transfer, or sale or 
13 exchange, the taxpayer's debt to asset ratio exceeded ninety 
14 percent as computed under.generally accepted accounting 
15 practices. 
16 c. The taxpayer's net worth at the end of the tax year is 

~ 17 less than seventy-five thousand dollars. In determining a 

• 

18 taxpayer's net worth at the end of the tax year a taxpayer 
19 shall include any asset transferred within one hundred twenty 
20 days prior to the end of the tax year without adequate and 
21 full consideration in money or money's worth. In determining 
22 the taxpayer's debt to asset ratio, the taxpayer shall include 
23 any asset transferred within one hundred twenty days prior to 
24 such forfeiture, transfer, or sale or exchange without 
2S adequate and full consideration in money or money's worth. 
26 For purposes of this subsection, actual notice of foreclosure 
27 includes, but is not limited to, bankruptcy or written notice 
28 from a creditor of the creditor's intent to foreclose where 
29 there is a reasonable belief that the creditor can force a 
30 sale of the asset. For purposes of this subsection, in the 
31 case of married taxpayers, except in the case of a husband and 
32 wife who live apart at all times during the tax year, the 
33 assets and liabilities of both spouses shall be considered for 
34 purposes of determining the taxpayer's net worth or the 
3S taxpayer's debt to asset ratio. 

-16-
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1 Sec. 8. Section 422.7, subsection 2, Code 1987, is amended •. 

2 to read as follows: 

3 2. Add interest and dividends from foreign securitiesL ana 

4 from securities of state and other political subdivisions, and 
5 from regulated investment companies exempt from federal income 
6 tax under the Internal Revenue Code er-i9S4. 

7 Sec. 9. Section 422.7, sUbsections 10, 12, 13, 14, and 22, 
8 Code 1987, are amended by striking the subsections. 

9 Sec. 10. Section 422.7, Code 1987, is amended by adding 
10 the following new subsection: 

11 NEW SUBSECTION. Subtract the loss on the sale or exchange 
12 of a share of a regulated investment company held for six 

13 months or less to the extent the loss was disallowed under 
14 section 852(b)(4)(B) of the Internal Revenue Code. 
15 Sec. 11. Section 422.9, subsections 1, 2, and 3, Code 
16 1987, are amended to read as follows: 

17 1. An optional standard deduction of fifteen percent of 
18 the net income after deduction of federal income tax, not to 

19 exceed one thousand two hundred dollars for a married person 

20 who files separately, one thousand two hundred dollars for a 

21 single person or three thousand dollars for a husband and wife 
22 who file a joint return, a surviving spouse as defined in 
23 section 2 of the Internal Revenue Code er-i954, or an 
24 unmarried head of household as defined in the Internal Revenue 
25 Code er-i954. 
26 A taxpayer who claims the optional standard deduction under 

27 this subsection may, after claiming the optional standard 
28 deduction, claim the direct charitable contribution as allowed 

29 and subject to the same limitations provided under section 
30 l70(i) of the Internal Revenue Code er-i9S4 for tax years 
31 ending on or before December 31, 1986. However, the deduction 
32 shall be computed as provided under section l70(i) of the 
33 Internal Revenue Code of-t954 as applied to tax year 1984. 
34 Married taxpayers who have filed a joint federal return and 

35 who elect to file separate returns or separately on a combined 
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1 state return must allocate their allowable charitable 
2 deduction to each spouse in the proportion that each spouse's 
3 respective net income bears to the total combined net income. 
4 Taxpayers affected by the allocation provisions of section 
5 422.8 shall be permitted a deduction in the amount as is 
6 fairly and equitably allocable to Iowa under rules prescribed 
7 by the director. 
8 2. The total of contributions, interest, taxes, medical 
9 expense, nonbusiness losses and miscellaneous expenses 

10 deductible for federal income tax purposes under the Internal 
11 Revenue Code er-%9S4, with the following adjustments: 
12 a. 

13 b. 

14 as the 

Subtract the deduction for Iowa income taxes. 
Add the amount of federal income taxes paid or accrued 
case may be, during the tax year, adjusted by any 

15 federal income tax refunds. Provided, however, that where 
16 married persons, who have filed a joint federal income tax 

~ 17 return, file separately, such total shall be divided between 
18 them according to the portion thereof paid or accrued, as the 
19 

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 

32 

• 33 
34 
3S 

case may be, by each. 
c. Add the amount by which expenses paid or incurred in 

connection with the adoption of a child by the taxpayer exceed 
three percent of the net income of the taxpayer, or of the 
taxpayer and spouse in the case of a joint return. The 
expenses may include medical and hospital expenses of the 
natural mother which are incident to the child's birth and are 
paid by the taxpayer, welfare agency fees, legal fees, and all 
other fees and costs relating to the adoption of a child if 
the child is placed by a child-placing agency licensed under 
chapter 238 or by a person making an independent placement 
according to the provisions of chapter 600. 

d. Add an additional deduction for mileage incurred by the 
taxpayer in voluntary work for a charitable organization 
consisting of the excess of the state employee mileage 
reimbursement over the amount deductible for federal income 
tax purposes. The deduction shall be proven by the keeping of 
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1 a contemporaneous diary by the person throughout the period of 

2 the voluntary work in the tax year. 

3 e. Subtract the adoption deduction permitted under section 

4 222 of the Internal Revenue Code or-:954. 

5 f. Add the amount, not to exceed five thousand dollars, of 
6 expenses not otherwise deductible under this section actually 

7 incurred in the home of the taxpayer for the care of a person 
8 who is the grandchild, child, parent, or grandparent of the 

9 taxpayer or the taxpayer's spouse and who is unable, by reason 

10 of physical or mental disability, to live independently and is 

11 receiving, or would be eligible to receive if living in a 

12 health care facility licensed under chapter 135C, medical 

13 assistance benefits under chapter 249A. In the event that the 

14 person being cared for is receiving assistance benefits under 

15 chapter 239, the expenses not otherwise deductible shall be 
16 the net difference between the expenses actually incurred in 

17 caring for the person and the assistance benefits received 

18 under chapter 239. 

19 3. If after applying all of the adjustments provided for 

20 in section 422.7, the allocation provisions of section 422.8 

21 and the deductions allowable in this section subject to the 

22 modifications provided in section 172(d) of the Internal 

23 Revenue Code or-:954, the taxable income results in a net 
24 operating loss, the net operating loss shall be deducted as 

25 follows: 
26 a. The Iowa net operating loss shall be carried back three 

27 taxable years or to the taxable year in which the individual 
28 first earned income in Iowa whichever year is the later. 

29 b. The Iowa 

30 carried back as 

net operating loss remaining after being 

required in paragraph "a" of this subsection 

31 or if not required to be carried back shall be carried forward 

32 fifteen taxable years. 
33 c. If the election under section 172(b)(3)(C) of the 

• 

• 

34 Internal Revenue Code or-:954 is made, the Iowa net operating ~ 
35 loss shall be carried forward fifteen taxable years. 
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1 Sec. 12. Section 422.9, subsection 1, unnumbered paragraph . 
2 2, 

3 

Code 
Sec. 

1987, 

13. 

is amended by striking the paragraph. 
Section 422.9, subsection 2, unnumbered paragraph 

4 1, Code 1987, is amended to read as follOws: 
S The total of contributions, interest, taxes, medical 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

expense, moving expenses, nonbusiness losses and miscellaneous 
expenses deductible for federal income tax purposes under the 
Internal Revenue Code e£-i9S4, with the following adjustments: 

Sec. 14. Section 422.9, subsection 2, paragraph e, Code 
1987, is amended by striking the paragraph. 

Sec. 15. Section 422.10, unnumbered paragraph 1, Code 
1987, is 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 
state. For individuals, the credit shaii-e~~a% equals six and 
one-half percent of the state's apportioned share of the 
qualifying expenditures for increasing research activities. 
The state's apportioned share of the qualifying expenditures 
for increasing research activities is a percent equal to the 
ratio of qualified research expenditures in this state to 
total qualified research expenditures. For purposes of this 
section, an individual may claim a research credit for 
qualifying research expenditures incurred by a partnership, 
subchapter S corporation, and estate or trust electing to have 
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, 
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 which 
would be allowable under section 3& 41 of the Internal Revenue 
Code e£-%9S.7-%n-e£Eeee-en-~an~a~Y-%T-%985. 

Sec. 16. Section 422.12, subsection 1, paragraph c, Code 
1987, is amended to read as follows~ 
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1 c. For each dependent, an additional ten dollars. As used 
2 in this section, the term "dependent" shall have the same 

3 meaning as provided by the Internal Revenue Code e£-%954. 
4 Sec. 17. Section 422.12, subsection 2, unnumbered 

5 paragraph 1, Code 1987, is amended to read as follows: 
6 A child and dependent care credit equal to forty-five 

7 percent of the federal child and dependent care credit 
8 provided in section 21 of the Internal Revenue Code e£-i954. 
9 Sec. 18. Section 422.13, subsection 1, paragraph a, Code 

10 1987, is amended to read as follows: 

11 a. The individual is required to file a federal income tax 
12 return under the Internal Revenue Code e£-%954. 

13 Sec. 19. Section 422.16, subsection 1, unnumbered 
14 paragraph 1, Code 1987, is amended to read as follows: 

15 Every withholding agent and every employer as defined in 
16 this chapter and further defined in the Internal Revenue Code 

17 e£-T954, with respect to income tax collected at source, 
18 making payment of wages to a nonresident employee working in 
19 Iowa, or to a resident employee, shall deduct and withhold 
20 from the wages an amount which will approximate the employee's 

21 annual tax liability on a calendar year basis, calculated on 
22 the basis of tables to be prepared by the department and 

23 schedules or percentage rates, 
24 prescribed by the department. 

25 shall declare to the employer 

based on the wages, to be 
Every employee or other person 

or withhOlding agent the number 
26 of the employee's or other person's personal exemptions and 

27 dependency exemptions or credits to be used in applying the 
28 tables and schedules or percentage rates. However, no greater 
29 number of personal or dependency exemptions or credits may be 
30 declared by the employee or other person than the number to 

31 which the employee or other person is entitled except as 
32 allowed under section 3402(m)(1) of the Internal Revenue Code 

33 e£-i954. The claiming of exemptions or credits in excess of 
34 entitlement is a serious misdemeanor. 
35 Sec. 20. Section 422.16, sttbsection 11, paragraphs a and 
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1 d, Code 1987, are amended to read as follows: 
2 a. Every person or married couple filing a return shall 
3 make estimated tax payments if the person's or couple's Iowa 
4 income tax attributable to income other than wages subject to 
5 withholding can reasonably be expected to amount to fifty 
6 dollars or more for the taxable year, except that, in the 
7 cases of farmers and fishers, the exceptions provided in the 
8 Internal Revenue Code er-%954 with respect to making estimated 
9 payments shall apply. The estimated tax shall be paid in 

10 quarterly installments. The first installment shall be paid 
lIon or before the last day of the fourth month of the 
12 taxpayer's tax year for which the estimated payments apply. 
13 The other installments shall be paid on or before June 30, 
14 September 30, and January 31. However, at the election of the 
15 person or married couple, any installment of the estimated tax 
16 may be paid prior to the date prescribed for its payment. If 

~ 17 a person or married couple filing a return has reason to 
18 believe that the person's or couple's Iowa income tax may 

• 

19 increase or decrease, either for purposes of meeting the 
20 requirement to make estimated tax payments or for the purpose 
21 of increasing or decreasing estimated tax payments, shall 
22 increase or decrease any subsequent estimated tax payments 
23 accordingly. 
24 d. Any amount of estimated tax paid is a credit against 
25 the amount of tax found payable on a final, completed return, 
26 as provided in subsection 9, relating to the credit for the 
27 tax withheld against the tax 'found payable on a return 
28 properly and correctly prepared under sections 422.5 through 
29 422.25, and any overpayment of one dollar or more shall be 
30 refunded to the taxpayer and the return constitutes a claim 
31 for refund for this purpose. Amounts less than one dollar 
32 shall not be refunded. The method provided by the Internal 
33 Revenue Code er-%954 for determining what is applicable to the 
34 addition to tax for underpayment of the tax payable applies to 
35 persons required to make payments of estimated tax under this 
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1 section except the amount to be added to the tax for 
2 underpayment of estimated tax is an amount determined at the 
3 rate in effect under section 421.7. This addition to tax 
4 specified for underpayment of the tax payable is not subject 

5 to waiver provisions relating to reasonable cause, except as 
6 provided in the Internal Revenue Code ef-%954. Underpayment 

7 of estimated tax shall be determined in the same manner as 
8 provided under the Internal Revenue Code ef-%954 and the 

9 exceptions in the Internal Revenue Code of-i954 also apply. 
10 Sec. 21. Section 422.20, subsection 2, Code 1987, is 
11 amended to read as follOWS: 
12 2. It shall be unlawful for any officer, employee, or 

13 agent, or former officer, employee, or agent of the state to 
14 disclose to any person, except as authorized in subsection 1 

15 of this section, any federal tax return or return information 
16 as defined in section 6103(b) of the Internal Revenue Code of 

17 %954. It shall further be unlawful for any person to whom any 
18 federal tax return or return information, as defined in 

19 section 6l03(b) of the Internal Revenue Code of-%954, is 
20 disclosed in a manner unauthorized by subsection 1 of this 

21 section to thereafter print or publish in any manner not 
22 provided by law any such return or return information. Any 

23 person committing an offense against the foregoing provision 
24 shall be guilty of a serious misdemeanor. 

25 Sec. 22. Section 422.21, unnumbered paragraph 1, Code 
26 1987, is amended to read as follows: 

27 Returns shall be in the form the director may, from time to 
28 time, prescribe, and shall be filed with the department on or 
29 before the last day of the fourth month after the expiration 
30 of the tax year except that co-operative associations as 

31 defined in section 6072(d) of the Internal Revenue Code of 
32 %954 shall file their returns on or before the fifteenth day 
33 of the ninth month following the close of the taxable year. 

• 

• 

34 If, under the Internal Revenue Code of-%954, a corporation is ~ 

35 required to file a return covering a tax period of less than 
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4It 1 twelve months, the state return shall be for the same period 
2 and shall be due forty-five days after the due date of the 

• 

• 

3 federal tax return, excluding any extension of time to file. 
4 In case of sickness, absence, or other disability, or if good 
5 cause exists, the director may allow further time for filing 
6 returns. The director shall cause to be prepared blank forms 
7 for the returns and shall cause them to be distributed 
8 throughout the state and to be furnished upon application, but 
9 failure to receive or secure the form does not relieve the 

10 taxpayer from the obligation of making a return that is 
11 required. The department may as far as consistent with the 
12 Code draft income tax forms to conform to the income tax forms 
13 of the internal revenue department of the United States 
14 government. Each return by a taxpayer upon whom a tax is 
15 imposed by section 422.57-s~~seet~O"-%T-peregraph-~gU shall 
16 show the county of the residence of the taxpayer. 
17 Sec. 23. Section 422.25, subsection 1, unnumbered 
18 paragraph 1, Code 1987, is amended to read as follows: 
19 Within three years after the return is ~iled or within 
20 three years after the return became due, including any 
21 extensions of time for filing, whichever time is the later, 
22 the department shall examine it and determine the correct 
23 amount of tax, and the amount determined by the department is 
24 the tax. However, if the taxpayer omits from income an amount 
25 which will, under the Internal Revenue Code of-:9S4, extend 
26 the statute of limitations for assessment of federal tax to 
27 six years under the federal law, the period for examination 
28 and determination is six years. In addition to the applicable 
29 period of limitation for examination and determination, the 
30 department may make an examination and determination at any 
31 time within six months from the date of receipt by the 
32 department of written notice from the taxpayer of the final 
33 disposition of any matter between the taxpayer and the 
34 internal revenue service with respect to the particular tax 
35 year. In order to begin the running of the six-months' 
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1 period, the notice shall be in writing in any form sufficient 
2 to inform the department of the final disposition with respect 

3 to that year, and a copy of the federal document showing the 
4 final disposition or final federal adjustments shall be 
5 attached to the notice. 
6 Sec. 24. Section 422.32, subsections 4 and 11, Code 1987, 

7 are amended to read as follows: 
8 4. The term "affiliated group" means a group of 

9 corporations as defined in section 1504(a) of the Internal 
10 Revenue Code eE-i954. 

11 ii~--Per-~~r~eses-eE-see~~en-4ii.3;-s~bseee~en-5;-~he 

12 ~n~erfta%-Reven~e-eeee-ef-%954-sha%i-be-~fteer~re~ee-~e-±nei~de 

13 ~he-~rev±s±efts-ef-P~b.-b.-Ne~-98-4. 
14 Sec. 25. Section 422.33, subsection 4, Code 1987, is 

15 amended by striking the subsection and inserting in lieu 
16 thereof the following: 

17 4. In addition to all taxes imposed under this division, 
18 there is imposed upon each corporation doing business within 

19 the state the greater of the ta'x determined in subsection 1, 

20 paragraphs "a" through "dOl or the state alternative minimum 

21 tax equal to Sixty percent of the maximum state corporate 
22 income tax rate, rounded to the nearest one-tenth of one 

23 percent, of the state alternative minimum taxable income of 
24 the taxpayer computed under this subsection. 

25 The state alternative minimum taxable income of a taxpayer 
26 is equal to the taxpayer's state taxable income as computed 

27 with the adjustments in section 422.35 and. with the following 
28 adjustments: 
29 a. Add items of tax preference included in federal 
30 alternative minimum taxable income under section 57, except 
31 sUbsections (a)(2) and (a)(5), of the Internal Revenue Code, 
32 make the adjustments included in federal alternative minimum 

33 taxable income under section 56, except subsections (a)(4) and 
34 (d), of the Internal Revenue Code, and add losses as required 
35 by section 58 of the Internal Revenue Code. In making the 
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1 adjustment under section 56(c)(1) of the Internal Revenue 
2 Code, interest and dividends from federal securities net of 
3 amortization of any discount or premium shall be subtracted. 
4 b. Apply the allocation and apportionment provisions of 
5 subsection 2. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 

c. Subtract an exemption amount of forty thousand dollars. 
d. In the case of a net operating loss computed for a tax 

year beginning after December 31, 1986 which is carried back 
or carried forward to the current taxable year, the net 
operating loss shall be reduced by the amount of items of tax 
preference and adjustments arising in the tax year which is 
taken into account in computing the net operating loss in 
section 422.35, subsection 13. The deduction for a net 
operating loss for a tax year beginning after December 31, 
1986 which is carried back or carried forward to the current 
taxable year shall not exceed ninety percent of the 
alternative minimum taxable income determined without regard 
for the net operating loss deduction. 

19 Sec. 26. Section 422.33, subsection 5, Code 1987, is 
20 amended to read as follows: 
21 5. The taxes imposed under this division shall be reduced 
22 by a state tax credit for increasing research activities in 

24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

23 this state equal to six and one-half percent of the state's 
apportioned share of the qualifying expenditures for 
increasing research activities. The state's apportioned share 
of the qualifying expenditures for increasing research 
activities is a percent equal to the ratio of qualified 
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 defined for the federal 
credit for increasing research activities which would be 
allowable under section 38 41 of the Internal Revenue Code ef 

%954;-%n-effee~-en-aanHary-%;-t985. 

35 Any credit in excess of the tax liability for the taxable 
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1 year shall be refunded Ioiith interest computed under section • 
2 422.25. In lieu of claiming a refund, a taxpayer may elect to 

3 have the overpayment shown on its final, completed return 
4 credited to the tax liability for the following taxable year. 
5 Sec. 27. Section 422.35, Code 1987, is amended to read as 
6 follows: 

7 422.35 NET INCOME OF CORPORATION -- HOW COMPUTED. 
8 The term "net income" means the taxable income before the 

9 net operating loss deduction, as properly computed for federal 
10 income tax purposes under the Internal Revenue Code of-t954, 

11 with the following adjustments: 
12 1. Subtract interest and dividends from federal 
13 securities. 
14 2. Add interest and dividends from foreign securities and 

15 from securities of state and other political subdivisions 
16 exempt from federal income tax under the Internal Revenue Code 

17 of-%954. 

18 3. Where the net income includes capital gains or losses, 

19 or gains or losses from property other than capital assets, 
20 and such gains or losses have been determined by using a basis 

21 established prior to January 1, 1934, an adjustment may be 
22 made, under rules and regulations prescribed by the director, 

23 to reflect the difference resulting from the use of a basis of 
24 cost or January 1, 1934, fair market value, less depreciation 
25 allowed or allowable, whichever is higher. Provided that the 
26 basis shall be fair market value as of January 1, 1955, less 

27 depreciation allowed or allowable, in the case of property 
28 acquired prior to that date if use of a prior basis is 

29 declared to be invalid. 
30 4. Subtract fifty percent of the federal income taxes paid 
31 or accrued, as the case may be, during the tax year, adjusted 
32 by any federal income tax refunds; and add the Iowa income tax 
33 deducted in computing said taxable income. 
34 5~--Add-~he-~mo~n~-br-wh~eh-~he-be~~~-of-q~e%ified 

35 de~~ee±eb%e-~~o~e~ty-±~-~eq~±red-to-be-±~e~ee~ed-for 
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~ 1 depreeia~ion-pttrposes-ttnder-~~e-in~erne%-Re.entte-eode 

• 

• 

2 AmendMen~s-Ae~-e£-%964-~o-~he-ex~en~-~~e~-stteh-smottn~-eqttsis 
3 ~he-ne~-amottn~~e£-~he-speeiai-dedtte~ion-a::ewed-on-~he-basis 
4 ef-ehe-amottn~-by-whieh-~~e-depreeiab:e-easis-o£-stteh-qttaiified 
5 proper~y-was-reqttired-~o-be-redtteed-for-depreeia~ien-pttrposes 
6 ttnder-~he-%n~ernai-Re.entte-eode-AmendMen~s-Aee-of-:96i~--~~e . . 
7 ane~-amottn~-of-~he-spee*a:-dedtte~iena-shai:-be-eomptt~ed-by 
8 ~a~ing-~he-sttm-o£-~he-amottn~s-by-whieh-~he-bssis-o£-qtta:i£ied 
9 proper~y-was-reqttired-~e-be-deereased-£er-depreeia~ien 

10 pttrposes-for-~he-years-:96i-and-:963-and-Sttb~rae~ing-£rem-i~ 
11 ~he-sttm-of-~he-amottn~s-by-whieh-~he-bas*s-e£-stteh-proper~y-was 
12 reqttired-~e-be-inereased7-pr*er-~e-:9647-for-depreeia~ion-or 
13 dispos*~ion-pttrpeses-ttnder-~he-%n~erna%-Re.entte-eede 
14 AmendMen~s-Ae~-o£-%96i. 
15 6. Subtract the amount of the jobs tax credit allowable 
16 for the tax year under section 51 of the Internal Revenue Code 
17 of-:9S4 to the extent that the credit increased federal 
18 taxable income. 
19 7. If the taxpayer is a small business corporation, 
20 subtract an amount equal to fifty percent of the wages paid to 
21 individuals named in paragraphs "a", "b", and "c" who were 
22 hired for the first time by the taxpayer during the tax year 

for work done in this state: 23 
24 

25 
26 

27 
28 

29 
30 
31 

32 
33 
34 
35 

a. A handicapped individual domiciled in this state at the 
time of the hiring who meets any of the following conditions: 

(1) Has a physical or mental impairment which 
substantially limits one or more major life activities. 

(2) Has a record of that impairment. 
(3) Is regarded as having that impairment. 
b. An individual domiciled in this state at the time of 

the hiring who meets any of the following conditions: 
(1) Has been convicted of a felony in this or any other 

state or the District of Columbia. 
(2) Is on parole pursuant to chapter 906 • 
(3) Is on probation pursuant to chapter 907, for an 
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1 offense other than a simple misdemeanor. 
2 (4) Is in a work release program pursuant to chapter 246, 

3 division IX. 
4 c. An individual, whether or not domiciled in this state 

5 at the time of the hiring, who is on parole or probation and 

6 to whom the interstate probation and parole compact under 

7 section 907A.l applies. 
8 This deduction is allowed for the wages paid to the 

9 individuals successfully completing a probationary period 
10 named in paragraphs "a", "b", and "c" during the twelve months 

11 following the date of first employment by the taxpayer and 

12 shall be deducted in the tax years when paid. 

13 For purposes of this subsection, "physical or mental 
14 impairment" means any physiological disorder or condition, 

15 cosmetic disfigurement, or anatomical loss affecting one or 
16 more of the body systems or any mental or psychological 

17 disorder, including mental retardation, organic brain 
18 syndrome, emotional or mental illness and specific learning 

19 disabilities. 
20 For purposes of this subsection, "small business" means 

21 small business as defined in section 220.1, SUbsection 28, 

22 except that it shall also include the operation of a farm. 

23 8. Subtract the amount of the alcohol fuel credit 
24 allowable for the tax year under section 40 of the Internal 

25 Revenue Code er-%9S4 to the extent that the credit increased 
26 federal taxable income. 
27 9. Add the amounts deducted and subtract the amounts 
28 included in income as a result of the treatment provided sale-

29 leaseback agreements under section l68(f)(8) of the Internal 

30 Revenue Code eE-%954 for property placed in service by the 

31 transferee prior to January 1, 1986 to the extent that the 

32 amounts deducted and the amounts included in income are not 

33 otherwise deductible or included in income under the other 
34 provisions of the Internal Revenue Code e£-%954 as amended to 
35 and including December 31, 1985. Entitlement to depreciation 
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1 on any property involved in a sale-leaseback agreement which 
2 is placed in service by the transferee prior to January 1, 
3 ~ shall be determined under the Internal Revenue Code er 
4 :954 as amended to and including December 31, 1985, excluding 
S section 168(f)(8) in making the determination. 
6 10. Add the amount of windfall profits tax deducted under 
7 section 164(a) of the Internal Revenue Code er-:954. 
8 11. Add the combined net losses from passive farming 
9 activity in excess of twenty-five thousand dollars that offset 

10 income from other sources. Net losses under section 165 of 
11 the Internal Revenue Code e£-:954, exclusive of net gains 
12 incurred passively from the operation of a farming business, 
13 as defined in section 464(e) of the Internal Revenue Code ef 
14 :954, are to be combined from businesses, rents, partnerships, 
15 corporations, estates or trusts except losses under sections 
16 1211 and 1231 of the Internal Revenue Code er-i954. Farming 

~ 17 activity is passive if the taxpayer does not materially 
18 participate in the activity nor provide substantial services 
19 to the farming business. A loss from an activity that is 
20 disallowed under this sUbsection shall be treated as a 
21 deduction allowable to that activity in the first succeeding 
22 tax year. 
23 12. Add the percentage depletion amount determined with 
24 respect to an oil, gas, or geothermal well using methods in 
2S section 613 of the Internal Revenue Code e£-:954 that is in 
26 excess of the cost depletion amount determined under section 
27 611 of the Internal Revenue Code er-:954. 
28 13. If after applying all of the adjustments provided for 
29 in this section and the allocation and apportionment 
30 provisions of section 422.33, the Iowa taxable income results 
31 in a net operating loss, such net operating loss shall be 
32 deducted as follows: 
33 a. The Iowa net operating loss shall be carried back three 

~ 34 taxable years or to the taxable year in which the corporation 
35 first commenced doing business in this state, whichever is 
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1 later. 
2 b. The Iowa net operating loss remaining after being 

3 carried back as required in paragraph "a" of this subsection 
4 or if not required to be carried back shall be carried forward 

5 fifteen taxable years. 
6 c. If the election under section 172(b)(3)(C) of the 

7 Internal Revenue Code cf-i9S4 is made, the Iowa net operating 
8 loss shall be carried forward fifteen taxable years. 

9 d. No portion of a net operating loss which was sustained 
10 from that portion of the trade or business carried on outside 

11 the state of Iowa shall be deducted. 
12 Provided, however, that a corporation affected by the 

13 allocation provisions of section 422.33 shall be permitted to 
14 deduct only such portion of the deductions for net operating 

15 loss and federal income taxes as is fairly and equitably 
16 allocable to Iowa, under rules prescribed by the director. 

17 Sec. 28. Section 422.35, subsection 2, Code 1987, is 
18 amended to read as follows: 

19 2. Add interest and dividends from foreign securitiesL and 

20 from securities of state and other political subdivisions, and 

21 from regulated investment companies exempt from federal income 
22 tax under the Internal Revenue Code cf-i9S4. 

23 Sec. 29. Section 422.35, subsection 11, Code 1987, is 
24 amended by striking the subsection. 

25 Sec. 30. Section 422.35, Code 1987, is amended by adding 
26 the following new subsection: 

27 NEW SUBSECTION. Subtract the loss on the sale or exchange 
28 of a share of a regulated investment company held for six 
29 months or less to the extent the loss was disallowed under 
30 section 852(b)(4)(B) of the Internal Revenue Code. 
31 Sec. 31. Section 422.36, subsection 5, Code 1987, is 
32 amended to read as follows: 

33 5. Where a corporation is not subject to income tax and 
34 the stockholders of such corporation are taxed on the 
35 corporation's income under the provisions of the Internal 
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~ 1 Revenue Code of-i954, the same tax treatment shall apply to 
2 such corporation and such stockholders for Iowa income tax 

• 

• 

3 
4 
5 

6 

7 
8 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

purposes. 
Sec. 32. Section 422.37, subsection 7, Code 1987, is 

amended to read as follows: 
7. The eomputation of consolidated taxable income for the 

members of an affiliated group of-corporations subject to tax 
shall be made in the same manner and under the same 
procedures, including all intercompany adjustments and 
eliminations, as are required for consolidating the incomes of 
affiliated corporations for the taxable year for federal 
income tax purposes in accordance with section 1502 of the 
Internal Revenue Code of-i954. 

Sec. 33. Section 422.60, Code 1987, is amended by striking 
the section and inserting in lieu thereof the following: 

422.60 IMPOSITION OF TAX. 
1. A franchise tax according to and measured by net income 

is imposed on financial institutions for the privilege of 
doing business in this state as financial institutions. 

2. In addition to all taxes imposed under this division, 
there is imposed upon each financial institution doing 
business within the state the greater of the tax determined in 
section 422.63 or the state alternative minimum tax equal to 
sixty percent of the maximum state franchise tax rate, rounded 

25 to the nearest one-tenth of one percent, of the state 
26 alternative minimum taxable income of the taxpayer computed . 
27 under this subsection. 
28 The state alternative minimum taxable income of a taxpayer 
29 is equal to the taxpayer's state taxable income as computed 
30 with the adjustments in section 422.61, subsection 4, and with 
31 the following adjustments: 
32 a. Add items of tax preference included in federal 
33 alternative minimum taxable income under section 57, except 
34 SUbsections (a){2) and (a){S), of the Internal Revenue Code, 
35 make the adjustments included in federal alternative minimum 
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1 taxable income under section 56, except subsections (a)(4) and 
2 (d), of the Internal Revenue Code, and add losses as required 
3 by section 58 of the Internal Revenue Code. 
4 b. Apply the allocation and apportionment provisions of 

5 section 422.60. 
6 c. Subtract an exemption amount of forty thousand dollars. 

7 d. In the case of a net operating loss beginning after 
8 December 31, 1986 which is carried back or carried forward to 

9 the current taxable year, the net operating loss shall be 
10 reduced by the amount of items of tax preference and 

11 adjustments arising in the tax year which was taken into 
12 account in computing the net operating loss in section 422.35, 

13 subsection 13. The deduction for a net operating loss for a 
14 tax year beginning after December 31, 1986 which is carried 

15 back or carried forward to the current taxable year shall not 
16 exceed ninety percent of the alternative minimum taxable 

17 income determined without regard for the net operating loss 
'18 deduction. 

19 Sec. 34. Section 422.61, subsection 2, Code 1987, is 
20 amended to read as follows: 

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

23 payable •. "Fiscal year" includes a tax period of less than 
24 twelve months if, under the Internal Revenue Code er-i9S., a 
25 corporation is required to file a tax return covering a tax 
26 period of less than twelve months. 

27 Sec. 35. Section 422.72, subsection 2, Code 1987, is 
28 amended to read as follows: 

29 2. Federal tax returns, copies of returns, and return 
30 information as defined in section 6103(b) of the Internal 
31 Revenue Code er-i9S., which are required to be filed with the 
32 department for the enforcement of the income tax laws of this 

33 state, shall be deemed and held as confidential by the 
34 department and subject to the disclosure limitations in 

35 subsection 1 er-~"±~-~ee~±e~. 
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1 Sec. 36. Section 422.73, subsection 4, Code 1987, is 
2 amended by striking the subsection. 
3 
4 
5 
6 
7 
8 

9 
10 
11 

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

Sec. 37. Section 422.73, Code.1987, is amended by adding 
the following new subsections: 

NEW SUBSECTION. Notwithstanding subsection .2, a claim for 
credit or refund of the income tax paid for a tax year 
beginning in the 1983 calendar year is considered timely if 
the claim is filed with the department on or before October 
22, 1987, if the taxpayer's federal income tax was forgiven 
under section 692 of the Internal Revenue Code because the 
taxpayer died, or was missing in action and determined dead, 
while serving in a combat zone. To the extent the federal 
income tax was forgiven under section 692 of the Internal 
Revenue Code for the tax year, the Iowa income tax is also 
forgiven. 

NEW SUBSECTION. Notwithstanding subsection 2, a claim for 
credit or refund of the state alternative minimum tax paid for 
any tax year beginning on or after January I, 1982 and before 
January I, 1984 is considered timely if the claim is filed 
with the department on or before October 22, 1987, if the 
taxpayer's capital gains preference items for purposes of the 
federal individual alternative minimum tax was reduced as a 

23 result of section 13208 of the Consolidated omnibus Budget 
24 Reconciliation Act of 1985 as amended by section 1896 of the 
25 Tax Reform Act of 1986. 
26 Sec. 38. Section 450.3, subsections 2 and 7, Code 1987, 
27 are amended to read as follows: 
28 2. By deed, grant, sale, gift or transfer made within 
29 three years of the death of the grantor or donor, which is not 
30 a bona fide sale for an adequate and full consideration in 
31 money or money's worth and which is in excess of the annual 
32 gift tax exclusion allowable for each donee under section 
33 2503, subsections band e of the Internal Revenue Code eE-r954 

~ 34 as defined in section 422.3. If both spouses consent, a gift 
35 made by one spouse to a person who is not the other spouse is 
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1 considered, for the purposes of this subsection, as made one 
2 half by each spouse under the same terms and conditions 
3 provided for in section 2513 of the Internal Revenue Code of 
4 %954 as defined in section 422.3. 

5 7. Which qualifies as a qualified terminable interest 
6 property as d~fined in section 2056(b)(7)(B) of the Internal 
7 Revenue Code er-%954 as defined in section 422.3, shall, if an 
8 election is made, be treated and considered as passing in fee, 

9 or its equivalent, to the surviving spouse in the estate of 
10 the donor-grantor. Property on which the election is made 

11 shall be included in the gross estate of the surviving spouse 
12 and shall be deemed to have passed in fee from the surviving 

13 spouse to the persons succeeding to the remainder interest, 
14 unless the property was sold, distributed, or otherwise 

15 disposed of prior to the death of the surviving spouse. A 
16 sale, disposition, or disposal of the property prior to the 

17 death of the surviving spouse shall void the election, and 
18 shall subject the property disposed of, less amounts received 

19 or retained by the surviving spouse, to tax in the donor-
20 grantor's estate in the same manner as if the tax had been 

21 deferred under sections 450.44 through 450.49. 
22 Sec. 39. Section 450.37, subsection 1, paragraph b, Code 
23 1987, is amended to read as fOllows: 
24 b. The alternate value of the property, if the personal 
25 representative so elects, that has been established for 
26 federal estate tax purposes under section 2032 of the Internal 

27 Revenue Code or-%9S4 as defined in section 422.3. The 
28 election shall be exercised on the return by the personal 

29 representative or other person signing the return, within the 
30 time prescribed by law for filing the return or before the 
31 expiration of any extension of time granted for filing the 
32 return. 
33 Sec. 40. Section 450A.l, Code 1987, is amended to read as 
34 follows: 

35 450A.l DEFINITIONS. 
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1 As used in this chapter, unless the context otherwise 
2 requires: 

3 1. "Generation skipping transfer" means the generation 
4 skipping transfer as defined in section 2611 of the Internal 

5 Revenue Code e£-i954. 
6 2. "Internal Revenue Code ef-%954" means the same as the 

7 term is defined in section 422.3. 
8 3. ugeemed-era~s£ereru-mea~s-e"e-deemed-tP8nsferer-as 

9 de£~~ed-~~-seee~en-%6i%-e£-e"e-%~ter~8%-Reyen~e-eede-e£-%954. 
10 4. "Director" means the director of the department of 

11 revenue and finance. 
12 

13 

5.--U6e~eraeie~-s~~ppi~g-ercseu-means-8-generaeie~-s~~pp~ng 

er~se-as-def~ned-in-eeeeien-%6%%-eE-e"e-%neerna%-Reyence-eede 

15 
16 

17 

14 e£-:954. 

6.--u6enerat~en-s~~pp~~g-ercse-eqciva%eneu-means-a 

generaeien-s~ipping-ercse-eqciyaiene-8s-de£ined-in-eeee~en 

%6%%-e£-e"e-%~eerna%-Reyence-eede-e£-%95 •• 
18 

19 
20 

21 
22 

23 

24 

25 

T 4. "Distributee" means a person receiving property in a 

generation skipping transfer. 
8 5. "Department" means the department of revenue and 

finance. 
6. "Direct skip" means the same as the term is defined in 

section 2612(c) of the Internal Revenue Code. 
7. "Taxable termination" means the same as the term is 

defined in section 2612(a) of the Internal Revenue Code. 
26 8. "Taxable distribution" means the same as the term is 
27 defined in section 2612(b) of the Internal Revenue Code. 
28 9. "Transferor", "trust", "trustee" and "interest" means 

29 the same as those respective terms are defined in section 2652 
30 of the Internal Revenue Code. 
31 Sec. 41. Section 4S0A.2, Code 1987, is amended to read as 
32 follows: 

33 4S0A.2 IMPOSITION OF TAX. 
34 A tax is imposed on the transfer of any property, included 
35 in a generation skipping transfer, other than a direct skip, 
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1 occurring at the same time a~7-ot'-a£eef'7 and as a result of • 
2 the death of ene-~eemee-tran~fef'of' an individual, eqaai-to-ene 

3 in an amount of equal to the maximum federal credit allowable 

4 under section i66itett5ttBt 2604 of the Internal Revenue Code 
5 of-%954, for that-poreion-of-~taee-e~eaee7-inhef'ieanee7 
6 %egaeY7-or-~aeee~~ion-ta~ the generation skipping transfer tax 
7 actually paid to the state in respect of any property included 
8 in the generation skipping transfer. 
9 Where the eeeme~ transferor is a resident of Iowa and all 

10 property included in a generation skipping transfer that is 
11 subject to tax under this section has a situs in Iowa, or is 
12 subject to the jurisdiction of the courts of Iowa, an amount 

13 equal to the total credit as allowed under the Internal 
14 Revenue Code of-±954 shall be paid to the state of Iowa. 

15 Where the eeeme~ transferor is a nonresident or where the 
16 property included in a generation skipping transfer that is 
17 subject to tax under this section has a situs outside the 
18 state of Iowa and not subject to the jurisdiction of Iowa 
19 courts, the tax shall be prorated on the basis thai the value 
20 of Iowa property included in the generation skipping transfer 

21 bears to the total value of property included in the 

22 generation skipping transfer. 
23 Sec. 42. Section 4S0A.3, Code 1987, ~s amended to read as 
24 follows: 
2S 450A.3 VALUE OF PROPERTY. 

26 The value of property, included in a generation skipping 
27 transfer, shall be the same as determined for federal 
28 generation skipping transfer tax purposes under the Internal 

29 Revenue Code o£-%954. 
30 Sec. 43. Section 450A.4, Code 1987, is amended to read as 

31 follows: 
32 4S0A.4 PAYMENT OF THE TAX. 
33 The tax imposed by this chapter shall be paid wiehin-ewe:ve 
34 monens on or before the last day of the ninth month after the 
35 death of the deemee-~ran~feror-i£-ehe-erans£er-oeettrs-ae-~ha~ 
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1 time7-er-if-:ater7-the-da1-whieh-is-twe:~e-menehs-afeer-ehe 
2 day-en-whieh-s~eh-gefterae~en-s~i~~in9-eransfer-eeettrred 
3 individual whose death is the event causing the generation 
4 skipping transfer which is eligible for the credit for state 
5 taxes paid under section 2604 of the Internal Revenue Code. 
6 Per-~ttrpeses-e£-this-eha~eerT-an1-~re~erey-erans£erred-d~rin9 
7 ehe-three-year-~eried-end±n9-en-ehe-date-e£-the-deemed 
8 trans£erer~s-death-and-wh~eh-is-±neittded-±n-a-generatieft 
9 sk±~~~ftg-traftsfer-~ftder-the-interna:-Re~entte-eede-e£-i954 

10 sha::-ee-eensidered-as-transferred-en-ehe-deemed-transferer~s 
11 death~ 
12 Sec. 44. Section 450A.5, Code 1987, is amended to read as 
13 follows: 
14 450A.5 LIABILITY FOR THE TAX. 
15 The distr±b~tee transferee of the property included in the 
16 generation skipping transfer shall be personally liable for 
17 the tax to the extent of ehe-fair-market its value, determined 

~ 18 under section 2624 of the Internal Revenue Code as of the time 
19 of the d±stribtteieft7-ef-the-~re~erty-reeei~ed-in-the 

• 

20 diseribtteien generation skipping transfer. If the tax is 
21 attributable to a taxable termination, as defined in section 
22 %6:3 26l2(a) of the Internal Revenue Code ef-:954, the trustee 
23 and the transferee shall be personally liable for the tax to 
24 the extent of the value of the property subject to tax under 
25 the trustee's control. 
26 Sec. 45. Section 450A.6, Code 1987, is amended to read as 
27 follows: 
28 450A.6 LIEN OF THE TAX. 
29 The tax imposed by this chapter shall be a lien on the 
30 property subject to the tax for a period of ten years from the 
31 time the generation skipping transfer occurs. Full payment of 
32 the tax, penalty and interest due and-interestT-if-anY7 shall 
33 release the lien and discharge the d~stribtttee transferee and 
34 trustee of personal liability. Unless the lien has been 
35 perfected by recording, a transfer by the distribtteee 
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1 transferee or the trustee to a bona fide purchaser for value 
2 shall divest the property of the lien. If the lien is 

3 perfected by recording, the rights of the state under the lien 
4 have priority over all subsequent mortgages, purchases or 

5 judgment creditors. The department may release the lien prior 
6 to the payment of the tax due if adequate security for payment 

7 of the tax is given. 
8 Sec. 46. Section 450A.lO, Code 1987, is amended to read as 
9 follows: 

10 450A.lO DIRECTOR TO ENFORCE COLLECTION. 

11 It shall be the duty of the director to enforce collection 
12 of the tax imposed by this chapter and shall with all the 

13 rights of a party in interest, represent the state in any 
14 proceedings to collect the tax. The director shall have the 

15 power to bring suit against any person liable for the payment 
16 of the tax, penalty, interest and costs and may foreclose the 

• 

17 lien of the tax in the same manner as is now pres~ribed for ~ 

18 the foreclosure of real estate mortgages and upon judgment may 

19 cause execution to be issued to sell so much of the property 
20 necessary to satisfy the tax, penalt~, interest and costs due. 
21 Sec. 47. Section 450A.ll, Code 1987, is amended to read as 
22 follows: 

23 450A.ll DUTY TO CLAIM MAXIMUM CREDIT. 
24 It shall be the duty of any person liable for the payment 
25 of the tax to claim the maximum federal credit allowable for 
26 that portion of ~ state e~eaee,-~ftfte~~eaftee,-%e9aey-~r 
27 ~~eee~~i~ft generation skipping transfer tax paid in respect of 
28 any property included in a taxable generation skipping 

29 transfer. Claiming on a federal return a sum less than the 
30 maximum federal credit allowable shall not relieve any person 
31 liable for the tax of the duty to pay the tax imposed under 
32 this chapter. 

33 If an amended or supplemental return is filed with the 
34 internal revenue service which results in a change in the 
3S amount of tax owing under this chapter, the persons liable for 
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1 the payment of the tax shall submit an amended return, on 
2 forms prescribed by the director, indicating the amount of the 
3 tax then owing as a result of such change. 
4 If any federal generation skipping transfer tax has been 
5 paid before the enactment of this chapter, the persons liable 
6 for the payment of the tax under this chapter shall file an 
7 amended federal return claiming the maximum federal credit 
8 allowable and file the Iowa returns specified in section 
9 450A.8 within six months after the enactment of this chapter 

10 or within the time limit provided in section 450A.4 whichever 
11 is the later. 
12 Sec. 48. Section 450B.l, Code 1987, is amended to read as 
13 follows: 
14 450B.1 DEFINITIONS. 
15 As used in this chapter, unless the context otherwise 
16 requires: 

• 17 1. "Internal Revenue Code oE-%954" means the same as 
18 defined in section 422.3. 

• 

19 2. "Taxpayer" means a qualified heir liable for the 
20 inheritance tax imposed under chapter 450 on qualified real 
21 property. 
22 3. "Qualified real property", "qualified use", "cessation 
23 of qualified use", and "qualified heir" mean the same as 
24 defined in section 2032A of the Internal Revenue Code o£-%954. 

25 4. For purposes of subsection 1, the Internal Revenue Code 
26 o£-%954 shall be interpreted to include the provisions of Pub. 
27 L. No. 98-4. 
28 See. 49. Section 450B.2, Code 1987, is amended to read as 
29 follows: 
30 450B.2 ALTERNATE ELECTION OF VALUE FOR QUALIFIED USE. 
31 Notwithstanding section 450.37, the value of qualified real 
32 property for the purpose of the tax imposed under chapter 450 

33 may, at the election of the taxpayer, be its value for the use 
34 under which it qualifies as prescribed by section 2032A of the 
35 Internal Revenue Code o£-%954. A taxpayer may make an 
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1 election under this section only if all of the following 
2 conditions are met: 
3 .·.1. An election for federal estate tax purposes was made 
4 with regard to the qualified real property under section 2032A 
5 of .the .Internal Revenue Code or-i954. 

6 2. All persons' who signed the agreement referred to in 
7 section 2032A(d)(2) of the Internal Revenue Code er-%954 make 
8 the election under this section and sign an agreement with the 

9 department of revenue and finance consenting to the 
10 application of section 450B.3 with respect to the qualified 
11 real property. 
12 3. The total decrease in the value of the qualified real 
13 property as a result of the election under this section does 
14 not exceed the dollar limitation specified in section 
15 2032A(a)(2) of the Internal Revenue Code er-%954. 

16 The election under this section shall be made by the 

17 taxpayer in the manner as the director of revenue and finance 
18 may prescribe by rule. The value for the qualified use under 
19 this section shall be the value as determined and accepted for 
20 federal estate tax purposes. 
21 The definitions and special rules specified in section 
22 2032A(e) of the Internal Revenue Code or-%954 shall apply with 
23 respect to qualified real property for which an election was 
24 made under this section except that rules shall be prescribed 
25 by the director of revenue and finance in lieu of the 
26 regulations promulgated by the secretary of treasury. 
27 The director shall prescribe regulations setting forth the 
28 application of this chapter in the case of an interest in a 
29 partnership, corporation, or trust which, with respect to the 
30 decedent, is an interest in a closely held business within the 
31 meaning of section 6l66(b)(1) of the Internal Revenue Code of 

32 %954. Such regulations shall conform as nearly as possible 
33 with the regulations promulgated by the United States 
34 secretary of treasury in respect to such interests. 
35 Sec. 50. Section 450B.3, Code 1987, is amended to read as 
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1 fOllows: 
2 450B.3 ADDITIONAL INHERITANCE TAX APPLICABLE. 
3 There is imposed upon the qualified heir an additional 
4 inheritance tax if, within ten years after the decedent's 
5 death and before the death of the qualified heir, the 
6 qualified heir disposes of, other than to a member of the 

8 
9 

10 

11 
12 
13 
14 
15 
16 
17 
18 
19 

7 family, any interest in qualified real property for which an 
election under section 450B.2 was made or ceases to use for 
the qualified use the qualified real property for which an 
election under section 450B.2 was made as prescribed in 
section 2032A(c) of the Internal Revenue Code o£-i954. The 
additional inheritance tax shall be the amount computed under 
section 4505.5 and shall be due six months after the date of 
the disposition or cessation of qualified use referred to in 
this section. The amount of the additional inheritance tax 
shall accrue interest at the rate of ten percent per year from 
nine months after the decedent's death to the due date of the 
tax. The tax shall be paid to the department of revenue and 
finance and shall be deposited into the general fund of the 

20 state. Taxes not paid within the time prescribed in this 
21 section shall draw interest at the rate of ten percent per 

23 
24 

22 annum until paid. There shall not be an additional 
inheritance tax if the disposition or cessation occurs ten 
years or more after the decedent's death. 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

Sec. 51. Section 451.1, subsection 8, Code 1987, is 
amended to read as follows: 

8. "Internal Revenue code o£-i954" means the same as 
defined in section 422.3. 

Sec. 52. Section 451.2, unnumbered paragraph 1, Code 1987, 
is amended to read as follows: 

An amount equal to the federal estate tax credit for state 
death taxes as allowed in the Internal Revenue Code o£-i954 is 
ftereby imposed upon every transfer of the net estate of every 
decedent, being a resident of, or owning property in this 
state7-as-here~ft-~rovided. 
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1 Sec. 53. Section 451.3, Code 1987, is amended to read as 

2 follows: 

3 451.3 GROSS AND NET ESTATE. 
4 The gross estate shall be the same as finally determined 

5 for federal 
6 estate less 

7 arriving at 

8 provided in 

estate tax and the net estate shall be the gross 
deductions as permitted by federal law, in 

the net taxable federal estate, all determined as 

the Internal Revenue Code er-i9S4. 
Section 450A.13, Code 1987, is repealed. 

10 Sec. 55. No addition to the tax shall be made under 

11 section 422.16, subsection 11, paragraph "d" or section 

9 Sec. 54. 

12 422.88, relating to the underpayment of estimated tax, for any 

13 tax year beginning before January 1, 1987 with respect to any 
14 underpayment, to the extent such underpayment was created or 

15 increased by any provision of the federal Tax Reform Act of 
16 1986 or this Act. 

17 Sec. 56. 
18 27, 31, 32, 

19 1, 1986 for 

Sections 1, 2, 4, 5, 6, 7, 11, 15 through 24, 26, 
34, and 35 of this Act are retroactive to January 

tax years beginning on or after that date. 
20 Sec. 57. Sections 3, 8, 9, 10, 12, 13, 14, 25, 28, 29, 30, 

21 and 33 of this Act are retroactive to January 1, 1987 for tax 
22 years beginning on or after that date. 
23 Sec. 58. Sections 38, 39, 48, 49, 50, 51, 52, and 53 of 
24 this Act are retroactive to January 1, 1987 for estates of 
25 persons dying on or after that date. 
26 Sec. 59. Sections 40 through 47 of this Act are 
27 retroactive to October 22, 1986 for generation skipping 
28 transfers which are eligible for the credit for state taxes 

29 under section 2604 of the Internal Revenue Code and are made 
30 after October 22, 1986, subject to the special rules of 

31 section 1433(b) of Public Law 99-514. 
32 Sec. 60. Section S4 of this Act is retroactive to June 11, 

33 1976. 
34 Sec. 61. This Act, being deemed of immediate importance, 

35 takes effect upon enactment. 
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1 EXPLANATION 
2 The bill provides for the 
3 franchise and death taxes to 

state individual, corporate, 
couple with changes made in the 

4 new federal income tax code, deletes obsolete provisions, 
5 defines the expenditures for increasing research for purposes 
6 of the research tax credit the same as is defined for federal 
7 tax purposes, rewrites the state minimum taxes to conform with 
8 the federal alternative tax, provides for the taxation of 
9 regulated investment company dividends, waives the penalty for 

10 underpayment of estimated tax, and extends the time for filing 
11 claims for credits or refunds for MIAs and insolvent farmers 
12 who sold real property during the 1982 or 1983 tax year. 
13 The bill provides effective dates. 
14 
15 

16 

17 

• 18 
19 
20 

21 
22 

23 
24 

2S 

26 

27 

28 

29 

30 
31 

32 

33 

34 • 35 
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