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

and death taxes with the new federal tax provisions by
updating references to the Internal Revenue Code, rewriting

the state minimum taxes to conform with the federal

alternative minimum taxes, rewriting the state generation

skipping transfer tax to conform with the federal provisions,

striking obsolete and repealed

of regulated investmeni{ company dividends and shares,

items, clarifying the taxation

extending the statute of limitations for certain refund Kﬁ
claims, providing fcr waiver of peralty for uvnderpayment of 1%
estimated tax, and providing effective cates. P
IT ENACTED BY THE GENERAL ASSEMBLY QF THE STATE QF IOWA: iﬂ
SENATE FILE 136 é;

5-3025

1 Amend Senate File 136 as follows:

2 l: Page 25, line 31, by striking the figure "(2)"

3 and inserting the following: "(1)".

4 2. Page 32, line 34, by striking the figure "(2)"

5 and inserting the following:

6 3. Page 36, line 18, by
7 "Distributee" and inserting
8 "Bistributee Transferee”.

$-3025
Filed February 11, 1987
& _{L{?,Z,:J/' - /ﬁ- e :v-_f) S22

"‘(1)".
striking the word
the following:

BY CHARLES BRUNER
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Section 1. Section 422.3, subsection 5, Code 1987, is .
amended by striking the subsection and inserting in lieu
thereof the following:

5. "Internal Revenue Code" means the Internal Revenue Code
of 1954, prior to the date of its redesignation as the
Internal Revenue Code of 1986 by the Tax Reform Act of 1986,
or means the Internal Revenue Code of 1986 as amended to and
including January 1, 1987, whichever 1is applicable.

Sec. 2. Section 422.4, subsections 1, 4, 1§, 11, 14, and
18, Code 1587, are amended to read as follows:

1. The words “"taxable income" mean the net income as
defined in secticn 422.7 minus the deductions allowed by
secticn 422.5, in the case of individuals; in the case of
ectates or trusts, the words "taxable income"” mean the taxable
income (without a deduction for personal exemption) as
computed for federal income tax purposes under the Internal
Revenue Code o£-1954, but with the adjusiments specified in .
section 42Z.7 plus the Iowa income tax deducted in computing
said taxable ircome and minus federzal income taxes as provided
in section 422.9.

4. The words "tax year" mean the calendar year, or the
fiscal year ending during such calendar year, upon the basis
of which the net income is computed under this division.

a. If a taxpayer has made the election provided by section
441, subsection "f", of the Internal Revenue Code of-1554,
"tax year" means the annual period so elected, varying from
fifty-two to fifty-three weeks.

b. If the effective date or the applicability of a
provision of this division is expressed in terms of a tax year
beginning, including or ending with reference to a specified
date which is the first or last day of a month, a tax year
described in paragraph "a"” of this subsection shall be treated
as beginning with the first day of the calendar month
beginning nearest to the first day of the tax year or as .
ending with the last day of the calendar month ending nearest
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to the last day of the tax year.

c. This subsection is effective for tax years ending on or
after December 14, 1975.

10. The word "individual® means a natural person; and
where an individual is permitted to file as a corporation,
under the-prevtsions-of the Internal Revenue Code eof-1554,
such fictional status shall not be recognized for purposes of
this chapter, and sueh the individual's taxable income shall
be computed as required under the-previsiens-of the Internal
Revenue Code of-1954 relating to individuals not filing as a
corporation, with the adjustments allowed by this chapter.

11. The term "head of household" shall have the same
meaning as provided by the Internal Revenue Code of-1954.

14. The term "wages" shall have the same meaning as
provided by the Internal Revenue Code of-1954,

18:--For-purposes~of-seection-422-37-subsectton-5:-the
Internai-Revenune-Code-0f-1954-shatt-be-tnterpreted-to-tnecinude
the-provisions-of-Pubs-br-Nos-98-4<

Sec. 3. Section 422.5, subsection 1, paragraph o, Code
1687, is amended to read as follows:

o. There is imposed upon every resident and nonresident of
this state, including estates and trusts, the greater of the
tax Getermined 1n paragraphs “a" through "n" or the state
alternative minimum tax equal to aime seventy-five percent of

the maximum state individual income tax rate, rounded o the

nearest cne-tenth of one percent, of the state alternative

minimum taxable income of the taxpayer as computed under this
paragraph,.

The state alternative minimum taxable irncome of a taxpavyer
is equal to the taxpayer's state taxable income, as computed
with the deductions in section 422.9, with the folilowing
adjustments:

{l) Add items of tax preference included in federal
alternative minimum taxable income under section 57, except
subsecticns tayt8}-and-tajtry (a)(1l), (a)(2), and (a)(5), of
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the Internal Revenue Code of-1954, make the adjustments
included in federal alternative minimum taxable income under

section 56, except subsections (a)(4), (b)(1)(C)(iii), and

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

by section 58 of the Internal Revenue Code. In the case of an
estate or trust, the items of tax preference, adjustments and

losses shall be appertioned between the estate or trust and
the beneficiaries in accordance with rules prescribed by the
director. Per-purpeses-of-computing-the-rtems-of-tax
preferences-the-gain-or-toss-from-the-forferture-of-an
itnstatiment-real-eskake-contract;-the-tranafer-of-reat-or
personal-property-securing-a-debt-to-a-ersditor-in
cancetiatton-of-that-debt-or-from-the-cate-or-exchange-of
property-as-a-result-of-actuat-netree-of-forectosure-shati-not
ba-taken-into-aceount-in-computing-net-capitat-gain-i1f-ati-of
the-forlowing-eonditions-are-mats ’
ta}--The-forfettnre;-transfer;~or-sate-or-exchange-waz-done
for-the-purpose-of-estabiishing-a-poaitive-cash-£fiow-
tby--immediately-before-the-forfeiture;-transfer;-or-saie
or-exehange;~the-taxpayerts-debt-to-asset-ratro-exceeded
aeventy-five~-pereent-as-computed-nnder-generaiiy-accepted
acesuntrng-practicess
te}-—-The-taxpayeris-net-worth-at-the-end-of-the-tax-year-za
tess-than-seventy-£five-theusand-dotiara~
in-determintng-a-taxpayeris-net-worth-at-the-end-of-the-tax
year-a-taxpayer-shati-inciude-any-asaet-tranaferred-within-one
hundred-twenty-days-prior-to-the-end-of-the-tax-year-without
adequate-and-£futit-consrderation-in—-money-or-mermeyis-worths:--In
determining-the-taxpayerta-debt-to-asaet-racrror-the-taxpayer
shati-itneiude-any-asset-transferred;-witnin-one-hundred-twenty
days-prior-to-such-forfeiturey-tranasfery-or-sate-or-exehanges
without-adequate-and-fuil-constderatton-in-money-or-moneyis
worthsr~-Por-purposes-of-+his-subsectionr;-actuai-notica-of
forectoanre-rnetudesy-but-its-not-timited-to;-bankruntey-or

written—notiece—from-a-crediter-of-the-erediporls-intant—ta
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forecitose-whers-there-is-reasonabie-beliitef-that-the-creditor
can-force-a-salte-of-the-propertys

{2) Subtract the applicable exemption amount as follows:

(a) Seventeen thousand five hundred dollars for a married
person who files separaceiy or for an estate or trust.

(b) Twenty-six thousand dollars for a single person or an
unmarried head of household.

(c) Thirty-five thousand dollars for a married couple
which files a joint return.

(3) In the case of a net operating loss computed for a tax
year beginning after December 31, 1982 which is carried back
or carried forward to the current taxable year, the net
operating loss shall be reduced by the amount of the items of
tax preference arising in such year which was taken into
account in computing the net operating loss in section 422.9,
subsection 3. 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.
t4y—-Add-the-amount-by-which-the-aggregate-tossea-from-ati
passive-activitiesr-reduced—by-the~aggregate—income—from
passive-activities;-exceed-the-sum-of-the-taxpayeris-cash
basis-in-passive-activities-which-are-net-tax-shetters-pitus
the-iesser-cf-the—taxpayeris-eashubasis—in—passiée—activities
which-are-tax-sheiters-or-£ifey-thousand-dettarss--Por
purposes-of-this-subparagraph-the-foltowing-appty+
tay--*Pax-shetteri-means-the-same-as-defined-in-sectien
46ty t3y-of-the-internal-Revenue-code-of-1954+
tby-——-LPassive-activityl-means-an-activity-where-a
substantiat-portion-of-the-tncome-from-the-activity—ia-£rom-a
trade-or-businessr-—Rents-and-reyatties-are-income-£from-a
trade—er-business:—-"Passive—activity“—dees—aetQinciude7

except-in-the-ecase-of-timited-partners;-an-activity-where-the
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taxpayer-er-taxpayeris-spouse-materiatiy-participates-in-the
actrvity-or-provides-substantiat-personal-servrees-for-the
Aerrvreyr--A-tosa-incurred-from-a-farming-busrness;-as-defined
in-sectron-46d4tey-of-the-Internat-Revenue-Code-0f-1954;-witd
not-be-considered-for-purposes-of-this-subparagraph-te-the
extent-that-the-toss-+9-used-in-computing—net-inceme-under
sectron—-422:37
tcy-—"Cash-basis?-meana-in-the-case-of-an-tnterear-in-a
partnership;-the-adjusted-basis-of-the-taxpayeria-interest
determined-without-regard-to-any-tiabtitey-of-or-amount
borrowed-by-the-partnership-with-respect-te-the-partnership
which-was-secured-by-any-assets-of-the-partnershiprs-and-in-att
other-caaes;-the-adqusted-basis-of-the-taxpayeris-intereat
determined-under-principtes-retating-te-the-case-of-a
parenershrps
td}--A-1cas-from-any-activity-shati-be-determined-under-the
principies-of-section-465{d)-of-the-Internat-Revenue-Eade-of
1954-except-that-to-the-extent-that-any-deductton-is-an-item
of-tax-preference-in-this-gsecetonr-that-deductiton-shaii-not-be
taken-itnto-accounts
tey--A-ioss-from-an-activity-that-ra-disattowed-under-this
subparagraph-shaii-be-treated-as-a-deduction-aitowabie-to-that
activity-itn-the-£first-sncceeding-tax-years
tE¥--1f-the-taxpayer-disposes-of-the-taxpayeris-entire
tnterest-in-a-passtrve-activity-during-a-tax-year;-the-ameunt
of-toss—attributed-to-the-activity-determined-after-carryovers
tn-part-tey-of-this-subparagraphy-shati-be-altiowed-tn
computing-alternative-minimum-taxable-income~and-shatl-net-be
treated-as-a-toss~-fer-purpeses-cf-thia-subparagraph-
Phe-state-utternative-mintmum-cax—-of-a-taxpayer-whose-trtens
of-tax-preference-inciude-the-gain-sr-1oss-£rom-the-forfeiture
of -an-rnstaiiment-reai-estate-contract;-the-trarafer-of-real
or-personal-preperty-securing-a~depe-to-ga-creditanr-n
earceliation-of-that-debt-or-Srom-the-aate-or-excaange-of

property-as—a-resulr-sf-actuat-nerree-af-forectoaure-~where-—rhe
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farr-market-value-of-rtho-taxpayeria-agssets-exceeda-the
taxpayeris-tiabitities-immediatety-beafore-such-forfeitures;
transfer;-or-sate-or-exchange-shati-not-be-greater-chan-such
exeessr;-~inetuding-any-suset-transferred-within-one-hundred
twenty-days-prior-to-auch-forfertures-transfery-or-saie-or
exchanges

In the case of a resident, including a resident estate or
trust, the state's apportioned share of the state alternative
minimum tax 1s 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 1s the amount of tax
computed under this subsection, reduced by the applicable
credgits in sections 422.10, 422.11, 422.11A 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, and plus tax preference items,
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 items,

adjustments, and losses under subparagraph (1l). 1In 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 items, under-sectton-57-of-the
internat-Revenue-Code-0£-1954 adjustments, and losses upder

subparagraph (1) bear to the combined preference items,
adjustments, and losses under subparagraph (1) of both

spouses.
Sec. 4. Section 422.5, subsections 6 and 10, Code 1987,

are amended to read as follows:
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6. A person who is disabled, is sixty-two years of age or .
older or is the surviving spouse of an individual or survivor
having an insurable interest in an individual who would have
qualified for the exemption under this paragraph for this tax
year and recelves one or more annuities from the United States
civil service retirement and disability trust fund, and whose
net income, as defined in section 422.7, is sufficient to
require that the tax be imposed upon it under this section,
may determine final taxable income for purposes of imposition
of the tax by excluding the amount of annuities received from
the United States civil service retirement and disability
trust fund, which are not already excluded in determining net
income, as defined in section 422.7, up to & maximum each tax
year of five thousand five hundred dollars for a person who
files a separate state income tax return and eight thousand
dollars total for a husband and wife who file a joint state
income tax return. However, a surviving spouse who is not
disabled or sixty-two years of age or older can only exclude .

the amount of annuities received as a result of the death of
the other spouse. The amount of the exemption shall be
reduced by the amount of any social security benefits
received. For the purpose of this section, the amount of
annuities received from the United States civil service
retirement and disability trust fund taxable under the
Internal Revenue Code of-1954 shall be included in net income
for purposes of determining eligibility under the five
thousand dollar or less exclusion.

10. In addition to the other taxes imposed by this
section, a tax is imposed on the amount of a lump sum
distribution for which the taxpayer has elected under section
402(e) of the Internal Revenue Code of-1954 L0 be separately
taxed for federal income tax purposes for the tax year. The
rate of tax 1s equal to twenty-five percent of the separate
federal tax imposed on the amount of the lump sum .

distribution. A nonresident is liable for this tax only on
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that portion of the lump sum distribution ailocable to Iowa.
The total amount of the lump sum distribution subject to
separate federal tax shall be included in net incoma for
purposes of determining eligibility under the five thouusand
dollar or less exclusion.,

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,
15 amended to read as follows:

The beneficiary of a trust who receives an accumulation
distribution shall be allowed credit without interest for the
Iowa income taxes paid by the trust attributable to such
accumulation distribution in a manner corresponding to the
provisions for credit under the federal income tax relating to
accumulation distributions as contained in the Internal
Revenue Code ©£-1554. The trust shall not be entitled to a
refund of taxes paid on the distributions, The trust shall
maintain detailed records to verify the computation of the
tax.

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

422.7 "NET INCOME" -- HOW COMPUTED.

The term "net income" means the adjusted gross income as
properly computed for federal income tax purposes under the
Internal Revenue Code of-1554, with the following adjustments:

1. Subtract interest and dividends from federal
securities.

2. Add interest and dividends from foreign securities and
from securities of state and other political subdivisions
exempt from federal income tax under the Internal Revenue Code
of~1554.

3. Where the adjusted gross income includes capital gains
or losses, or gains or losses from property other than capital
assets, and such gains or losses have been determined by using

a basis established prior to January 1, 1934, an adjustment

-8~
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may be made, under rules prescribed by the director, to
reflect the difference resulting from the use of a basis of
cost or January 1, 1934, fair market value, less depreciation
allowed or allowable, whichever is higher. Provided that the
basis shall be fair market value as of January 1, 1955, less
depreciation allowed or allowable, in the case of property
acquired prior to that date if use of a prior basis is
declared to be invalid.

4, Subtract installment payments received by a beneficiary
under an annuity which was purchased under an employee's
pensicn or retirement plan when the commuted value of said
installments has been included as a part of the decedent
employee's estate for Iowa inheritance tax purposes.

S5+~-~-Add-the-amount-by-which-the-basis-of-quatxfred
deprecrabte-property-ta-required-to-be-rnereased-for
deprecratron-purposes-under-the-internat-Revenne-€ode
Amendmenta-Act-o0f-19364-to-the-extent—-that-suvech-amount-equazrs
the-net-amount-of-the-spectat-deduction-attowed-on-the-basra
of-the-amount-by-whteh-the-deprecrabie-basta-of-such-quatrfred
property-was-requrred-to-be-reduced-for-deprecratron-purposes
under-the-internat-Revenue-€ode-Amendmenta-Act-0£-1362:--%he
Umet-amount-of-the-aspecial-deduction-ahalti-be-computed-by
raktng-the-sum-of-the-amounts-by-which-the-basis-of-qualtified
property-was-required-to-be-decreased-for-depreciation
purposes—for-the-yeara-196z-and-1963-and-subcracting-frem-x¢
the-sum-cf-the-amounts-by-which-the-basta-of-anch-property-was
required-to-be-increased;-prior-+o-:1964;-for-deprectatron-or
drsposttron-purposes-under-the-internat-Revenne-Eode
Amendmenta-Act-o0f-1962+

6. Individual taxpayers and married taxpayers who file a
joint federal income tax return and who elect to file a joint
return, separate returns or separate filing on a combined
return for Iowa income tax purposes, may avail themselves of
the disability income exciusicn and shall compute the amount

of the disablllty income exclusicn subiect to the limitations
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for joint federal income tax return filers provided by section
105({d) of the Internal Revenue Cocde of-1954, The disabiliity
income exclusion provided in section 105(d) of the [nternal
Revenue Code of-1954, 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 ©f-1954,

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 of-1954 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 1739(b) and 1211(b)
respectively of the Internal Revenue Code of-1954,

9. Subtract the amount of the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
of-1954 to the extent that the credit increased federal
adjusted gross income.

10. 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 state income tax purposes,
shall include in net income any unemployment ccmpensation
benefits received subject to the limitations for joint federal
income tax return filers provided in section 85 of the
Internal Revenue Code of-1954.

11. Subtract the amount of the alcohol fuel credit
allowable for the tax year under section 40 of the Internal
Revenue Code o0f£-1954 to the extent that the credit increased
federal adjusted gross income.

12. Married taxpayers, who fiie a joint federal income tax




W~ A s W N

S.F. lﬂ'z H.F.

return and who elect to file separate returns or separate
filing on a combined return for state income tax purposes, may
avail themselves of the dividend exclusion provisions of
section 116{a) of the Internal Revenue Code ef-3954 and shall
compute the dividend exclusion subject to the limitations for
joint federal income tax return filers provided by section
l116{a) of the Internal Revenue Code o0f-1554.

13. The exclusion of interest income provided by section
128 of the Internal Revenue Code of-13954 is not applicable in
computing Iowa net income for tax years beginning on or after
January 1, 1981 and before January 1, 1984.

14. The deduction for a married couple where both persons
are wage earners which is provided by section 221 of the
Internal Revenue Code eof-3954 is not applicable in computing
Iowa net income for tax years beginning on or after January 1,
1982.

}5:--Phe-deduction-atiowed-under-secrron-r62thy-of-the
Internat-Revenue-Code-of-1954-13-not-appiicablte-in-computing
fowa-net-rneome-for-any-tax-year-beginning-on-or-before
Becember-3317;-1580~—-Phe-deducticn-attowed-under-section-664-of
the-Pax-Reform-Act-ef-19367-as-amended-up-to-and-ineciundrng
Becember-31;-1980;-t3-atiowable-in-computing-fowa-nee-income;
for-tax-years-begranrng-en-or-before-Becember-317-198685-under
provisions-effective-for-the-year-for-which-the-recurn-zs
mades—-FPhe-deductitan-atltowed-under-section-162thi-of-rhe
Internal-Revenne-fode-o0f-1954-13-not-apptieabte-+rn-computing
fowa-net-tncome-for-any-tax-year-beginning-on-or-after-Jannary
$7-1981---Phe-deduction-atlovwed-under-sectron-6684-of-the-Pax
Reform-Act-ef-31576;-as-amended-up-to-and-including-Becember
31;-19867-1s-atiowabie-in-eomputing-Iowa-net-tncome-for-tax
yeara-beginning-en-er-after-Janvary-7-+981 ;- -FThe-maxtmam
attowable-dedunetron;-other-than-£for-travei-expensesy-shati-noet
exceed-£firfty-detigrs-per-day;-where-the-taxpayer-eteests-on-the
fowa-retorn-to-be-governed-by-section-684-of-ohe-FPax-Reform

Ack-0f-319367~au-amended-up-to-uand-inciuding-Secember-31+;-1986+

_ll_
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unteas-the~taxpayer-rtemized-expensess

16. Add the amounts deducted and subtract the amounts
included as income as a result of the treatment provided sale-
leaseback agreements under section 168(f){8} of the Internal

Revenue Code of-3954 for property placed in service by the
transferee prior to January 1, 1986 to the extent that the

amounts deducted and the amounts included in income are not
otherwise deductible or included in income under the Interral
Revenue Code ©€-1554 as amended to and including December 31,
1985. Entitlement to depreciation on any property included in
a sale-leaseback agreement which is placed in service by the
transferee prior to January 1, 1986 shall be determined under
the Internal Revenue Code of-1954 as amended to and including
December 31, 1985, excluding section 168(£f)(8) in making the

determination.

$7---Subtract-the-amount-ef-unemptoyment-ecompensation-to-be
tnctuded-in-fowa-net-income-for-any-tax-year---add-back-the
ameunt-of -unempioyment-compensatron-eomputed-under—-seetran-85
of-the-internai-Revenue-code-0£-39547-az-amended-up-to-and
tnetuding-Pecember—-31;-19617--Phrs-subsection-ta-effective
oniy-for-the-tax-year-beginning-on-or-after-danuary-17-1982
and-before-becember-31;-1982<

18. If the adjusted gross income includes income or loss
from a2 small business operated by the taxpayer, an additional
deduction shall be allowed in computing the income or loss
from the small business if the small business hired for
employment in the state during its annual accounting period
ending with or during the taxpayer's tax year any of the
following:

a. A handicapped individual domiciled in this state at the
time of the hiring who meets any of the following conditions:

{l1) 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.

_12._




O~ oh U o W

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

S.F. l}@ H.F.

b. An inrdividual 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) 1Is on probation pursuant to chapter 907, for an
offense other than a simple misdemeanor.

(4) 1Is in a work release program pursuant to chapter 246,
division IX.

c. An individual, whether or not domiciled in this state
at the time of the hiring, who is on parole or probation and
to whom the interstate probation and parole compact under
section 907A.1 applies.

The amount of the additional deduction is equal to fifty
percent of the wages paid to individuals named in paragraphs
"a", "b", and "c" who were hired for the first time by that
business during the annual acccunting period for work done in
the state. This additional deduction is allowed for the wages
paid to those individuals successfully completing a
probationary period during the twelve months following the
date of first employment by the business and shall be deducted
at the close of the annual accounting period.

The additional deduction shall not be allowed for wages
paid to an individual who was hired to replace an individual
whose employment was terminated within the twelve-month period
preceding the date of first employment. However, if the
individual being replaced left employment voluntarily without
good cause attributable to the employer or if the individual
was discharged for misconduct in connection with the
individual's employment as determined by the division of job
service of the department of employment services, the
additicnal deduction shall be aliowed.

A taxpayer who is a partner of a partnership or a
sharenolder of a subchapter S corporation, may deduct that

portion of wages gualified under this subsection paid by the
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partnership or subchapter 3 ccrporation based on the
taxpayer's pro rata share of the profits or losses from the
partnership or subchapter S corporation.

For purposes of thic subsection, "physical or mental
impairment™ means any physiological disorder or conditaion,
cosmetic disfigurement, or anatomical loss affecting one or
more of the body systems or any mental or psychological
disorder, including mental retardation, organic brain
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-titer-i-ratiread-retirement—benefits 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 of-3954. The benefits included
in net income must be allocated between the spouses in the
ratio of the social security benefits er-tter-:t-rartroad
rectrement—benefits received by each spouse to the total of
these benefits received by both spouses.

20:--Subtract-the-unemployment-compensatron-benefres—for
tax-years-beginning-on-January-1;-1979-to-the-extent-thoge
benefiea-had-been-inctnded-in-net-rncome-on-a-retorn-£ited
before-danuary-17;-196t-and-were-exciuded-from-incoeme-under-Act
section-1875-ef-the-Tax-Reform-Act-of-1584---Notwithstanding
the-statuybte-of-timitationa-apectfied-in-seceron-422:-735
Subaection-27-taxpayera-wvho-wenid-be-barred-from-ciaimrng-a
refund-or-eredrt-from-an-sverpayment-reantting-from-~the-change
made-by-Act-gectton-1675-oé-the-Pax-Reform-Act-2£-1984-are

entitled~to-receive-g-refund-er-credit-rf-shey-£+te-a-etaim

-14-~-




X ~N AN W

s.r. I3  wm.F.

with-the-department-on-or-before-June-30+-1986+

21. Add the four percent of the basic salary of a judge,
who 1s a member of the judicial retirement system established
in chapter 602, article 9, which is exempt from federal income
tax under the Internal Revenue Code of-1954,

22, Add the combined net losses from passive farming
activity in excess of twenty-five thousand dollars that offset
income from other sources. Net losses under section 165 of
the Internal Revenue Code of-13954, exclusive of net gains
incurred passively from the operation of a farming business,
as defined in section 464(e} of the Internal Revenue Code of
$954, are to be combined from businesses, rents, partnerships,
subchapter S corporations, estates or trusts except losses
under sections 1211 and 1231 of the Internal Revenue Ccde of
1954, For purposes of this subsection the following apply:

a. "Passive activity" means an activity where the taxpayer
or a member of the taxpayer's family as defined in section
2032A(e)(2) of the Internal Revenue Code o#-3354 does not ma-
terially participate in the activity or provide substantial
personal services to the farming business. A taxpayer who is
retired or disabled as described in section 2032A(b)(4) of the
Internal Revenue Code of-1954 or is a surviving spouse as
described in section 2032A(b)(5) shall be treated as
materially participating in the farming business.

b. A loss from an activity that is disallowed under this
subsection shall be treated as a deduction allowable to that
activity in the first succeeding tax year.

23. Add the amount of intangible drilling and development
costs optionally deducted in the year paid or incurred as
allowed under section 263{c) of the Internal Revenue Code &af
¥954. Thils amount may be recovered through cost depletion or
depreciation, as appropriate under rules prescribed by the
director.

24. Add the percentage depletion amount determined with

respect tc an cil, gas, or geothermal well using methods in
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section 613 of the Internal Revenue Code ef-195%4 that is in
excess of the cost depletion amount determined under section
811 of the Internal Revenue Code of-155%4,

25. Subtract the income or loss resulting from the
forfeiture of an installment real estate contract, the
transfer of real or personal property securing a debt to a
creditor in cancellation of that debt, or from the sale or
exchange of property as a result of actual notice of
foreclosure if all of the following conditions are met:

a. The forfeiture, transfer, or sale or exchange was done
for the purpose of establishing a positive cash flow.

b. Immediately before the forfeiture, transfer, or sale or
exchange, the taxpayer's debt to asset ratio exceeded ninety
percent as computed under generally accepted accounting

practices.
c. The taxpayer's net worth at the end of the tax year 1is

less than seventy-five thousand dollars. In determining a
taxpayer's net worth at the end of the tax year a taxpayer
shall include any asset transferred within one hundred twenty
days prior to the end of the tax year without adequate and
full consideration in money or money's worth. In determining
the taxpayer's debt to asset ratio, the taxpayer shall include
any asset transferred within one hundred twenty days prior to
such forfeiture, tranéfer, or sale or exchange without
adequate and full consideration in money or money's worth.

For purposes of this subsection, actual notice of foreclosure
includes, but is not limited to, bankruptcy or written notice
from a creditor of the creditor's intent to foreclose where
there is a reasonable belief that the creditor can force a
sale of the asset. For purposes of this subsection, in the
case of married taxpayers, except in the case of a hushand and
wife who live apart at all times during the tax year, the
assets and liabilities of both spouses shall be considered for
purposes of determining the taxpayer's net wor-h Or the

taxpayer's debt to asset ratio.

_16.-
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Sec. B. Section 422.7, subsection 2, Code 1987, is amended .
to read as follows:

2. Add interest and dividends from foreign securities, and
from securities of state and other political subdivisions, and

from regulated investment companies exempt from federal income

tax under the Internal Revenue Code eof-1354.

Sec. 9. Section 422.7, subsections 10, 12, 13, 14, and 22,
Code 1987, are amended by striking the subsections.

Sec. 10. Secticon 422.7, Code 1987, is amended by adding
the following new subsection:
1 NEW SUBSECTION. Subtract the loss on the sale or exchange
of a share of a regulated investment company held for six

e
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months or less to the extent the loss was disallowed under
section 852(b)(4)(B) of the Internal Revenue Code.

A e
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Sec. 1ll. Section 422.9, subsections 1, 2, and 3, Code

o
W

1987, are amended to read as follows:
1. An optional standard deduction of fifteen percent of
the net income after deduction of federal income tax, not to

— b
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exceed one thousand two hundred dollars for a married person

who files separately, one thousand twc hundred dollars for a

[ TR S S o
= QO D

single person or three thousand dollars for a husband and wife

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

%
8,

section 2 of the Internal Revenue Code o£-13954, or an
unmarried head of household as defined in the Internal Revenue
Code ©£-1954.

A taxpayer who claims the optional standard deduction under

= L T N
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this subsection may, after claiming the optional standard
deduction, claim the direct charitable contribution as allowed

kb
QR ~d

and subject to the same limitations provided under section
170(1i) of the Internal Revenue Ccde ef-3954 for tax years

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

(T8 Y L
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shall be computed as provided under section 170(i) of the

Y]
LY

Internal Revenue Code 0£-19%4 as applied to tax year 1984.
Married taxpayers who have filed a jcint federal return and .

who elect to file separate returns or separately on a combined
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state return must allocate their zllowable charitable
deduction to each spouse in the proportion that each spouse's
respective net income bears to the tctal combined net income.
Taxpayers affected by the allocation provisions of section
422.8 shall be permitted a deduction in the amount as is
fairly and equitably allocable to Iowa under rules prescribed
by the director.

2. The total of contributions, interest, taxes, medical
expense, nonbusiness losses and miscellaneous expeases
deductible for federal income tax purposes under the Internal
Revenue Code o£-3954, with the following adjustments:

a. Subtract the deduction for Iowa income taxes.

b. Add the amount of federal income taxes paid or accrued
as the case may be, during the tax year, adjusted by any
federal income tax refunds. Provided, however, that where
married persons, who have filed a joint federal income tax
return, file separately, such total shall be divided between
them according to the portion thereof paid or accrued, as the
case may be, by each,.

c. Add the amount by which expenses paid or incurred in
connection with the adoption of a c¢hild by the taxpayer exceed
three percent of the net income of the taxpayer, or ¢f 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 1in 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

...18_




[+ BE S EEE - ARV - S

S.F. Iﬂg H.F.

a contemporaneous diary by the person throughout the period of
the voluntary work in the tax year.

e. Subtract the adoption deduction permitted under section
222 of the Internal Revenue Code of-3354.

£f. Add the amount, not to exceed five thousand dollars, of
expenses not otherwise deductible under this section actually
incurred in the home of the taxpayer for the care of a person
who is the grandchild, child, parent, or grandparent of the
taxpayer or the taxpayer's spouse and who is unable, by reason
of physical or mental disability, to live independently and is
receiving, or would be eligible to receive if living in a
health care facility licensed under chapter 135C, medical
assistance benefits under chapter 249A. 1In the event that the
person being cared for is receiving assistance benefits under
chapter 239, the expenses not otherwise deductible shall be
the net difference between the expenses actually incurred in
caring for the person and the assistance benefits received
under chapter 239.

3. If after applying all of the adjustments provided for
in section 422.7, the allocation provisions of section 422.8
and the deductions allowable in this section subject to the
modifications provided in section 172{(d) of the Internal
Revenue Code o£-1954, the taxable lncome results in a net
operating loss, the net operating loss shall be deducted as
follows:

a. The Iowa net operating loss shall be carried back three
taxable years or to the taxable year in which the individual
first earned income in Iowa whichever year is the later.

b. The Iowa net operating loss remaining after being
carried back as required in paragraph "a" of this subsection
or if not required to be carried back shall be carried forward
fifteen taxable years.

c. If the election under section 172(b){3)(C) of the
Internal Revenue Code ef-1954 is made, the Iowa net operating

ioss shall be carried forward fifteen taxable years.

_19_
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Sec. l12. Section 422.9, subsection 1, unnumbered paragraph
2, Code 1987, is amended by striking the paragraph.

Sec. 13. Section 422.9, subsection 2, unnumbered paragraph
1, Code 1987, is amended to read as follows:

The total of contributions, interest, taxes, medical
expense, moving expenses, nonbusiness losses and miscellaneous
expenses deductible for federal income tax purposes under the
Internal Revenue Code of-3954, with the following adjustments:

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

10 1987, 1s amended by striking the paragraph.

11 Sec. 15. Section 422.10, unnumbered paragraph 1, Code

12 1987, is amended to read as follows:

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

® ~J o s W N

14 state tax credit for increasing research activities in this
15 state. For individuals, the credit shali-equet equals six and
16 one-half percent of the state's apportioned share of the
y 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 38 41 of the Internal Revenue
33 Code ef-:9545;-in-effeet-on-Jannary-17-3985.
. 34 Sec. 16. Section 422.12, subsection 1, paragraph c, Code

35 1987, is amended o read as follows:

-20-
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c. For each dependent, an additional ten dollars. As used
in this section, the term "dependent" shall have the same
meaning as provided by the Internal Revenue Code of-1354.

Sec. 17. Section 422.12, subsection 2, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

A child and dependent care credit equal to forty-five
percent of the federal child and dependent care credit
provided in section 21 of the Internal Revenue Code of-1954.

Sec. 18. Section 422.13, subsection 1, paragraph a, Code
1987, is amended to read as follows:

a. The individual is required to file a federal income tax
return under the Internal Revenue Code ©£-1354.

Sec. 19. Secticon 422.16, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Every withholding agent and every employer as defined in
this chapter and further defined in the Internal Revenue Code
of-1954, with respect to income tax collected at source,
making payment of wages to a nonresident employee working in
Iowa, or to a resident employee, shall deduct and withhold
from the wages an amount which will approximate the employee's
annual tax liability on a calendar year basls, calculated on
the basis of tables to be prepared by the department and
schedules or percentage rates, based on the wages, to be
prescribed by the department. Every employee or other person
shall declare to the employer or withholding agent the number
of the employee's or other person's personal exemptions and
dependency exemptions or credits to be used in applying the
tables and schedules or percentage rates. However, nc greater
number of personal or dependency exemptions or credits may be
declared by the employee or other person than the number to
which the employee or other person 1s entitled except as
allowed under section 3402(m}(1) of the Internal Revenue Code
o€-1954., The claiming of exemptions or credits in excess of
entitlement is a sericus misdemeanor.

Sec. 20. Section 422.16, subsection 11, paragraghs a and
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d, Code 1987, are amended to read as folilows:

a. Every person or married couple filing a return shalil
make estimated tax payments if the person's or couple's Iowa
income tax attributable to income other than wages subject to
withholding can reasonably be expected to amount to fifty
dollars or more for the taxable year, except that, in the
cases of farmers and fishers, the exceptions provided in the
Internal Revenue Code of-1}954 with respect to making estimated
payments shall apply. The estimated tax shall be paid in
quarterly installments. The first installment shall be paid
on or before the last day of the fourth month of the
taxpayer's tax year for which the estimated payments apply.
The other installments shall be paid on or before June 30,
September 30, and January 31. However, at the election of the
person or married couple, any installment of the estimated tax
may be paid prior to the date prescribed for its payment. If
a person or married couple filing a return has reason to
believe that the person's or couple's Iowa income tax may
increase or decrease, elther for purposes of meeting the
requirement to make estimated tax payments or for the purpose
of increasing or decreasing estimated tax payments, shall
increase or decrease any subsequent estimated tax payments

accordingly.
d. Any amount of estimated tax paid is a credit agailnst
the amount of tax found payable on a final, completed return,

as provided in subsection 9, relating to the credit for the
tax withheld against the tax found payable on a return
properly and correctly prepared under sections 422.5 through
422.25, and any overpayment of one dollar or more shall be
refunded to the taxpayer and the return constitutes a claim
for refund for this purpose. Amcunts less than one dollar
shall not be refunded. The method provided by the Internal
Revenue Code e#-1354 for determining what is applicable to the
addition to tax for underpayment of the tax payable applies to

persons required tec make payments of estimated tax under this
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section except the amount to be added to the tax for
underpayment of estimated tax is an amount determined at the
tate in effect under section 421.7. This addition to tax
specified for underpayment of the tax payable is not subject
to waiver provisions relating to reasonable cause, except as
provided in the Internal Revenue Code of-1954. Underpayment
of estimated tax shall be determined in the same manner as
provided under the Internal Revenue Code of-1954 and the
exceptions in the Internal Revenue Code of-1954 also apply.

Sec. 21. Section 422.20, subsection 2, Code 1987, is
amended to read as follows: .

2. It shall be unlawful for any cfficer, employee, or
agent, or former officer, employee, or agent of the state to
disclose to any person, except as autherized in subsection 1
of this section, any federal tax return or return information
as defined in section 6103(b) of the Internal Revenue Code of
3954, It shall further be unlawful for any person to whom any
federal tax return or return information, as defined in
section 6103(b) of the Internal Revenue Code &£-1954, is
disclosed in a manner unauthorized by subsection 1 of this
section to thereafter print or publish in any manner not
provided by law any such return or return information. Any
person committing an offense against the foregoing provision
shall be guilty of a serious misdemeanor.

Sec. 22, Section 422.21, unnumbered paragraph 1, Code
1987, is amended to read as follows:

Returns shall be in the form the director may, from time to
time, prescribe, and shall be filed with the department on or
before the last day of the fourth month after the expiration
of the tax year except that co-operative associations as
defined in section 6072(d) of the Internal Revenue Code of
+954 shall file their returns on or before the f£ifteenth day
of the ninth month f£ollowing the close of the taxable year.
If, under the Internal Revenue Code ©f-1954, a ccrporaticn is

required to file a return covering a tax period <of less than
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twelve months, the state return shall be for the same period
and shall be due forty-five days after the due date of the
federal tax return, excluding any extension of time to file.
In case of sickness, absence, or cother disability, or if good
cause exists, the director may aliow further time for filing
returns. The director shall cause to be prepared blank forms
for the returns and shall cause them to be distributed
throughout the state and to be furnished upon application, but
failure to receive or secure the form does not relieve the
taxpayer from the obligation of making a return that is
required. The department may as far as consistent with the
Code draft income tax forms to conform to the income tax forms
of the internal revenue department of the United States
government. FEach return by a taxpayer upon whom a tax is
imposed by section 422.57-subsectron-i;-paragraph-%4t shall
show the county of the residence of the taxpayer.

Sec. 23. Section 422.25, subsection 1, unnumbered
paragraph 1, Code 1987, 1s amended to read as follows:

Within three years after the return is filed or within
three years after the return became due, including any
extensions of time for filing, whichever time 1s the later,
the department shall examine it and determine the correct
amount of tax, and the amount determined by the department 1is
the tax. However, if the taxpayer omits from income an amount
which will, under the Internal Revenue Code o£-~13954, extend
the statute of limitations for assessment of federal tax to
six years under the federal law, the period for examination
and determination is six years. In addition to the applicable
period of limitation for examination and determination, the
department may make an examination and determination at any
time within six months from the date of receipt by the
department of written notice from the taxpayer of the final
disposition of any matter between the taxpayer and the
internal revenue service with respect to the parrticular :ax

year. In order to begin the running of the six-menths'
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period, the notice shall be in writing in any form sufficient
to inform the department of the final disposition with respect
to that year, and a copy of the federal document showing the
final disposition or final federal adjustments shall be
attached to the notice.

Sec. 24. Section 422.32, subsections 4 and 11, Code 1987,
are amended to read as follows:

4. The term "affiliated group" means a group of
corporations as defined in section 1504{a) of the Internal
Revenue Code of-1954.

t3---Por-purposes-of-seectiton-422:-3,-subsectiton-5;-the
internat-Revenune-€ode-of-1954-snati-be-tnterpreted-to-tnciude
the-proviatons-ef-Pubs-br-No--98-4<

Sec. 25. Section 422.33, subsection 4, Code 1987, 1is
amended by striking the subsection and inserting in lieu
thereof the following:

4, In addition to all taxes imposed under this division,
there is imposed upon each corporation doing business within
the state the greater of the tax determined in subsection 1,
paragraphs "a" through "d" or the state alternative minimum
tax equal to sixty percent of the maximum state corporate
income tax rate, rounded to the nearest one-tenth of one
percent, of the state alternative minimum taxable income of
the taxpayer computed under this subsection.

The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income as computed
with the adjustments in section 422.35% and with the following
adjustments:

a. Add items of tax preference included in federal
alternative minimum taxable income under section 57, except
subsections (a){(2) and (a)(5), of the Internal Revenue Code,
make the adjustments included in federal alternative minimum
taxable income under section 56, except subsections (a){(4) and
(d), of the Internal Revenue Code, and add losses as required

by section 58 of the Interral Revenue Ccde. [n making the
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adjustment under section 56{c)(l) of the Internal Revenue
Code, interest and dividends from federal securities net of
amortization of any discount cr premium shall be subtracted.

b. Apply the allocation and apportionment provisions of
subsection 2.

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.

Sec. 26. Section 422.33, subsection 5, Code 1987, 1is
amended to read as follows:

5. The taxes imposed under this division shall be reduced
by a state tax credit for increasing research activities 1in
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 gqualifying 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 eof
39545 -1n~effect-on-Jannary-1y-3+985.

Any credit in excess of the tax liability for the taxable
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year shall be refunded with interest computed under section
422.25, In lieu of claiming a refund, a taxpayer may elect to
have the overpayment shown on its final, completed return
credited to the tax liability for the following taxable year.

Sec. 27. Section 422,35, Code 1987, is amended to read as
follows:

422.35 NET INCOME OF CORPORATION -- HOW COMPUTED.

The term "net income” means the taxable income before the
net operating loss deduction, as properly computed for federal
income tax purposes under the Internal Revenue Code of-1354,
with the following adjustments:

1. Subtract interest and dividends from federal
securities.

2. Add interest and dividends from foreign securities and
from securities of state and other political subdivisions
exempt from federal income tax under the Internal Revenue Code
of-1954.

3. Where the net income includes capital gains or losses,
or gains or losses from property other than capital assets,
and such gains or losses have been determined by using a basis
established prior to January 1, 1934, an adjustment may be
made, under rules and requlations prescribed by the director,
to reflect the difference resulting from the use of a basis of
cost or January 1, 1934, fair market value, less depreciation
allowed or allowable, whichever is higher. Provided that the
basis shall be fair market value as of January 1, 1955, less
depreciation allowed or allowable, in the case of property
acquired prior to that date if use of a prior basis is
declared to be invalid.

4. Subtract fifty percent of the federal income taxes paid
or accrued, as the case may be, curing the tax year, adjusted
by any federal income tax refunds; and add the Iowa income tax

deducted in computing said taxable income.
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deprectation-purposes-—under-the-internat-Revenune-€ode
Amendments-Act-of£-3964-to-the-extent-that-such-amount-equais
the-net-amount-of-the-~spectat-deductton-aitowed-on-the-kasis
of-the-amount-by-whieh-the-depreciabie-basia-of-vueh-aguairfied
property-was-required-to-be-reduced-for-depreciation-purpeses
under-tne-Internat-Revenue-Coede-Amendmenta-Ace-of-1962-~-Phe
net-ameunt-of-the-specitai-deductioni-shatl-be-computed-by
taktng-the-sum-of-the-amounta-by-which-~the-busis-of-quatified
preperety-was-regqurred-to-be-decreased-for-depreciatron
purposes-for-the-years-1962-and-1963-and~-subtracting-from-«t
the-sum-oaf-the-ameounts-py-which-the-basta-cf-suen-property-was
required-to-be-inereaseds-prior-to-1964;-for-deprecration-or
dtsposttieon-purposes-under-tre-Internai-Revenve-Code
Amendmenta-Act-of-1962+

6. Subtract the amount of the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
of-3954 to the extent that the credit increased federal
taxable income.

7. If the taxpayer is a small business corporation,
subtract an amount equal to fifty percent of the wages paid to
individuals named in paragraphs "a", "b", and "¢" who were
hired for the first time by the taxpayer during the tax year
for work done in this state:

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 306.

(3} Is on probation pursuant to chapter 907, for an
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offense other than a simple misdemeanor. .

(4) Is in a work release program pursuant to chapter 246,
division IX.

c. An individual, whether or not domiciled in this state
at the time of the hiring, who is on parole or probation and
to whom the interstate probation and parole compact under
section 907A.1 applies.

This deduction is allowed for the wages paid to the
individuals successfully completing a probationary period
named in paragraphs "a", "b", and "c" during the twelve months
following the date of first employment by the taxpayer and
shall be deducted 1n the tax years when paid.

For purposes of this subsection, "physical or mental
impairment"™ means any physiological disorder or condition,
cosmetic disfigurement, or anatomical loss affecting one or
more of the body systems or any mental or psychological
disorder, including mental retardation, organic brain
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.

8. Subtract the amount of the alcohol fuel credit
allowable for the tax year under section 40 of the Internal
Revenue Code of-1954 to the extent that the credit increased
federal taxable 1income.

9. Add the amounts deducted and subtract the amounts
included in income as a result of the treatment provided sale-
leaseback agreements under section 168(f)(8) of the Internal

Revenue Code of-3354 for property placed in service by the

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

amounts deducted and the amounts inciuded in income are not
otherwise deductible ¢or included in income under the other
provisions of the Internal Revenue Code ©£-19%54 as amended tc .

and inacluding December 31, 1985, =Zntitiement to depreciation
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on any property involved in a sale-leaseback agreement which
is placed in service by the transferee prior to January 1,
1986 shall be determined under the Internal Revenue Code of
1954 as amended to and including December 31, 1985, excluding

section 168(£)(8) in making the determination.

10, Add the amount of windfall profits tax deducted under
section 164(a) of the Internal Revenue Code of-3954.

11. Add the combined net losses from passive farming
activity in excess of twenty-five thousand dollars that offset
income from other sources. Net losses under section 165 of
the Internal Revenue Code ©£-1954, exclusive of net gains
incurred passively from the operation of a farming business,
as defined in section 464(e) of the Internal Revenue Code of
¥954, are to be combined from businesses, rents, partnerships,
corporations, estates or trusts except losses under sections
1211 and 1231 of the Internal Revenue Code of-1954. Farming
activity is passive if the taxpayer does nct materially
participate in the activity nor provide substantial services
to the farming business. A loss from arn activity that 1is
disallowed under this subsection shall be treated as a
deduction allowable to that activity in the first succeeding
tax vyear.

12, Add the percentage depletion amount determined with
respect to an oil, gas, or geothermal well using methods in
section 613 of the Internal Revenue Code o£-13954 that is 1n
excess of the cost depletion amount determined under section
611 of the Internal Revenue Code of-1954,

13, If after applying all of the adjustments provided for
in this section and the allocation and apportionment
provisions of section 422.33, the Iowa taxable income results
in a net operating loss, such net operating loss shall be
deducted as follows:

a. The Iowa net operating loss shall be carried back three
taxable years or to the taxable vear in which the corporation

first commenced doing business in this state, whichever is
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later.
b. The Iowa net operating loss remaining after being

carried back as required in paragraph "a" of this subsection
or i1f not required to be carried back shall be carried forward
fifteen taxable years.

c. If the election under section 172(b)(3)(C) of the
Internal Revenue Code ©of-3954 is made, the lowa net operating
loss shall be carried forward fifteen taxable years.

d. No portion of a net operating loss which was sustained
from that portion of the trade or business carried on outside
the state of Iowa shall be deducted.

Provided, however, that a corporation affected by the
allocation provisions of section 422.33 shall be permitted to
deduct only such portion of the deductions for net operating
loss and federal income taxes as is fairly and equitably
allocable to Iowa, under rules prescribed by the director.

Sec. 28. Section 422.35, subsection 2, Code 1987, is
amended to read as follows:

2. Add interest and dividends from foreign securities, and
from securities of state and other political subdivisions, and

from requlated investment companies exempt from federal income

tax under the Internal Revenue Code of-1954.

Sec. 29. Section 422.35, subsection 11, Code 1987, is
amended by striking the subsection.

Sec. 30. Section 422.35, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. Subtract the loss on the sale or exchange
of a share of a regulated investment company held for six
months or less to the extent the loss was disailowed under

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

Sec. 31. Section 422.36, subsection 5, Code 1987, is
amended to read as follows:

5. Where a corporation is not subject to income tax and
the stockholders of such corpcraticn are -axed on the

corporation’'s income uncer the provisions of the Internal
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the same tax treatment shall apply to

Revenue Code of-1554,
such corporation and such stockholders for Iowa income tax

purposes.

Sec. 32. Section 422.37, subsection 7, Ccde 1987, 1is
amended to read as follows:

7. The computation 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-1954.

Sec. 33. Section 422.60, Code 1987, is amended by striking
the sectlon and inserting in lieu thereof the following:

422.60 IMPOSITION OF TAX.

1. A franchise tax according to and measured by net lncome
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
to the nearest one-tenth of one percent, of the state
alternative minimum taxable income of the taxpayer computed
under this subsection.

The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income as computed
with the adjustments in section 422.61, subsection 4, and with
the following adjustments:

a. Add items of tax preference included in federal
alternative minimum taxable income under section S7, except
subsections (a}(2) and (a)(5), ¢f the Internal! Revenue Code,

in federal alternatlve minimum

make the adjustments included
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taxable income under section 56, except subsections (a)(4) and .

{d), of the Internal Revenue Code, and add losses as required
by section 58 of the Internal Revenue Code.

b. Apply the allocation and apportionment provisions of
section 422.60.

c. Subtract an exemption amount of forty thousand dollars.

d. 1In the case of a net operating loss beginning after
December 31, 1986 which i1s carried bhack 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 was 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,

Sec. 34. Section 422.61, subsection 2, Code 1987, is
amended tc read as follows:

2. "Taxable year" means the calendar year or the fiscal
year ending during a calendar year, for which the tax is
payable. "Fiscal year" includes a tax period of less than
twelve months if, under the Internal Revenue Code ©f-1954, a
corporation 18 required to file a tax return covering a tax
period of less than twelve months.

Sec. 35. Section 422.72, subsection 2, Code 1387, is
amended to read as follows:

2. Federal tax returns, copies of returns, and return
information as defined in section 6103(b) of the Interral
Revenue Code ©f-1954, which are required to be filed with the
department for the enforcement cf the income tax laws of this
state, shall be deemed and held as confidential by the
department and subject to the disclosure limitations in

subsection 1 of-thrts-aseerten,
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Sec. 36. Section 422.73, subsection 4, Code 1987, is
amended by striking the subsection.

Sec. 37. Section 422.73, Code 1987, is amended by adding
the following new subsecticns:

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 1if
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 1, 1982 and before

January 1, 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
result of section 13208 of the Consolidated Omnibus Budget
Reconciliation Act cf 1985 as amended by section 1896 of the
Tax Reform Act of 1986.

Sec. 38. Section 450.3, subsections 2 and 7, Code 1987,
are amended to read as follows:

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

made by onre spouse to a perscon whe is net the other spouse is
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considered, for the purposes of this subsection, as made one
half by each spouse under the same terms and conditions
provided for in section 2513 of the Internal Revenue Code of
1954 as defined in section 422.3.

7. Which qualifies as a qualified terminable interest
property as defined in section 2056(b){(7)(B) of the Internal
Revenue Code of-1954 as defined in section 422.3, shall, if an
election is made, be treated and considered as passing in fee,
or its equivalent, to the surviving spouse in the estate of
the donor-grantor. Property on which the election is made
shall be included in the gross estate of the surviving spouse
and shall be deemed to have passed in fee from the surviving
spouse to the persons succeeding to the remainder interest,
unless the property was sold, distributed, or otherwise
disposed of prior to the death of the surviving spouse. A
sale, disposition, or disposal of the property prior to the
death of the surviving speouse shall void the election, and
shall subject the property disposed of, less amounts received
or retained by the surviving spouse, to tax in the donor-
grantor’'s estate in the same manner as if the tax had been
deferred under sections 450.44 through 450.49.

Sec. 39. Section 450.37, subsection 1, paragraph b, Code
1987, is amended to read as follows:

b. The alternate value of the property, 1f the personal
representative so elects, that has been established for
federal estate tax purposes under section 2032 of the Internal
Revenue Code of-1954 as defined in section 422.3. The
election shall be exercised on the return by the personal
representative or other person signing the return, within the
time prescribed by law for filing the return or before the

expiration of any extension of time granted for filing the

return.

Sec. 40. Section 450A.1, Code 1987, is amended to read as
follows:

450A.1 DEFINITIONS.

®
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As used in this chapter, unless the context otherwise
requires:

1. "Generation skipping transfer" means the generation
skipping transfer as defined in section 2611 of the Internal
Revenue Code of-1954.

2. "Internal Revenue Code of-1954" means the same as the
term 1s defined in section 422.3.

3. U!“PBeemed-eransferer-means-the-deemed-transferor-as
defrmed-rn-section-2512-of -the-Internat-Revenne-€ode-0£-1954+<
4 "Director" means the director of the department of
revenue and finance.

5---uGeneratton-skipping-trust?-means-a~-generation-skipping
trust-as-defined-in-4vectron-26tt-of-the-Internat-Revenue-Eode
ef-1954<

6v--tGeneratron-skipping-trust-equivatenti-means-a
generation-skipprng-trust-equivatent-as-defrned-rn-section

261t-cf-the-Internal-Revenue-code-af-1954-

7 4. "Distributee" means a person receiving property in a
generation skipplng 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 terminaticn" means the same as the term 1s
defined in section 2612(a) of the Internal Revenue Code.

8. "Taxable distribution” means the same as the term is
defined in section 2612(b) of the Internal Revenue Code.

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

the same as those respective terms are defined in section 2652

of the Internal Revenue Code.
Sec. 41. Sectlicon 450A.2, Code 1987, is amended to read as

follows:
450A.2 IMPOSITION OF TAX.
A tax is imposed on the transfer of any property, included

in a generation skipping transfer, other than a direct skip,
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occurring at the same time as;-or-after; and as a result of
the death of the-deemed-tranaferer an individual, eguai-to-the

in an amount of equal to the maximum federal credit allowable
under section 2662¢e}t5)tB¥ 2604 of the Internal Revenue Code
of-1954, for that-pertron-of-atsate-estater-inheritances;
tegaey;-or-anecessien-vax the generation skipping transfer tax

actually paid to the state in respect of any property included
in the generation skipping transfer.
Where the deemed transferor is a resident of Iowa and all

property included in a generation skipping transfer that 1is
subject to tax under this section has a situs in Iowa, or is
subject to the jurisdiction of the courts of Iowa, an amount
equal to the total credit as allowed under the Internal
Revenue Code o£-1954 shall be paid to the state of Iowa.

Where the deemed transferor 1s a nonresident or where the
property included in a generation skipping transfer that is

subject te tax under this section has a sltus outside the

state of Iowa and not subject to the jurisdiction of Iowa
courts, the tax shall be prorated on the basis that the value
of Iowa property inciuded in the generation skipping transfer
bears to the total value of property included in the
generation skipping transfer.

Sec. 42. Section 450a.3, Code 1987, is amended to read as
follows:

450A.3 VALUE QF PROPERTY,

The value of property, included in a generation skipping
transfer, shall be the same as determined for federal
generation skipping transfer tax purposes under the Internal
Revenue Code 6£-1954.

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

450A.4 PAYMENT OF THE TAX.

The tax imposed by this chapter shall be paid witnin—-twelve

months on or before the last day of the ninth month after the

death cf the deemed-sransfeprar-—tf-tpne-transfer-oceurs-at-thak
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timer-or-if-tater;-the-day-which-is-twvetve-montha-after-the
day-on-whieh-sueh-generation-skipping-transfer-ocenrred
individual whose death is the event causing the generation
skipping transfer which is eligible for the credit for state
taxes paid under section 2604 of the Internal Revenue Code.
Por-purpeses-cf-thss-chapters-any-preperty-transferred-durtng
the-three-year-period-ending-on-the-date-of-the-deemed
transferorta-death-snd-whreh-ts-ineiunded-in-a—generation

skipprrg-transfer-under-the-internat-Revenue-Code-6£-1954
ahatt-be-conaidered-aa-transferred-on-the-deemed-transfereoris

death:

Sec. 44, Section 450Q0A.5, Code 1987, is amended to read as
follows:

450A.5 LIABILITY FOR THE TAX.

The diatributee transferee of the property included in the

generation skipping transfer shall be perscnally liable for

the tax to the extent of the-fair-market its value, determined
under section 2624 of the Internal Revenue Code as of the time

of the diatribubtten;-of-the-property-recetved-in-the
dtstributteon generation skipping transfer. If the tax is
attributable to a taxable termination, as defined in section
2633 2612(a) of the Internal Revenue Code ©£f-13854, the trustee

and the transferee shall be personally liable for the tax to
the extent of the value of the property subject to tax under

the trustee's control.

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

450A.6 LIEN OF THE TAX.

The tax imposed by this chapter shall be a lien on the
property subject to the tax for a period of ten years from the

time the generation skipping transfer occurs. Full payment of
the tax, penalty and interest due anrd-interestr-if-any; shall

release the lien and discharge the dtatributee transferee and
trustee of personal liability. Unless the liesn has been

perfected by recordirg, a transfer by the distriputee
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transferee or the trustee to a bona fide purchaser for value
shall divest the property of the lien. If the lien is
perfected by recording, the rights of the state under the lien
have priority over all subsequent mortgages, purchases or
judgment creditors. The department may release the lien prior
to the payment of the tax due if adequate security for payment
of the tax is given.

Sec. 46. Section 450A.10, Code 1987, is amended to read as
fFollows:

450A.10 DIRECTOR TO ENFORCE COLLECTION.

It shall be the duty of the director to enforce collection
of the tax imposed by this chapter and shall with all the
rights of a party in interest, represent the state in any
proceedings to collect the tax. The director shall have the
power to bring suit against any person liable for the payment
of the tax, penalty, interest and costs and may foreclose the
lien of the tax in the same manner as is now prescribed for
the foreclosure of real estate mortgages and upon judgment may
cause execution to be issued to sell so much of the property
necessary to satisfy the tax, penalty, interest and costs due.

Sec. 47. Section 450A.11, Code 1987, is amended to read as
follows:

450A.11 DUTY TO CLAIM MAXIMUM CREDIT.

It shall be the duty of any perscen liable for the payment
of the tax to claim the maximum federal credit allowable for
that portion of the state estater;-inheritance;-tegaecy-or

swecessten generation skipping transfer tax paid in respect of

any property included in a taxable generation skipping
transfer. Claiming on a federal return a sum less than the
maximum federal credit allowable shall not relieve any person
liable for the tax of the duty to pay the tax imposed under
this chapter.

If an amended or supplemental return is filed with the
internal revenue service which results in a change in the

amount of tax owing under this chapter, the persons liable for
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the payment of the tax shall submit an amended return, OnR
forms prescribed by the director, indicating the amount of the
tax then owing as a result of such change.

If any federal generation skipping transfer tax has been
5 paid before the enactment of this chapter, the persons liable
for the payment of the tax under this chapter shall file an
amended federal return claiming the maximum federal credit
allowable and file the Iowa returns specified in section
450A.8 within six mornths after the enactment of this chapter
or within the time limit provided in section 450A.4 whichever
is the later.

Sec. 48. Section 450B.1, Code 1987, is amended to read as
follows:

450B.1 DEFINITIONS.

As used in this chapter, unless the context otherwise
requires:

1. "“Internal Revenue Code of-1954" means the same as
defined in section 422.3.

2. "Taxpayer" means a qualified heir liable for the
inheritance tax imposed under chapter 450 on qualified real
property.

3. "Qualified real property”, "gqualified use", "cessation
of qualified use", and "qualified heir" mean the same as
defined in section 2032A of the Internal Revenue Code of-1854.

4. For purposes of subsection 1, the Internal Revenue Code
of-1954 shall be interpreted to include the provisions of Pub.
L. No. 98-4.

Sec. 49, Section 450B.2, Code 1987, is amended to read as
follows:

450B.2 ALTERNATE ELECTION OF VALUE FOR QUALIFIED USE.

Notwithstanding section 450.37, the value of qualified real
property for the purpose of the tax imposed under chapter 450
may, at the election of the taxpayer, be its value for the use
under which it qualifies as prescribed by sectlon 2032A of the

Internal Revenue Ccde of-1954. A taxpayer nay make an
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election under this section only if all of the following
conditions are met:

1. An election for federal estate tax purposes was made
with regard to the qualified real property under section 2032A
of the Internal Revenue Code of-1954,

2. All persons who signed the agreement referred to in
section 2032A(d)(2) of the Internal Revenue Code of-1954 make
the election under this section and sign an agreement with the
department of revenue and finance consenting to the
application of section 450B.3 with respect to the gualified
real property.

3. The total decrease in the value of the qualified real
property as a result of the election under this section does
not exceed the dollar limitation specified in section
2032A(a)({2) of the Internal Revenue Code of-3954,

The election under this section shall be made by the
taxpayer in the manner as the director of revenue and finance
may prescribe by rule. The value for the qualified use under
this section shall be the value as determined and accepted for
federal estate tax purposes.

The definitions and special rules specified in section
2032A(e) of the Internal Revenue Code »£-1954 shall apply with
respect to qualified real property for which an election was
made under this section except that rules shall be prescribed
by the director of revenue and finance in lieu of the
regulations promulgated by the secretary of treasury.

The director shall prescribe regulations setting forth the
application of this chapter in the case of an interest in a
partnership, corporation, or trust which, with respect to the
decedent, is an interest in a closely held business within the
meaning of section 6166(b)(l) of the Internal Revenue Code of
$354. Such requlations shail conform as nearly as possible
witn the regulations promulgated by the United States
secretary of treasury in respect to such interests,

Sec. 50. Section 4508.3, Code 1987, is amended to read as

-_41-_
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follows:
450B.3 ADDITIONAL INHERITANCE TAX APPL.CABLE.

There is imposed upon the gualified heir an additional

inheritance tax if, within ten years after the decedent's
death and before the death of the qualified heir, the
qualified heir disposes of, other than to a member of the
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 of-1954. The
additional inheritance tax shall be the amount computed under
section 450B.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
state. Taxes not paid within the time prescribed in this
section shall draw interest at the rate of ten percent per
annum until paid. There shall not be an additional

inheritance tax 1f the disposition or cessation occurs ten
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years or more after the decedent's death.
Sec. 51. Section 451.1, subsection 8, Code 1987, is

L% ]
wun

amended to read as follows:
B. "Internal Revenue Code eof-1954" means the same as

3% B L |
~ o

defined in section 422.3.
Sec., 52. Section 451.2, unnumbered paragraph 1, Ccde 1987,

[ T 8]
w o

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 &£f-1954 is

W W W
[ S e B

hereby imposed upon every transfer of the net estate of every

(98]
o8]

decedent, being a resident of, or owning property in this

‘ 34
35

statey-as-he=ein-provided.
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Sec. 53. Section 451.3, Code 1987, 1s amended to read as
follows:

451.3 GROSS AND NET ESTATE.

The gross estate shall be the same as finally determined
for federal estate tax and the net estate shall be the gross
estate less deductions as permitted by federal law, in
arriving at the net taxable federal estate, all determined as
provided in the Internal Revenue Code of-1954.

Sec. 94. Section 450A.13, Code 1987, is repealed.

Sec. 55. No addition to the tax shall be made under
section 422,16, subsection 11, paragraph "d" or section
422.88, relating to the underpayment of estimated tax, for any
tax year beginning before January 1, 1987 with respect to any
underpayment, to the extent such uncerpayment was created or
increased by any provision of the federal Tax Reform Act of
1986 or this Act.

Sec. 56. Sections 1, 2, 4, 5, 6, 7, 11, 15 through 24, 26,
27, 31, 32, 34, and 35 of this Act are retroactive to January
1, 1986 for tax years beginning on or after that date.

Sec. $57. Sections 3, 8, 9, 10, 22, 13, 14, 25, 28, 29, 30,
and 33 of this Act are retroactive to January 1, 1987 for tax
years beginning on or after that date.

Sec. 58, Sections 38, 39, 48, 49, 50, 51, 52, and 53 of
this Act are retroactive to January 1, 1987 for estates of
persons dying on or after that date.

Sec. 59. Sections 40 through 47 of this Act are
retroactive to October 22, 1986 for generation skipping
transfers which are eligible for the credit for state taxes
under section 2604 of the Internal Revenue Code and are made
after October 22, 1986, subject to the special rules of
section 1433(b) of Public Law 99-514.

Sec. 60. Section 54 of this Act is retrcactive to June 11,
1976.

Sec. 61. This Act, being deemed of immediate importance,

takes effect upon enactment.
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EXPLANATION

The bill provides for the state individual, corporate,
franchise and death taxes to couple with changes made in the
new federal income tax code, deletes obsolete provisions,
defines the expenditures for increasing research for purposes
of the research tax credit the same as is defined for federal
tax purposes, rewrites the state minimum taxes to conform with
the federal alternative tax, provides for the taxation of
regulated investment company dividends, waives the penalty for
underpayment of estimated tax, and extends the time for filing
claims for credits or refunds for MIAs and insolvent farmers
who sold real property during the 1982 or 1983 tax year.

The bill provides effective dates.

"LSB 2143SC 72
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1 An Act relating to the state's conforming its income, franchise,
and death taxes with the new federal tax provisions by

~updating references to the Internal Revenue Code, rewriting
the state minimum taxes to conform with the federal
alternative minimum taxes, rewriting the state generation
skipping transfer tax to conform with the federal provisions,
striking obsolete and repealed items, clarifying the taxation
of requlated investment company dividends and shares,
extending the statute of limitations for certain refund
claims, providing for waiver of penalty for underpayment of

11 estimated tax, and providing effective dates.
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Section 1. Section 422.3, subsection 5, Code 1987, is
amended by striking the subsection and inserting in lieu
thereof the following:

5. “Internal Revenue Code" means the Internal Revenue Code
of 1954, prior to the date of its redesignation as the
Internal Revenue Code of 1986 by the Tax Reform Act of 1986,
or means the Internal Revenue Code of.1986 as amended to and
including January 1, 1987, whichever is applicable.

Sec. 2. Section 422.4, subsections 1, 4, 10, 11, 14, and
18, Code 1987, are amended to read as follows:

1. The words "taxable income"” mean the net income as
defined in section 422.7 minus the deductions allowed by
section 422.9, in the case of individuals; in the case of
estates or trusts, the words "taxable income" mean the taxable
income (without a deduction for personal exemption) as
computed for federal income tax purposes under the Internal
Revenue Code of-3954, but with the adjustments specified in
section 422.7 plus the Iowa income tax deducted in computing
said taxable income and minus federal income taxes as provided
in section 422.9.

4. The Qbrds "tax year" mean the calendar year, or the
fiscal year ending during such calendar year, upon the basis
of which the net income is computed under this division.

a. If a taxpayer has made the election provided by section
441, subsection "f", of the Internal Revenue Code of-1954,
"tax year" means the annual period so elected, varying from
fifty-two to fifty-three weeks.

b. If the effective date or the applicability of a
provision of this division is expressed in terms of a tax year
beginning, including or ending with reference to a specified
date which is the first or last day of a month, a tax year
described in paragraph "a" of this subsection shall be treated
as beginning with the first day of the calendar month
beginning nearest to the first day of the tax Year or as
ending with the last day of the calendar month ending nearest

_1_
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to the last ddy of the tax year.

c. This subsection is effective for tax years ending on or
after December 14, 1975.

10. The word "individual” means a natural person; and
where an individual is permitted to file as a corporation,
under the-provistens-ef the Internal Revenue Code of-1954,
such fictional status shall not be recognized for purposes of -
this chapter, and such the individual's taxable income shall
be computed as required under the-preovisiens-ef the Internal
Revenue Code of-1954 relating to individuals not filing as a
corporation, with the adjustments allowed by this chapter.

1l. The term "head of household" shall have the same
meaning as provided by the Internal Revenue Code of-3954,

14. The term "wages” shall have the same meaning as
provided by the Internal Revenue Code of-195+4.

18---For-purposes-cof-section-422<-37-subsectiton-Sy-the
internat-Revenue-€ode-of-1954-shati-be-interpreted-to-inciude
the-provisions-of~Pubsr-br~Nec-98-4-

Sec, 3. Section 422.5, subsection 1, paragraph o, Code
1987, is amended to read as follows:

0. There is imposed upon every resident and nonresident of
this state, including estates and trusts, the greater of the
tax determined in paragraphs "a" through "n" or the state
alternative minimum tax equal to nine seventy-five percent of
the maximum state individual income tax rate, rounded to the
nearest one-tenth of one percent, of the state alternative
minimum taxable income of the taxpayer as computed under this

paragraph.
The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income, as computed

with the deductions in section 422.9, with the following

adjustments:
(1) Add items of tax preference included in federal
alternative minimum taxable income under section 57, except

subsections ta)t8¥y-and-¢tayftity (a)(1)., (a)(2), and (a)(5), of
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the Internal Revenue Code o£-1954, make the adijustments
included in federal alternative minimum taxable income under
section 56, except subsections (a)(4), (b)(1l)(C){(iii), and
(d), of the Internal Revenue Code, and add losses as required
by section 58 of the Internal Revenue Code. In the case of an
estate or trust, the items of tax preference, adjustments and
losses shall be apportioned between the estate or trust and
the beneficiaries in accordance with rules prescribed by the

director. Por-purposes-ef-computing-the-ieems—-of-tax
preference;-the-gain-or-itoss-£rom-the-forfeiture-of-an
itnstetiment-reat-estate-contracty-the-transfer-of-reat-or
personat-property-securing-a-debé-to-a-crediter-in
cancetiation-af-that-debe~or-frem-the-sate-sr-exchange-of
property~-as-a-resuic-of-actuat-notice-of-£forectosure-shati-noe
be-taken-into-account~in-computing-net-cap:tai-gain-+£-aii-of
the-folitowing-conditions-are-mets
tay-—Fhe-forfeiture;-transfers-or-sate-or-exchange-was-dene
for-the-purpose-of-estabiishing-a-positive-cash-£fiows
thy--Emmediateiy-before-the-forfestures;-transfer;-or-saie
or-exchangey-the-taxpayeris-debe-to-asset-ratio-exceeded
seventy-£ive-percent-as-computed-under-generatiy-accepted
accounting-praceicess
te}--Phe-taxpayeris-net-worth-at-the-end-of-the-tax-year-isa
tess-than-seventy-five-thousand-deitarss
in-determining-a-taxpayerits-net-worth-at-the-end-of-the-eax
year—-a-taxpayer-shaii-inciude-~any-asset-transferred-within-one

. hundred-twenty-days-prior-to-the-end-of-the-tax-year-without

adequate-and-£fuii-consideration-in-meney-or-moneyts~worthr~-3in
determining-the-taxpayeris-debt-to-asset-ratio;-the-taxpayer
shatl-itneinde-any-asset-transferred;-within-one-hundred-tweney
days-prior-te-such-forfeiture;~transfer;-or-sate-or-exchangey
wicheuvt-adegquate—and-£uti-consideration—in-money-or-moneyts
worth---For-purposes-of-this-subsectiony—actuat-notice-of
foreciosure—itnciudes;-but-its-nee-iimieed-tos-bankrupeey-or
weitten—notice—£from-a-creditor-of-the-crediteria~-intent-te
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foreciose-where-there-is-reasonabie-betief-that-the-creditor
ean-force-a-sate-of-the-propertys

(2) Subtract the applicable exemption amount as follows:

(a) Seventeen thousand five hundred dollars for a married
person who files separately or for an estate or trust.

(b) Twenty-six thousand dollars for a single person or an
unmarried head of household.

(¢) Thirty-£five thousand dollars for a married couple
which files a joint return.

(3) In the case of a net operating loss computed for a tax
year beginning after December 31, 1982 which is carried back
or carried forward to the current taxable year, the net
operating loss shall be reduced by the amount of the items of
tax preference arising in such year which was taken into
account in computing the net operating loss in section 422.9,
subsection 3. 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.

t4y—-Add-the-amount-by-which-the-aggregate-iosses-from-ati
passive-activitiesy-reduced-by-the-aggregate-income-£from
passive-activities;-exceed-the-sum-of-the-taxpayeris-cash
basis-in-passive-aetivities-which-are-not-tax-shetters-pius
the-itesser-of-the-taxpayeris-cash-basis-in-passive-activities
which-are-tax-shetters-or-£ifty-thousand-doriars---For
purposes~-of-this-subparagraph-the-foliowing-appiys-

tay--2Pax-sheiteri-means-the-same-as-defined-in-seectzon
461 ¢t2yt3y-of-the-Enternat-Revenue-Code-0£-3554~

thy--passive-activityi-means-an-activity-where~-a
substantial-poreion-of-the-income~from-the~-activity-t9-£from-a

trade~or-business;--Rents-and-royateies—-are-income-€rom-a
trade-or-business---4passive-activityi-does-not-tncindes
except-in-the-case-of-iimited-partners;-an-activity-where-the

.
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taxpayer-or-taxpayeris-spouse-materiatiy-participates—-in-the
activity-or-provides—-substantiali-personai-services-for-the
acttvitys——A-1oss-incurred-from-a-farming-business;-as-defined
tn-section-464tey-of-the-internai-Revenue-€ode-of~3554;-wild
not-be-considered-fer-purpeses-cf-this-subparagraph-to-the
extent—-that-the-ioss-is-used-in-computing-net-income-under
section-422-%<
tey--tCash-bassslii-means-sn-the-case-of-an-interest-in-a
partnershipy-the-adsusted-basts-ef-the-taxpayeris-interest
determined-without-regard-to-any-itabitity-of-or-amount
berrowed-by~the-partnership-with-respect-to-the-partnership
which-was-secured-by-any-assets-of-phe-partnershipr;-and-n-aii
other-cases;-the-adjusted-basis-of-the-taxpayeris-interest
determined-under-principtes-retating-to-the-case-of-a
pastnershrps
{d}--A-reoss-frem-any-activity-shati-be-determined-under—the
principies-of-section-465¢tdy-cf-the-Internat-Revenne-€ode~of
1954-except-that-to-the-extent-that-any-deduction-is-an-ieem
of-tax~-preference-in-thrs-sectiony-that-deduction-shati-not-be
taken-into-accounts
tey—-A-ioss-from-an-activity-that-is-disaiiowed-under-this
subparagraph-shaii-be-treated-as-a-deduction-atiowablie-to-that
gaetivity-in-the-firsh-succeeding-tax-years
t£3-—-F€-the-taxpayer-dispeses-ocf-the-taxpayeris-entire
interest-in-a-passive-activity-during-a-tax-yeary-the-amount
of-toas-attributed-to-the-activity-determined-after-carryovers
in-part-tey-of-this-subparagraphy-shati-be-atiowed-in
eomputing-atternative-minimum-taxable-income-and-shaii-not-be
trented-as-a-tess-for-purpeses—cf-this-subparagraph-
FThe-state-alternative-minimum-tax-of-a~taxpayer-whose-rtems
of-pax-preference~-tnciunde-the-gain-or-ross-from-the-forfeiture
of-an-instatiiment-reat-estate-contracty-the-tranafer-of-reat
or-persenal-property~securing-a-debt-to-a-creditor-in
cancettation-of-ethat-debt-or-from-the-sate-or-exchange-of
propezrty—as-a-result-of-actuat-notice-of~-foreciosure-where-the

_5..
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fair-markeb-vatue-of-the-taxpayeris-assets-exceeds-the
taxpayeris-iiabilities-immediateiy-before-such-forfeiturey
transfery-or-saie-or-exchange-shaii-not-be-greater-than-such
execessy-ineinding-any-asset-transferred-within-ene-hundred
twenty-days-prior-to-such-forfetture;-transfery-or-sate-or
exchanges

In the case of 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, 422.11A and 422.12 and
this result multiplied by a fraction with a numerator of the
sum of state net income allocated to lowa as determined in
section 422.8, subsection 2, and plus tax preference items,
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 items,
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 items, under~-sectien-53-of-the
Internal-Revenue-€ode-of-1954 adjustments, and losses under
subparagraph (1) bear to the combined preference items,
adjustments, and losses under subparagraph (1) of both

spouses,
Sec. 4. Section 422.5, subsections 6 and 10, Code 1987,

are amended to read as follows:

-6-
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6. A person who is disabled, is sixty-two years of age or
older or is the surviving spouse of an individual or survivor
having an insurable interest in an individual who would have
qualified for the exemption under this paragraph for this tax
year and receives one or more annuities from the United States
civil service retirement and disability trust fund, and whose
net income, as defined in section 422.7, is sufficient to
require that the tax be imposed upon it under this section,
may determine final taxable income for purposes of imposition
of the tax by excluding the amount of annuities received from
the United States civil service retirement and disability
trust fund, which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum each tax
year of five thousand five hundred dollars for a person who
files a separate state income tax return and eight thousand
dollars total for a husband and wife who file a joint state
income tax return. However, a surviving spouse who is not
disabled or sixty-two years of age or older can only exclude
the amount of annuities received as a result of the death of
the other spouse. The amount of the exemption shall be
reduced by the amount of any social security benefits
received. For the purpose of this section, the amount of
annuities received from the United States civil service
retirement and disability trust fund taxable under the
Internal Revenue Code o£-3954 shall be included in net income
for purposes of determining eligibility under the five
thousand dollar or less exclusion.

10. In addition to the other taxes imposed by this
section, a tax is imposed on the amount of a lump sum
distribution for which the taxpayer has elected under section
402(e) of the Internal Revenue Code of-1954 to be separately
taxed for federal income tax purposes for the tax year. The
rate of tax is equal to twenty-five percent of the separate
federal tax imposed on the amount of the lump sum
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
separéte federal tax shall be included in net iﬁcqme for
purposes of determining eligibility under the five thousand

dollar or less exclusiom. . ~, - -
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
distribution shall be allowed credit without interest for the
Iowa income taxes paid by the trust attributable to such
accumulation distribution in a manner corresponding to the
provisions for credit under the federal income tax relating to
accumulation distributions as contained in the Internal
Revenue Code e£-3954. The trust shall not be entitled to a
refund of taxes paid on the distributions. The trust shall
maintain detailed records to verify the computation of the
tax. o ‘

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

422.7 "NET INCOME" -- HOW COMPUTED.

The term "net income"” means the adjusted gross income as
properly computed for federal income tax purposes under the
Internal Revenue Code o£-1954, with the following adjustments:

l. Subtract interest and dividends from federal
securities. '

2., Add interest and dividends from foreign securities and
from securities of state and other political subdivisions
exempt from federal income tax under the Internal Revenue Code
of-1954,

3. Where the adjusted gross income includes capital gains
or losses, or gains or losses from property other than capital
assets, and such gains or losses have been determined by using
a basis established prior to Januar& 1, 1934, an adjustment

-g -
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may be made, under rules prescribed by the director, to
reflect the difference resulting from the use of a basis of
cost or January 1, 1934, fair market value, less depreciation
allowed or allowable, whichever is higher. Provided that the
basis shall be fair market value as of January 1, 1955, less
depreciation allowed or allowable, in the case of property
acquired prior to that date if use of a prior basis is
declared to be invalid.

4. Subtract installment payments received by a beneficiary
under an annuity which was purchased under an employee's
pension or retirement plan when the commuted value of said
installments has been included as a part of the decedent
employee's estate for lowa inheritance tax purposes.

S5s--Add-the-amount-by-which-the-basrs-of-guatified
depreciabie-preperty-is-required-to-be-itncreased-£for
depreciation-purposes-under-ehe-internat-Revenne-Code
Amendments-—-Act-0f-1564-to-the-extent-that-sueh-amount-egquais
the-net-ameunt-of-the-speciai-deduction-aiiowed-on-the-basis
of-the~amount-by-which-the-depreciabie-basis-of-such-quatifted
preperty-was-reguired-co-be-reduced-£for-deprecration-purposes
under-the-Internat-Revenue-Code-Amendments-Act-0f-13962---Fhe
Upet-amount-of-the-speciat-deductionti-shati~be-computed-by
taking~-she-sum-ef-the-amounes-by-whrch-the-basrs-cf-quatrfied
property-was-requrred-to-be-decreased-for-depreciation
purpoeses—for-the-years-1962-and-1963-and-subtracting-from-tt
the-sum-of-the-amounts-by-which-the-basis-of-such-preoperty-was
required-to-be-inecreased;-prior-to-1964;-for-deprectation-or
disposition-purposes-under—the-Internat-Revenue-Eede
Amendments-Ack-of-3962+ . |

6. Individual taxpayers and married taxpayers who file a
joint federal income tax return and who elect to file a joint
return, separate returns or separate filing on a combined
return for Iowa income tax purposes, may avail themselves of
the disability income exclusion and shall compute the amount
of the disability income exclusion subject to the limitations

-0-
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for joint federal income tax return filers provided by section
105(d) of the Internal Revenue Code o£-3954. The disability
income exclusion provided in section 105(d) of the Internal
Revenue Code of-3954, 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 e£-1954.

B. 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 121l(b)
respectively of the Internal Revenue Code o£-1954 and shall
compute the amount of expensing of business assets and capital
loss subject to the limitations for joint fedéral income tax
return filers provided by sections 179(b) and 1211(b)
respectively of the Internal Revenue Code of-1954,

9. Subtract the amount of the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
o£-1954¢ to the extent that the credit increased federal
adjusted gross income.

10. 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 state income tax purposes,
shall include in net income any unemployment compensation
benefits received subject to the limitations for joint federal
income tax return filers provided in section 85 of the
Internal Revenue Code of-1954,

11. Subtract the amount of the alcohol fuel credit
allowable for the tax year under section 40 of the Internal
Revenue Code of-1954 to the extent that the credit increased
federal adjusted gross income.

12. Married taxpayers, who file a joint federal income tax

-10-
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return and who elect to £ile separate returns or separate
filing on a combined return for state income tax purposes, may
avail themselves of the dividend exclusion provisions of
section 116(a) of the Internal Revenue Code e£-1954 and shall
compute the dividend exclusion subject to the limitations for
joint federal income tax return filers provided by section
1l16(a) of the Internal Revenue Code of-1954.

13. The exclusion of interest income provided by section
128 of the Internal Revenue Code of-1954 is not applicable in
computing Iowa net income for tax years beginning on or after
January 1, 1981 and before January 1, 1984.

14. The deduction for a married couple where both persons
are wage earners which is provided by section 221 of the
Internal Revenue Code of-1954 is not applicable in computing
Iowa net income for tax years beginning on or after January 1,
1982.

157--Phe-deduction-atiowed-under-section-162¢thi-of-che
Internai-Revenne-€ode-o£-1954-ts-not-appitcabie-in-computing
Iowa-net-income-for-any-tax-year-beginning-en-or-before
Beecember-317-1580---%he-deduction-attowed-under-section-684-of
the-Pax-Reform-Act-of-19367-as-amended-up-te~and-inciuding
Pecember-337-135867;-is-ailteowabie-in-computing-Iewa-net-incomes;
for-tax-years-beginning-en-or-before-December-31;-1588;-under
provistons-effective-for-the-year-for-which-the-return-is
made-~~Fhe-deduction-attowed-under-aecction-262thy-of-ehe
internai-Revenue-Code~of-1954~-¢s~not-appitcabie-in-computing
Iowa-nec-income-for-any-tax-year-beginning-on-or-after-ganuary
37-39817--Fhe-deduction-aiiowed-under-section-584-cf-the-Pax
Reform-act-o£-19767-a9-amended-up-to-and-incituding-Becember
317-19807-1s-atiowablie-in-computing-Ifowa-net-income-£far-tax
years-beginning-en-or-after~ganuary-17-1981;--Fhe-maximum
atiowabie-deduction;-other-than-for-travei-expense;-shati-net
exceed-£ifey-dotiars-per-day;-vhere-the-taxpayer-etects-on-the
Ifoewa-return-to-be-governed-by-section-6684-cf-the-Fax-Reform
Act-of-153367-as-amended-up-teo-and-tnciuding-bBecember-317-1386+
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16. Add the amounts deducted and subtract the amounts
included as income as a result of the treatment provided sale-
leaseback agreements under section 168(f)(8) of the Internal
Revenue Code o£-3954 for property placed in service by the
transferee prior to January 1, 1986 to the extent that the
amounts deducted and the amounts included in income are not
otherwise deductible or included in income under the Internal
Revenue Code of-3954 as amended to and including December 31,
1985. Entitlement to depreciation on any property included in
a sale-leaseback agreement which is placed in service by the
transferee prior to January 1, 1986 shall be determined under
the Internal Revenue Code of-1954 as amended toc and including
December 31, 1985, excluding section 168(£)(8) in making the
determination.

3F+--Subtract-the-amount-of-unempioyment-compensation-to-be
tnciuded-in-Fowa-net-income-for-any~tax-years--Add-back-the
amount-of-unempioyment-compensation-computed-under—-section-85
of-the-Iinternat-Revenune-€ode~of-19547-as-amended-up-to-and
inciuding-aecember-ai7-i98&r--whés-snbsectéon-is-eEfectéve
enty-for-the-tax-year-beginning-on-or-after-ganuvary-7;-1582
and-before-pecember-317-1962+

18. 1If the adjusted gross income includes income or loss
from a small business operated by the taxpayer, an additional
deduction shall be allowed in computing the income or loss
from the small business if the small business hired for
employment in the state during ité annual accounting period
ending with or during the taxpayer's tax year any of the

following: ‘
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 thaf impairment.

(3) 1Is regarded as having that impairment.
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b. An individual domiciled in this state at the time of
the hiring who meets any of the following conditions:

(1) BHas 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 %07, for an
offense other than a simple misdemeanor.

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

¢. An individual, whether or not domiciled in this state
at the time of the hiring, who is on parocle or probation and
to whom the interstate probation and parole compact under
section 907A.1 applies.

The amount of the additional deduction is equal to fifty
percent of the wages paid to individuals named in paragraphs
"a", “b", and "c" who were hired for the first time by that
business during the annual accounting periocd for work done in
the state. This additional dedﬁction is allowed for the wages
paid to those individuals successfully completing a
probationary period during the twelve months following the
date of first employment by the business and shall be deducted
at the close of the annual accounting period.

The additional deduction shall not be allowed for wages
paid to an individual who was hired to replace an individual
whose employment was terminated within the twelve~month period
preceding the date of first employment, However, if the
individual being replaced left employment voluntarily without
good cause attributable to the employer or if the individual
was discharged for misconduct in connection with the
individual's employment as determined by the division of job
service of the department of employment services, the
additional deduction shall be allcwed.

A taxpayer who is a partner of a partnership or a
shareholder of a subchapter S corporation, may deduct that
portion of wages qualified under this subsection paid by the

-13-
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partnership or subchapter S corporation based on the
taxpayer's pro rata share of the profits or losses from the

partnership or subchapter S corporation.

For purposes of this subsection, "physical or mental
impairment" means any physiological disorder or condition,
cosmetic disfigurement, or anatomical loss affecting one or
more of the body systems or any mental or psycholegical
disorder, including mental retardation, organic brain
syndrome, emotional or mental illness and specific learning
disabilities.

For purposes of this subgection, "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
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-raiiroad-retirement-benefits 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 of-1954. The benefits included
in net income must be allocated between the spouses in the
ratio of the social security benefits er-tier-i-ratiroad
retirement~-benefies received by each spouse to the total of
these benefits received by both spouses.

20v--Subtract~-the~unempioyment-compensatron-benefres-for
tax-years-begraning-on-Janunary-i;-19379-to-the-extent-those
benefitas-had-been-inctuded-tn-net-itncome-on-a-return-£ited
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before-ganuary-17-19831-and-were-axeinded-£rom-+ncome-under-act
sectton~-1875-0f-the-Fax-Reform-Act-0£-1984---Notwithatanding
the-statute-of-iimicacions-specified-in-section-422-737
subsection-2y-taxpayers-who-wouid-be-barred-from-ciaiming-a
refund-or-credit-£from-an-overpayment-resuiting-£from-the-change
made-by-Act-section-1875-0f-the-Pax-Reform-Act-of-1584-are
entitied-to-receive-a-refund-or-credit-if-they-fite-a-ctaim

W W W W
w o
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with-the-department-on-er-before~June-367-1986<

21. Add the four percent of the basic salary of a judge,
who'is a member of the judicial retirement system established
in chapter 602, article 9, which is exempt from federal income
tax under the Internal Revenue Code e£-1354,

22. Add the combined net losses from passive farming
activity in excess of twenty-five thousand dollars that offset
income from other sources. Net losses under section 165 of
the Internal Revenue Code of-%554, exclusive of net gains
incurred passively from the operation of a farming business,
as defined in section 464(e) of the Internal Revenue Code ef
$954, are to be combined from businesses, rents, partnerships,
subchapter S corporations, estates or trusts except losses
under sections 1211 and 1231 of the Internal Revenue Code ef
3954. For purposes of this subsection the following apply:

a. "Passive activity" means an activity where the taxpayer
or a member of the taxpayer's family as defined in section
2032A(e)(2) of the Internal Revenue Code of-3954 does not ma-
terially participate in the activity or provide substantial
personal services to the farming business. A taxpayer who 1is
retired or disabled as described in section 2032A(b){4) of the
Internal Revenue Code of-1954 or is a surviving spouse as
described in section 2032A(b){5) shall be treated as
materially participating in the farming business.

b. A loss from an activity that is disallowed under this
subsection shall be treated as a deduction allowable to that
activity in the first succeeding tax year.

23. Add the amount of intangible drilling and development
costs optionally deducted in the year paid or incurred as
allowed under section 263(c) of the Internal Revenue Code of
3954, This amount may be recovered through cost depletion or
depreciation, as appropriate under rules prescribed by the

director.
24. Add the percentage depletion amount determined with
respect to an oil, gas, or geothermal well using methods in
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section 613 of the Internal Revenue Code of-1954 that is in
excess of the cost depletion amount determined under section
611 of the Internal Revenue Code o£-3954,

. 25. Subtract the income or loss resulting from the
forfeiture of an installment real estate contract, the
transfer of real or personal property securing a debt to a
creditor in cancellation of that debt, or from the sale or
exchange of property as a result of actual notice of
foreclosure if all of the following conditions are met:

a. The forfeiture, transfer, or sale or exchange was done
for the purpose of establishing a positive cash flow,

b. Immediately before the forfeiture, transfer, or sale or
exchange, the taxpayer's debt to asset ratio exceeded ninety
percent as computed under generally accepted accounting
practices.

¢. The taxpayer's net worth at the end of the tax year is
less than seventy-five thousand dollars. In determining a
taxpayer's net worth at the end of the tax year a taxpayer
shall include any asset transferred within one hundred twenty
days prior to the end of the tax year without adeqguate and
full consideration in money or money's worth. In determining
the taxpayer's debt to asset ratio, the taxpayer shall include
any asset transferred within one hundred twenty days prior to
such forfeiture, transfer, or sale or exchange without
adequate and full consideration in money or money's worth.

For purposes of this subsection, actual notice ¢of foreclosure
includes, but is not limited to, bankruptcy or written notice
from a creditor of the creditor's intent to foreclose where
there is a reasonable belief that the creditor can force a
sale of the asset. For purposes of this subsection, in the
case of married taxpayers, except in the case of a husband and
wife who live apart at all times during the tax year, the
assets and liabilities of both spouses shall be considered for
purposes of determining the taxpayer's net worth or the
taxpayer's debt to asset ratio.

-16_
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Sec. 8. Section 422.,7, subsection 2, Code 1987, is amended
to read as follows:

2. Add interest and dividends from foreign securities, and
from securities of state and other political subdivisions, and
from requlated investment companies exempt from federal income
tax under the Internal Revenue Code ef-3554.

Sec. 9. Section 422,7, subsections 10, 12, 13, 14, and 22,
Code 1987, are amended by striking the subsections.

Sec. 10. Section 422.7, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. Subtract the loss on the sale or exchange
of a share of a regulated investment company held for six
months or less to the extent the loss was disallowed under
section 852(b)(4)(B) of the Internal Revenue Code.

Sec. 11. Section 422.9, subsections 1, 2, and 3, Code
1987, are amended to read as follows:

l. An optional standard deduction of fifteen percent of
the net income after deduction of federal income tax, not to
exceed one thousand two hundred dellars for a married person
who files separately, one thousand two hundred dollars for a
single person or three thousand dollars for a husband and wife
who file a joint return, a surviving spouse as defined in
section 2 of the Internal Revenue Code o£-1954, or an
unmarried head of household as defined in the Internal Revenue
Code of-1954.

A taxpayer who claims the opticnal standard deduction under
this subsection may, after claiming the optional standard
deduction, claim the direct charitable contribution as allowed
and subject to the same limitations provided under section
170(i) of the Internal Revenue Code o0£-1554 for tax years
ending on or before December 31, 1986. However, the deduction
shall be computed as provided under section 170(i) of the
Internal Revenue Code of-1354 as applied to tax year 1984.
Married taxpayers who have filed a joint federal return and

who elect to file separate returns or separately on a combined
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state return must allocate their allowable charitable
deduction to each spouse in the proportion that each spouse's
respective net income bears to the total combined net income.
Taxpayers affected by the allocation provisions of section
422.8 shall be permitted a deduction in the amount as is
fairly and equitably allocable to Iowa under rules prescribed
by the director.

2, The total of contributions, interest, taxes, medical
expense, nonbusiness losses and miscellaneous expenses
deductible for federal income tax purposes under the Internal
Revenue Code e€-3954, with the following adjustments:

a. Subtract the deduction for Iowa income taxes.

b. Add the amount of federal income taxes paid or accrued
as the case may be, during the tax year, adjusted by any
federal income tax refunds. Provided, however, that where
married persons, who have filed a joint federal income tax
return, file separately, such total shall be divided between
them according to the portion thereof paid or accrued, as the
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
expenseé 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

-18-
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a contemporaneous diary by the person throughout the period of
the voluntary work in the tax year.

e. Subtract the adoption deduction permitted under section
222 of the Internal Revenue Code @f-3954,

f. Add the amount, not to exceed five thousand dollars, of
expenses not otherwise deductible under this section actually
incurred in the home of the taxpayer for the care of a person
who is the grandchild, child, parent, or grandparent of the
taxpayer or the taxpayer's spouse and who is unable, by reason
of physical or mental disability, to live independently and is
receiving, or would be eligible to receive if living in a
health care facility licensed under chapter 135C, medical
assistance benefits under chapter 249A. 1In the event that the
person being cared for is receiving assistance benefits under
chapter 239, the expenses not otherwise deductible shall be
the net difference between the expenses actually incurred in
caring for the person and the assistance benefits received ./
under chapter 239.

3. If after applying all of the adjustments provided for
in section 422.7, the allocation provisions of section 422.8
and the deductions allowable in this section subject to the
modifications provided in section 172(d) of the Internal
Revenue Code o£-3354, the taxable income results in a net
operating loss, the net operating loss shall be deducted as
follows:

a. The lIowa net operating loss shall be carried back three
taxable years or to the taxable year in which the individual
first earned income in Iowa whichever year is the later.

b. The lIowa net operating loss remaining after being
carried back-as required in paragraph "a" of this subsection
or if not required to be carried back shall be carried forward
fifteen taxable years.

c. If the election under section 172(b)(3)(C) of the
Internal Revenue Code o£-1554 is made, the Iowa net operating .}
loss shall be carried forward fifteen taxable years.
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Sec. 12. Section 422.9, subsection 1, unnumbered paragraph
2, Code 1987, is amended by striking the paragraph.

Sec. 13. Section 422.9, subsection 2, unnumbered paragraph
1, Code 1987, is amended to read as follows:

The total of contributions, interest, taxes, medical
expense, moving expenses, nonbusiness losses and miscellaneous
expenses deductible for federal income tax purposes under the
Internal Revenue Code ef-1954, 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-eque: 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 increaéing 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 38 41 of the Internal Revenue
Code ef-:9547~-2n-effect-on-Fanuary-r-3985,

Sec. 16. Section 422.12, subsection 1, paragraph ¢, Code
1987, is amended to read as follows:
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c. For each dependent, an additional ten dollars. As used
in this section, the term "dependent” shall have the same
meaning as provided by the Internal Revenue Code e£-3554,

Sec. 17. Sectidn 422;12,'subsection 2, unnumbered
paragraph 1, Code 1987, is amended to. read as follows:

A child and dependent éafe'credit'eduél to forty-five
percent of the federal child and dependent care credit
provided in section 21 of the Internal Revenue Code of-1954.

Sec. 18. Section 422.13, subsection 1, paragraph a, Code
1987, is amended to read as follows:

a. The individual is required to file a federal income tax
return under the Internal Revenue Code of-1954.

Sec. 19. Section 422.16, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Every withholding agent and every employer as defined in
this chapter and further defined in the Internal Revenue Code
of-1954, with respect to income tax collected at source,
making payment of wages to a nonresident employee working in
Iowa, or to a resident employee, shall deduct and withhold
from the wages an amount which will approximate the employee's
annual tax liability on a calendar year basis, calculated on
the basis of tables to be prepared by the department and
schedules or percentage rates, based on the wages, to be
prescribed by the department. Every employee or other person
shall declare to the employer or withholding agent the number
of the employee's or other person's personal exemptions and
dependency exemptions or credits to be used in applying the
tables and schedules or percentage rates. However, no greater
number of perscnal or dependency exemptions or credits may be
declared by the employee or other person than the number to
which the employee or other person is entitled except as
allowed under section 3402(m)(1) of the Internal Revenue Code
of-1954. The claiming of exemptions or credits in excess of
entitlement is a serious misdemeanor.

Sec. 20. Section 422.16, subsection 11, paragraphs a and
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d, Code 1987, are amended to read as follows:

a. Every person or married couple filing a return shall
make estimated tax payments if the person's or couple's Iowa
income tax attributable to income other than wages subject to
withholding can reasonably be expected to amount to fifty
dollars or more for the taxable year, except that, in the
cases of farmers and fishefs, the exceptions provided in the
Internal Revenue Code e£-3954 with respect to making estimated
payments shall apply. The estimated tax shall be paid in
quarterly installments. The first installment shall be paid
on or before the last day of the fourth month of the
taxpayer's tax year for which the estimated payments apply.
The other installments shall be paid on or before June 30,
September 30, and January 31. However, at the election of the
person or married couple, any installment of the estimated tax
may be paid prior to the date prescribed for its payment. If
a person or married couple filing a return has reason to
believe that the person's or couple's Iowa income tax may
increase or decrease, either for purposes of meeting the
requirement to make estimated tax payments or for the purpose
of increasing or decreasing estimated tax payments, shall
increase or decrease any subseqguent estimated tax payments
accordingly,.

d. Any amount of estimated tax paid is a credit against
the amount of tax found payable on a final, completed return,
as provided in subsection 9, relating to the credit for the
tax withheld against the tax found payable on a return
properly and correctly prepared under sections 422.5 through
422,25, and any overpayment of one dollar or more shall be
refunded to the taxpayer and the return constitutes a claim
for refund for this purpose. Amcunts less than one dollar
shall not be refunded. The method provided by the Internal
Revenue Code #£-3954 for determining what is applicable to the
addition to tax for underpayment of the tax payable applies to
persons required to make payments of estimated tax under this

-P2=
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section except the amount to be added to the tax for
underpayment of estimated tax is an amount determined at the
rate in effect under section 421.7. This addition to tax
specified for underpayment of the tax payable is not subject
to waiver provisions relating to reasonable cause, except as
provided in the Internal Revenue Code e£-1954. Underpayment
of estimated tax shall be determined in the same manner as
provided under the Internal Revenue Code of-3954 and the
exceptions in the Internal Revenue Code of-1954 also apply.

Sec. 21. Section 422.20, subsection 2, Code 1987, is
amended to read as follows:

2. It shall be unlawful for any officer, employee, or
agent, or former officer, employee, or agent of the state to
disclose to any person, except as authorized in subsection 1
of this section, any federal tax return or return information
as defined in section 6103(b) of the Internal Revenue Code of
3954. It shall further be unlawful for any person to whom any
federal tax return or return information, as defined in
section 6103(b) of the Internal Revenue Code o£-3954, is
disclosed in a manner unauthorized by subsection 1 of this
section to thereafter print or publish in any manner not
provided by law any such return or return information. Any
person committing an cffense against the foreqgoing provision
shall be gquilty of a serious misdemeanor.

Sec., 22. Section 422.21, unnumbered paragraph 1, Code
1987, is amended to read as follows:

Returns shall be in the form the director may, from time to
time, prescribe, and shall be filed with the department on or
before the last day of the fourth month after the expiration
of the tax year except that co-operative associations as
defined in section 6072(d) of the Internal Revenue Code of
3954 shall file their returns on or before the fifteenth day
of the ninth month following the close of the taxable year.
If, under the Internal Revenue Code e£-1954, a corporation is
reguired to file a return covering a tax period of less than
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twelve months, the state return shall be for the same period
and shall be due forty-five days after the due date of the
federal tax return, excluding any extensicn of time to file.
In case of sickness, absence, or other disability, or if good
cause exists, the director may allow further time for filing
returns. The director shall cause to be prepared blank forms
for the returns and shall cause them to be distributed
throughout the state and to be furnished upon application, but
failure to receive or secure the form does not relieve the
taxpayer from the obligation of making a return that is
required. The department may as far as consistent with the
Code draft income tax forms to conform to the income tax forms
of the internal revenue department of the United States
government. Each return by a taxpayer upon whom a tax is
imposed by section 422.57-subsection-iy-paragraph-%g¢% shall
show the county of the residence of the taxpayer.

Sec. 23. Section 422,25, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Within three years after the return is filed or within
three years after the return became due, including any
extensions of time for filing, whichever time is the later,
the department shall examine it and determine the correct
amount of tax, and the amount determined by the department is
the tax. However, if the taxpayer omits from income an amount
which will, under the Internal Revenue Code 0£-1954, extend
the statute of limitations for assessment of federal tax to
Six years under the federal law, the period for examination
and determination is six years. 1In addition to the applicable
period of limitation for examination and determination, the
department may make an examination and determination at any
time within six months from the date of receipt by the
department of written notice from the taxpayer of the final
disposition of any matter between the taxpayer and the
internal revenue service with respect to the particular tax
year. In order to begin the running of the six-months’
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period, the notice shall be in writing in any form sufficient
to inform the department of the final disposition with respect
to that year, and a copy of the federal document showing the
final disposition or final federal adjustments shall be
attached to the notice.

Sec. 24. Section 422.32, subsections 4 and 11, Code 1987,
are amended to read as follows:

4. The term "affiliated group" means a group of
corporations as defined in section 1504(a) of the Internal

Revenue Code ef£-1954,
$1:--Por-purpeses-of-section-422:-37-subsection-5;-the

fnternat-Revenue-Code-0f-1954-shati-be-2nterpreced-to-incinde

the-provisions-ef-Pubs-br—-Ner-98-4~

Sec. 25, Section 422.33, subsection 4, Code 1987, is
amended by striking the subsection and inserting in lieu
thereof the following:

4. In addition to all taxes imposed under this division,
there is imposed upon each corporation doing business within
the state the greater of the tax determined in subsection 1,
paragraphs "a" through "d" or the state alternative minimum
tax equal to sixty percent of the maximum state corporate
income tax rate, rounded to the nearest one-~tenth of one
percent, of the state alternative minimum taxable income of
the taxpayer computed under this subsection.

The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income as computed
with the adjustments in section 422.35 and.with the following
adjustments:

a, Add items of tax preference included in federal
alternative minimum taxable income under section 57, except
subsections (a)(2) and (a)(5), of the Internal Revenue Code,
make the adjustments included in federal alternative minimum
taxable income under section 56, except subsections (a)(4) and
(d), of the Internal Revenue Code, and add losses as required
by section 58 of the Internal Revenue Code., 1In making the
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adjustment under section S6(c)(l) of the Internal Revenue
Code, interest and dividends from federal securities net of
amortization of any discount or premium shall be subtracted,

b. Apply the allocation and apportionment provisions of
subsection 2.

€. 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. ‘

Sec. 26. Section 422,33, subsection 5, Code 1987, is
amended to read as follows:

5. The taxes imposed under this division shall be reduced
by a state tax credit for increasing research activities in
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 of
$9547~tn-effect-on-Januvary-37-1985.

Any credit in excess of the tax liability for the taxable
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year shall be refunded with interest computed under section
422.25. 1In lieu of claiming a refund, a taxpayer may elect to
have the overpayment shown on its final, completed return
credited to the tax liability for the following taxable year.

Sec. 27. Section 422,35, Code 1987, is amended to read as
follows:

422,35 NET INCOME OF CORPORATION -- HOW COMPUTED.

The term "net income" means the taxable income before the
net operating loss deduction, as properly computed for federal
income tax purposes under the Internal Revenue Code o£-1854,
with the following adjustments:

1. Subtract interest and dividends from federal
securities.

2. Add interest and dividends from foreign securities and
from securities of state and other political subdivisions
exempt from federal income tax under the Internal Revenue Code
of-3954,

3. Where the net income includes capital gains or losses,
or gains or losses from property other than capital assets,
and such gains or losses have been determined by using a basis
established prior to January 1, 1934, an adjustment may be
made, under rules and regulations prescribed by the director,
to reflect the difference resulting from the use of a basis of
cost or January 1, 1934, fair market value, less depreciation
allowed or allowable, whichever is higher. Provided that the
basis shall be fair market value as of January 1, 1955, less
depreciation allowed or allowable, in the case of property
acquired prior to that date if use of a prior basis is
declared to be invalid.

4. Subtract fifty percent of the federal income taxes paid
or accrued, as the case may be, during the tax year, adjusted
by any federal income tax refunds; and add the Iowa income tax
deducted in computing said taxable income.

S5+--Add-the-amount-by-which-the-basira-of-guatifred
depreciabie-ptogerty-és-required-to-be-fncreased-for
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depreciation—purposes-under-the4internai—aevenue-eode
Amendments-Aect-0£~-3964-to-the-extent-that-such-amount-edquats
the-net—ameuhefeé-the-speeéai-deduction*aiiewed—en-the-basés
of-the-amount-by-which-the-depreciable-basis-of-such-quaiified
property-was-required-to-be-reduced-for-depreciation-purposes
under-thé—inte:nai—Revenuq-eode-hmendments-Act—of-i9627——?he
“net-amoané—of—the—speciai—deductéon“-shaii-be-cemputed—by
taictng-the-sum-of-the-amounts-py-whieh-the-bas:s-of-quatified
property-was-required-to-be-decreased-for-depreciation
purposes-for-the-years-1962-and-1963-and-subtracting-frem-it
the~-sum-of-the-ameunts-by-which-the-basis-ef-such-property-was
required-to-be~increased;-prior-to-i964,-for-depreciation-or
disposition-purposes-under-the-internai-Revenue-Code
Amendments-Act-of-1962~

6. Subtract the amount of the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
of-1954 to the extent that the credit increased federal
taxable income.

7. 1If the taxpayer is a small business corporation,

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

individuals named in paragraphs "a", "b", and "c" who were
hired feor the first time by the taxpayer during the tax year
for work done in this state:

a. A handicapped individual domiciled in this state at the
time of the hiring who meets any of the following conditions:

(1) Bas a physical or mental impairment which
substantially limits one or more major life activities.

(2) Bas a recérd of that impairment,

(3) 1Is 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) Bas been convicted of a felony in this or any other
state or the District of Columbia.

(2) 1Is on parole pursuant to chapter 906.

{3) Is on probation pursuant to chapﬁer 907, for an

’_28_
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offense other than a simple misdemeanocor.

{4) 1Is in a work release program pursuant to chapter 246,
division IX.

Cc. An individual, whether or not domiciled in this state
at the time of the hiring, who is on parole or probation arnd
to whom the interstate probation and parole compact under
section 907A.1 applies.

This deduction is allowed for the wages paid to the
individuals successfully completing a probationary period
named in paragraphs "a”, "b", and "c" during the twelve months
following the date of first employment by the taxpayer and
shall be deducted in the tax years when paid.

For purposes of this subsection, "physical or mental
impairment" means any physiological disorder or condition,
cosmetic disfigurement, or anatomical loss affecting one or
more of the body systems or any mental or psychological
disorder, including mental retardation, organic brain
syndrome, emoticnal or mental illness and specific learning
disabilities,

For purposes of this subsection, "small business" means
small business as defined in sectieon 220.1, subsection 28,
except that it shall also include the operation of a farm.

8. Subtract the amount of the alcohol fuel credit
allowable for the tax year under section 40 of the Internal
Revenue Code o£-3954 to the extent that the credit increased
federal taxable income.

9. Add the amounts deducted and subtract the amounts
included in income as a result of the treatment provided sale~
leaseback agreements under section 168(f)(8) of the Internal
Revenue Code of£-3954 for property placed in service by the
transferee prior to January 1, 1986 to the extent that the
amounts deducted and the amounts included in income are not
otherwise deductible or included in income under the other
provisions of the Internal Revenue Code ©£-1554 as amended to
and including December 31, 1985. Entitlement to depreciation

_29_




W O 4 O bW

W W W W ww NN NN D N KR BN R ke e e e s e e
n b W 20w e 0N B W N D WO~ 0y B W N D

on any property involved in a sale-leaseback agreement which
is placed in service by the transferee prior to January 1,
1986 shall be determined under the Internal Revenue Code of
+954 ags amended to and including December 31, 1985, excluding
gection 168(£)(8) in making the determination.

10. Add the amount of windfall profits tax deducted under
section 164(a) of the Internal Revenue Code e£-1954,

l1. Add the combined net losses from passive farming
activity in excess of twenty-five thousand dollars that offset
income from other sources. Net losses under section 165 of
the Internal Revenue Code e£-%954, exclusive of net gains
incurred passively from the operation of a farming business,
as defined in section 464(e) of the Internal Revenue Code of
$954, are to be combined from businesses, rents, partnerships,
corporations, estates or trusts except losses under sections
1211 and 1231 of the Internal Revenue Code of-1954. Farming
activity is passive if the taxpayer does not materially
participate in the activity nor provide substantial services
te the farming business. A loss from an activity that is
disallowed under this subsection shall be treated as a
deduction allowable to that activity in the first succeeding
tax year,

12. Add the percentage depletion amount determined with
respect to an oil, gas, or geothermal well using methods in
section 613 of the Internal Revenue Code o£-3954 that is in
excess of the cost depletion amount determined under section
611 of the Internal Revenue Code &£-:954.

13. 1If after applying all of the adjustments provided for
in this sgsection and the allocation and apportionment
provisions of section 422.33, the Iowa taxzable income results
in a net operating loss, such net operating loss shall be
deducted as follows:

a. The Iowa net operating loss shall be carried back three
taxable years or to the taxable year in which the corporation

first commenced doing business in this state, whichever is

-30-
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later.

b. The Iowa net operating loss remaining after being
carried back as required in paragraph "a" of this subsection
or if not required to be carried back shall be carried forward
fifteen taxable years.

c¢. If the election under section 172(b)(3)(C) of the
Internal Revenue Code of£-1554 is made, the Iowa net operating
loss shall be carried forward fifteen taxable years.

d. No portion of a net operating loss which was sustained
from that portion of the trade or business carried on outside
the state of Iowa shall be deducted.

Provided, however, that a corporation affected by the
allocation provisions of section 422.33 shall be permitted to
deduct only such portion of the deductions for net operating
loss and federal income taxes as is fairly and equitably
allocable to Iowa, under rules prescribed by the director.

Sec. 28, Section 422.35, subsection 2, Code 1987, is
amended to read as follows:

2, Add interest and dividends from foreign securities, and
from securities of state and other political subdivisions, and
from regulated investment companies exempt from federal income
tax under the Internal Revenue Code eo£-3554.

Sec. 29. Section 422.35, subsection 11, Code 1987, is
amended by striking the subsection.

Sec. 30. Section 422.35, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. Subtract the loss on the sale or exchange
of a share of a regulated investment company held for six
months or less to the extent the loss was disallowed under
section 852(b)(4)(B) of the Internal Revenue Code.

Sec. 31. Section 422.36, subsection 5, Code 1987, is
amended to read as follows:

S. Where a corporation is not subject to income tax and
the stockholders of such corporation are taxed on the
corporation’'s income under the provisions of the Internal
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Revenue Code o£-3954, the same tax treatment shall apply to
such corporation and such stockholders for Iowa income tax
purposes.

Sec. 32. Section 422.37, subsection 7, Code 1987, is
amended to read as follows:

7. The computation 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

W WO~ b W N,
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Internal Revenue Code of-1554.

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
to the nearest one-tenth of one percent, of the state
alternative minimum taxable income of the taxpayer computed

o
M U b W

-
®

D BN T S S B S S I
A O WO W

under this subsection.

The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income as computed
with the adjustments in section 422.61, subsection 4, and with
the following adjustments:

a. Add items of tax preference included in federal
. alternative minimum taxable income under section 57, except
M 34 subsections (a)(2) and (a)(5), of_the Internal Revenue Code,

i make the adjustments included in federal alternative minimum
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taxable income under section 56, except subsections (a)(4) and
(d), of the Internal Revenue Code, and add losses as required
by section 58 of the Internal Revenue Code.

b. Apply the allocation and apporticnment provisions of
section 422.60.

c. Subtract an exemption amount of forty thousand dollars.

d. In the case of a net operating loss 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 was 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. |

Sec. 34. Section 422,61, subsection 2, Code 1987, is
amended to read as follows:

2. "Taxable year" means the calendar year or the fiscal
year ending during a calendar year, for which the tax is
payable., "Fiscal year" includes a tax period of less than
twelve months if, under the Internal Revenue Code e£-1554, a
corporation is required to file a tax return covering a tax
period of less than twelve months.

Sec. 35. Section 422.72, subsection 2, Code 1987, is
amended to read as follows:

2. Federal tax returns, copies of returns, and return
information as defined in section 6103(b) of the Internal
Revenue Code o£-3954, which are required to be filed with the
department for the enforcement of the income tax laws of this
state, shall be deemed and held as confidential by the
department and subject to the disclosure limitations in
subsection 1 ef-this-section.
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Sec. 36. Section 422.73, subsection 4, Code 1987, is
amended by striking the subsection.

Sec. 37. Section 42?:73, Code 1987, is amended by adding
the following new subsections: B

NEW SUBSECTION, Notwithstanding,Subééction-z, a claim for
credit or refund of the income tax paid for a tax year
beginniﬁg 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 1, 1982 and before
January 1, 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
result of section 13208 of the Consolidated Omnibus Budget
Reconciliation Act of 1985 as amended by section 1896 of the
Tax Reform Act of 1986,

Sec. 38. Section 450.3, subsections 2 and 7, Code 1987,
are amended to read as follows:

2. By deed, grant, sale, gift or transfer made within
three years of the death of the grantor or donor, which is not
a bona fide sale for an adequate and full consideration in
money or money's worth and which is in excess of the annual
gift tax exclusion allowable for each donee under section
2503, subsections b and e of the Internal Revenue Code o£~-1954
as defined in section 422.3. 1If both spouses consent, a gift
made by one spouse to a person who is not the other spouse is
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considered, for the purposes of this subsection, as made one
half by each spouse under the same terms and conditions
provided for in section 2513 of the Internal Revenue Code of
1954 as defined in section 422.3. '

7. Which qualifies as a qualified terminable interest
property as defined in section 2056(b)(7)(B) of the Internal
Revenue Code eo£-3354 as defined in section 422.3, shall, if an
election is made, be treated and considered as passing in fee,
or its equivalent, to the surviving spouse in the estate of
the donor-grantor. Property on which the election is made
shall be included in the gross estate of the surviving spouse
and shall be deemed to have passed in fee from the surviving
spouse to the persons succeeding to the remainder interest,
unless the property was sold, distributed, or otherwise
disposed of prior to the death of the surviving spouse. A
sale, disposition, or disposal of the property prior to the
death of the surviving spouse shall void the election, and
shall subject the property disposed of, less amounts received
or retained by the surviving spouse, to tax in the donor-
grantor's estate in the same manner as if the tax had been
deferred under sections 450.44 through 450.49.

Sec. 39. Section 450.37, subsection 1, paragraph b, Code
1987, is amended to read as follows:

b. The alternate value of the property, if the personal
representative so elects, that has been established for
federal estate tax purposes under section 2032 of the Internal
Revenue Code ©f-1554 as defined in section 422.3. The
election shall be exercised on the return by the personal
representative or other person signing the return, within the
time prescribed by law for filing the return or before the
expiration of any extension of time granted for filing the
return,

Sec. 40. Section 450A.1, Code 1987, is amended to read as
follows:

450A.1 DEFINITIONS.
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As used in this chapter, unless the context otherwise
requires:

l. "Generation skipping transfer"” means the generation
skipping transfer as defined in section 2611 of the Internal
Revenue Code ef-1954,

2. "Internal Revenue Code ©£-3954" means the same as the

term is defined in section 422.3.

3. Upeemed-transferori-means-the-desmed-tranaferor-as
defined-in-section-26i2-ef-the-internat-Revenue—-Code-0£-1954+
4: "Director” means the director of the department of
revenue and finance.

Ss--igeneration-skipping~trusti-means-a-generation-skipping
trust-es-defined-in-section-261t-of-the-internai-Revenune-Code
of-3954<

6+—-lGeneration-skipping-trust-equivarenti-means-a
generation-skipping-trust-equivaient-as-defined-in-section
2631-of-the-FInternali-Revenuve-code-o£-1954~

3 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.

8. "Taxable distribution” means the same as the term is
defined in section 2612(b) of the Internal Revenue Code.

9. "Transferor", "trust", "trustee" and "interest" means
the same as those respective terms are defined in section 2652

of the Internal Revenue Code.
Sec. 41. Section 450A.2, Code 1987, is amended to read as

follows:

450A.2 IMPOSITION OF TAX.

A tax is imposed on the transfer of any property, included
in a generation skipping transfer, other than a direct skip,
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occurring at the same time as;-or-afeer; and as a result of
the death of the-deemed-tranaferer an individual, equai-to-the
in an amount eof equal to the maximum federal credit allowable
under section 2682te¥yt53¢B+ 2604 of the Internal Revenue Code
0£-32954, for that-portion-ef-state-estate;-tnherteances
tegacy;-or-succession-tax the generation skipping transfer tax
actually paid to the state in respect of any property included
in the generation skipping transfer.

Where the deemed transferor is a resident of Iowa and all
property included in a generation skipping transfer that 1is
subject to tax under this section has a situs in Iowa, or is
subject to the jurisdiction of the courts of Iowa, an amount
equal to the total credit as allowed under the Internal
Revenue Code of-3554 shall be paid to the state of Iowa.

Where the deemed transferor is a nonresident or where the
property included in a generation skipping transfer that is
subject to tax under this section has a situs outside the
state of Iowa and not subject to the jurisdiction of Iowa
courts, the tax shall be prorated on the basis that the value
of Iowa property included in the generation skipping transfer
bears to the total value of property included in the
generation skipping transfer. |

Sec. 42. Section 450A.3, Code 1987, 1s amended to read as
follows:

450A.3 VALUE OF PROPERTY.

The value of property, included in a generation skipping
transfer, shall be the same as determined for federal
generation skipping transfer tax purposes under the Internal
Revenue Code of-3954,

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

follows:

450A.4 PAYMENT OF THE TAX.

The tax imposed by this chapter shall be paid within-tweive
menths on or before the last day of the ninth month after the
death of the deemed-tranaferor-if-the-transfer-occcurs-at-chat
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timer;-or-tf-tater;-the-day-which-é¢s-tweive-monthas-after-the
day-on-which-such-generation-skipping-transfer-cecurred
individual whose death is the event causing the generation
skipping transfer which is eligible for the credit for state

taxes paid under section 2604 of the Internal Revenue Code.
For-purpeses-of-this-chaptery-any-propesrty-transferred-during
the-three-year-period-ending-en-the-date~of~-the-deemed
transferoris-death-and-whtch-t9-tnetuded-in-a-generation -
sitpping-transfer-under-the~internai-Revenue-Code-of~-1954
shati-be-considered-as-transferred-on-the-deemed-transferorsis
death-

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

450A.5 LIABILITY FOR THE TAX.

The distributee transferee of the property included in the

generation skipping transfer shall be personally liable for
the tax to the extent of the-fair-market its value, determined
under section 2624 of the Internal Revenue Code as of the time
of the distributionr-ef-the-property-reéeived-in—the
disertbueion generation skipping transfer., If the tax is
attributable to a taxable termination, as defined in section
2633 2612(a) of the Internal Revenue Code of-3954, the trustee
and the transferee shall be personally liable for the tax to
the extent of the value of the property subject to tax under
the trustee's control.

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

450A.6 LIEN OF THE TAX.

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

property subject to the tax for a period of ten years from the
time the generation skipping transfer ocecurs. Full payment of
the tax, penalty and interest due and-interesty-:f-any; shall
release the lien and discharge the d:stributee transferee and
trustee of personal liability. Unless the lien has been
perfected by recording, a transfer by the disteibutee
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transferee or the trustee to a bona fide purchaser for value
shall divest the property of the lien. If the lien is
perfected by recording, the rights of the state under the lien
have priority over all subsequent mortgages, purchases or
judgment creditors. The department may release the lien prior
to the payment of the tax due if adequate security for payment

of the tax is given,

Sec. 46. Section 450A.10, Code 1987, is amended to read as
follows:

450A.10 DIRECTOR TO ENFORCE COLLECTION.

It shall be the duty of the director to enforce collection
of the tax imposed by thié chapter and shall with all the
rights of a party in interest, represent the state in any
proceedings to collect the tax. The director shall have the
power to bring suit against any person liable for the payment
of the tax, penalty, interest and costs and may foreclose the
lien of the tax in the same manner as is now prescribed for
the foreclosure of real estate mortgages and upon judgment may
cause execution to be issued to sell so much of the property
necessary to satisfy the tax, penalty, interest and costs due.

Sec. 47. Section 450A.11, Code 1987, is amended to read as
follows:

450A.11 DUTY TO CLAIM MAXIMUM CREDIT.

It shall be the duty of any person liable for the payment
of the tax to claim the maximum federal credit allowable for
that portion of the state estatey-inheritance;-tegaey-or
sueeesston generation skipping transfer tax paid in respect of
any property included in a taxable generation skipping
transfer. Claiming on a federal return a sum less than the
maximum federal credit allowable shall not relieve any person
liable for the tax of the duty to pay the tax imposed under
this chapter.

If an amended or supplemental return is filed with the
internal revenue service which results in a change in the
amount of tax owing under this chapter, the persons liable for
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the payment of the tax shall submit an amended return, on
forms prescribed by the director, indicating the amount of the
tax then owing as a result of such change.

If any federal generation skipping transfer tax has been
paid before the enactment of this chapter, the persons liable
for the payment of the tax under this chapter shall file an
amended federal return claiming the maximum federal credit
allowable and file the lowa returns specified in section
450A.8 within six months after the enactment of this chapter
or within the time limit provided in section 450A.4 whichever
is the later.

Sec. 48. Section 450B.1, Code 1987, is amended to read as
follows:

450B.1 DEFINITIONS.

As used in this chapter, unless the context otherwise
reguires:

1. "Internal Revenue Code o£-3954" means the same as
defined in section 422.3.

2. "Taxpayer" means a qualified heir liable for the
inheritance tax imposed under chapter 450 on qualified real
property. ) '

3. "Qualified real property", "qualified use", "cessation
of gqualified use”, and "qualified heir" mean the same as
defined in section 2032A of the Internal Revenue Code of-1954.

4. For purposes of subsection 1, the Internal Revenue Code
o£-1954 shall be interpreted to include the provisions of Pub.

L. No. 98-4.
Sec. 49. Section 450B.2, Code 1987, is amended to read as

follows: _
450B.2 ALTERNATE ELECTION OF VALUE FOR QUALIFIED USE.
Notwithstanding section 450.37, the value of qualified real
property for the purpose of the tax imposed under chapter 450
may, at the election of the taxpayer, be its value for the use
under which it qualifies as prescribed by section 2032A of the
Internal Revenue Code of-3954. A taxpayer may make an
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election under this section only if all of the following
conditions are met:

.+1. An election for federal estate tax purposes was made
with regard to the qualified real property under section 2032A
of the Internal Revenue Code of-1954.

2. All personé-who signed the agreement referred to in
section 2032A(d)(2) of the Internal Revenue Code ®£f-1954 make
the election under this section and sign an agreement with the
department of revenue and finance consenting to the
application of section 450B.3 with respect to the qualified
real property. '

3. The total decrease in the value of the gqualified real
property as a result of the election under this section does
not exceed the dollar limitation specified in section
2032A(a)(2) of the Internal Revenue Code ef-39554.

The election under this section shall be made by the
taxpayer in the manner as the director of revenue and finance
may prescribe by rule. The value for the qualified use under
this section shall be the value as determined and accepted for
federal estate tax purposes.

The definitions and special rules specified in section
2032A{e) of the Internal Revenue Code o£-1554 shall apply with
respect to qualified real property for which an election was
made under this section except that rules shall be prescribed
by the director of revenue and finance in lieu of the
requlations promulgated by the secretary of treasury.

The director shall prescribe regulations setting forth the
application of this chapter in the case of an interest in a
partnership, corporation, or trust which, with respect to the
decedent, is an interest in a closely held business within the
meaning of section 6166(b)(1) of the Internal Revenue Code eof
3954, Such regulations shall conform as nearly as possible
with the regulations promulgated by the United States
secretary of treasury in respect to such interests.

Sec. 50. Section 450B.3, Code 1987, is amended to read as
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follows:

450B.3 ADDITIONAL INHERITANCE TAX APPLICABLE.

There is imposed upon the qualified heir an additional
inheritance tax if, within ten years after the decedent's
death and before the death of the qualified heir, the
qualified heir disposes of, other than to a member of the
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£-1954., The
additional inheritance tax shall be the amount computed under
section 450B.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 depcsited into the general fund of the
state. Taxes not paid within the time prescribed in this
section shall draw interest at the rate of ten percent per
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.

Sec. 51. Section 451.1, subsection 8, Code 1987, is
amended to read as follows:

8. "Internal Revenue Code o£-1954" 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 of-3354 is
hereby imposed upon every transfer of the net estate of every
decedent, being a resident of, or owning property in this
states~as-heretn-proevided.

_42_




o o~ v N b W

W oW W WWw W R NNNRRDRD NN B BRBRB H B3 -3
VB W N H O W DN W & WRNKHEOWMm-SNOO W & WM~ O

-S.F. H.F.

Sec. 53. Section 451.3, Code 1987, is amended to read as
follows:

451.3 GROSS AND NET ESTATE.

The gross estate shall be the same as finally determined
for federal estate tax and the net estate shall be the gross
estate less deductions as permitted by federal law, in
arriving at the net taxable federal estate, all determined as
provided in the Internal Revenue Code eof-1954.

Sec. 54. Section 450A.,13, Code 1987, is repealed.

Sec. 55. No addition to the tax shall be made under
section 422.16, subsection 11, paragraph "d" or section
422.88, relating to the underpayment of estimated tax, for any
tax year beginning before January 1, 1987 with respect to any
underpayment, to the extent such underpayment was created or
increased by any provision of the federal Tax Reform Act of
1986 or this Act.

Sec. 56. Sections 1, 2, 4, 5, 6, 7, 11, 15 through 24, 26,
27, 31, 32, 34, and 35 of this Act are retroactive to January
1, 1986 for tax years beginning on or after that date.

Sec. 57. Sections 3, 8, 9, 10, 12, 13, 14, 25, 28, 29, 30,
and 33 of this Act are retroactive to January 1, 1987 for tax
years beginning on or after that date.

Sec. 58. Sections 38, 39, 48, 49, 50, 51, 52, and 53 of
this Act are retroactive to January 1, 1987 for estates of
persons dying on or after that date,

Sec. 59. Sections 40 through 47 of this Act are
retroactive to October 22, 1986 for generation skipping
transfers which are eligible for the credit for state taxes
under section 2604 of the Internal Revenue Code and are made
after October 22, 1986, subject to the special rules of
section 1433(b) of Public Law 99-514.

Sec. 60. Section 54 of this Act 1is retroactive to June 11,

1976.
Sec. 61. This Act, being deemed of immediate importance,

takes effect upon enactment.
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EXPLANATION

The bill provides for the state individual, corporate,
franchise and death taxes to couple with changes made in the
new federal income tax code, deletes obsolete provisions,
defines the expenditures for increasing research for purposes
of the research tax credit the same as is defined for federal
tax purposes, rewrites the state minimum taxes to conform with
the federal alternative tax, provides for the taxation of
regulated investment company dividends, waives the penalty for
underpayment of estimated tax, and extends the time for filing
claims for credits or refunds for MIAs and insclvent farmers
who sold real property during the 1982 or 1983 tax year.

The bill provides effective dates.
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