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A Bill FOR 

c, ,"1 An Act relating to state tax revenues and expenditures by 

• 

2 altering the individual income tax rates, standard deductions, 

3 and personal exemptions and credits; increasing the state 

sales, services, and use tax and providing for refunds for 

certain contractors as a result of that increase; specifying 

the rate of the cigarette and little cigar and tobacco 

products taxes, when they may be altered and specifying when a 

cigarette and little cigar inventory tax is imposed; adjusting 

the homestead property tax credit and the elderly and disabled 

credit and reimbursement schedule; decreasing the school 

foundation property tax levy; adjusting the allowable growth 

and state aid under the school foundation formula; and 

providing effective dates. 
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S.F. H.P. 

1 Section 1. Section 98.6, subsection 2, Code 1987, is 

2 amended to read as follows: 

3 2. Notwithstanding subsection 1, there ~s imposed and 

4 shall be collected and paid to the department a tax on all 

5 cigarettes used or otherwise disposed of in this state for any 

6 purpose at-t"e-~a~e-ef-nine-~i~~~-en-eae"-ei9a~ette-fer-the 

7 ~e~ied-be9innin9-dtl±y-~,-r98r-Bnd-endin9-Septembe~-3e, -r985 

8 and at the rate of thirteen mills on each cigarette beginning 

9 October 1 , 1985. The rate of tax imEosed_~~ all cisarettes as 

10 of October 1, 1985 aEolies until such time as the general 

11 assembl~ sEecificall~ alters the rate. 

12 Sec. 2 . NEW SECTION. 98.40 INVENTORY TAX. 

13 1. All persons required to be licensed under section 98.l3 

14 as distributors having in their possession and held for resale 

15 on the effective date of an increase in the tax rate 

16 cigarettes or little cigars upon which the tax under section 

17 98.6 or 98.43 has been paid, unused cigarette tax stamps which 

18 have been paid for under section 98.8, or unused metered 

19 imprints which have been paid for under section 98.12 shall be 

20 subject to an inventory tax on the items as provided in this 

21 section. 

22 2. Persons subject to the inventory tax imposed under this 

23 section shall take an inventory as of the close of the busi-

24 ness day next preceding the effective date of the increased 

25 tax rate of those items subject to the inventory tax for the 

26 purpose of determining the tax due. These persons shall 

27 report the tax on forms provided by the department of revenue 

28 and finance and remit the tax due within thirty days of the 

29 prescribed inventory date. The department of revenue and 

30 finance shall adopt rules as are necessary to carry out this 

31 section. 

32 3 . The rate of the inventory tax 

33 the tax as specified in subsection 

on each item subject to 

1 is equal to the 

34 difference between the amount paid on each item under section 

35 98.6, 98.8, 98.L2, or 98.43 prior to the tax increase and the 
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1 amount that is to be paid on each similar item under section 

2 98.6, 98.8, 98.12, or 98.43 after the tax increase except that 

3 in computing the rate of the inventory tax any discount 

4 allowed or allowable under section 98.8 shall not be 

5 considered. 

6 Sec. 3. Section 98.43, subsections 1 and 2, Code 1987, are 

7 amended to read as follows: 

8 1. A tax is imposed upon all tobacco products in this 

9 state and upon any person engaged in business as a distributor 

10 thereof, at the rate of fifteen percent of the wholesale sales 

11 price of the tobacco products, except little cigars as defined 

12 in section 98.42. Little cigars shall be subject to the same 

13 rate of tax imposed upon cigarettes in section 98.6, payable 

14 at the time and in the manner provided in section 98.6; and 

15 stamps shall be affixed as provided in divislon I of this 

16 chapter. The rate of tax imposed under this subsection as of 

17 July 1, 1985 applies until such time as the generat assemblv 

18 specifically alters the rate. The tax on tobacco products, 

19 excluding little cigars, shall be imposed at the time the 

20 distributor does any of the following: 

21 a. Brings, or causes to be brought, into this state from 

22 without the state tobacco products for sale. 

23 b. Makes, manufactures, or fabricates tobacco products in 

24 this state for sale in this state. 

25 c. Ships or transports tobacco products to retailers in 

26 this state, to be sold by those retailers. 

27 2. A tax is imposed upon the use or storage by consumers 

28 of tobacco products in this state, and upon the consumers, at 

29 the rate of fifteen percent of the cost of the tobacco 

30 products. 

31 The tax imposed by this subsection shall not apply if the 

32 tax imposed by subsection 1 on the tobacco products has been 

33 paid. The rate of tax imposed under this subsection as of 

34 July 1, 1985 applies until suc!"! time as th.e __ senera1 ass.emr:.Lt 

35 spec~L:cally alters the rate. 
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1 This tax shal~ not apply to the use or storage of tobacco 

2 products in quantities of: 

3 a. Less than 25 cigars. 

4 b. Less than 10 oz. snuff or snuff powder. 

S c. Less than 1 lb. smo~ing or chewing tobacco or other 

6 tobacco products not specifically mentioned herein, in the 

7 possession of anyone consumer. 

8 Sec. 4. Section 422.3, subsection 5, Code 1987, is amended 

9 by striking the subsection and inserting in lieu thereof the 

10 following: 

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

12 of 1954, prior to t~e date of its redesignation as the 

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

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

15 including January 1, 1987, whichever is applicable. 

16 Sec. 5. Section 422.4, subsection 17, Code 1987, is 

17 amended to read as follows: 

18 17. a. "Annual inflation factor" meen~-en-index7 

19 eX?~e55ed-ae-e-?e~een~ege7-de~e~mined-ey-~he-depa~tment-eaeh 

20 yetl~-te-~ef±eet-the-?~~eh8ein9-pewe~-ef-the-dettar-6e-6-re5~±t 

21 ef-±nf±6t±en-d~rin9-the-preeedin9-ea±enda~-7ea~~--Fe~-~he-igei 

22 6nd-etlbeeqtlent-ea~enda~-yeare7-ll6nntl6i-infi8~ien-f~e~erll means 

23 an index, expressed as a percentage, determined by the 

24 department by October 15 of the calendar year preceding the 

25 calendar year for which the factor is determined to reflect 

26 the purchasing power of the dollar as a result of inflation 

27 during the fiscal year ending in the calendar year preceding 

28 the calendar year for whic~ the factor is determined. In 

29 determining the annual inflation factor, the department shall 

30 use the annual pe~cent change, but not less than zero percent, 

31 in the implicit price deflator for the gross national product 

32 computed fer-the-~heIe-ee±endtlr-7e8r-or for the second quarter 

33 of the ca:endar year7-~n-the-e6~e-ef-the-enn~6±-~nf±B~~en 

34 f8eter-fe~-the-i96±-6nd-~tibeeqtient-e8±ene8r-yeBrg7 by the 

35 burea~ of economic analysls of the Gnlted States department of 
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1 co~~erce and shall add two-fourths fer-the-T98e-and-~~ese~tlent 

2 ea~ender-years of that percent change to one hundred percent. 

3 ~he-anntla~-~nf~et~on-feetor-fer-the-r9~9-eelender-year-~~-one 

4 htlndred-t~o-~oint-three-?ereent~ The annual inflation factor 

5 and the cumulative inflation factor shall each be expressed as 

6 a percentage rounded to the nearest one-tenth of one percent. 

7 The annual inflation factor shall not be less than one hundred 

8 percent. 

9 b. "Cumulative inflation factor" means the product of the 

." .,.10 annual inflation factor for the i978 1988 calendar year and 

11 all annual inflation factors for subsequent calendar years as 

12 determined pursuant to this subsection. The cumulative 

• 

13 inflation factor applies to all tax years beginning on or 

14 after January 1 of the calendar year for which the latest 

IS annual inflation factor has been determined. 

16 c. The annual inflation factor for the 1918 1988 calendar 

17 year is one hundred percent. 

18 d. Notwithstanding the computation of the annua~ inflation 

19 factor under paragraph "a" of-this-~tlbseet~en. the annual 

20 inflation factor is one hundred percent for any calendar year 

21 in which the unobligated state general fund balance on June 30 

22 as-eertified-ey-the-direeter-of-re~entle-and-f±nanee-by 

23 Se?tember-ie-of-the-fiseai-year-be9±nn~n9-±n-that-eaTendar 

24 year-±~-Tess-then-~±~ty-m±ii±on-doiiar~~--He~ever,-fer-tMe 

25 T9ST-and-~tlb~e~ttent-ea±e"d~~-year~,-tMe-anntla±-~"f±at±en 

26 Eaetor-~~-one-htl"dred-~eree~t-for-eny-ea±encier-7eer-~f-the 

27 tlnebligeted-etate-ge~e~al-ftlrtd-oaianee-ert-atlne-3e-ef-the 

28 ee±ender-ye~~-?reeeci~n9-the-eeTendar-year-for-~h~ert-ehe-faetor 

29 ~e-determ±ned. as ce:tified by the dlrector cf revenue and 

30 finance by October 10. is less than sixty million dollars. 

31 Sec. 6. Section 422.5. subsection 1. paragraphs a through 

32 m. Code 1987. are amended by striking the paragraphs dnd 

33 insertlng in lieu thereat the following: 

34 a. For a single person other than a head of householti. the 

35 tax rates are as fallows: 
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1 (1) On all :axable income f~om zero through three thousand 

2 dollars, three percent. 

3 (2) On all taxable income exceeding three thousand dollars 

4 but not exceeding twelve thousand dollars, five percent. 

5 (3) On all taxable income exceeding twelve thousand dol-

6 lars, seven and nine-tenths percent. 

7 b. For a married couple filing jointly, a surv~ving 

8 spouse, a qualifying widow, and a head of household, the tax 

9 rates are as follows: 

10 (1) On all taxable income from zero through four thousand 

11 five hundred dollars, three percent. 

12 (2) On all :axable income exceeding four thousand five 

13 hundred dollars but not exceeding eighteen thousand dollars, 

14 five percent. 

15 (3) On all ~axable income exceeding eighteen thousand 

16 dollars, seven and nine-tenths percent. 

17 c. For a married person filing separately, an estate, and 

18 a trust, the tax rates are as follows: 

19 (1) On all taxable income from zero through two thousand 

20 two hundred fifty dollars, three percent. 

2: (2) On all taxable income exceeding two thousand two 

22 hundred fifty dollars but r.ot exceeding nine thousand dollars, 

23 five percent. 

24 (3) On all taxable income exceeding nine thousand dollars, 

25 seven and nine-tenths percent. 

26 The tax rates and bracket amounts in paragraphs "a" through 

27 "c" are effective ~or tax years begillning on or after Jan~ary 

28 1, 1987 but before January 1, 1988. 

29 Sec. 7. Sect:on 422.5, subsection 1, paragraphs a through 

30 m, Code 1987, are amended by striking the paragraphs and 

31 inserting in lieu thereof the following: 

32 a. ~or a single person other than a head of household, the 

33 tax rates are as :ollows: 

34 (ll On all taxable income from zero through twe thousand 

35 dollars, three percent. 
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1 (2) On all taxable income exceeding two thousand dollars 

2 but not exceeding ten thousand dollars, five percent. 

3 (3) On all taxable income exceeding ten thousand dollars, 

4 seven 

5 b. 

and nine-tenths percent. 

For a married couple filing jointly, a surviving 

6 spouse, a qualifying widow, and a head of household, the tax 

7 rates are as follOws: 

8 (1) On all taxable income from zero through three thousand 

9 dollars, three percent. 

10 (2) On all taxable income exceeding three thousand dollars 

11 but not exceeding fifteen thousand dollars, five percent. 

On all taxable income exceeding Eifteen thousand 12 (3) 

13 dollars, seven and nine-tenths percent. 

14 c. For a married person Eiling separately, an estate, and 

15 a trust, the tax rates are as follows: 

16 

17 

18 

19 

20 

(1) On all taxable income from zero through one thousand 

five hundred dollars, three percent. 

(2) On all taxable income exceeding one thousand five 

hundred dollars but not exceeding seven thousand five hundred 

dollars, five percent. 

21 (3) On all taxable income exceedlng seven thousand five 

22 hundred dollars, seven and nine-tenths percent. 

23 The tax rates and bracket amounts in paragraph "a" through 

24 "~CO are effective Eor tax years beginning on or after January 

25 1, 1988. 

26 Sec. 8. Section 422.5, subsection 1, paragraph n, Code 

27 1987, is amended to read as follows: 

28 n d. The tax imposed upon the taxable inccme of a 

29 nonresldent shall be computed by reducing the amount 

30 determined pursuant to paragraphs "a" through u~u "c" by the 

31 amounts of nonrefundable credits under this division and by 

32 multiplying this resulting amount by a fraction of which the 

33 nonresident's net income allocated to ~owa, as dete,mined in 

34 section 422.8, subsection 2, is the numerator and the 

35 nonresident's total net income computed under section 422.7 IS 

-5-
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1 the denominator. This provision also applies to individuals 

2 who are residents of Iowa for less than the entire tax year. 

3 

4 

5 

Sec. 9 . 

unnumbered 

follows: 

Section 422.5, subsection 1, paragraph 0, 

paragraph 1, Code 1987, is amended to read as 

6 There 1S 

7 this state, 

imposed upon every resident and nonresident of 

including estates and trusts, the greater of the 

8 tax determined in paragraphs "a" through "1'1" :.9":: or the state 

9 alternative minimum tax equal to nlne percent of the state 

10 alternative mln1mum taxable income of the taxpayer as computed 

11 under this paragraph . 

. , 12 Sec. 10. Section 422.5, subsections 6 and 7, Code 1987, 

13 are amended to read as follows: 

l4 6. A person who is disabled, 1S sixty-two years of age or 

15 older or is the surviving spouse of an individual or survivo~ 

:6 having an insurable ~nterest in an individual who would have 

17 qualified for the exemption under this paragraph for this tax 

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

19 civil service retirement and disability trust fund, and whose 

20 net income, as defined in section 422.7, is suEEicient to 

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

22 may determine final taxable lncome for purposes of imposition 

23 of the tax by excluding the amount of ann~ities received from 

24 the United States civil service :etirement and disability 

25 trust Eund, which are not already excluded in determining net 

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

27 year of five thousand f±~e-httr'ldred six hundred twenty-sev~Q 

28 dollars Eor a person who files a separate state income tax 

29 return and eight thousand one hundred eighty-feur dollars 

30 total for a husband and wife who file a joint state income tax 

31 return. However, a surviving spouse who is net disabled or 

32 sixty-two years of age or older can only exclude the amount of 

33 a~nuities received as a result of the death of the other 

14 spouse. The amount of the exemp~ion shall be reduced by the 

35 amount of any social security beneEi~s received. For the 

-7-
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1 purpose of this section, the amount of annuities received from 

2 the United States civil service retirement and disability 

3 trust fund taxable under the Internal Revenue Code of 1954 

4 shall be included in net income for purposes of determining 

2;" 5 eligibility under the five thousand dollar or less exclusion. 

6 7. Upon determination of the latest cumulative inflation 

7 factor, the director shall multiply each dollar amount set 

8 forth in subsection 1, paragraphs "a" through um u "c" of this 

9 section, and each dollar amount specified in this section as 

10 the maximum amount of annuities received which may be excluded 

11 in determining final taxable income, by this cumulative 

12 inflation factor, shall round off the resulting product to the 

13 nearest one dollar, and shall incorporate the result into the 

14 income tax forms and instructions for each tax year. 

15 Sec. 11. Section 422.8, subsection 2, Code 1987, is 

16 amended to read as fOllows: 

17 2. Nonresident's net income allocated to Iowa is the net 

18 income, or portion thereof, which is derived from a business, 

19 trade, profession, or occupation carried on within this state 

20 or income from any property, trust, estate, or other source 

21 within Iowa. If any business, trade, profession, or 

22 occupation is carried on partly within and partly without the 

23 state, only the portion of the net income which is fairly ar.d 

24 equitably attributable to that part of the business, trade, 

25 profession, or occupation carried on within the state is 

26 allocated to Iowa fOr purposes of section 422.5, subsection 1, 

27 paragraph ~"u "d" and section 422.13 and income from any 

28 property. trust, estate, or other source partly within and 

29 partly without the state is allocated to Iowa in the same 

]0 manner, except that annuities, interest on bank depOSits and 

31 interest-bearing obligations, and dividends are allocated to 

32 Iowa only to the extent to whiCh they are de~ived from a 

33 business, trade, profession, or occupation carried on within 

34 the state. However, income ~eceived by an individual who lS a 

35 resident of another state is not allocated to Iowa if the 

-8-
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1 income is subject to an income tax imposed by the state where 

2 the individual resides, and if the state of residence alcows d 

3 slmilar exclusion for income received in that state by 

4 residents of Iowa. In order to implement the exclusions, the 

5 director shall designate by rule the states which allow a 

6 similar exclusion for income received by residents of Iowa, 

7 and may enter into agreements with other states to provide 

8 that similar exclusions will be allowed, and to provide 

9 suitable withholding requi~ements in each state. 

10 Sec. 12. Section 422.9, subsection 1, unnumbered paragraph 

11 1, Code 1987, 1S amended by striking the paragraph and 

12 inserting in lieu thereof the following: 

13 For a single person who is not a head of household, a 

14 married couple filing j01ntly, a surviving spouse, a 

15 qualifying widow, a head of household, or a married person 

16 filing separately an optional standard deduction equal to the 

17 amount of the standard deduction determined under section 

18 63(c) of the Internal Revenue Code for that Eiling status. 

19 Sec. 13. Section 422.9, subsection 2, paragraph b, Code 

20 1987, is amended by striking the paragraph and inserting in 

21 lieu thereof the following: 

22 b. For tax years beginning on or after January 1, 1987 but 

23 before January 1, 1988, add the amount of federal income tax 

24 paid during the tax year for the previous tax year to the 

25 extent that the federal income tax paid was not the result cf 

26 an adjustment to the return for the previous :ax year. For 

27 tax years beginning on or after ~anuary 1, 1987, add the 

28 amount of federal income tax paid during the tax year WhiCh is 

29 the result of an adjustment to a federal return for a tax year 

30 beginning prior to January 1, 1987. Subtract the amount of 

31 federal income tax refund received during the tax year to the 

32 extent that the federal income tax that was refunded had been 

33 deducted on a return for a prior tax year. Married persons 

34 who have filed a joint federa: ~ncome tax return and who file 

35 separately shall divide the federal income tax paid or the 

-9-
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1 federal income tax refund between them in the ratio of the 

2 federal adjusted gross income of each spouse to the adjusted 

3 gross income of both spouses for the tax year which resulted 

4 in the income tax payment or the income tax refund. 

:;-5 Sec. 14. Section 422.9, Code 1987, is amended by adding 

6 after subsection 2 the following new subsection and 

7 renumbering the other subsections: 

8 NEW SUBSECTION. 3. In addition to the amOllnt deducted 

9 under subsection 1 or 2, the taxpayer may deduct the amount of 

10 the applicable personal exemptions allowed under section 151 

11 or 642(b) of the Internal Revenue Code. 

12 Sec. 15. Section 422.12, subsection I, Code 1987, is 

13 amended by striking the subsection. 

14 Sec. 16. Section 422.12, Code 1987, is amended by adding 

15 the following new subsection: 

16 NEW SUBSECTION. 4. a. A homestead credit equal to the 

17 amount determined under paragraph ·'b". However, the credit 

18 under this subsection is not allowed to the taxpayer if any of 

19 the following circumstances apply: 

20 (1) The taxpayer received the additional property tax 

21 credit under sections 425.16 through 425.39 for taxes due 

22 during a fiscal year beginning in the tax year or received a 

23 reimbursement for :ent constituting property tax paid under 

24 sections 425.:6 through 425.39 for rent paid during the year 

25 preceding the tax year. 

26 (2) The taxpayer is claimed as a dependent on the state cr 

27 federal income tax return of another individual for the tax 

28 yea r • 

29 (3) The taxpayer did not actually pay property taxes or 

30 rent during the tax year on the homestead. 

:_ .' 31 

32 

33 

b. ( 1) If the taxpayer owns the homes tead a t the 

beginning of the tax year, the homestead credit is determined 

in accordance with the following schedule: 

• Property taxes actua:ly paid by the tax-34 

35 Taxpayer's net payer on the homestead: 

-10-
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1 income: $100 - 399.99 $400 - 799.99 $800 or more 

2 $ 0 - 9,999.99 $15 $25 $35 

3 10,000 - 24,999.99 10 20 30 

4 25,000 - 49,999.99 5 15 25 

-5 (2) If the taxpayer rents the homestead at the beg1nning 

6 of the tax year, the homestead credit is determined in 

7 accordance 

8 

9 Taxpayer's 

with the 

net 

Eo~lowing schedule: 

Rent actually paid by the taxpayer for the 

homestead: 

• 

10 income: 

11 $ 0 - 9,999.99 

12 10,000 - 24,999.99 

13 25,000 - 49,999.99 

$400-1,599.99 

$15 

$1,600-3,199.99 

$25 

$3,200 or more 

$35 

10 20 30 

5 15 25 

14 (3) Each homestead credit amount 1n the schedules in th1S 

15 paragraph is increased by five dollars for tax years beginning 

16 in the 1988 calendar year and increased by an additional five 

17 dollars for tax years beginning on or after January 1, 1989. 

18 c. For purposes of the homestead credit under this 

19 subsection, "homestead" means the same as defined in section 

20 425.17, except that the term "base year" as used in that 

21 definition shall mean "tax year". 

22 Sec. 17. Section 422.21, unnumbered paragraph 4, Code 

23 1987, is amended to read as follows: 

24 The director shall determine for the i919 1989 and 

25 subsequent calendar years the annual and cumulative inflation 

26 factors for those calendar years to be applied to tax years 

27 beginning on or after January 1 of that calendar year. The 

28 director shall compute the new dollar amounts as specified 

29 therein to be adjusted in section 422.5 by the latest 

30 cumulative inflation factor and round off the result to the 

31 nearest one dollar. The annual and cumulative inflation 

32 factors determined by the director are not rules as defined in 

33 section 17A.2, subsection 7. 

·34 Sec. 18. Section 422.43, subsections I, 2, 6, and 10, Code 

35 1987, are amended to read as follows: 

-11-
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1 1. There is imposed a tax of retlr five percent upon the 

2 gross receipts from all sales of tangible personal property, 

3 consisting of goods, wares, or merchandise, except as 

4 otherwise provided in this division, sold at retail in the 

5 state to consumers or users; a like rate of tax upon the gross 

6 receipts from the sales, furnishing or service of gas, 

7 electricity, water, heat, and communication serVlce, including 

8 the gross receipts from such sales by any municipal 

9 corporation furnishing gas, electricity, water, heat, and 

10 communication service to the publlC in its proprietary 

11 capacity, except as otherwise provided in this division, when 

12 sold at retail in the state to consumers or users; a like rate 

13 of tax upon the gross receipts from all sales of tickets or 

14 admissions to places of amusement, fairs, and athletic events 

15 except those of elementary and secondary educational 

16 institutions; and a like rate of tax upon that part of private 

17 club membership fees or charges paid for the privilege of 

18 participating in any at~letlc sports provided club members. 

19 2. There is imposed a tax-ef-fetlr-peree~t like rate of tax 

20 upon the gross receipts derived from the operation of all 

21 forms of amusement devices and games of skill, games of 

22 chance, raffles~ and bingo games as defined in chapter 99B, 

23 operated or conducted within the state of Iowa, the tax to be 

24 collected from the operator in the same manner as is provided 

25 for the COllection of taxes upon the gross receipts of ticke:s 

26 or admission fees as provided in this section. The tax s~all 

27 also be imposed upon the gross receipts derived from the sale 

28 of lottery tickets or shares pursuant to chapter 998. The tax 

29 on the lottery tickets or shares shall be incl~ded in the 

30 sales price and distributed to the general ftlnd as provided in 

31 section 99E.IO. 

32 6. There is imposed a tt'l<-ei-fetlt"-pe::-eeMe like rate .'?L tax 

33 upon the gross receipts from the sales of optional service or 

34 warranty contracts whiCh prov:de for the furnishing of labor 

35 and materials and require the furnishing of any taxable 
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1 service enumerated under this section. The gross receipts are 

2 subject to tax even if some of the serVices furnished are not 

3 enumerated under this section. Fer the purpose of this 

4 division, the sale of an optional service or warranty contract 

5 is a sale of tangible personal property. Additional sales, 

6 servicesL or use tax shall not be levied on services, parts, 

7 or labor provided under optional service or warranty contracts 

8 which are subject to tax under this section. 

9 10. There is imposed a tax of £ett~ five percent upon the 

10 gross receipts from the rendering, furnishing, or performing 

11 of services as defined in section 422.42. 

12 Sec. 19. Section 422.47, Code 1987, is amended by adding 

13 the following new subsection: 

i4 NEW SUBSECTION. Construction contractors may make 

i5 application to the department for a refund of the additional 

16 one percent tax paid under this division or the additional one 

17 percent tax paid under chapter 423 by reason of the increase 

18 in the tax from four to five percent for taxes paid on goods, 

19 wares, or merchandise under the :oilowing conditions: 

20 a. The goods, wares, or merchandise are incorporated into 

21 an improvement to real estate in fulfillment of a written 

22 contract fully executed prior to June 1, 1987. The refund 

23 shall not apply to equipment transferred in fulfillment of a 

24 mixed construction contract. 

25 b. The contractor has paid to the department or to a 

26 retailer the full five percent tax. 

27 c. The claim is filed en forms provided by the department 

28 and is filed within one year of the date the tax is paid. 

29 A contractor who makes an erroneous application for refund 

30 :5 liable for payrr.ent of the excess refund paid plus interest 

31 at the rate in effect under sectien 421.7. :n addition, a 

]2 contractor who willfully makes a false application for refund 

33 is guilty of a simple misdemeanor and is liable for a penalty 

34 equal to seventy-five percent of the excess refund claimed. 

3S Excess refunds, penalties, and interest due under this 

-13-
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1 subsection may be enforced and collected 1n the same manner as 

2 the tax imposed by this division. 

3 Sec. 20. Section 423.2, Code 1987, 1S amended to read as 

4 follows: 

5 423.2 IMPOSITION OF TAX. 

6 An excise tax is imposed on the use in this state of 

7 tangible personal property purchased for use in this state, at 

8 the rate of fotlr five percent of the purchase price of the 

9 property. The excise tax is imposed upon every person using 

10 the property within this state until the tax has been pald 

11 directly to the county treasurer or the state department of 

12 transportation, to a retailer, or to the department. An 

13 excise tax is imposed on the use in this state of services 

14 enumerated in section 422.43 at the rate of fotlr five percent. 

15 This tax is applicable where if services are rendered, 

,,> 

16 furnished, or performed in this state or where if the product 

17 or result of the service is used in this state. ~his tax lS 

the product of 18 imposed on every person using the services or 

19 the services in this state until the user has 

20 either to an Iowa use tax per~it 

Section 425.1, Code 

holder or to 

paid the tax 

the department. 

21 Sec. 21. 1987, is amended by adding 

22 the following new subsection: 

23 NEW SUBSECTION. 7. The amount of the homestead credit 

24 allowed under this section on a homestead with an actual vallie 

25 equal to or greater than seventy-five thousand dollars is as 

26 follows: 

27 Actual value of home-

28 stead: 

Percentage of the amount 

of homestead credit: 

29 $ 75,000 - 99,999.99 75% 

30 

31 

32 

33 

34 

35 

100,000 - 124,999.99 •.••........••.•.....•. 50 

125,000 - 149,999.99 

150,000 and over .......................... . 

25 

° Sec. 22. Section 425.23, subsection 1, Code 1987, 1S 

amended to read as follows: 

1. The tentative credit or reimbursement snaIl be 

-14-
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1 determined 1n accordance with the following schedule: 

2 Percent of property taxes 

3 due or rent constituting 

4 If the household property taxes paid allowed 

5 income is: as a credit or reimbursement: 

6 $ 0 - 4,999.99 ..................................... 1 0 a % 

7 5,000 - 5,999.99 · ...................... 't6 90 

8 6,000 - 6,999.99 · ........................................ 56 80 

9 7,000 - 7,999.99 ........................................... .. 6 70 

10 8,000 - 8,999.99 ............................................. 36 60 

11 9,000 - '1:1: .. 999.99 9,999.99 .......................... 25 50 

12 10,000 - 10,999.99 ............................................ 40 

13 11,000 - 11,999.99 ........................................... 30 

14 12,000 - 12,999.99 .............................................. 20 

15 13,000 - 13,999.99 · .......................................... 10 

. 16 Sec. 23. Section 442.2, subsection 1, Code 1987, 

17 1S amended to read as follows: 

18 1. Each school district shall cause to be levied each 

19 year, for the school general fund, a foundat:on property tax 

20 of five dollars and forty cents per thousand dollars of 

21 assessed valuation on all taxable property in the district 

22 except as provided in subsection 5. For the purpose of this 

23 chapter, a school district is defined as a school corporatioll 

24 organized under chapter 274. 

25 However, commencing with the budget year beginning July I, 

26 1987, and continuing for succeeding budget _years, a 

27 reorganized school district shall cause a foundation property 

28 tax of four dollars and forty cents per thousand dollars of 

29 assessed valuation to be levied on all taxable property which, 

30 in the year preceding the reorganization, was within a school 

31 district affected by the reorganization as defined in section 

32 275.1 and which had a certified enrollment of less than six 

33 hundred. f~-stleeeed~"9-8e~e0±-yea~e .. -~he-fetl"da~~e"-~~e~e~~y 

34 ~a~-±evy-e"-~ha~-per~±e"-eMa~±-be-~"eredeed-~we"t7-een~e-per 

35 year-tlMtii-it-~e8ehe9-the-~ate-ef-~ive-deii8~9-a"d-Eer~y-eeM~9 

-1.=)-
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1 per-~hotl~end-dolltl~s-of-e~sessed-vaitla~~on~ 

2 For purposes of this section, a reorganized school district 

3 is one in which reorganization was approved in an election 

4 pursuant to sections 275.18 and 275.20 and will take effect on 

5 or after July 1, 1986. 

. , 6 

7 

8 

9 

10 

11 

Sec. 24. Section 442.2, Code 1987, is amended by adding 

the following new subsection: 

NEW SUBSECTION. 5. Notwithstanding subsection 1, the 

foundation property tax levied on residential, agricultural, 

railroad, and commercial property for the fiscal year 

beginning July 1, 1988, 1S five dollars per thousand dollars 

12 of assessed valuation. In succeeding years, the foundation 

13 property tax levy on such property shall be decreased ten 

14 cents per year until it reaches the rate of four dollars and 

15 forty cents per thousand dollars of assessed valuation which 

16 levy rate shall continue as the foundation property tax levy 

17 on such property for subsequent years. 

18 Sec. 25. Section 442.3, Code 1987, 1S amended to read as 

19 follows: 

20 442.3 STATE FOUNDATION BASE. 

21 The state foundation base for the school year beginning 

22 July 1, 1986 is eighty percent of the state cost per pupil. 

23 The state foundation base for the school year beginnlng July 

24 1, 1987 and for each succeeding school year is eighty-one and 

25 

26 

27 

28 

29 

30 

31 

32 

one-half percent of the state cost per pupil. ?or-eaeh 

s~eeeed~n9-seheoi-year,-~he-seaee-fettndaeien-base-s~a±:-be 

±rte~eased-by-~he-amebrtt-of-en~-ha~f-pereent-~f-the-s~tlte-ees~ 

per-pttpit7-tlp-tb-tl-reaX~mttm-of-e±ghty-f~ve-pereen~-ef-the-sea~~ 

eest-per-ptlpit~ The district foundation base is the larger of 

the state foundation base or the amount per pupil whiCh the 

district will receive from foundation property tax and state 

school foundation aid. 

33 Sec. 26. Section 442.7, subsection 1, paragraph a, Code 

34 1987, is amended by adding the Eo11owlng new unnumbered 

35 paragraph: 

-16-
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1 NEW UNNUMBERED PARAGRAPH. However, for computing the state 

2 percent of growth to be used for the school years beginning 

3 July I, 1988 and July 1, 1989, the revenues received as a 

4 result of the increase in taxes in this Act or as a result of 

5 the coupling with the federal income tax changes ~nder House 

6 File 153 shall not be considered revenues received for the 

7 state general fund for purposes of determining the percentages 

8 under subparagraph (1) or (2). 

9 Sec. 27. This section applies in regard to the increase in 

10 the state sales, serVlces, and use tax from four to five 

11 percent under sections 18 and 20. The use tax rate of five 

12 percent applies to motor vehicles subject to registration 

13 which are registered on or aEter June 1, 1987. The five 

14 percent use tax rate will apply to the use of property when 

15 the first taxable use in this state occurs on or after June 1, 

16 1987. The five percent rate will apply to the gross receipts 

17 from the sale, furnishing, or service of gas, electricity, 

18 water, heat, and communication service if the date of billing 

19 the c~stomer is on or after June 1, 1987. In the case of a 

20 serVlce contract entered into prior to June 1, 1987 which 

21 contract calls for periodic payments, the five percent rate 

22 will apply to those payments made or due on or after June 1, 

23 1987. This periodic payment would apply, but not be limited 

24 to, tickets of admissions, private club membership fees, 

25 sources of amusement, equipment rental, dry cleaning, reducing 

26 salons, dance schools, and all other services subject to tax, 

27 except the aforementioned utility services which are subject 

28 to a special transitional rule. Unlike periodic payment under 

29 service contracts, installments sales of goods, wares, and 

30 merchandise are subject to the ~ull amount of sales or use tax 

31 when the sales contract is entered into or the property is 

32 used in Iowa. 

33 Sec. 28. Section 6 of this Act is retroactive to Jan~ary 

34 1 , ~987 for tax years beginning on or after that date but 

35 before January 1 , 1988. Section 6 of this Act !s cepealed 

• 

• 



, , 

S. F. _.tt8'1 H.F. 

1 January 1, 1988 for tax years beginning on or aEter that date. 

2 Sec. 29. Section 7 of this Act is effective January 1. 

3 1988 for tax 

. 4 Sec. 30. 

years beginning on or after that date. 

Sections 18, 19, 20, and 27 of this Act 

5 effective June 1, 1987. 

are 

·.6 Sec. 31. Sections 4. 5, and 8 through 17 of this Act are 

7 retroactive to January 1, 1987 for tax years beginning on or 

8 after that date. 

9 Sec. 32. Section 21 of this Act is retroactive to January 

10 1, 1987 for homestead credit claims filed or on file on or 

after that date for taxes payable in the fiscal years 

beginning on or after July 1, 1988. 

11 

12 
,', 7 

13 Sec. 33. Section 22 of this Act is retroactive to January 

14 1, 1988 for property tax credit claims filed on or after 

15 January 1, 1988 for taxes payable in the fiscal year beginning 

16 July 1, 1988 and ending June 30. 1989 and for any subsequent 

17 years. Section 21 of this Act is applicable to rent 

18 reimbursement claims filed on or aEter January 1, 1989 for 

19 rents paid 1n calendar year 1988 and subsequent calendar 

20 years. 

21 Sec. 34. This Act, being deemed of immediate importance >5 

22 effective upon enactment. 

23 EXPLANATION 

24 Sections 1 through 3 provide that the rate of the cigarette 

25 tax on October 1, 1985 and tobacco products tax on July 1, 

26 1985 will remain the same until specifically changed by the 

27 general assembly and places in the Code an 1nventory tax which 

28 will be imposed when the rateS are changed. 

29 Sections 4, 5, 8 through 11, and 17 are coordinating 

30 sections. 

31 Section 6 alters the individual tax rates to 3%, 5%, and 

32 7.9% for the 1987 tax years and section 7 alters the 1987 :ax 

33 year brackets but keeps the same three tax rates for tax years 

34 beglnning after 1987. 

35 Sections 12 through 16 provide that the standard dedllction 

-18-



1 and the personal deductions will be the same as that for 

2 federal tax purposes, eliminates the deduction for federal 

3 income taxes paid, repeals the personal exemption credits, and 

4 allows a homestead credit for both owners and renters wi th :;et 

5 incomes under a set amount. 

6 Sections 18 through 20 increase the state sales and use tax 

7 from four to five percent beginning June 1, 1987 and section 

8 27 clarifies its applicability. Also a refund of the one 

9 percent increase is provided for a construction contractor if 

10 the property purchased was used in making an improvement to 

11 real estate in fulfillment of a written contract fully 

12 executed prior to June 1, 1987. 

13 Sections 21 and 22 alter the homestead property tax credit 

14 by phasing out the amount of credit allowed :or owners whose 

15 market value of their homesteads exceed certain amounts and by 

16 changing the additional homestead tax credit and reimbursement 

17 schedule to increase the income level and the percentage 

18 amounts. 

19 Sections 23 through 26 ame~d the school foundation formula 

20 by decreasing the levy, freezing the state foundation base, 

21 and excluding certain state revenues in determining the 

22 allowable growth percentages. 

23 Sections 28 through 34 provide effective dates. 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

SSB 274 3SC 72 
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SENATE 6 
March 26, 1987 

SENATE FILE 481 

•

S-3269 
'( 1 Amend Senate File 481 as follows: 

-- 2 1. Page 10, line 31, by inserting after the word 
3 "owns· the following: "and occupies". 
4- 2. Page 11, line 5, by inserting after the word 
5 "homestead" the following: "from the owner". 
6 3. Page 11, line 17, by striking the words and 
7 figures "on or after January 1, 1989." and inserting 
8 the following: "in the 1989 calendar year. The 
9 homestead credit amount in the schedules for tax years 

10 beginning in the 1989 calendar year shall continue for 
11 succeeding tax years." 
12 4. Page 14, by inserting after line 32 the 
13 following: 
14 "Sec. 100. Section 425.17, subsections 5 and 9, 
15 Code 1987, are amended to reac as follows: 
16 5. "Claimant" means a person Eiling a claim for 
17 credit or reimbursement under this division who has 
18 attained the age of sixty-five years on or before 
19 December 31 of the base year~ or who is a surviving 
20 spouse hawing or an unmarried person who has been 
21 granted a dissolution of marriage under chapter 598 or 
22 has been granted a divorce or dissolution of marriage 
23 recognized in this state if the surviving spouse or 
24 the unmarried Person has attained the age of fifty-

'._,,!___ 2
26

5 five years on or before -DecemDer 31 of the base year, 
or who is totally disabled and was total:y disabled on 

27 or before December 31 oE the base year, and was 
28 domiciled in this state during the entire base year 
29 and is domiciled in this state at the time the claim 
30 is filed or at the time of the person's death in the 
31 caSe of a claim filed by the executor or administrator 
32 of the claimant's estate. "Claimant" includes a 
33 vendee in possession under a contract for deed and may 
34 include one or more joint tenants or tenants in 
35 conunon. In the case of a claim for rent constitl:ting 
36 property taxes paid, the claimant shall have rented 
37 the property during any part of the base year. If a 
38 homestead is occupied by two or more persons, and more 
39 than one person is able to qualify as a claimant, the 
40 persons may determine among them who will be the 
41 claimant. If they are unable to agree, the matter 
42 shall be referred to the director of revenue and 
43 finance not later than October 31 of each year and the 
44 director's dec:sion ~h~Ii-be is final. 
45 9. "Property taxes due" means property taxes 
46 including any special assessments, but exclusive of 
47 delinquent interest and charges for services, due on a 
48 claimant's homestead in this state, but includes only 

9 property taxes for which the claimant is liable and 
o which will actually be paid by the claimant. However, 
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1 if the claimant is a person whose property taxes have 
2 been suspended under sections 427.8 and 427.9, 
3 "prope:ty taxes due" means property taxes incl~ding 
4 any special assessments, bu: exclusive of delinquent 
5 interest and charges for services, due on a claimant's 
6 homestead in this state, but includes only prope,ty 
7 taxes for which the claimant is liable and wh~ch would 
8 have to be pa:d by the claimant if the pay~2nc of the 
9 taxes ~a~e ~as not been suspended oursuant co sec:ions 

10 427.8 and 427.9. "Prope:ty taxes due" shall be 
11 computed with-ne without a deduction for any credit 
12 under this division or for any homestead credic 
13 allowed under seccion 425.1. Each claim s~al: be 
14 based upon the taxes due during the fiscal year ~ext 
15 following the base year. If a homestead is owned by 
16 two or more persons as joint tenancs at tena~:s i~ 
17 common, and one or more of the persons acE not. a 
18 member members of the c:e~man:'s ho~s@hold: !'~(operty 
19 taxes due" is tha:-pact of property taxes due on the 
20 homestead ~hich equals the ownership percentage of t~e 
21 claimant dnd the claimant's household. The cou~ty 
22 treasurer shall include with the tax receipt a 
23 statement that if the owner 0: the property is sixty-
24 five vears of age or over or is totallv disabled, or 
25 is a ;urviving spouse ef-sGch-per~e~-";c or an 
25 unmarried person who has been gran!;ec. a.d-i.ssclution of 
2"i marriage under chapter 598 C?£. .. "as been 9.ranted a 
28 div:)rce or dissolution of rnci~riage recoqnized in ;:h~~ 

29 state and the surviving spollse or the unmarr ied ~£.::.9~ 
30 is over fifty five years of age, the person may oe 
31 eligible for the credit allowed under this division. 
32 If a homestead is an integral part of a farm, the 
33 claimant may use the total property taxes due for the 
34 larger unit. If a homestead is an integral part of a 
35 multidwelling or mUltipurpose building the property 
36 taxes due for the purpose of this subsection shall be 
37 prorated to reflect the portion which the value of the 
38 property that the household occupies as its homestead 
39 is to the value of the entire structure. For purposes 
40 of this subsection, "unit" refers to that parcel of 
41 property covered by a single tax statement of which 
42 the homestead is a part." 
43 5. Page 18, by inserting after line 12 the 
44 following: 
45 "Sec. __ Section 100 of this Act is applicable 
46 to property tax credit claims filed on or after 
47 January 1, 1988 for taxes payable in the fiscal year 
48 beginning July 1, 1988 and ending June 30, 1989 and 
49 for any subsequent years. Section 100 of this Act is 
50 applicable to rent reimbursement claims filed on or 

• 
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1 aEter January 1, 1989 for rents paid in calendar yea, 
2 1988 and subsequent calendar years." 
3 6. Title page, line 10, by inserting after the 
4 word "schedule;" the following: "extending to 
5 divorced persons the benefits of the additional 
6 property tax relief for owning or renting a 
7 ~cmestead;" 

5-3269 
Filed March 25, 1987 
~:. c/. 1-17 (7J. "<16) 

5-3270 

BY EDGAR II. HOLDEN 

SENATE FEE 48:' 

1 p..mend Senate file 481 as fo:'lc'ws: 
2 1. Page 8, by inserting a::er line 
3 following: 
4 "Sec. 70. Section 422.7, Code 1987, is ame~ded by 
5 adding the following new subsections: 
6 NEW SUBSECTION. Subtract, to the ex:ent ~nciuded, 

AlIi the amount received as a scholarship or fe:lowship by 
i;~ a graduate research assistant at a~ institute o~ 

- 9 higher education in the state ~o the ex:ent it would 
10 be excluded under section 117 of the Internal Reve~ue 
1: Code in effect on December 31, 1986. 
12 NEW SUBSECTION. Subtract, to the extent included, 
13 the amounts paid or expenses incurred by the 
14 taxpayer's employer for educational assistance to the 
15 employee which would have been excluded under section 
16 127 of the Internal Revenue Code but :or the fact the 
17 amount of the educational assista~ce f~~nished 
:8 exceeded the maximum exclusion amount in section 
19 127(a)(2) of the Internal Revenue Code." 
20 2. Page 9, by inserting aEter line 9 the 
21 fOllowing: 
22 "Sec. 75. Section 422.9, subsection 2, Code 1987, 
23 is amended by adding t~e following new lettered 
24 pa~agraphs: 
25 NEW LETTERED PARAGRAPH. g. Add the amount of 
26 interest paid, to the extent ~ot already included, on 
27 a student loan made under a federal or sta:e 
28 guaranteed student loan program. 
29 NEW LETTERED PARAGRAPH. h. Add the amount of 
30 educational and related expenses, to the extent noc 
31 al~eady included, that are"deductible under section 

162 of the Internal Revenue Code in effect en December 
31, 1986." 

3. Page 18, line 6, by inserting before the word 
35 "of" the following: " 70, and 75". 

S-3270 
Filed March 25, 1987 
PhJ ,/~ Jfld(/ J'';' ) 

BY Jl\CK NYSTROM 

-~ 
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SENATE FILE 481 

S-3452 

" Amend the Bruner et al amendment, S-3447, to Senate 
2 File 481 as follows: 
3 1. Page 9, by inserting after line 21 the 
4 following: 
5 "Sec. 90. 1984 Iowa Acts, chapter 1240, section 
6 12, is amended to read as follows: 
7 SEC. 12. This Act, except :or section 8, applies 
8 to the estates of persons dying on or after its 
9 effective date and in :~~ case of section 1 of this 

10 Act, also applies to property passino by deed, grant, 
11 sale, gift, or transfe~ made on or after the effective 
12 date. 
13 --Sec. Notwithstandino an" other orovision of 
:4 law, a person entitled to a ;efu;d of state 
15 inheritance tax as a result of section 90 of this Act 
16 shall have until January 1, 1988 to file a claim for 
17 refund of the state inheritance tax. 
18 Sec. Section 90 of this Act is retroactive to 
19 July 1, 1984." 
20 2. Renumber as necessary. 
S- 3452 
Filed April 7, 1987 

<IITHDRAWN ItINS) 
BY JOE J. ''iSLSH 

, 
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SENATE FILE 481 

7 
Amend Senate File 481 as follows: 
1. Page 4, line 10, by striking the figure "1988" 

and inserting the following: "1987". 
2. Page 4, line 16, by striking the figure "1988" 

and inserting the following: "1987". 
3. By striking page 4, line~through page 6, 

line 25 and inserting the following: 
·Sec. 6. Section 422.5, subsection 1, paragraphs a 

through m, Code 1987, are amended by striking the 
paragraphs and inserting in lieu thereof the 
following: . 

a. On all 'taxable income from zero through five 
thousand dollars, three percent. 

b. On all taxable income exceeding five thousand 
dollars but not exceeding ten thousand dollars~ ~our 
percent. 

c. On all taxable income exceeding ten thousand 
dollars, six and one-half percent. 

In addition to the tax imposed under paragraphs "a" 
through ·c", an additional tax is imposed on a 
taxpayer whose taxable income exceeds twenty-five 
thousand dollars at a rate of one and three-fourths 
cercent of the taxable income exceeding twenty-five 

housand dollars but not exceeding thirty-five 
cn<}u~'4nd dollars and at a rate of one and one-fourth 
percent of the taxable income exceeding thirty-five 
thousand dollars but not exceeding forty-five thousand 
dollars. " 

4. Page 7, line 12, by striking the word and 
figures "6 and 7" and inserting the following: "2, 6, 
7, and 10·. 

5. Page 7, by inserting after line 1] the 
following: 

"2. However, no tax shall be imposed on any 
resident or nonresident whose net income, as defined 
in section 422.7, is E±Ye seven thousand dollars or 
less: but in the event that the payment of tax under 
this division would reduce the net income to less than 
E±Ye seven thousand dollars, then the tax shall be 
reduced to that amount which would result in allowing 
the taxpayer to retain a net income of E±Ye seven 
thousand dollars. The preceding sentence does not 
apply to estates or trusts. For the purpose of this 
subsection, the.entire net income, including any part 
thereof not allocated to Iowa, shall be taken into 
account. If the combined net income of a husband and 
wife exceeds E±Ye seven thousand dollars, neither of 

shall receive the benefit of this subsection, and 
is immaterial whether they file a joint return or 

s~~rate returns. A person who is claimed as a 
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1 dependent by another person as defined in section 
2 422.12 shall not receive the benefit of this 
3 subsection if the person claiming the dependent has 
4 net income exceeding ~i~e seven thousand dollars or 
5 the person claiming the dependent and the person's 
6 spouse have combined net income exceeding f±~e seven 
7 thousand dollars." --
8 6. Page 8, line 5, by sl:riking the word "five" 
9 and inserting the following: ·~i~e seven". 

10 1. Page 8, by inserting a:ter line 14 the 
11 following: 
12 ~lO. In addition to the other taxes imposed by 
13 this section, a tax is imposed on the amount o~ a lump 
14 sum distribution for which the taxpayer has elected 
15 under section 402(e) of the Internal Revenue Code o~ 
16 i9S. to be separately taxed for federal income tax 
17 purposes for the tax year. The rate of tax is equal 
18 to twenty-five percent of the separate federal t~x 
19 imposed on the amount of the lump sum distr.ibution. A 
20 nonresident is liable fa: this tax only on that 
21 portion of the lump sum aistr ibution allocabL: to 
22 Iowa. The total amount of the lump sum distribution 
23 subject to separate federal tax shall be included in 
24 net income for purposes of de:ermining eligibility 
25 under the f±¥e seven thousand dollar or less 
26 exclusion. 
27 Sec. 50. Section 422.7, subsections 6, 8, and 19, 
28 Code 1987, are amended to read as follows: 
29 6. Individual taxpayers and married taxpay~rs who 
30 file a joint federal income tax return and who elect 
31 to file a joint return, or separate returns 6~ 
32 ~epa~ate-£±%~"~-o~-s-eomb±"ed-ret~r" for Iowa i~come 
33 tax purposes, may avail themselves of the disability 
34 income exclusion and shall compute the amount of the 
35 disability income exclusion subject to the limitations 
36 for joint federal income tax return filers provided by 
37 section lOS (d) of the Internal Revenue Codt ~~-%95~. 
38 ~he disability income exclusion provided in section 
39 105(d) of the Internal Revenue Code of-!95~, as 
40 amended up to and including December 31, 1982, 
41 continues to apply for state income tax purpose~ for 
42 tax years beginning on or after January I, 1984. 
43 a. Married taxpayers who file a joint ~ederal 
44 in~ome tax return and who elect to file separate 
45 returns o~-se~6ra~e-fili"~-on-a-comb±"ed-re~~~" for 
46 Iowa income t~x purposes, may avail themselves oE the 
47 expensing of business assets and capital loss 
48 provisions of sections 179(a) and 1211(b) respectively 
49 of the Internal Revenue Code o~-t954 and shall compute 
50 the amount of expensing of business assets and capital 
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", 1 loss '5~bject to the limitations Eor jOint federal 
2 income tax return filers provided by sections 179(b) 
3 and 12l1(b) respectively of the Internal Revenue Code 
4 of-H5+. 
5 19. Married taxpayers, who file a joint federal 
6 income tax return and who elect to file separate 
7 returns or-who-eieet-~e~4rate-~i!r~g-o~-a-eo~b~ned 
8 retttrn for state income tax purposes, shall include in 
9 net income any social security benefits or tier 1 

10 railroad retirement benefits received to the same 
11 extent as those benefits are taxable on the taxpayer's 
12 joint federal return for that year under section 86 of 
13 the Internal Revenue Code o€-i954. The benefits 
14 included in net income must be allocated between the 
15 spouses in the ratio of the social security benefits 
16 or tier 1 railroad retirement benefits received by 
17 each spouse to the total of these benefits received by 
18 both spouses. H 

19 8. By striking page 9, line 10 through page 11, 
20 line 21 and inserting the following: 
21 ·Sec. 51. Section 422.12, subsection 2, unnumbered 
22 paragraph 2, Code 1987, is amended to read as follows: 
23 Married taxpayers electing to file separate returns 

i~.'" 24 or-~~%i~~-sepa~ate%y-o~-a-eomb~~ed-rettt~n must 
:,., 25 allocate the child and dependent care credit to each 

26 spouse in the proportion that each spouse's respective 
27 net income bears to the tot~l comb~ned net income. 
28 Taxpayers affected by the allocation provisions of 
29 section 422.8 shall be per~itced a deduction for the 
30 credit only in the amount fairly and equitably 
31 allocable to Iowa under rules prescribed by the 
32 director. 
33 Sec. 52. Section 422.:2, Code 1987, is amended by 
34 adding the following new sub~ections: 
35 NEW SUBSECTION. 4. A two-earner credit Eor 
36 married taxpayers filing jointly. The credit is equal 
37 to one percent of the qualified earned income oE the 
38 spouse with the lower qualified earned income not to 
39 exceed fifty dollars. For purposes of this credit the 
40 term "qualified earned income" means the same as 
41 provided in section 221 of the Internal ReVE~U€ Code 
42 in effect on December 31, 1986, except that only 
43 qualified earned income from Iowa sources shall be 
44 considered for the credit. Nonresidents may claim the 
45 credit only to the extent that both spousps have 
46 qualified earned income from Iowa sources. 
47 NEW SUBSECTION. 5. Upon determination of the 
48 latest cumulative inflation factor, the director Shall 

,~. 49 multiply each dollar amount of the personal exemptions 
',.., 50 set forth in subsection 1 and each dollar amount of 
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1 the two-earner credit set forth in subsection 4, by 
2 this cumulative inflation factor, shall round off the 
3 resulting product to the nearest one dollar, and shall 
4 incorporate the result into the income tax fo,ms and 
5 instructions for each tax year. 
6 Sec. 53. Section 422.13. subsection 1, paragraph 
7 b, Code 1987, is amended to read as follows: 
8 b. The individual has net income of €o~~ seven 
9 thousand dollars or more for the tax year from sources 

10 taxable under this division.~ 
11 S. Page 11, line 24, by striking the figur~ 
12 "1989" and inserting the following: "1988". 
13 10. Page 11, line 29, by striking the word and 
14 figure "section 422.5" and inserting the following: 
15 "~ee~io" sections 422.5 and 422.12". 
16 11. By striking page 14, line 21 through page 17, 
17 line 8. 
18 12. Page 17, line 34, by striking the word "but" 
19 and inserting the following: .. " 
20 13. By striking page 17, line 35 through page 18, 
21 line 3. 
22 14. Page 18, line 6, by striking the words and 
23 figures "and 8 through 17" and inserting the 
24 following: "8, 9, 10, 11, 17, 50, 51, 52, and 53". 
25 15. Page 18, by striking lines 9 through 20. 
26 16. Title page, lines 2 and 3, by striking the 
27 words ·standard deductions, and personal exemptions 
28 and". 
29 17. Title page, line 8, by striking the word "; 
30 adjusting". 
31 18. Title page, by striking lines 9 through 12 
32 and inserting the following: "and". 
33 ~ ~e~ering as necessary. 
S-3277 
Filed March 25, 1987 
if~) 0/6 +17 (/- /N~) 

BY 
FORREST SCHI,ENGELS 
JIM LIND 
WILMER RENSINK 
JOY C. COR)! DG 
JACK W. HESTER 
RAY TAYLOR 
EDGAR H. HOLDEN 

CALVIN O. HULTMAN 
JOHN W. JENSE)! 
RICHARD VANDE HOEF 
LEE W. HOLT 
RICHARD F. DRAKE 
NO~~N J. GOODWIN 
JULIA GENTLEMAN 
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• 1 Amend the amendment, 5-3277, to Senate File 481 as 

2 follows: 
3 1. Page 1, by inserting after line 11 the 
4 following: 
5 "a. For all taxpayers, except a married person 
6 filing separately, the tax rates are as follows:" 
7 2. Page I, line 12, by striking the following: 
8 "a." and inserting the following: "(1)". 
9 3. Page I, line 14, by striking the following: 

10 "b." and inserting the following: "(2)". 
11 4. Page 1, line 17, by striking the following: 
12 "c." and inserting the following: "(3)". 
13 5. Page I, lines 19 and 20, by striking the 
14 following: "paragraphs "a" through "c"" and inserting 
15 the following: "subparagraphs (1) through (3)". 
16 6. Page 1, line 28, by striking the words 
17 ~dollars."" and inserting the fOllowing: "dollars. 
18 b. For a married person filing separately, the tax 
19 rates are as follows: 
20 (1) On all taxable income from zero through two 
21 thousand five hundred dollars, three percent. 
22 (2) On all taxable income exceeding two thousand 
23 five hundred dollars but not exceeding five thousand 

•

4 dollars, four percent. 
j '5 (3) On all taxable income exceeding five thousand 
• 26 dollars, six and one-half percent. 

27 In addition to the tax imposed under subparagraphs 
28 (1) through (3), an additional tax is imposed on a 
29 taxpayer whose taxable income exceeds twelve thousand 
30 five hundred dollars at a rate of one and three-
31 fourths percent of the taxable income exceeding twelve 
32 thousand five hundred dollars but not exceeding 
33 seventeen thousand five hundred dollars and at a rate 
34 of one and one-fourth percent of the taxable income 
35 exceeding seventeen thousand five hundred dollars but 
36 not exceeding twenty-two thousand five hundred 
37 9c11.a [-;5 • " " 

5-3432 
Filed April 6, 1987 
.'?~ o/. ¢-/7 ((/ //<;1 7) 

<--- <-<----

BY CALVIN o. HULTMAN 
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SENATE rILE 481 

5-3275 
1 A:nend Senate fi le 481 iJ" fo110· ... $; 

1. By strikino page 11, line 34 through page 14, 
line 20. ' 

4 2. Page 17, by strLking lines 9 through 32. 
5 3. Page 18, by striking lines 4 and S. 
6 4. Title ?age, lines J through 5, by striking the 
7 words "increasl:lg the state sales, services, and use 
8 ~~d provi~ for re~unds for certain contractors 
9 ~ a 9rsU1~r tj'at increase;". 

5-3275 
riled Marsh 25, 1987 BY CALVIN O. HULT~AN 

~ <I. 4-17(1''/1<,0 JULIA GE:-:TLEMAN 
LIN!'l Fr;fnU'!AN 
FORREST SCHWENGEL5 
JACK W. HESTER 
RAY TAYLOR 

SENATE FILE 481 

5-3397 

EDG,\R H. HOLDEI-: 
JOHN W. ,JENSE!'l 
RICHARD VANDE EO::F 
LEE W. HOLT 
NORMAN J. GOODWIN 

1 Amend Senate File 481 as fOllows: 
2 1. Page 1, ~y st~iking lines 9 through l' a~c 
3 inserting the following: "October 1, 1985 and at the 
4 rate of eiahteen mills on each cioarette beoinnino 

f { • 

5 July 1, 1987. 
? Sec. Section 98.35, Code 1987, is a~ended ~~ 
7 read as follcw5: 
8 98.35 TAX AND FEES PAro TO GENERAL F0N~. 

9 The oroceeds de~ived from the sale of sta~os a~d 
10 the payment of taxes, fees and penalties provided Eo~ 
11 under this chapter, anc the permit fees received fro~ 
12 all permits issued by the department, shall be 
13 credited to t~e general fund of the state. Beginninc 
14 July 1, 1987, the depa~tment shall determine, to the 
15 extent ssible, the amount of the revenue resu:t~n 
16 rom the lncrease in the tax under section 98.6 from 
17 thirteen mills to ei hteen mills, This amount shall 
18 e e oSlted in a soecial account in the eneral :und 
l~ an shall be used only to reimburse. on a oro rata 
20 basis, counties which'have oaid costs unde~ chaoters 
21 222 and 230. Revenues credited to this s ecial' 
22 account during a iscal year shall be used to 
23 relmburse the counties for oayments made bv them 
24 during that fiscal year, The treasurer of state shall 
25 ado t rules for the reimbursement to the counties. 
26 All permit fees provl ed for in this chapter and 
27 collected by cities in the issuance of permits granted 
28 by the cities shall be paid to the treasurer of the 
29 city where the permit is effective, or to another City 
30 officer as designated by the council, and credIted to 

1 the general fund of the city, Permit fees so 
2 collected by counties shall be paid to the county 

33 treasurer,-
5-3397 
Filed Aprll 3, 1987 
IJ'J".,;J. (, /0 4h (t 114. 7 i 

BY JAMES R. RIORDA~ 



• 

S£NA'i'!:: 1 i 
Apri 1 8, 1987 

SENA'1'E FILE ~8l 

_ S-3447 
~ .;\;r:end Se~a:e :ile 481 as fol C'wS: 

1-

2 _0 By striki~g ever'lt~i~g a te~ ~he enacting 
3 
4 
5 
6 
7 
8 
9 

:0 
~ I 
<. 

l2 
:3 
l4 
:5 
1 • 
.0 

17 
18 
,,9 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
3;) 
, , 
J. 

'? J. 

33 
3~ 

35 
35 
37 
38 
39 
~O 

41 
42 
43 

clause a~d inse:ting the fo::ow ng: 
"Section:. Sec:ion 422.3, SUbS2ct':'O~ 5, Code 

1987, is amended ~y striki~; t~e 5u~seCt:on and 
inse~ting in :ieu thereof the ~ol~owi~~: 

5. "Iroternal Revenue Code" r..eans the rnte~~al 

Revenue Code of 1954, prior to the da:e oE its 
recesignation as the Internal Reven~e Code of :986 by 
the ~ax ReEorm Act of :986, or means the Ir.ternal 
Revenue Code of 1986 as amended to and including 
January 1, 1987, whichever is applicab~e. 

Sec. 2. Section 422.4, subsectio~ 17, Code i987, 
~s axended ~o :ead as follows: 

:. 7. a. ".;nnual in~lation factor" ~edn~-~~-!"~ciex7 
exp~e~~ee-a~~a-peree~tage7-dete~~i~ed-br-the 
depd~tme~t-eeeh-yeer-to-~~r~ect-~~e-?c~e~e~~~9-p~~er 
o~-~~e-do~~~~-e~-a-~e~tlit-o~-~··~~~~A~-~_~4~~-~~p 

o:e~~di-~:~:~Q-de:-~eer---p:~:~::~~q~~-:~d:~~~;~;-e~~ .... "':1 .... ~....... -.. • .. ....- .. ~ •• - ... - ...... ~...... -""''''' -~ ... ' •• -.;;: 

eo~e~de~-yee~~7-ua~~~oi-±~f:~t~d~-Eaet~~U means an 
:~dex, expressed as a percentage, de~e~~ir.ed by the 
depart~e~t by Oc~ober is of the ca:e~car year 
preceding the calendar year for which t~e factor is 
de~er~ined to reElect t~e pu:c~asi~g power of the 
dolla: as a result of inflation during the ~~scal year 
ending :n ~he ca~endar year ?reced~ns t~e calenda: 
year tor which t~e factor is de~er~i~ed. =~ 
de~erc~~i~g the annual i~flat:o~ Eac~o~, the 
depa~tment shall use the annual perce~t change, but 
~ot less than zero pe:cer.t, i~ ~he i~~l:c~: p~:ce 
deflator for the gross ~atioGai 9foduct com9uted Eo~ 
t~e-who~e-ce~endar-year-o~ Eor t~e seco~d qua~ter of 
the calenda~ year,-i~-ehe-e~~e-ct-the-e~n~e~-~n~±at±o~ 
Eeeto~-Eor-the-±98±-end-~~o3eqtlent-ee±ender-7ea~3, by 
the bureau of eco~omic analysis 0: t~e u~ited States 
CeDartment 0: commerce and shall add two-fourths Eor 
the-r98e-anci-3tlh3eq~enl:-eeiende~-yee~~ of that gercent 
c~ange to one hundred percent. ~he-enntlel-~nflet~on 
:eel:or-for-the-±9?9-ea±e"der-iee~-~~-o"e-hend~ed-l:wo 
?o~~l:-l:hree-?ereen~~ ~he annual inflation factor and 
the cumulative Ln~lation factor sha:: each be 
expressed as a percentage rounded to the nea~est or.e­
tent~ of one percent. The a~nual inf~atio~ factor 

44 Shall not be less than one hu~d:ed perce~t. 
<;5 

.'"-.~ ~5 

O. "C~mula.tive inflation factor!' ;-:1ea;;s ~he oroduct 
of ~he annual inflation factor for tne t9?e 1988 
calendar year and all annua~ inflation ~actor5 for 
subsequent calendar yeatS as determlned pursuant to 
this subsection. ~he cumulative in::a~ior. Eactor 

n 
48 
49 
50 applies to all tax years beginning or. 0: after January 
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1 1 of the calendar year for whic~ t~e latest annual 
2 inf:ation factor ~as been de~ermined. 

·~'3 c. The an~ua: inE:at~on Eactcr ~o: t~:e ~9~8 :988 
4 calenda~ year is o~e ~~~dred perce~t. 
5 d. 

- _. . cr t~e a~~~a~ 

6 inflation fac:cr ~~de[ paragraph "3'1 ef-~h~~ 
7 ~~bgeet±on, the an~ual i~~laticn ~ac:cr is one hu~d:ed 

percent for a~y calendar yea: in w~ic~ the unobligated 
state general fu~d balance on :une 30 es-eert~~~ed-by 
the-d±~eeto~-of-re~e~=e-end-f~~~rtee-ol-5e?te~be~-ye-of 

8 
9 

10 
11 t~e-fi3ee~-yee~-be9~~~~~g-~~-th~~-ee±ende~-~ee~-t~ 
l2 ie~~-t~a~-~~~t7-~~~~~~"~do~~8r97--H~.e¥erT-f~r-t~e 
13 i98~-8"d-~~o~e~~e"t-ea~e"der-7e~r9T-~he-a""tiat 
14 ~nf~et~on-:aetor-ie-o~e-~~~e~ed-?e~ce~~-fe~-~~1 
:5 ea~e"ci8r-7ear-~f-~~e-ti"eo~!;eteci-~~e~e-ge"~re~-~~~d 
16 be~e~ee-e~-dtl~e-;6-e~-~he-e~~e~ee~-:ee~-?~~e~~~~q-tr.e 
17 ee±e~d8~-ye~r-fo~-w~ieh-the-feeee~-~~-de~~~~~~ed, as 
18 
19 

:20 
21 
22 
23 

certified by the d~rec~c= of ~e~e~ue a~d fina~ce by 
October :0, is less than s~x:j ~~l:ic~ dollars. 

Sec. 3. Secticn 422.5, subsec:~o~ :, ~a~agra?~s a 
through m, Code 1987, are amended by striking the 
paragra~hs and inserting in lieu thereof tne 
following: 

24 a. For a single person other than a head 0: 
25 household, the tax rates are as follows: 
26 (1) Or. all taxable income from ze~o thrQ~gr. th~ee 

27 thousand dollars, Eour ?ercent. 
28 (2) On all taxable income exceeding three thousand 
29 dollars but not exceeding eleven thousand dollars, six 
30 oercent. 
31 
32 
33 
34 
35 
36 
37 
38 
39 

• (3) On all :axable income exceeding eleven 
thousand dollars, ten and one-half percent. 

b. For a married couple filing :ointly, a 
surviving spouse, a qualifying widow, and a head of 
household, the tax rates are as fol~ows: 

(1) On all taxab~e income from zero through four 
thousand five hundred dollars, ~our percen:. 

(2) On all taxable income exceeding ~cur thousand 
five hundred dollars but not exceeding six:een 

40 thousand five hundred dollars, six percent. 
, . 
~l 

42 
43 
44 
45 
46 
47 
48 
49 

(3) On all taxable income exceeding sixteen 
thousand five hundred dollars, ten and one-half 
percent. 

c. For a married person ::l:ng 5eparate:y, an 
estate, and a tr~st, the tax rates are as :ol:ows: 

(1) On all taxable i~come from zero through tNo 
thousand two hu~dred fifty doll9~S, :our percent. 

(2) On all taxable income exceeding two thousand 
two hundred fifty dollars but not exceedinc ciaht 

50 thousand two hundred fifty collars, six pe;cent. 
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_..... 1 (3) On all taxable ir:cor.le exceec:ng elgh: t::o\,:sa"d 
2 •. 0 "u~c'r<>d ~. ;; ... '] 0'0 1 "lars te~ '-0" 0,",0-;"a 1 < ~e"'·-o.'1-l..:..J 11 , ... __ 1...... .... .. , "...... .I~ ,I ... - t-' __ L" ..... , 

3 The tax rates a~d b~aCKet a~o~~ts i~ ?araS:~?~s "a" 
4 th'rough "ell a;-e e~tecti';e fer :3:< yea:-s be;.:.;~:· ~.~0 :-;"'; 
5 or after Janca:y 1, :987 but be~ore :a~~3~'l ~, ~j8a. 

'~"'«6 Sec. 4. Section 422.5, s~bsec~~on 1, ~ar3g~~phs d 

-

'-

7 through m. Code 1987. are a~ended bv st::~:na :he 
8 paragraphs and inserting in l:eu th~:eof t~e­

::ollowi ng: 9 
10 , ~ 
12 
13 
l~ 
1 --~ , ' ,0 

:'7 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
AQ 
LJ 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
~2 
43 
44 
~5 
46 
47 
~8 

49 
50 

a. Foe a sifigle ?erscn ot~e~ tha~ a ~eaG of 
ho\,:sehold. the tax rates are as :o:lows: 

(1) On all taxable ir.cc~e f:om zero thro~g~ two 
thousand dollars, fou= pe:ce~t. 

(2) On all taxable ~ncome e%ceed:ng :wo :~ousand 
dollars but not exceedi~s e:even ~~c~sand 201!a:s, six 
per-cent. 

(3) On all taxab~e income exceeding e:even 
:housand dollars, ten and one-::alf pe:cen:. 

b. For a married couple Elling Jointly. a 
surviving spouse. a quali~y:ng w:dow. and a head of 
~ousehold. the tax rates are as :ollow5: 

(1) On all taxable income f,o~ zero :~ro~gh three 
tho\,:sand dollars. four pe~cent. 

(2) On all taxable income exceeding three thousand 
dollars but not exceeding sixteen tho~sand five 
hundred dollars. six percent. 

(3) On all taxab~e ~llcome exceedIng sixteen 
thousand five hu~d:ed dc:lars, te~ a~d one-half 
percent. 

c. For a marr:ea persen :~llng separately. an 
estate, and a t:ust, :~e tax rates a:e as tellows: 

(1) On all taxable inco~e :rom zero through one 
thousand five hundred dol~a:s. tour percent. 

(2) On all taxable income exceeding one thousand 
five ~undred dollars but not exceed:ng eight :housand 
two hundred fiEty dolla:s, six percent. 

(3) On all taxable income exceeding eight thousand 
two hundred fifty dollars. ten and one-half percent. 

The tax rates and braCket amounts in paragraph "a" 
through "c" are effec:ive :c: tax years beg:nning on 
or after January 1, 1988. 

Sec. 5. Section 422.5. subsect~on 1. paragraph n. 
Code 1987. lS amended to read as follows: 

~ d. The tax imcosed ~::Jan the ~axable income of a 
nonresident shall b~ co~pu~ed by redUCing the ar.lo~"t 
ceter:-mined Ol:.rsuant :.C ;:)ar2.c:a:J::s "a'! th:cuch Urr.U "ell 
by the amou~ts of :".onref'...l:~c~bl~ c:edits -...:.r.cer this-­
division and by multiply:~S this res~:ting amount by a 
fraction of Which the nonresident's ~et inoo~e 
allocated to Iewa. as determined in section 422.8, 
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1 s~bsection 2, is t~e ~umerator a~d the ~o~resice~t's 
2 :ocal ~et income comp~ted ~~de: section 422.7 is the 
3 de~ominator. This provisio~ also applies to 
4 ~~dividuals ~ho a:e residen:s of :8~a ~or :ess t~a~ 
~ t~e ent:re ~ax year. 
6 Sec. 6. Secticn 422.5, s~bsectian 
7 ~nn~nbe:ed pa:agraph 1, Cede 1987, :s 

.... , pa::-as~a,pn 0, 

a:ne:1ded to read 
8 as fellows: 
9 ':'here ;'5 

:0 ::onresiden~ 
:'1 trusts, the 

ir..;:>osed 
ef this 
greater 

~pen every reside~t a~d 
5~a:e, inclcc:ng estates 
0: :he tax dete,mined i~ 

i2 paragraphs "a" throug~ llnll lid" 0:- the state 

d~d 

l3 alter~ative m:~imum tax equal to nine perce~t cf ~he 
:4 s~ate alternative mini~~m ~axable income of t~e 
:5 tax;:>aye, as computed under tnis pa~ag~aph. 

; ... ~ 16 Sec. 7. Sec~~o~ ~22.5, s~bsec~~G::s 6 a~d 7, Cede 
17 :987, are a~e~ded to read as fo:lcws: 
:8 6. A person ~~o :s disa~:ecr is sixty-two yea~5 0: 
:9 age or older or is the su~vivi~g spouse oE an 
20 individual or s~,vivo~ having a~ ins~~able interest i~ 
21 an individual who would have qua:if~ed for the 
22 exernp:ion ~~de= t~is ~a~ag~aph ~O[ t~:5 tax yea~ a~d 
23 receives o~e or ~ore a~~Lities ::o~ the United States 
24 civil se~vice re:ire:ne~t and disability trust fund, 
25 and whose ~et income, as def:r.ed i~ 5ec::o~ 422.7, is 
25 s~:ficie~t to requi:e that :he :ax be ireposed upon it 
27 under this section, may deter~ine fina: taxable income 
28 for pu,poses of imposition of the tax by exc:uding :he 
29 amount of a~n~ities ~eceived ~rc~ ~he ~nited States 
30 civil service retireme~t a~d disability tr~st f~nd, 
31 which are net already excluded in deter~ini~g ne: 
32 i~come, as de~i~ed in sectio~ 422.7, ~p ~G a max~mum 
33 each tax vea~ of five thousa:1d E~,~-h~~dred six 
34 hundred t:entv-seven dollars for a person who ::les a 
35 sepa~ate state ineome tax ret~rn and eight thousand 
36 one hundred eichtv-four de!!ars tota~ for a husba~d 
37 and wife who ffle"a JOInt state inccme tax return. 
38 Heweve~, a surviving speuse who is ~ot dlsab~ed or 
39 sixty-twe years of age or o:der can o~:y exclude tne 
40 amount of annuities ,eceived as a result of the death 
41 of the other spouse. The a~Ount of the exemption 
42 shall be reduced by the amount of any social secu,itj 
43 benefits received. Fer the purpose cf this sectien. 
44 the amount of ann~~ties received f(c~ t~2 Cni~ed 
45 States civil service ret~re~e~t a~d disability t:ust 
46 fund taxable under che Internal Reve~~e Code oE :954 
~7 shall be i~cluded in ne: income Eor p~rposes of 
48 det2(mini~g eligibility u~de[ the five tho~sa~d dollar 
49 or less exclusion. 
50 7. Upon determina:ion of the latest cumc:ative 
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~~ 
~~flation factor, t~e c!rectQ~ s~all m~:~i?ly each 
do~lar a~ou~t se~ Eorth in subsect~o~ ~, ?a~agraphs 
"au .......... "'ugh L:._,u to ..... !! o~ ;...;-.:- ~ec;...;o~ 'nc "'ac"" .... ""1',,:1 ... .. 1 ... _ .1 .,\ _L. __ .... ;.L~ ~ ~ ..... I., ...... ~ •• "-'V~ ..... 

~ axcunt specified ~n this 5ect~c~ as the ~axi~un amoc~t 
5 of annu~tie5 received w~ich ~ay be exclcded in 
6 deter~i~ing Einai taxable i~ccme, by this cumulative 
7 inflation ~acto[, sha:l round o~f the :e5~lting 
3 
9 

:0 
:0 "11 

product to the nearest one dollar, a~d shall 
inccrpo:ate ~he :esu:t into the income tax ferms and 
instruc~ions for each tax year. 

Sec. 8. Section 422.8,·subsection 2, Coce iS8?, is 
amended to read as follows: 

2. No~resident's r.et income a:lccated ~o Iowa ~s 
~2 

:3 
14 tr.e net i~come, 0: po~tion therecE, which is derived 
lS f~om a bus~ness, trace, profess:o~, o~ occu?ac:on 
16 ca~ried O~ wit~in this state or i~come Erc~ a~y 
17 property, t:usc, estate, or othe: source withi~ :owa. 
18 If any business, trade, ?:oEessicn, or occupatccn is 
19 carried on par~ly ~ithi~ a~d pa:tly without the state, 
20 only the po(tio~ of the net income which is fairly a~d 
21 equ~tablv att:ib~table to that cart of the b~si~e5s, 
22 t~ade, piofession, or occapatio~ carried on within t~e 
23 
2~ 

~;~ 
:.27 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
~O 

42 
43 
44 

"""'45 
46 
47 
48 
49 

s:ate is al~ccated to :owa Eo: purposes of sectio~ 
422.5, subsec~ion 1. parac;ra?h ll~)J. "d" and sec:io:: 
~22.13 and income from any property, trust, es:ate, or 
ct!ler so~:ce partly w~thin a~d partly without the 
state is a::ccated to ~owa in the sa~e ~anne~, except 
that a~n~it~es, inte:est on ba~~ deposits a~d 
i~terest-bea:~!)g obligatio~s, a~d d~vidends a~e 

al:oca~ed to :owa only to the ex~e~t to whi~h they are 
derived frc~ a b~si~es5, trade, professi.o~, o~ 
cccupatio~ carried O~ withi~ the state. ~owever, 
inco~e :ece~ved by a~ individual who is a :eside~t of 
a~ot~er state is ~ot allocated to Iowa if t~e income 
is subject to an income tax i~posed oy the state where 
the ind~vidual :esides, and i: ~he state ot residence 
allows a similar exclusion for income received i~ :hat 
state by :esidents of Iowa. I~ o~der to implement the 
exclusions, t~e director sha!l designate by ~ule ~he 
states which a1~ow a s:~ilar exclusion :0= income 
received by residents of Iowa, and may enter ~nto 
agreements with other states to provide t~a[ similar 
exclusions will be allowed, and to provide suitab~e 
withholding requirements in each state. 

Sec. 9. Section 422.9, 5~bsection 1, ~~~unbe:ed 
paragraph c, Cace 1987, _~ ame~dec by st,: ::ng the 
paragraph a~d i~5ert~ng i~ lieu thereof the fallowing: 

_" .. 50 
',"1 , 

For a single person who is not a head of ho~sehold, 
a married couple filing jointly, a Survivlng spouse, d 

q~alifying widow, a head of household, 0: a married 
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person fili~g separately a~ optio~al sta~darc deduc­
tior. eq~al to :he amou~t oE :r.e s:ar.ea~e eed~ct~o~ 
ce:e~~~~ed ~nde: section 63(c) cf t~e Ir.te:r.al Reve~~e 
Ccde Eor t~at fi:i~g stat~s. =~ add:::o~ to the 
opt~onal standa:d ded~cticn, the ind:v:dua: ~ay deduc: 
:he amount oE federal :ncc~e tax. 

Sec. lO. Sec:ior. 422.9, Coce ~987, is ame~cec 0-.; 

addi~g af:er s~bsec:ion 2 :he ~ol~c~i~g new 5Jbsec:lon 
and renumbering the Qthe: subsect:a~s: 

NEW SU3SECT Iml. 3. : n add ~ : i O~ to t he a~.ou" t 
deducted unde: subsection: or 2, the taxpayer ~av 
ded~ct the arr.ount of the app:lcab~e pe=sona~ 
exernptio~s allowed ~~de[ section :51 or 642(b} ~f the 
Inte~nal Revenue Code. 

Sec. 11. Sec~ion 422.12, s~bsecticn 1, Code 1987, 
is ame~ded by st:i~i~g t~e 5~b5ect~~~. 

Sec. 12. Sect:on 422.2:, ~~nJ~be~ed pa~as[ap~ " 
Code ::"987, ':"s amended to reac a.s EoL: .. ows: 

The director shall dete:~ine ~or the ±9i9 lS89 ane 
subsequen: calenear years the ar.~-..;a: and c~~ulaL'le 
inflation factors for those ca:e~dar years to be 
applied to tax yea~s begi~ni~s on or after Janllary 1 
cf tha~ caler.car year. Tr.e director shali compu:e t~e 
new dollar amounts as specified t~e[e:n to be adjusted 
in sec~io~ 422.5 by the latest c~mulative ~n~laticn 
:actor and round o:E the resul: ~o ~he r.earest Q~e 
dollar. ~he annual a~d cu~u:at~ve inflation factors 
determined by the di:ec~or are r.ct :~les as defined in 
sec:ion 17A.2, subsection 7. 

Sec. 13. Sec:ion 422.43, suosections 1, 2, 6, and 
la, Code 1987, are arr.ended to read as folLows: 

~here is imposed a tax o~ ~ec~ five cercent 
upon the gross receipts f~c~ a:l sales ~E :ar.gible 
personal property, consisting c~ goeds, war2S, or 
merchar.dise, except as o~r.erwis~ providec in :~~s 
division, sold at retail in the sta:e to conSl;~ers or 
users; a like rate of tax ~pon t~e gr~ss receipts from 
the sales, ~urnishi~g or service of gas, e!ect:ici~y, 
water, heat, and comrr.unication service, inc~udi~g ~he 
gross rece:pts Ero~ such sales by any ~un:c:pal 
corporation furnishing gas, electr:city, water, hea~, 
and commun~caticn service to the pu~lic in :ts 
proprietary capacity, excep: as otherwise provided in 
this division, when sold at retail i~ the state to 
co~sume:s or ~sers; a :ike rate ~: tax upo~ ~he gross 
receipts fro~ all sa!es o~ :ickets 0: admissio~s to 
p~aces of amusement, faofs, and a:h:etlc ever.ts except 
those of e~ementary and seco"dary ed~cational 
institutions; ar.d a like rate ot :ax upon c~at part of 
private club membership fees or cha~ges pa:d tor the 
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1 privilege of participat~~g i~ a~y a:~:c~~c S~O=~S 
2 ?,ov:ded club nember$. 
3 2. There is iffiposed a ~~~-o~-fe~~-?~~C~~~ :l~e 
~ rate of tax ~pcn the ::;rcss :-ecei;:.::.s ce:-ivec fr.ci:\ :he 
5 opera:ion of all forms of amusenen: devLces a~d games 
6 of skill, ga~es of c~ance, ~at:les~ 3~C bingo games as 
; defined in chapter 99B, o?e~ated or ca:1ducted within 
8 the staee 0: Iowa, :he :ax to be ccilected :rom the 
9 operator in the same manner as is prov:ded :0: t~e 

10 col"ec:ion of taxes upon the gross reCeL?:s of tickets 
11 or admission fees as Drovided Ln this section. The 
12 tax shall a:sc ~e imo;sed uoo~ the q~css ~eceiots 
13 derived frem the sal~ of 10~tery t!~kets or sn~res 
14 pursua~t to chapter 99£. ~~e ~ax O~ the lot~ery 
15 ~ickets 0: sha:es sha:l be i~cluded M'. the sd:es ~rice 
16 a~d dis:r!buted to the gene~a~ Eun~ as provided ~n 
17 section 992.10. 
l8 6. T~ere is imposed a t~~-c~-fo~~-oe~cent c:~e 

19 rate of tax upon the g!:"oss :ece~pts :rcrr. tr.e sales 0: 
20 optional se:vice or war~anty CG~tracts which provide 
21 for the f~rnis~ing of labo~ ~~d ~ate~ia15 ar.c :e~ui~~ 

22 the Eurnishing of any taxable service enumerated unde~ 
23 t~is section. The g~oss receip~5 ate SUbject :0 tax 
24 even if some of the services ~ur~~shed are not 
25 enume:ated unde: this secticn. Fo~ the ?~rpose of 
25 th15 division, the sale of an opticna: service or 
27 warranty co~tract is a sale of ta~g~~le perso~al 
28 propec~y. Additional sales, se:vicesL or ~se ~ax 

29 shall ~ot be levied O~ services, pares, or labcr 
30 provided under optional service e, ~artan~y con:=acts 
31 which are Subject to tax ~nde: ~his sec~ion. 

32 10. Th@re is imposed a tax o~ fear ~ive percent 
33 upon the gross receipts from ehe [er:dering, 
34 f~:nishing, or performi~g of se~vices as defined in 
35 secticn 422.42. 
36 Sec. 14. Section ~22.47, Code 1987, is a:nended by 
37 adding the Eol~owing new subsection: 
38 ~EW SUBSECTION. Constructicn con:ractors may ~a~e 
39 aoolication to the deDa:~~ent Eor d re~~nd of the 
40 a~aitional one percen~ tax paid ~nder [~~s division or 
4l the additional one percent tax paid ~nder cna?ter 423 
42 by reason of the increase ln the tax from fo~r to five 
43 percent for taxes paid on goods, wares, or merchandise 
44 under the following conditions: 
45 a. The goods, wares, or ~ercha~dise a:e 
46 incorporated into an i~provement to real estate ir: 
47 fulfillment of a written contraCt ~u!~y exec~ted prlo: 
48 to June 1, 1987. The :ef~nd shal! not apply to 
49 equipment transferred in f~lflllme::t of a ~ixed 
50 construction contract. 

'-
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b. The contractor has paid to the depar~~ent or to 
a retailer the full five percent tax. 

c. The claim is filed on forms provided by the 
department and is filed within cne year of the date 
the tax is paid. 

'. , 

A contractor who makes an e:roneous appl~ca~ior. for 
refund is liable for payment 0: the excess refund paid 
plus interest at the rate in ef~ect under section 
421.7. In addition. a contractor who willfully ~akes 
a false application for refund is guilty of a s:mple 
misdemeanor and is liable for a penalty equal to 
seventy-five percent of the excess refund claimed. 
Excess refunds. penalties. and interest due under this 
subsection may be enforced and col:ected in the same 
manner as the tax imposed by this division. 

" ' :6 
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Sec. 15. Section 423.2. Ccde :987. ,s amended to 
read as ::o11ows: 

423.2 IMPOSITION OF TAX. 
An excise tax is imposed on the use in this state 

of tangible personal property purchased Eer ~se in 
this state. at the rate of ~O~~ five percent of the 
purchase price of the property. The excise tax is 
imposed upon every person using the property ~ithin 
this state until the tax has been paid directly to the 
county treasurer or the state department of 
transportation. to a retailer. or to the department. 
An excise tax is imposed on the use :n this state of 
services enumerated in section 422.43 at the rate of 
Eo~~ five oercent. This tax is apolicable wnere if 
services are rendered. furnished. ~r performed in-rhis 
state or wnere if the product or result of the service 
is used in this-State. This tax is imposed on everv 
person using the services or :he prcdu~t of the . 
services in this sta~e until :he ~ser has paid the tax 
either to an Icwa use tax permit ho~der or to the 
department. 

Sec. 16. Section 442.7, subsection 1. paragraph a. 
Code 1987. is amended by adding the follow:ng new 
unnumbered paragraph: 

NEW UNNUMBERED PARAGRAPH. However. the computation 
in determining the state percent of growth shall not 
include revenues generated as a result of state tax 
increases or increased revenues resultlng from red~ced 
federal taxes. 

Sec. 17. This section applies in regard to the 
increase in the state sales. services. and use tax 
from four to Eive percent under sections l3 and 15. 
The use tax rate of five percent applies to motor 
vehicles subject to registration which are registered 
on or aEter June 1. 1987. The Eive percent use tax 
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_
rate will apply to the use of pClperty when the first 

, taxable use in this state occurs on or after June 1, 
1987. The five percent race wi:l apply to the gross 

4 receipts from the sale, furnish~~g, or se:v:ce of gas, 
5 electricity, wate:-, heat, and CCi,1,:~:jnicaticn service i: 
6 the date of billing the custo~er is on or after June 
7 1, 1987. In the case of a service contract entered 
8 into prior to June 1, 1987 which contract calls for 
9 periodic payments, the five percent rate will apply to 

10 those payments made or due on or after June :, :987. 
II This periodic payment would apply, but not be limited 
12 to, tickets of admissions, private ciub memberShip 
13 fees, sources of amusement, equipment rental, dry 
14 cleaning, reducing salons, dance SChools, and a:~ 
1S other services subject to tax, except the 
:6 a~crementicned u~~lity services whic~ ate s~b:ec: to a 
17 special transitional rule. U~:ike pe:~cd~c ?avme~t 
!8 under service contracts, instal!mencs sa:es of goods, 
19 wares, and merchandise are subject to the fu!l a~ount 
20 of sa:es or use tax when the sales co~tract :5 en~ered 

J~}1 into or the property is used in !owa. 
" 22 Sec. 18. Section 3 of this Act is ret:oac~~ve to 

23 January 1, 1987 for tax years beginning on or after 
24 that date but before January 1, 1988. Section 3 of 

this Act is repealed January 1, 1988 for tax years 
beg:nning on or af~er that date. 

Sec. 19. Section 4 of this Act is effective 
28 January 1, 1988 for tax years beginning on 0: after 
29 that date. 
30 Sec. 20. Secticns 13 through 15 and section 17 oE 
31 this Act are effective June 1, 1987. 

}-"'32 Sec. 21. Sections 1, 2, and 5 through 12 of this 
. '33 Act are retroactive to January 1, 1987 for tax years 

34 beginning on or aEter that date. 
35 Sec. 22. This Act, being deemed of imrned~ate 

.. ,,}6 importance is effective upon enactment." 
'37 2. Title page, by striking lines 5 through 12 and 

"~38 inserting the following: "certain contractors as a 
,.< 39 result of that increase; adjusting the allowable 

40 growth under the ~chool foundation formula; and". 
5-3447 
Filed April 7, 1987 ..J 450 3Y 

AOOPTl::D ~ cl..~< .• e..J -4 ~ .;/'(r. II",') 
CHARLES BRUNER 
BILL HUTCHINS 
MICHAEL E. GRONSTAL 
EMIL J. HUSAK 
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, 
• ~~end Senate File ~8: as :ollows: 
2 1 Page ie, by inse~ting aE~e~ :~ne 21 :r.e 
3 Eollowing: 
4 "Sec. 60. Sec~io~ 422.!6, s~bsec~io~ :, ~!~~u~bere~ 
5 pa~ag:aph 1, Code 1987, is a~e~ded ~o ~ead as fQll~ws: 
6 Eve~y withholdi~g agen~ a~d every emp~oye~ as 
7 defined in this chapter and further de~~ned ~n the 
8 Internal Reve~~e Code eE-~954( with respect to i~cc~e 
9 tax collected at source, ~aki~g ?3y~e~t of wages :~ a 

!O nonresident employee working in Iowa, or :0 a residen= 
11 employee, shal: deduct and w~:hho~d f~cm t~e ~ages a~ 
:2 amount whicr. will approximate :he employee's ann~a: 
13 tax ~iabi~ity en a cale~dar year ba5~s, calculated on 
:~ the basis ~E tables to be prepared ~y t~e depa~t~ent 

is and sChedules cr ?e:-ce::tage :-ates, bdsed or. :he 'Nag-es, 
:6 :0 be presc[loed by :he je?ar~me~c. Every e~pioyee 0: 
17 other pe~so~ sha:l decla~e tc the employer or 
i8 withholding agent tile ~~mbe( of the employee's or 
19 other person's perso~al exemptio~s and dependency 
20 exemptions ~r c:edits ~c be ~sed in a?plyi~g tne 
21 tables and sChedules 0~ gercen~a~e rates. Howeve~, no 
22 greater numbe: of pe[so~a: or dependency exemptions or 
23 c:edlts ~ay be declared by the emplcyee or othe~ 
24 pe~scn than the n~~be~ t~ whic~ the employee or ct~e: 
25 person is er.ti~:ed excep: as a!lowed ~nder sec:io~ 
26 3402(m)(1) cf the Internal Revenue Code ee-±954 or is 
27 allowed under r:..Iles _::Jrescr:bed by the director fc;r-·--
28 Dd"rr.en"S OC ~'i"Y!'-"n~" ...... r- ~eDa ... ,::;t-~ ~a:nl-~n-nce ·'T"\~e .. 1 I • ~ I. a ~ ~ '''v d! ...J. ...... __ .. _ .... '- _ a, .... -.. ~. oct.. • .... 

29 claiming of exe~p~~cn5, a:i~2~~, O~ separate 
JO ~ainte~a~ce oayme~:s, ~[ c~ed'it5 :~ ~xcess of 
3: enti::'eme~: ~s 3. seric,,~ misderr,eanor.·' 
32 2. Page 18, 2.1ne 0, by ir:ser:':"ng befc-re t::e '."o:-c 
33 "of" the foLowi.:-,g: ", and 60". 
34 3. ':'itle page, Lr:e 2, by lnse:cting afte: the 
35 word "rates," t:te t01 :o-wing: "·,.,i thholdi.r:g,". 

S-3426 
Filed April 6, 1987 BY JOY C. CORNING 
?.£"-<~ eo!. 'f!.., (;t. /I"f-"1) 
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SENATE FILE 481 

48 
Amend the Bruner et al amendment, S-3447, to Senate 

2 File 481 as follows: 
3 1. Page 1, line 46, by striking the figure "1988" 
4 and inserting the following: "1987". --
5 2. Page 2, line 3, by striking the figure "1988" 
6 and inserting the fOllowing: "1987". --
7 3. By striking page 2, line-ZO-through page 3, 
8 line 41, and inserting the following: 
9 "Sec. 3. Section 422.5, subsection 1, paragraphs a 

10 through m, Code 1987, are amended by striking the 
11 paragraphs and inserting in lieu thereof the 
12 following: 
13 a. For all taxpayers except a married person 
14 filing separately, the tax rates are as follows: 
15 (1) On all taxable income from zero through five 
16 thousand dollars, three percent. 
17 (2) On all taxable income exceeding five thousand 
18 dollars but not exceeding ten thousand dollars, four 
19 percent. 
20 (3) On all taxable income exceeding ten thousand 
21 dollars, six and one-half percent. 
22 In addition to the tax imposed under subparagraphs 

(1) through (3), an additional tax is imposed on a 
taxpayer whose taxable income exceeds twenty-five 
thousand dollars at a rate of one and three-fourths 

26 percerit of the taxable income exceeding twenty-five 
27 thousand dollars but not exceeding thirty-five 
28 thousand dollars and at a rate of one and one-fourth 
29 percent of the taxable income exceeding thirty-five 
30 thousand dollars but not exceeding forty-five thousand 
31 dollars. 
32 b. For a married person filing separately, the tax 
33 rates are as follows: 
34 (1) On all taxable income from zero through two 
35 thousand five hundred dollars, three percent. 
36 (2) On all taxable income exceeding two thousand 
37 five hundred dollars but not exceeding five thousand 
38 dollars, four percent. 
39 (3) On all taxable income exceeding five thousand 
40 dollars, six and one-half percent. 
41 In addition to the tax imposed under subparagraphs 
42 (1) through (3), an additional tax is imposed on a 
43 taxpayer whose taxable income exceeds twelve thousand 
44 five hundred dollars at a rate of one and three-
45 fourths percent of-the taxable income exceeding twelve 
46 thousand five hundred dollars but not exceeding . 
47 seventeen thousand five hundred dollars and at a rate 

of one and one-fourth percent of the taxable income 
ex(=ee!ding seventeen thousand five hundred dollars but 

t exceeding twenty-two thousand five hundred 
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1 dollars." 
2 4. Page 4. iine 16. by s:r~~i~g tne word a~d 
3 figures 116 and 7 11 a~d inse:ti~g ~~e ~o::ow~ng: "2, 6, 
47. and 10". 
5 5. Page 4. by i~sert~ng after l:ne :7 t~e 
6 followi::g: 
7 "2. However. no tax shall be ~~pcsed on d::y 
8 reside::t or nonresident whose net ~::come. as defi::ed 
9 in section 422.7, is f~~e seven thousand dolla:s or 

10 less; but in the event that the payment of tax under 
11 this division would reduce the net income to less than 
12 f~~e seven thousand dollars. then the tax shall be 
13 reduced to that amount which would result in allowing 
14 the taxpayer to retain a net income of f±~e seven 
15 thousa~d dollars. T~e precedi~9 se~tence does not 
l6 apply to estates or trusts. Fo: the purpose of tr.is 
17 subsection, the e .. tire net income. includi~g any par: 
18 thereof not allocated to Icwa, shall be taken i~to 
19 account. If the ccmbined net income of a husband and 
20 wife exceeds five seven thousand dollars. neither of 
21 them shall receive the benefit of this subsection, and 
22 it is l~~aterial whether they file a joint return or 
23 separate returns. A person who is claimed as a 
24 dependent by another person as defined 1n section 
25 422.12 shall not receive the benefit of this 
26 subsection if the person clai~ing the dependent nas 
27 net income exceeding five seven thousand dollars or 
28 the person claiming the dependent and the pe~son's 
29 spouse have combined net inco~e exceeding five seven 
30 thousand dollars." --
31 6. Page 4, line 48, by striking the word "five" 
32 and inserting the following: "five seven". 
33 7. Page 5. by inserting after line :0 the 
34 following: 
35 "10. In addition to the other taxes imposed by 
36 this section. a tax is imposed on the amount of a lump 
37 sum distribution for whiCh the taxpayer has elected 
38 under section 402(e) of the Interna: Revenue Code of 
39 i954 to be separately taxed for federal income tax 
40 purposes for the tax year. The rate of tax is equal 
41 to twenty-:ive percent of the separate federal tax 
42 imposed on the amount of the lump su~ distribution. A 
43 nonresident is liable for this tax only on that 
44 portion of the lump sum distribution allocable to 
45 Iowa. The total amount of the lump sum distribution 
46 subject to separate federal tax shall be included in 
47 net income for purposes oE determining eligibility 
48 under the five seven thousand dollar or less 
49 exclusion. 
50 Sec. 50. Section 422.7. subsections 6, 8, and 19. 
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e' Code 1987, are amended to read as follows: 
• 6. Individual taxpayers and married taxpayers who 

J file a joint Eece:al income ~ax returr. and w~o elect 
~ to :ile a joir.t rect,;rn, or separa:e ret~r~,!j tH' 

5 ~e~erate-E±~~~g-on-e-eomb~~ed-retnrn Eor Iewa :nccme 
6 tax purposes, may avail themselves of the disabili~y 
7 i~come exclusion and shall compute the amount of the 
8 disability income exclusion subject to the limitations 
9 for joint federal income tax return filers prov~ded by 

~O section 105 (d) of the Internal Revenue Code of-~9S4. 
11 The disability income exclusion provided i~ section 
12 105(d) of the Internal Revenue Code of-r9S4, as 
~3 amended up to and including Decem~er 31, 1982, 
:4 continues to apply for state income tax purposes for 
:5 tax years beginning on or after January 1, "984. 
16 8. ~arried taxpayers who file a joint federal 
17 income tax rett,;rn and who elect to file seoarate 
l8 returns o~_Se?e~dte-E~:±ng-on-a-eO~b±neo-r~t~r~ for 
19 Iowa income tax purposes, may avail themselves of the 
20 expensing of business assets and capital loss 
21 provisions of sections 179(a) and 12l1(b) respectively 
22 of the Internal Revenue Code of-~9S4 a~d shall compute 
23 the amount of expensing of business assets and capital 
24 1055 subject to the limitations for joint federal 
25 income tax return filers provided by sections l79(b) 

.A. and l21l(b) respective,-y of the Internal Revenue Code 
\Wo f -;:;954. 

<0 19. 11arried taxpayers, who E~le G. joint Eederal 
29 income tax return and who elect to file separate 
30 ret~rnS or_who_e=eet-~epe~ete-fi~ir:g-or:-d-eo~oir:ed 
31 ~ettl~~ for state i~come tax purposes, shall :~cluce ~n 
32 net lncome any social security benefits cr tier 1 
33 railroad retirement benefits received to the same 
34 extent as those benefits are taxable on the taxpayer's 
35 joint federal return for that year uncer section 86 of 
36 the Internal Revenue Code of-~954. The bene:lts 
37 included in net income must be allocated be~~een the 
38 spouses in the ratio of the social security benefits 
39 or tier 1 railroad retirement benefits received by 
40 each spouse to the total of these benefits received by 
41 both spouses." 
42 8. By striking page 5, line 45 through page 6, 
43 line 16 and inserting the following: 
44 "Sec. 51. section 422.12, subsection 2, unnumbered 
4S paragraph 2, Code 1987, is amended to read as follOWS: 
46 Married taxpayers electing to file separate returns 
47 or_fi~±ng-~epe~etely-oM-a-co~b±~ed-ret~~~ ~ust 
~8 a~locate the child and dependent care credit to each 
49 spcuse in the proportion that each spouse's respective 
50 net lncome bears to the total combined net i~come. 

-
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Taxpayers affected by the i11ocat~on provisions of 
section 422.8 shall be permitted a deduction for the 
c!edit only i~ the amount Ea~rly and eq~itably 

4 a:locab:e :0 Iowa ~nder rules p~escribed by the 
5 d~rector. 
6 Sec. 52. Sect~on ~22.:2, Code :987, is amended by 
7 adding the following new subsectio~s: 
8 NEW SUBSECTION. 4. A two-earner credit for 
9 married taxpayers filing jointly. The c~edit is equal 

10 to or.e percent of the qua:ified ear~ed i~come oE the 
11 spouse with the lower qualified earned i~come not to 
12 exceed fifty dollars. For purposes of this credit the 
13 term "qualified earned income" means the same as 
14 provided in section 221 of the Internal Reven~e Code 
l5 in effect on December 31, 1985, except that on:y 
16 qua:ified earned lnco~e from :owa scurces sha1: be 
17 considered for the credit. Nonresidents may claim the 
18 credit only to the extent that both spouses have 
19 qualified earned income from Iowa sources. 
20 NEW SUBSECTION. 5. Upon deter~ination of the 
21 latest cumulative inf:ation factor, the direc:or shall 
22 multiply each do:lar amount of :he personal exe~ptions 
23 set forth in s~bsect:on 1 and each dollar amount of 
24 the two-earner credit set fort~ in subsection 4, by 

this cumulative inflation factor, shall round off the 
resulting product to the nearest one dollar, and sha:1 
incorporate ~he result into the income tax forffis and 
instructions for eac~ tax year. 

29 Sec. 53. Section 422.13, subsection 1, paragraph 
30 b, Code 1987, is amended to read as follows: 
31 b. The individual has net inccme of ~o~r seven 
32 thousand do:lars or more for the tax year from sources 
33 taxable under this division." 
34 9. Page 6, line 19, by striking the figure "1989" 
35 and inserting the following: "1988". 
36 10. Page 6, line 25, by striking the word and 
37 figure "section 422.5" and inserting the following: 
38 "geetie~ sections 422.5 and 422.12". 
39 11. Page 8, by striking lines 37 through 44. 
40 12. Page 9, by striking lines 24 through 29 and 
41 inserting the following: "thae date." 
42 13. Page 9, line 32, by inserting after the 
43 figure "12" the following: ", 50, 51, 52, and 53". 
44 14. Page 9, lines 39 and 40, by striking the 
45 words "adjusting the allowable growth under the school 
46 foUndation formula;". 

5-:'448 
Filed April 7, 1987 BY CALVIN O. HULTW,N 

LOST (1" /1# ) RICHARD VANDE HOEF RICHl\RD ['. DRAKE 
LEE W. HOLT JACK W. HESTER 
\,IL;'lER RENSINK NORY,AN J. GOOm,IK 
JULIZ\ GE:JT:,C:H.'\N .JOY C. COR:Jli\G 
JIM LIND JOH:J W. JENSEN 
[,ORREST SCHvIE:JGELS 
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S-3451 
Ame:;d the Bru:'"'.~r et al a~er.drne:1t., S-3~47, to 

2 File 481 as :ol:ows: 
3 1. Page 8. by inserticg af:er lice 15 the 
4 :0110wi:1g: 

Senate 

5 "Sec. ~:E\" SECTION. 4223.11 REfCNuS rOR 
6 CONSTRUCT ION CONTRII.CTCRS. 
7 Construc~ion ccn~:ac~o[s ~ay ~ake application 
8 to ~~e depa:~~ent 0: reven~e and :i:1ance for a refund 
9 of the addi~ional local ootion sales and services tax 

20 paid under section 422B.8'by reason of the imposition 
~~ or increase in the tax rate, as aDorooriate, Eor taxes 
12 paid on goods. wares. or merchandise under the 
l3 following conditions: 
~~ 3. The goods, wares, or merc~a~c:se are 
15 i~corporated into an improvenent :0 ~eal estate- In 
16 Eulfill~ent of a written cont~act f~lly exec~~ed prior 
:7 to the impcsition or increase in rate. as appropriate. 
18 Tne refund shall not apply to equipment transferred In 
19 fulfillment of a mixed construction contract. 
20 b. The contractor has paid to the department or to 
21 a retailer the full local option sa:es and services 
22 tax. 
23 c. The claim is filed on forms provided by the 
24 depar:ment and :5 fi:ed within one yea~ of the date 
25 the tax is paid. 
26 2. A contractor who ~akes a~ erroneous applicatio~ 
27 for refund shall be liable for payment of the excess 
28 refund paid plus interest at the rate :n effect under 
29 section 42~.7. In addition. a contrac:or who 
30 willfully ~akes a false application for refund is 
31 guilty of a simple misdemeanor and is liable for a 
32 penalty equal to fifty percent of the excess refund 
33 claimed. Excess refunds, pe~al~ies. and interest due 
34 under ~his subsection may be en:orced and collected in 
35 the same manner as the tax imposed by section 422B.8." 
35 2. Page 9, line 39, by inserting aE~er the word 
37 "increase" the following: "and as a result of the 
38 imposition or increase in a local option sales and 
39 services tax". 

S- 34 51 
riled April 7. 1987 

:vITHDRo.\vN (illl'fS) 

S-.'3453 

3Y JOE J. t-lELSH 

StNA'l'E FlLE 481 

.",.,end the BClner et al amenc:::en::. S-3447. to 5e~ate 
2 file ~81 as follows: 
3 1. By striking page 6. line 30 through page 8 • 
.; line 36. 
5 2. By striking page 8. line 45 through page 9. 
5 line 2l. 
7 3. Page 9. by striking lines 30 anc 3:. 
8 4. Page 9. line 37, by str:~ing th2 flgure "5" 
9 and inserting the following: "3". 

~O 5. Page 9. lines 38 anc 39. by str~king the words 
11 "certain contractors as a result of that increase" and 
12 inserting the following: "and perso~al exemp~ions and 
13 c~edits". 

5-3453 
Filed ~pril 7. 1987 

LOST Cf /I.t.,) 



SENATE 30 
i\pril 8, 1987 

SENATE FEE 481 

S-3450 
1 Amend the BrUlCer et ac ame::dmelCt, S-3447, to Senate 

Fi:e 48l as :ol:ows: 2 
3 
4 
5 
6 
7 
8 
9 

1. Page 6, by insert:lCg af~e: line 16 t~e 
fo:;'lowing: 

"Sec. 60. Section 422.16, subsection 1, unnumbered 
paragraph 1, Code 1987, is amended to :ead as :ollows: 

Every withholding agent and every employer as 
defined in this chapter and fu:ther defined in the 
Internal Revenue Code e€-~954, with respect to income 

10 tax collected at source, making payment of wages to a 
11 nonresident employee working in Iowa, or to 3 resident 
12 employee, shall deduct and withho!d from the wages an 
:3 amount which will approximate the employee's anlCua! 
14 :ax liability on a calendar yea~ basis, ca:c~:a:pd O~ 
15 the basis of tables to be prepared by the departr:ent 
16 and schedules or percentage rates, based on the wages, 
17 to be prescribed by the depar:ment. Every emp~oyee or 
18 other person shall dec:are to the employer or 
19 withholding agent the number of the employee's or 
20 other person's personal exemptions and dependelCcy 
21 exemptions or credits to be used in applying the 
22 tables and SChedules or percentage rates. However, no 
23 greater number of personal or dependency exemp:ions or 
24 credits may be declared by :he employee or othe~ 
25 person than the number to which the employee o~ other 
26 person is entitled except as allowed under section 
27 3402(m)(1) of the Internal Revenue Code of-~954 or 1S 
28 allowed under rules prescribed by the director for 
29 payments of alimony or separate maintenance. The 
30 claiming of exemptions, alimonv or seoarate 
31 maintenance oayments, or credits in excess of 
32 entitlement is a serious misdemeanor." 
33 2. Page 9, line 32, by inserting before the Nord 
34 "of" the following: ", and 60". 
35 3. Page 9, by in3erting after line 36 the 
36 following: 
37 "__ Title page, line 2, by inserting af::er the 
38 word "rates," the following: "withholding,"." 

S-3450 
Filed April 7, 1987 

ADOPTED (t /140 7 
BY JOY C. CORNING 



SENATE 6 
March 27, 1987 

BY SE~ATOR BRUNER 

In compliance vith 
for SKXATE PILE 481 
in developing this 
Bureau to members of 

STATE OF IOWA 

F I seA L NOT E TO 
SE:-JATE FILE 4 

Senator Bruner 

LS8 No. 27435 
Staff 10. -,-R=J-'-OH __ 

a written request received Karch 23, 1987, a fiscal nOte 
is hereby Submitted pursuant to Joint R~le 17. Data used 
fiscal note are available from the Legislative Fiscal 

the Legislature upon request. 

SENATE FILE 481 makes several changes to state tax revenues and e~penditu~es. 
The bill (I) alters the personal exemptions, standard deductions, and tax 
rates of the individual income tax; (2) increases the state ,ales, services 
and use tax by one cent; (3) adjusts the homestead and elderly and disabled 
property tax credits; (4) decreases tbe school foundation property tax levy, 
and (5) changes the provision for allovable growth and state aid under the 
school foundation formula. 

The bill also specifies the rate of the cigarette and tobacco products taxes, 
states when the taxes may be altered, and provides for the imposition of an 
inventory tax on cigarettes and tobacco products. Senate File 481 also 
provides for certain contractors to receive refunds as a result of the sales, 
services and use tax lncrease. The bill also updates references to the 
federal Internal Revenue Code. 

INDIVIDUAL INCOME TAX 

Tax rates--Por tax year 1987, the following tax rates and taxable lncome 
brackets apply under Senate File 481: 

SINCLE TAXPAYERS HARRIED JOINT MARRIED SEPARATE 
Taxable Income Rate Ta:cable Income Rate Taxable Income Rate 

$ o - 3,000 3% $ 0 4,500 3% $ 0 - 2,250 3% 
3 - 12,000 5 4,500 - 18,000 5 2,250 - 9,000 5 

above 12,000 7.9 above 18,000 7.9 above 9,000 7.9 

For tax year 1988 and subsequent tax years, the following tax rates and 
taxable income b:-ackets apply: 

SINCLE TAXPAYERS HARRIED JOINT MARRIED SEPARATE 
Taxable Income Rate Taxable Income Rate Taxable Income !tate 

$ o - 2,000 3% $ 0 3,000 3% $ 0 - 1,500 3% 
2 - 10,000 5 3 - 15,000 5 1,500 - 7,500 5 

above 10,000 7.9 above 15,000 7.9 above 7,500 7.9 

Sections 12 through 15 of the bill provide that the standard deduction and the 
personal exemption for Iowa purposes will be the same as the federal standard 
deduction and personal exemption. For the 1987 tax year, the standard 
deduction witl be $3,800 on a joint return and $2,570 for an unmarried 
individual; for tax year 1988 and beyend, the amounts are $5,000 and $3,000, 
respecti·"ely. 

Under section 16 of Senate File 481, certain taxpayers a~e eligible for an 
income tax credit based on the amount of prope~ty tax paid (in the case of a 
homeowner), Or on the amount of rent actually paid for the homestead (in the 
case of a renter). 
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STATE Of IOWA 

fISCAL NOTE 
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LSB No. 27 43S 
Staff 10. -,R""J.;..:H __ 

Fiscal Effec~. The impact of the individual income tax ch4Pge. 1S summari~ed 

!><elo". 

SALES TAX 

Sections 
and use 
apply to 
tax paid 
unknown. 

General Fund Impact, millions 
FY 1988 FY 1989 

Tax race changes S 13.0 S 18.3 
Federal deductibility (30.0) 

tt"ansicion 
Homeowner/renter credit ( 18.0) (22 .0) 

Ne~ effect 

18 through 20 
tas froID four 
the Oepart..ent 
under certain 

=:;;~=~= ~===== 

S(JS .0) $( 4.0) 

of Senate File 481 increase the .tate sales, services 
percent to five percent. construction contractors moy 
of Revenue and Finance for a refund of the additional 

condition.; the fiscal effect of this provision is 

Fiscal Effect. The increase in the sales and services tas is expected to 
Increase Ceneral Fund revenues by approximately $195 million for FY 1988. Of 
this amount, it is estimated that $15 million i. attributable to the June l, 
1987 effective date of the tax increase. 

Road use taX fund: 8y increasing the use tax by one cent, an estimated $20 
millioo in additional revenue will !><e deposited into the road use tax fund in 
FY 1988, and an additional $21 million will be deposited in FY 1989. 

credit and tbe 
Che Code. The 
of the homestead 

~2.:;~ ~~\! ~;.. .. :... ~ke 4dJ~$:'Cie:~~~ ...... _ •. ;;.. .. ,:,_:,,::,,:.;';' "", 

elderly and disabled property tax credit under chapter 425 of 
bill restricts tbe homestead credit given if ~he actual value 
1S equal to or exceeds $75,000 8. follO"5: 

ACTUAL VALUE 
OF 1I000STi!AD 

PERCENTAGE Of AMOUNT 
OP HOMESTEAD CREDIT 

$ 75,000 
100,000 
125,000 
150,000 

99,999.99 
- 124,999.99 
- 149,999.99 

and over 

75% 
50 
25 
o 

The eLderly and disabled property tax credit is expanded sO that taxp4yers 
with household income under $14,000 qualify for the credit. In addition, the 
percentage of property taxes due or rent constituting property taxes paid 
which is allowed as a credit Or reimbursement is changed to reflect a 10 
percent~ge point decrease as qualified household income increases. 

Fiscal Effect. The phase OUt of the homestead property tax credit LS 
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estimated to save $2 million in General Fund revenue in FY 1989, while the 
adjustments in the elderly and disabled property tax credit wilt increase 
General Fund expenditures by approximately $5 ~illion in FY 1989. 

SCHOOL FOUNDATION FORMULA 

Sections 23 through 26 of the bill make certain changes to the school 
foundation formula used to finance local school districts. Beginning in FY 
1989, the foundation property tax levied on agricultural, commercial, 
railroad, and residential property is reduced from $5.40 per $1,000 of 
assessed valuation to $5.00 per $1,000 of assessed valuation. The state 
foundation base is frozen, beginning in FY 1988, at 81.5 percent of the ~tate 
cost per pupi 1. 

Fiscal Effect. For FY 1989, it is estimated that approximately $25 million in 
additional General Fund expenditures will be needed to fund the reduction in 
the foundation property tax; freezing the state foundation base is expected to 
reduce General Fund expenditures by $8 million during FY 1989. 

SENATE FILE 481, GENERAL FUND ESTIMATE OF PISCAL EFFECT 

Assumptions 

1. Full "coup 1 ing" wi th the tax law changes made in the Tax Reform Act of 
1986 is assWlled. 

2. Federal deductibility is disallowed •. 

3. Harried filing separately on a combined return is disallowed. 

4. The ~inimum adjusted gross income e%e~ption is disaLlowed. 

5. A two-earner tax credit i. not included in the estimate. 

6. The sales 
estimated 
FY 1989. 

and use tax base, independent of the June 1 rate change, is 
to increase at a three percent annual rate bet~eeu FY 1988 and 

Tax rate changes 
Federal deductibility 

transition 
Homeowner/renter credit 

Coupling revenue: 
Prior year effect 
Corporate income tax 

General Fund Impsct, miLlions 
F'f 1988 FY 1989 

$ 13.0 
00.0) 

(l8.0) 

9.0 
15.0 

$ 18.3 

(22.0) 

15.0 
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Property Cax impaccs: 
Elderly tax credit 
Foundatioo levy reduction 
State foundation base 
Homestead credit phase out 

Sales and use tax 

Total 

Less coupling impact 

195.0 

184.0 

170.3 

NET EffECT ~ 13.7 

SOURCE: Department of Revenue and Finance 

Filed by the Sec. of the Senate March 26, 

( S.O> 
(25.0) 

8.0 
2.0 

18S.4 

176.7 

161.3 

$ 15.4 

Fiscal Director 
Legislat~ Fi~al Bureau 

Date: r5) 52 
1987 
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BY SENATOR HUL'I'Ml\N A~lENDHEI'T 5-3277 TO SENATE 
f------------------~--~~~~~~~~~~~~~·--------~ 

In compliance with a written request received Karch 27, 1987, a fiscal note 
for AHENDKENT S-3217 TO SENATE fILE 481 is hereby submitted pursuant to Joint 
Rule 17. Data used in developing this fiscal note are available (rom the 
Legislative Fiscal Bureau to members of the legislature upon reQuest. 

Senate Amendment 5-3277 to Senate File 481 makes several changes to the bill. 
Beginning in tax year 1987, taxable income brackets ~nd tax rates ~re as 
follows for all taxpayers: 

Taxable inCOD1e Rate (%) 

$ 0 5,000 3.00 
5,000 10,000 4.00 

10,000 25,000 6.50 
25,000 35,000 8.25 
35,000 45,000 7.75 

above $45,000 6. SO 

The amendment also adds a two-earner credit for married taxpayers ~ho file a 
joint return equal to one percent of the qualified earned income of the spouse 
with the lower qualified earned income not to exceed $50. Senate Amendment 
5-3277 also increases the minimum adjusted gross income exemption from $5,000 
to $7,000, and retains the standard deduction and personal exemption credits 
allowed under current law on the Ioua ~eturn. 

Federal income taxes would continue to be deductible on the Iowa return under 
Senate Amendment S-3277. The amendment also removes the homestead tax credit 
phase out and the homeowner-renter income tax credit from the bill. 

Senate Amendment S-3277 strikes the increase in the sales. services, and use 
tax f~om Senate File q81. The amendment removes the school foundation 
property tax levy reduction from the bill, and the state foundation base would 
continue to increase by one-half of one percent to a maximum of 85 percent of 
the state cost per pupil. 

GENERAL FUND ESTIMATE OF FISCAL EFFECT 

Assumptions 

1. Full "coupling" with the tax law ch.lnges made in the Tax Reform Act of 
1986 is assumed. 

2. Federal deductibility 19 disallowed under Senate File 481. 

3. Married filing separately on a combi~ed return 1S disallowed. 

4. The minimum adjusted grOSs income exemption 1S disallowed under Senate 
File 481. 

5. The effect of the tax rate changes under Senate Amendment 5-3277 1S 

assumed to be the same in FY 1988 and FY 1989. 
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Tax rate changes 
Federal deductibility 

transition 
Homeowner-renter c~edlt 

Coupling revenue: 
Prior year effect 
Corporate impact 

Property tax impacts: 
Elderly tax credit 
Foundation levy 

reduction 
State foundation base 
Homestead credit 

phase out 

Sates and use tax 

Total 

Less'coupling impact 

NET EFFECT 

STATE OF IOWA 

FISCAL NOTE 

-2-

Senator Hultman 

LS8 No. 27435.2 
StaN 10. RJH 

General Fund [mpact, millions 

FY 1988 
SF 481 S-3277 

$ 13.0 
(30.0 ) 

(18.0) 

9.0 
15.0 

0.0 
0.0 

0.0 
0.0 

195.0 
-----

184.0 

170.3 
;;;== 

13.7 
:.:a;; 

0.4 ) 
0.0 

0.0 

9.0 
15.0 

0.0 
0.0 

0.0 
0.0 

0.0 
==~ 

22 .6 

170.3 
-----

047.7) 
~==~=== 

FY 1989 
SF 481 5-32 77 

18.3 (1.4 ) 

0.0 0.0 

(22.0) 0.0 

0.0 0.0 
IS .0 15.0 

(5.0) 0.0 
(25.0) 0.0 

8.0 (B.O) 
2.0 0.0 

185.4 0.0 
----_. ---

176.7 5.6 

161.3 161. 3 
;;.;:::::: =~=:::= 

15.4 (iSS.;) 
---- ;;;:;:;== 

SOURCE: Department of Revenue and Finance 

iled by the Sec. of the Senate April 7. 

L (a::<'Z' RJe) 

Fiscal Direct~ 
Legistative~isc4t Bureau 

Date: ~! fJ -
1987 

t---------------------------------.... --,-~-~ .... ~--"'-.".-. 
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SENATE FILE 481 
AS k'1ENDED BY SENA'l'E 

FISCAL O:OTE 
~UESTED BY REPRESENTATIVE DODERER 

I In compliance ~ith a written request received April 8, 1987, a fiscal note tu~ I 
SENATE FILl! 481 AS AKENDl!D AND PASSIm BY TIlE SENATE is hereby $ubmi lted 
pursuant to Joint Rule [7. Data used in developing this fiscal note are ~ 
available from the Legislative Fisc~l 8ureau to members of the Legislature 

~ ___ u~p_on __ re~q~ue_s_t. _____________________________________________ __ 

SENATE FILe 1.81 as amended, passed, and reprinted by the Senaee makes severa: , 
changes to state tax revenues and expenditures. The bill ~lters the persona: I 
exemptions, standard deductions, withholding, and (ax rates of the individuaL ~ 
income tax. Senate File 481 also increases the state sales, services and use 
tax by one cent. 

Senate File 481 also provides for certain contractors to receive refunds ~5 a 
result of the sales, services and use tax increase. The bill also updates 
references to the federal Internal Revenue Code. The bill allows taxpayers :u 
deduct federal taxes paid from the Iowa return. 

INDIVIDUAL INCOME TAX 

Assu~ptions 

1. Federal deductibility is allowed. 

2. Married filing separately on a combined return 1S disallowed. 

3. The minimum adjusted gross income exemption is disallowed. 

Tax rates--For tax year 1987, the following tax rates and taxable inco~e 

brackets apply under Senate File 481: 

SINGLE TAXPAYERS HARRIED JOINT HARRIED SEPARATE 
Taxable Income Rate Taxable Income Rate Taxable Income Rate 

$ o - 3,000 4% $ 0 4,500 4% $ 0 - 2,250 6:;; 
3 - 11,000 6 4,500 - 16,500 6 2,250 - 8,250 6 

above 11 ,000 10.5 above 16,500 10.5 above 8,250 10.5 

For tax year 1988 and subsequent tax years, the following tax rates and 
taxable income brackets apply: 

SINGLE TAXPAYERS 
Taxable Income Rate 

$ a - 2,000 4% 
2 - 11,000 6 

above 11, 000 10.5 

HARRIED JOINT 
Taxable Income 

$ 0 3,000 
3 - 16,500 

above 16,500 

Rate 

4% 
6 

10.5 

HARRIED SEPARATE 
Taxable Income 

$ 0 - 1,500 
1,500 - 8,250 

above 8,250 

Rate 

4% 
6 

10.5 

Sectioes 9 and 10 of the bill provide that the standard deduction and the 
personal 
d€duction 

exemption for Iowa purposes will be the same as the federal standard 
and personal exemption. For the 1987 tax year, the standard 

deduction will be $3,800 on a joint return and $2,570 for an unmarried 
individual; for tax year 1988 and beyond, the amounts are $5,000 and $3,000, 
cespectively. 

I 
I 
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l)agc Two, Fiscal Note, Senate File 481 dS arn<?nded by th~ Sendtl? 

Fisc~l Effec~. Under current law9 individu31 
estimated to he $846.9 million for cax yea< 1987. 
liaoiLity under SenatB File 481 is es~imated to be 
1987, a decrease of $8.4 million. 

SALES TAX 

income tax tiability ~~ 

Tot.::\! individu;)l incur.H::~ t:1X 

$838.5 million for tax yea. 

Sections 
.:lnd use 
apply to 
tax paid 
unknown. 

14 through 16 of Senate File 481 increase. the state sales t service~ 

tax from four percent to five percent. Construction contractors may 
the Department of Revenue and Finance for a refund of the additiJnai 

under certain conditions; the fiscal effect of this provis~on is 

Fi5ca~ Effect. The increase in the $ales and services tax ~s expected to 
Increase General Fund revenues by approximately $l95 million for FY 1988. Of 
this amount, it is estimated that $15 million is attributable to the June I, 
1987 effective date of the tax increase. 

Road llse tax fund: By increasing the use tax by One cent, ~n estimated $20 
million in additional revenue will be deposited i~to the road usc tax fund in 
FY 1988, and an additional $21 million will be deposited in FY 1989. 

SOURGE: Department of Revenue and Finance (LSB 274~~.J, RJH) 

::-ILED APRIL 14. 1987 BY DENNIS "ROCTY. fISCAL Dlr<E'~Tn!\ 
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SENATE FILE ~i?l 
BY COMMITTEE ON WAYS AND MEANS 

(AS AMENDED AND PASSED BY THE SENATE APRlL 7. 1987) 

ALL New Language by the Senate 

Passed Senate, Date .de. ~ 
Vote: Ayes Nays 

Approved 
\i 

A BILL FOR 

Passed House, Date .tI-6-:P(i!',</.;L",) 

Vote: Ayes ,.:< Nays --,:1"-'.7 __ _ 

1 An Act relating to state tax revenues and expenditures by 

3 

4 

5 

6 

7 

2 altering the individual income tax rates, withholding, 

standard deductions, and personal exemptions and credits; 

increasing the state sales. services. and use tax and 

providing for refunds for certain contractors as a result of 

that increase; adjusting the allowable growth under the schooi 

:oundation formula; and providing effective dates. 

8 

9 

10 

11 

12 

13 

14 

15 

1.6 

17 

l8 

19 

20 

21 

22 

23 

8E IT ENACTED BY THE GENERAL ASSEMS;:'Y OF '~HE STATE OF IOl'lA: C!.t;::: ~, . '£7' cit/"..c.J "/.,, k'1 

~
- (.~) Y7'. /1, .. J. --1...> b!.;t;.L.- j~ (( IS'</.C) 

(oK, ~, o/'.44~ ~-;r-- -) "':'" -: - ,,:' 
,~-.c.~ 'I>~ (d~), tI..;,d~/ dY~/ ~/ ~ (1 NS<I-) 



S.F. 48' H.F. 

1 Section 1. Section 422.3, subsection 5, Code 1987, is 

2 amended by striking the subsection and inserting in lieu 

3 thereof the following: 

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

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

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

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

8 including January 1, 1987, whichever is applicable. 

9 Sec. 2. Section 422.4, subsection 17, Code 1987, is 

10 amended to read as follows: 

11 17. a. "Annual inflation factor" mea~s-a~-~~de~7 

12 exp~essed-as-a-pe~eenta~e7-determ~~ed-by-the-departme~t-eaeh 

13 year-to-refieet-the-pttrehas~n~-power-o£-the-doi±ar-as-a-restt±t 

14 o£-~~ftat~o~-dttr~n~-the-p~eeed~~9-eafenda~-yea~~--Por-the-±98i 

15 a~d-sttbseqtle~t-ea±e~dar-years7-uannttai-in£iat~o~-faetorll means 

16 an index, expressed as a percentage, determined by the 

17 department by October 15 of the calendar year preceding the 

18 calendar year for which the factor is determined to reflect 

19 the purchasing power of the dollar as a result of inflation 

20 during the fiscal year ending in the calendar year preceding 

21 the calendar year for which the factor is determined. In 

22 determining the annual inflation factor, the department shall 

23 use the annual percent change, but not less than zero percent, 

24 in the implicit price deflator for the gross national product 

2S computed for-the-whoxe-ea±endar-year-or for the second quarter 

26 of the calendar year7-~n-the-ease-of-the-an~ttat-~~fiat~o~ 

27 faetor-£or-the-l98±-a~d-sttbseqtte~t-eale~da~-years7 by the 

28 bureau of economic analysis of che United States department of 

29 commerce and shall add two-fourths fo~-the-tgee-6~d-s~bseqtte~~ 

30 eaie~de~-yea~s of that percent change to one hundred ~ercent. 

31 ~he-a~~~at-i~f±aeion-tae~or-fo~-ehe-t9~9-eatenda~-year-i~-one 

32 htt~dred-two-poi~e-ehree-pereene. The annual inflation factor 

33 and the cumulative inflation factor 3hall each be expressed as 

34 a percentage :ounded to the ~earest one-tenth of one percent. 

3S The annual inflation factor shall not be less than one hundred 

4 I 



S.F. 4BI H.F. 

1 percent. 

2 b. "Cumulative inflation factor" means the product of the 

3 annual inflation facter for the t918 1988 calendar year and 

4 all annual inflation factors for subsequent calendar years as 

5 determined pursuant to this subsection. The cumulative 

6 inflation factor applies to all tax years beginning on or 

7 after January 1 of the calendar year for which the latest 

8 annual inflation factor has been determined. 

9 c. The annual inflation factor for the t918 1988 calendar 

10 year is one hundred percent. 

11 d. Notwithstanding the computation of the annual inflation 

12 factor under paragraph "a" o~-this-s~h~eetie~. the annual 

13 inflation factor is one hundred percent for any calendar year 

24 in which the unobligated state general fund balance on June 30 

15 ao-eertified-oy-the-direeter-of-reven~e-a~d-fina~ee-by 

16 September-te-ef-the-f±oeal-year-be9inn±~9-in-that-ealendar 

17 year-±o-leoo-than-o±xty-mil±±on-dol:aro~--Hewever,-for-the 

18 t9a±-end-oaboeqaent-eale~der-yeero,-the-enntlal-i~~latio~ 

19 ~eetor-io-o~e-htlndred-pereent-fer-any-eatendar-1ear-if-the 

20 tlnobt±9ated-otate-ge~erat-ftl~d-balenee-o~-dtlne-3a-of-the 

21 ealendar-yeer-~reeedin9-the-eeie~dar-year-for-whieh-the-faetor 

22 ±o-determ±~ed. as certified by the director of revenue and 

23 finance by October 10. is less than sixty million dollars. 

24 Sec. 3. Section 422.5. subsection 1. paragraphs a through 

25 m. Code 1987. are amended by striking the paragraphs and 

26 inserting in lieu thereof the following: 

27 a. For a single person other than a head of household. the 

28 tax rates are as follows: 

29 (1) On all taxable income from zero through three thousand 

30 dollars. four percent. 

31 (2) On all taxable income exceeding three thousand dollars 

32 but not exceeding eleven thousand dollars. six percent. 

33 (3) On all taxable income exceeding eleven thousand 

34 dollars. ten and one-ha"f ~ercent. 

35 b. For a married couple ~iling jointly. a surviving 

-2-
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1 spouse, a qualifying widow, and a head of household, the tax 

2 rates are as follows: 

3 (1) On all taxable income from zero through four thousand 

4 five hundred dollars, four percent. 

5 (2) On all taxable income exceeding four thousand five 

6 hundred dOllars but not exceeding sixteen thousand five 

7 hundred dollars, six percent. 

8 (3) On all taxable income exceeding sixteen thousand five 

9 hundred dollars, ten and one-half percent. 

10 c. For a married person filing separately, an estate, and 

11 a trust, the tax rates are as follows: 

12 (1) On all taxable income from zero through two thousand 

13 two hundred fifty dollars, four percent. 

14 (2) On all taxable income exceeding two thousand two 

15 hundred fifty dollars but not exceeding eight thousand two 

16 hundred fifty dollars, six percent. 

17 (3) On all taxable income exceeding eight thousand two 

18 hundred fifty dollars, ten and one-half percent. 

19 The tax rates and bracket amounts in paragraphs "a·' through 

20 "~CO are effective for tax years beginning on or after January 

21 1, 1987 but before January 1, 1988. 

22 Sec. 4. Section 422.5, subsection 1, paragraphs a through 

23 m, Code 1987, are amended by striking the paragraphs and 

24 inserting in lieu thereof the following: 

25 a. For a single person other than a head of household, the 

26 tax rates are as follows: 

27 (1) On all taxable income from zero through two thousand 

28 dollars, four percent. 

29 (2) On all taxable income exceeding two thousand dollars 

30 but not exceeding eleven thousand dollars, six percent. 

31 (3) On all taxable income exceeding eleven thousand 

32 dollars, ten and one-half percent. 

33 b. For a married couple filing jointly, a surviving 

34 spouse, a qualifyi~g widow, and a head of household, the tax 

35 rates are as follows: 

-3-
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, ( 1 ) On all taxable income from zero through three thousand • 
2 dollars, four percent. 

3 ( 2 ) On all taxable income exceeding three thousand dollars 

4 but not exceeding sixteen thousand five hundred dollars, six 

5 percent. 

6 (3) On all taxable income exceeding sixteen thousand five 

7 hundred dollars, ten and one-half percent. 

8 c. For a married person filing separately, an estate, and 

9 a trust, the tax rates are as follows: 

10 (1) On all taxable income from zero through one thousand 

11 five hundred dollars, four percent. 

12 (2) On all taxable income exceeding one thousand five 

13 hundred dollars but not exceeding eight thousand two hundred 

14 fifty dollars, 

15 (3) On all 

six percent. 

taxable income exceeding eight thousand 

16 hundred fifty dollars, ten and one-half percent. 

two 

17 The tax rates and bracket amounts in paragraph "a" through 

18 "c" are effective for tax years beginning on or after January 

19 1, 1988. 

20 Sec. 5. Section 422.5, subsection 1, paragraph n, Code 

21 1987, is amended to read as follows: 

22 ~ d. The tax imposed upon the taxable income of a 

23 nonresident shall be computed by reducing the amount 

24 determined pursuant to paragraphs "a" through um u "c" by the 

25 amounts of nonrefundable credits under this division and by 

26 multiplying this resulting amount by a fraction of which the 

27 nonresident's net income allocated to Iowa, as determined in 

28 section 422.8, subsection 2, is the numerator and the 

29 nonresident's total net income computed under section 422.7 is 

30 the denominator. This prOVision also applies to individuals 

31 who are residents of Iowa Eor less than the entire tax year. 

32 Sec. 6. Section 422.5, subsection 1, paragraph 0, 

33 unnumbered paragraph 1, Code 1987, is amended to read as 

34 follows: 

3S There is imposed ~pon every resident and nonresident of 

-~-
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1 this state, including estates and trusts, the greater of the 

2 tax determined in paragraphs "a" through "1'1" "d" or the state 

3 alternative minimum tax equal to nine percent of the state 

4 alternative minimum taxable income of the taxpayer as computed 

5 under this paragraph. 

6 Sec. 7 . Section 422.5, subsections 6 and 7 , Code 1987, are 

7 amended to read as follows: 

8 6. A person who is disabled, is sixty-two years of age or 

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

10 having an insurable interest in an individual who would have 

11 qualified for the exemption under this paragraph for this tax 

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

13 civil service retirement and disability trust fund, and whose 

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

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

16 may determine final taxable income for purposes of imposition 

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

18 the united States civil service retirement and disability 

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

20 lncome, as defined in section 422.7, up to a maximum each tax 

21 year of five thousand ~~v@-n~l'Id~ed six hundred twenty-seven 

22 dollars for a person who files a separate state income tax 

23 return and eight thousand one hundred eighty-four dollars 

24 total for a husband and wife who file a joint state income tax 

25 return. However, a surviving spouse who is not disabled or 

26 sixty-two years of age or older can only exclude the amount of 

27 annuities received as a result of the death of the other 

28 spouse. The amount of the exemption shall be reduced by the 

29 amount of any social security benefits received. For the 

30 purpose of this section, the amount of annuities received from 

31 the united States civil service retirement and disability 

32 trust fund taxable under the Internal Revenue Code of 1954 

33 shall be included in net income for purposes of determining 

34 eligibility under the five thousand dollar or less excluslon . 

35 7. Upon determination of :he ~atest cumulative inflation 

-~-
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1 factor, the director shall multiply each dollar amount set 

2 forth in subsection 1, paragraphs "a" through llmll "en of this 

3 section, and each dollar amount specified in this section as 

4 the maximum amount of annuities received which may be excluded 

5 in determining final taxable income, by this cumulative 

6 inflation factor, shall round off the resulting product to the 

7 nearest one dollar, and shall incorporate the result into the 

each tax year. 8 income tax forms and instructions for 

9 Sec. 8. Section 422.8, subsection 

10 to read as follows: 

2, Code 1987, is amended 

11 2. Nonresident's net income allocated to Iowa is the net 

12 income, or portion thereof, which is derived from a business, 

13 trade, profession, or occupation carried on within this state 

14 or income from any property, trust, estate, or other source 

15 within Iowa. If any business, trade, profession, or 

16 occupation is carried on partly within and partly without the 

17 state, only the portion of the net income which is fairly and 

18 equitably attributable to that part of the business, trade, 

19 profession, or occupation carried on within the state is 

20 allocated to Iowa Eor purposes of section 422.5, subsection 

21 paragraph U~ll lId" and section 422.13 and income from any 

22 property, trust, estate, or other source partly within and 

23 partly without the state is allocated to Iowa in the same 

24 manner, except that annuities, interest on bank deposits and 

25 interest-bearing obligations, and dividends are allocated to 

26 Iowa only to the extent to which they are derived Erom a 

1 , 

27 business, trade, profession, or occupation carried on within 

28 the state. However, income received by an individual who is a 

29 resident of another state is not allocated to ~owa if the 

30 income is subject to an income tax imposed by the state where 

31 the individual resides, and i~ the state of res~dence allows a 

32 similar exclusion for income received in that state by 

33 residents oE Iowa. In order to implement the exc~usions, cne 
34 director shall designate by rule the s~ates which allow a 

35 similar exclUSIon for income received by residents of r~wa, 

-6-
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1 and may enter into agreements with other states to provide 

2 that similar exclusions will be allowed, and to provide 

3 suitable withholding requirements in each state. 

4 Sec. 9. Section 422.9, subsection 1, unnumbered paragraph 

5 1, Code 1987, is amended by striking the paragraph and 

6 inserting in lieu thereof the following: 

7 For a single person who is not a head of household, a 

8 married couple Eiling jointly, a surviving spouse, a 

9 qualifying widow, a head of household, or a married person 

10 filing separately an optional standard deduction equal to the 

11 amount of the standard deduction determined under section 

12 63(c) of the Internal Revenue Code for that filing status. In 

13 addition to the optional standard deduction, the individual 

14 may deduct the amount of federal income tax. 

15 Sec. 10. Section 422.9, Code 1987, is amended by adding 

16 aEter subsection 2 the following new subsection and 

17 renumbering the other subsections: 

18 NEW SUBSECTION. 3. In addition to the amount deducted 

19 under subsection 1 or 2, the taxpayer may deduct the amount of 

20 the applicable personal exemptions allowed under section 151 

21 or 642(b) of the Internal Revenue Code. 

22 Sec. 11. Section 422.12, subsection 1, Code 1987, 1S 

23 amended by striking the subsection. 

24 Sec. 12. Section 422.16, subsection 1, unnumbered 

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

26 Every withholding agent and every employer as defined in 

27 this chapter and further defined in the Internal Revenue Code 

28 ot-i954, with respect to income tax collected at source, 

29 making payment of wages to a nonresident employee working in 

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

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

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

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

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

35 prescribed by the department. Every employee or other person 
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1 shall declare to the employer or withholding agent the number 

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

3 dependency exemptions or credits to be used in applying the 

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

5 number of personal or dependency exemptions or credits may be 

6 declared by the employee or other person than the namber to 

7 which the employee or other person is entitled except as 

8 allowed under section 3402(m)(1) of the Internal Revenue Code 

9 or-19S4 or is allowed under rules prescribEd by the director 

10 Eor payments of alimony or separate ~aintenance. The claiming 

11 of exemptions, alimony or sepa~ate maintenance payments, or 

12 credits in excess of entitlement is a serious misdemeanor. 

13 Sec. 13. Section 422.21, unnumbered paragraph 4, Code 

14 1987, is amended to read as follows: 

15 The director shall determine for the i9~9 :989 and 

16 subsequent calendar years the annual and cumulative inflation 

17 factors for those calendar years to be applied to tax years 

18 beginning on or after January 1 of that calendar year. The 

19 director shall compute the new dollar amounts as specified 

20 therein to be adjusted in section 422.5 by the latest 

21 cumulative inflation factor and round oef the result to the 

22 nearest one dollar. The annual and cumulative inElation 

23 factors determined by the director are not r~le5 as defined i~ 

24 section 17A.2, subsection 7. 

, "' 25 Sec. 14. Section 422.43, subsections 1, 2, 6, and 10, Code 

26 1987, are amended ~o read as follows: 

27 1. There is imposed a tax of to~~ five percent upon the 

28 gross receipts from all sales of tangible personal 9roperty, 

29 consisting of goods, wares, or merchandise, except as 

30 otherwise provided in this diviSion, sold at retai~ in the 

31 state to consumers or user~; a like ,ate of tax ~pon the gross 

32 receipts from the sales, furnishing or service of gas, 

33 electricity, water, heat, and communication service, inclucing 

34 the gross receipts from such sales by any mun~cLpa: 

35 corporation furnishing gas, electricity, ~ater, heat, and 

-3-
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1 communication service to the ~ublic in its ~roprietary 

2 capacity, except as otherwise provided in this division, when 

3 sold at retail in the state to consumers or users; a like rate 

4 of tax upon the gross receipts from all sales of tickets or 

5 admissions to places of amusement, fairs, and athletic events 

6 except those of elementary and secondary educational 

7 institutions; and a like rate of tax upon that part of ~rivate 

8 club membership fees or charges paid for the privilege of 

9 participating in any athletic sports provided club members. 

10 2. There is imposed a ~ax-or-foa~-pe~een~ like rate of tax 

11 upon the gross receipts derived from the operation of all 

12 forms of amusement devices and games of Skill, games of 

13 chance, raffles~ and bingo games as defined in chapter 99B, 

14 operated or conducted within the state of Iowa, the tax to be 

15 collected from the operator in the same manner as is provided 

16 for the collection of taxes upon the gross receipts of tickets 

17 or admission fees as provided in this section. The tax shall 

18 also be imposed upon the gross receipts derived from the sale 

19 of lottery tickets or shares pursuant to chapter 99E. The tax 

20 on the lottery tickets or shares shall be included 1n the 

21 sales price and distributed to the general fund as provided in 

22 section 99E.IO. 

23 6. There is imposed a ~ax-or-foa~-pe~een~ like rate of tax 

24 upon the gross receipts from the sales of optional service or 

25 warranty contracts which provide for the furnishing of labor 

26 and materials and require the furnishing of any taxable 

27 service enumerated under this section. The gross receipts are 

28 subject to tax even if some of the services furnished are not 

29 enumerated under this section. For the purpose of this 

30 division, the sale of an optional service or warranty contract 

31 is a sale of tangible ~ersonal property. Additional sales, 

32 services~ or use tax shall not be levied on services, parts, 

33 or labor provided under optional service or warranty contracts 

34 which are subject to tax under this section. 

35 10. There is 1mposed a tax o~ fott~ five percent upon the 

• 
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I gross receipts from the rendering, fur~ishing, or perfGrming 

2 of services as defined in section 422.42. 

3 Sec. 15. Section 422.47, Code 1987, is amended by adding 

4 the following new subsection: 

5 NEW SUBSECTION. 

6 application to the 

Construction contractors may make 

department for a refund of the additional 

7 one percent tax paid under this divLsion or the additional one 

8 percent tax paid under chapter 423 by reason of the inc~ease 

9 in the tax from four to five percent for taxes paid on goods, 

10 wares, or merchandise under the following conditions: 

11 a. The goods, wares, or merchandise are incorporated into 

12 an improvement to real estate in fulfillment of a writte" 

13 contract fully executed prior to June 1, 1987. The refund 

14 shall not apply to equipment transferred in fulfillment of a 

15 mixed construction contract. 

16 b. The contractor has paid to the department or to a 

17 retailer the full five percent tax. 

18 c. The claim is filed on forms provided by the department 

19 and is filed within one year of the date the tax is paid. 

20 A contractor who makes an erroneous application for refund 

21 is liable for payment of the excess refund paid plus interest 

22 at the rate in effect under section 421.7. I~ addition, a 

23 contractor who willfully makes a false application for refund 

24 is guilty of a simple misdemeanor and is l.able for a penal~y 

25 equal to seventy-five percent of the excess refund claimed. 

26 Excess refunds, penalties, and interest due under thi~ 

27 SUbsection may be enforced and collected in the same manner as 

28 the tax imposed by this division. 

:,.; 29 Sec. 16. Section 423.2, Code 1987, is amended to read as 

30 fol:ows: 

31 423.2 IMPOSITION OF ~AX. 

32 An excise tax is imposed on the ase in this state of 

33 tangible personal property purchased ~or use In thIS state, at 

34 the rate of ~Otl~ :ive percent of ,he purchase price of the 

35 property. The excise tax is imposed upo~ every person uSlng 
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1 the property within this state until the tax has been paid 

2 directly to the county treasurer or the state department of 

3 transportation, to a retailer, or to the department. An 

4 excise tax is imposed on the use in this state of services 

5 enumerated in section 422.43 at the rate of fott~ five percent. 

6 This tax is applicable W"~~~ if services are rendered, 

7 furnished, or performed in this state or W"~~e if the product 

8 or result of the service is used in this state. This tax is 

9 imposed on every person using the services or the product of 

10 the services in this state until the user has pa1d the tax 

11 either to an Iowa use tax permit holder or to the department. 

12 Sec. 17. Section 442.7, subsection 1, paragraph a, Code 

13 1987, is amended by adding the following new unnumbered 

14 paragraph: 

15 NEW UNNUMBERED PARAGRAPH. 

16 determining the state percent 

However, the computation in 

0: growth shall not include 

17 revenues generated as a result of state tax increases or 

18 increased revenues resulting from reduced federal taxes • . : 
19 Sec. 18. This section applies in regard to the increase 1n 

20 the state sales, services, and use tax from four to five 

21 percent under sections 14 and 16. The use tax rate of five 

22 percent applies to motor vehicles subject to registration 

23 which are registered on or after June 1, 1987. The five 

24 percent use tax rate will apply to the use of property when 

25 the first taxable use in this state occurs on or after June 1, 

26 1987. The five percent rate will apply to the gross receipts 

27 from the sale, furnishing, or service of gas, electricity, 

28 water, heat, and communication service if the date of billing 

29 the customer is on or after June 1, 1987. In the case of a 

30 service contract entered into prior to June 1, 1987 which 

31 contract calls for periodic payments, the five percent rate 

32 will apply to those payments made or due on or after June 1, 

33 1987. This periodic payment would apply, but not be limited 

34 to, tickets of admissions, private club membership fees, 

35 sources of amusement, equipment rental, dry cleaning, reducing 

, . 
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1 salons, dance schools, and all other services subject to tax, 

2 except the aforementioned utility services which are subject 

3 to a speclal transitional rule. Unlike periodic payment under 

4 service contracts, installmencs sales of goods, wares, and 

5 merchandise are subject to the full amount of sales or use tax 

6 when the sales contract 1S entered into or the property is 

7 used in Iowa. 

8 Sec. 19. Section 3 of this Act is retroactive to January 

9 1, 1987 for tax years beginning on or after ~hat date but 

10 before January 1, 1988. Section 3 of this Act is repealed 

11 January 1, 1988 for tax years beginning on or afte, that date. 

12 Sec. 20. Section 4 of this Act is effective January 1, 

13 1988 for tax years beginning on or after that date. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

Sec. 21. Sections 14 through 16 and section 18 of this Act 

are effective June 1, 1987. 

Sec. 22. Sections 1, 2, and 5 through 13 of this Act are 

retroactive to January 1, 1987 for tax years beginning on or 

after that date. 

Sec. 23. This Act, be~ng deemed of lmmediate importance is 

effective upon enactment. 
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Amend Senate 2ile ~81, as amer.dec, passed, and re­
~~inted bv the Sena~e, as tCllOWS: 
- 1. By'striking everything after the enac:ing 
clause and inserting the :ol:owing: 

"Section 1. Section 422.3, subsection 5, Code 
1987, is amer.ded by striking the s~bsect:on and 
inserting in lieu thereof the following: 

5. "Internal Revenue Code" means the r~ternal 

Revenue Code of 1954, prior to the date of its 
redesignation as the Internal Revenue Cede of L986 by 
the Tax Reform Act of 1986, or means the I~te:nal 
Revenue Code of 1986 as amended to and :~cl~d:~g 
~anuary 1, 1987, whichever is applicable. 

Sec. 2. Section 422.4, subsection 17, Coue :987, 
is amended to read as Eol:ows: 

17. a. IIAnnual inflation factor ll ~eaM~-e~-~n~ex7 

e~?~e~~ed-a~-a-?ereentage7-determ~ned-oy-t~e 
de?a~tment-eaeh-year-to-~efTeet-the-?tl~eha~i~9-?ewer 
oe-the-do±ier-es-a-~e~~it-oE-~"ftat±o"-dtl~~~g-the 
p~eeeding-eaiendar-7ea~~--Por-eMe-t98t-end-~~6~eq~ent 
~e~~~cia~-yee~~,-u8~ntl~l-~~f~ation-~eetorU ~ea~s an 
index, expressed as a percentage, determined by the 
department by October 15 of the calendar year 
?receding the calendar year for Nhich the fac:or :s 
~eterm1ned to reflect the purchasing power of ~he 
~ollar as a resu:t c~ in~lation duri~g the E:sca: year 
e"d:"9 1:1 the calendar year precedi~g the cale:1dar 
year to: which the :actor is de:er~i~ed. ~n 
dete:';~ining the an:;l:a~ i:-:f::"at.!..o:1 :acto::- 1 :-.:-:e 
depar~~e~t shall use :~e a~~udl gerce~t c~anqe, Dl:: 
;~C': less ~harl zero pe::-cen!:., in :-.he ::-r.pl.:.c:": pri.ce 
~eElato: ~or the gross national ?:oduc: cc~p~ted ~O~ 
~~e-who~e-eaie~d8r-y~a~-o~ for the sec()r~d q~arter ~f 

:-:--;~ eLl 1 endar yea r -;-~r.-th~-ee~e-~F- t':~e- :rt~~~!:!::- t:~": ~at !e-~ 

f~eto~-~e~-the-±9al-e~d-~~b~e1~e~t-~6;~~rj~~-Y~~~~7 by 
~.r.':? bureau of. eCQr:.omic d;;alysis o~ :.::e J:L.teC S",:i::e::· 
de;::d;!::T1€:;t. ot CCrT' •. :nerce a;~d sea:: a.<.ld !-:,.;c-'~,):.l""i::-:") ~0~ 

~~~-~98e-~~d-~ob~e~~~~t-ea±end~r-7~~~~ of :~a~ ~~=2C:. 
c~al1ge tc o~e h~~dred percent. ~~~-8~~~~~-i~fid-~~r 

~~e~er-f~~-~h~-~9~9·e~ieMder-~ee~-i~-~~e·-~~~~~e~- ~We 
~~!"~~-t~~~e-?e'!'ee!1~7 The ar:.::..:.~: i.~t": ,.-::: :_::.;. ::2.Ct.:_H "-. 
i.he cum~::'a~ivf:. inf:a:::on Eacto~ s::3.J.: '~2, !)P 

, 
~ , ~~x!:)::,~s5ed as '-~ pe~ce;'~dqe rG14n.::?(i :':0 :-~i.: ',?.;,.r:;:s~. 0.:f? 
~~ tpnth of ~~e per~e:\~. The an~_a~ i~f~,d~ ... ~·1 :dC"O~ 
~5 shal: no~ be less ~hA~ ~n2 ~un2:2d pe~ce::: .. 

('?:er:dar '(ea~ 3!:u d L':' annual inE i.at en f.:~c::.:.;::s :c:' 
s~bseq~er~~ ca.~enddr ye3cs as dete~~ ~ed ~~~sLa~: ~~ 
t.r.is subsec:ion. ':--:-:e c!..lmulacive ..... lat~.or; fdc~nr 
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_ applies ~o all :ax years be(;~n;~i~g C~ Or a~~e~ Ja~~ary 
2 ~ of t~e cdlenda: year for ~h~c~ ~~e :a:es~ a~:';~a: 
3 .~f:3t~O~ ~actc~ ~as bee~ de:e~~~~e~. 
~ c. The an~~al ~~E~at~8~ ~act~~ ~cr t~e ~9~B ~987 

5 ca:enda: year is one h~~dred ?e~ce~t. 
I) ri. Notwithscanc':rlg t!'-!e c:)mputat:!o!; cr :::e a:1n:!al 
"7 i!1:1at':'on factor ~r;der paragrapr. Ila" e~-e:,:!-~ 

8 ~~b~ee~~en, t~e an~~al inf:at~on facto: is o~p ~·~~!~d(ed 
9 perce~t for a~y ca:endar year in wh~ch ~he ~~eo~~gated 

iO state general fund ba:ance en June 30 ~~-ee~~~~~ed-by 
~~ t~e-d±ree~~~-o~-~e~e~~e-~nd-f~~dnee-oy-S~~t~~~?er-~e-ef 

~~e-f~~e6~-7e~~-be~±~~±~g~~~-~~tlt-e~~e~d~~-ye~~-~~ 
±e~~-~~an-~i~ti-~i±~ie~-cie±~~r~~--H~we~er,-~~~-t~e 
I98~-~~ci-~~b~eq~e~t-ee~e~6~~-f~~~~7-~~e-~~~tl~~ 

~ME~~~~e~-~~etc~-~~-e~~-~~~d~e~-~e~~e~~-~~r-~~r 
in c~~~~ea~-j~e~-~~-t~e-~~~~~~;a~~~-~~~t~-;e~e~a~-~~~d 

ba±~~ee-~~-3~~e-3a-e~-~~~-e~~~~d~~-7ee~-~~~eed~~~-~~e 
ee~encie~-j~d~-~e~-wM~e~-~~~-e6~~e~-~~-dete~~~~eo, as 
certi:ied oy the d::ec:or of ~even~e anc :i~a~ce by 
Oc~ober lO, is :eS5 than Sixty ~il:ion dollars. 

:8 
19 
20 
2l 
22 
23 
24 

.":2 5 
26 
27 
28 
2<) 

30 
3~ 

32 
33 

35 

37 
38 

Sec. 3. Sec:ion 422.5, subsectlcn 1, ~arag~a~hs a 
through ~, Code 1987, are a~ended by striki~g :he 
paragra~hs and :~serti~g in l:eu thereof the 
to1.1owi~g: 

a. On all taxable income fro~ zero through four 
thousa~d do::ars, ~o~r perc~r.t. 

:J. On al ~ taxable ~~cor.e e:<ceed':"ng four tho:!sa:1u 
dOllars buc net exceedil1g ~~fteen thousand do:lars, 
six percent. 

c. O~ al! taxable :~ccre exceeding fifteen 
thousa~d dollar3, ni~e pe~C2G(. 

Sec.~. Section ~22.5, s~b5ect_o~ l, pa~agr3p~ ~, 

CoJe :'987, ~s ar:ended tC ~ead as ::-:<. .. :0''''5: 

~ d. T~e tax i~pcsed upcn ~~:e ~axable i~cc~e G~ a 
r~o!:res':"ller.t shall be CC:Tp~~ted 2-'j :-ec~ci~S :hp a~()U:1t 
deter:nined p~r3\la:1':: ~8 parag:aphs "aft ::h!."8~g:-: U~i.i. Itc" 
by the a~o:Jnts of ~onref~!1dable credits u~der r~:s 
divisi.0r1 3!lC by :nu:~,ipl'ii!1g ::h~s res~::'!:lr:g a~G:~:;::' jy a 

39 ~raction of which ~he nonresident's ne: income 
40 allocated to Iowa, as dete[~ined :n section 422.8, 
41 s:lbsection 2, is the ~~merator a~d the nc~reside~:ls 
42 total net income compu~ed u~der section 422.7 ~s ~ile 
43 dencmin~~or_ This provision also app:ies ~o 

4! i :1divic.~t2::'S who dote ~esidents of :8wa :2;!:' l.ess t~an 
tax yea:-. 
Sec~lo~ 422.5. subsectio~ 

47 ~:nn.Jrnbcred parag~aph i, Code 1981, 12 amended :c :-ead 
48 as :81 ... c',;s: 
4S '~he~e is ~mpos~d upo~ 2very resident and 
50 jl()~res;.de~( of this state, inc~lld~r:g es~ates a:l~ 
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1A ,1,1(' "'hree' 

~ ~:usts, the greater of ~~e ~dX de:er~Lrled ." 
2 paragraphs 'Ia ll througt1 U~ll "d" ~r ~~e s:ate 
3 a":'ternative ~i~ii~um tax ea'...lalo:c ni:-'ie ;)ercent ~t ::.he 
4 state alternative ~ininum·taxable inco~e o~ the 
5 taxpayer as computed uncer t~is paragraph. 
6 Sec. 6. Section 422.5, subsections 6 and 7, Code 
7 1987, are amended tc read as follows: 
8 6. A oerson who ~s disablec, is sixty-two yea~s cf 
9 age cr o~der or 1S the surviv1~g spouse ;f an 

lO individual or survivor having ar. i~surable i~teres: i~ 
11 dn individual who would have q~alified for Lh~ 
12 exemption under this paragrap~ Ecr this tax YClr and 
13 receives one or more annu~~ies ~rom t~e 0nited States 
14 clvil service retirement and disab:lity [rust fund, 
:5 and whose ~et income, as defi~ec i~ sect:on 422.7, :5 
16 sufficient ~o reauite ~ha~ the tax be imoosed uocn it 
:7 under t;,is section, may determine fina~ taxable" inccme 
18 for purposes of impcsi~ion of the :ax by excluding t~e 
19 amount of annuities received fro~ the ~ni~ed States 
20 civil se~vice retire~ent and disabil:ty trust :und, 
21 which a~e not already excluded in deter~ining ne~ 
22 income, as defined in section 422.7, up to a maximum 
23 each tax yea= of :ive thousa~d !±ve-~nno~ed six 

~~ hundred twe~ty-seven dollars Eor a person who files a 
I~' sepatate state income tax teturn and eight thousand 

cO one hundred e:ghty-:our dolca:s total for a husbar.d 
27 and wi:e w~o file a :o:nt s~ate i~cc~e tax ~eturr.. 

'0 ~o 

28 However, a s~:viving spouse who is ~ot disabled cr 
29 sixty-two yeats cf age or c:.der can or.iy excll:de the 
]0 arno~~t of annIJi::es received d5 a resu:: of the deat~ 
3~ of the othe~ spo~se. ~~e am0c~t of the exempt~o~ 
32 shal~ be reduced by the amoun~ 0: any social secur~:y 
33 belleE~~s rece:ved. For the putpcse of this sect:cn, 
34 the amour.t of ann~ities :eceived fro~ ~he Un:ted 
3'0 
36 
37 
38 
39 
40 

42 
43 
4~ 

4S 

States civi: service ret~remen~ a~d disability :r~s: 
~und ~axab:e under the :n~e:nal Revenue Code of 195~ 
shall be :~cl~ded in ~et i~come for ?Ur~OSe5 of 
deter~ir.ing eli.gibi.l':'~y ll:1de: -:he :ive tr:cusand Gol:'a~ 
or less exclusio~. 

7. UDcn determination 0: the latest c~mulative 
inflatio~ Eactor, the direc~cr shall ~ultiply each 
dollar a~ount set Eorth in subsection 1, ?aragrapr.s 
"a" through am u I'C'I of this sec:io~, and each do~lar 
amount specified i~ this sectic~ as the ~axi~u~ a8CU~: 
of an~ui:les received which may be excl~ded in 

46 deter~ining E~nal taxable i~~ome, by this c~~~~atlve 
47 inflation fac~or, shall rou~d ~E: the resul :na 
48 product to the nedrpst one do~:ar, and Shd~ a 9 incorporate r.he result ircto :"e income tax 

.~J instructions for each tax year. 

-1-
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Sec. 7. Sec:i~n 422.8, s~bsec::cn 2, Coce 1987, \5 

2 amended to reac as ~ol:ows: 

3 2. ~o~reside~:'s net ~~c~me al:ocated ~o Iowa ~s 
4 the net income, or port~on thereof, wh~c~ is ~e~~~ed 
5 ~rcm a buslness, trade, 9rofessio~f or occ~patio~ 
6 carried on withi~ t~~s state or i~cc~e E:om a~y 
I property, trust, estate, ~r other scurce withi~ Iowa. 
8 IE any business, trade, professiQ~, or occupati~~ is 
3 carried on par::y wit~~~ a~d pa:tiy ~ithout :he state, 

:0 only the portion of the net income which ~s fai~ly a~d 

il equitabiy attribu=ab!e to that pa~t of :~e bu~'ness, 
:2 trade, profession, or occupation carried on w:~~i~ :ne 

state is allocated t~ :cwa fcr purpcses of sectlo~ 
'.22.5, sL:osec:,:"c:1::", :;aragraph UM U ltd" a.nd secticr~ 

15422.13 and income E:-om ani ;>(o;>ert"j~:-'J.s;:, estate, Qr 

i.3 , , 
•• 

16 ether so~rce partly Wlth!~ a~d pa~::! w!thcu: [~e 
~7 state is allocated t~ :owa i~ :he sa~e md~~e:, exce?t 
c8 t~at an~~ities, :n:erest C~ ba~k de~cs~ts anc 
19 ~ntetest-bearing obligations, anc clv!de~ds ate 
20 allocated to Iowa only to the extent to which they are 
21 derived :rom a business, trade, profession, or 
22 occupation carried on within the state. However, 
23 i~come received by an individual who is a resident of 
24 another state is not allocated to Iowa if the income 
25 ~s subject to an income tax imposed by the state w~ere 
26 the ~ndividual resides, and if :he state of resice~ce 
27 allows a ~im!lar exclusion for Income ~ecelvec :~ that 
28 stdte by residents of :owa. :n order to implereent the 
79 exclusio~s, the director shall designate by rule the 
30 states which a:low a similar exclusion for :r.come 
31 received by residents of Iowa, and may enter :~to 
32 agreements with ot~er states to ~rovide that si~ilar 
33 exc:u~io~s wi:l je a:lowed, and :c provide s~~:able 
34 ~it~ho:di~g requi~e~e~ts i~ each sta~e. 

·-35 Sec. 8. Section 422.9, subsection :, ~~Il~xbe~ed 
< 36 paragraph::", Code 1987, is a:ne~ded by s~rik':":;(] ~:~e 

37 paragrapn a,:d :~serti~g i:: lieu thereof the :o:lcwi::g: 
38 ?or d si~gle ?erso~ whc IS not a head of household, 
39 d married couple ~i:ing jcintly, a s~rvi'ling spc~se, a 
40 qua:l.fying widow, a head of househo:d, or a ~arr:ed 

41 person filing sepa~ately an optiona: s:andard 
42 deduction equal co t~e amc~~t of the s:andard 
43 deduction determi~ed under sectic~ 63(c) of the 
44 I~ternal Revenue Code for that filing status. 
45 Sec. 9. Sectio~ 422.9, subsectlo~ 2, paragraph b, 
46 Cede 1987, is amended by Rtriki~g t~le paraGraph 2~d 
~: i:lsertins i~ ::"ieu ~he~eof che Eol:owing: 
48 b. For tax years begi:~!li~S o~ or aEter ;al~ua~y I, 
~9 1987 bu~ before Janl;ary 1, 1988, aci(1 :~e a~ou~t of 
SO :'eceral income tax "aid cllrine; :heCilX year Eor t~e 

.. '1 
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p.vious tax year, except ~0~ Eede~d~ :~c8~e t~x ~a:d 
~ ~r. est:~ated tax pay~er.ts, to t~e ~xtent t~a: t;.P. 
3 federal inco~e tax pa~d was not :he resul: o~ an 
4 ad~ustrnent to the return fer the ?re~iccs tax yea:. 
5 For tax years beginning on or after January:, 198 7 , 
6 add the amour.t of federa: income tax paid dur:ng :~e 
7 tax year wh:ch is the res~:t cf an adj~st~e~~ to d 

8 federal return for a tax year beginning prior tel 
9 January 1, 1987. Subtract the amount of fedeca: 

10 income tax refund received during the tax yea~ ~Q the 
11 extent that the federal income tax that was reEu~ded 
12 had been deducted on a return for a pr~or tax ypar. 
13 Married persons who ~ave filed a joint federal income 
14 tax ~eturn and who E~le separately shal: div~de t~e 
:5 federal incoree tax pa:d or ~he federa: inc8ne ~ax 
:6 refund between the~ i~ ~he rat~c o~ :~e ~ede~3: 

17 ad~usted gross income of eac~ spc~se :0 ~he dd~~:s:ed 
gross inco~e of bot~ spouses fer :he tax year ~hie~ i8 

19 
20 

_ - 2 :. 
.. '22 

23 

resu:ted i~ the income tax ?ayrr.ent or tr.e income tax 
refund. 

Sec. :D. Section 422.9, Code 1987, is amended by 
adding after subsection 2 tne fc~lowi~a new subsectiOn 
a~d ~enumbering the other subsections: 

NEW SU ION. 3. In addition to the amount 
un r su section 1 or 2, the taxpayer may 

the amount of the applicable persona: 
27 exemptions allowed under section i51 or 642(0) o~ the 
28 Internal Revenue Code. In the case of married 
29 :axpayers electing separate Eiling on a combined 
30 ~eturn for state income tax purposes, :he married 
31 ~axpayers Shall equal:y divide amo'lgst thern the arncu~t 
32 cE the exe~ption Eor depende~ts al:cwed u~de: 5ect~o~ 
33 :51 of the Interna: ~evenue Code. 
34 Sec. 11. Section 422.12, subseotion 1, Code 1987, 
35 is amended by st:i~ing the subsection. 
36 Sec. 12. Section 422.21, un~u~bered paragraph 4, 
37 Code 1987. is amended to read as follows: 
38 The direCtOr shall determine for the ~9i9 1988 and 
39 subsequent calendar years the annual and curnu:ati'Je 
40 ~nflation factors for those calendar years to be 
41 applied to tax years beginning on or after Januarj : 
42 of that ca:endar year. The director shall computQ the 
43 new dollar amounts as specified therein to be adjusced 
44 in sectioll 422.5 by :he latest cureu:ative inf:at~cn 
45 ~actor and rou~d cfe ~~e res~lt ~o ~he neares~ o~e 

~6 dol:ar. The a~nudl a~d c~lmu:a:ive inf:ation fac:~rs 
~., dete~~ined by the director are ~Ot ~ules as defi~ed :~ 
48 sec~ion 17A.2, subsectio~ 7. 

Sec. l3~ Section 442.7, subsection 1, pa~aqrap~ a, 
e 1987, is a~@nded by addi~g the fol:owi~g new 

-5-
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.: H-3736 

.' 
" .. Page Six 

'. 1 unnumbered paragraph: 
2 NEW ~NNUM9ERED PARAGRAPH. However, the ~Oi~?Ltat~o~ 

",.3,:.in determining the state percent o~ growth shall not 
.·.·4,·include revenues generated as a result of sta':e tax 
.. ·; .. s;;.increases or increased revenues resulting from reduced 

~; federal taxes. 
'7 Sec. 14. Sections 1 through 12 of this Act a'~ 
8 retroactive to January 1, 1987 for tax years be~:n~ing 
9 on or after that date. 

10 Sec. 15. This Act, being deemed of immediate 
11 importance is effective upon enactment." 

' .. 12 2. Title page, line 2, by striki'~g t.he ,,,,,;:.j i 13 "withholding,". 
14 3 . . Title page, by striking lines 4 tho~gn 6 aoc 
15 inserting the following: "adjusting the a:lowab:e 
16 growth under the schoo:". 

H-367J 

1 l>.mend 
2 repr:':1ted 
3 ' By 
4 lin@ ll. 

1987 

SE:.JATE F"ILE 481 

Senate File 481 
by the Senate 
striking page 

as amended, passed, and 
as fol10'';$: 
8, line 25 through page 11, 

5 2. By striking page 11, line :9 through page 12, 
6 line 7. 
7 3. Page 12, by striking lines 14 and 15. 
8 4. Title page, by striking lines 4 through 6 and 
9 inserting the following: "adjusting the al:owable 

10 growth under the school". 

H-3671 "TLEfJ '\PRIL 8, 1987 BY PETERS or ':io'),::Y"y 
:f'A<-<.,,; v/. 4/1,. ('1' l'fa<L) , 



SENATE: F I L::: ~ U i 
H-3762 

~ .o\."i"lend the Commi t tee en · . ..;,::j5 .J~·:C ."":t7:..:.:.-;:=: cti:-:~':':I:l'e:lt, !-;_ 

t~ 2 3736, ~o Senate File ~8~ as 3~~r'(~ed, ~dssed ,.r~~ 
3 reprinted by the Senate. as :oi~c~s: 
4 1. Page 2, by striking lines 25 t~rc,;gh 3i and 
5 inserting the following: 
6 "a. O~ all taxable income from zero th:ough f~';e 
7 thousand dOllars, two percent. 
8 b. On all taxable income exceedi~g fIve thc~s2~d 
9 dollars but not exceeding seven ~ho~sand do~:arsf f0~: 

10 percent. 
11 c. On a:l taxable income exceeding seven :housa~d 
12 dollars, six percent." 
13 2. Page 4, by st~iking lines 35 :hro~gh 4~ and 
14 inse[ti~g the fol:owi~g: 
is "Sec. 8. Section 422.9, subsec:ion i. unnumbered 
16 paragraph :, Code 1987, ~s ame~ded to read as ~ol~c~s: 
17 An optional standard deduction 0: El:teen percen: 
18 of :he net L~co~e ot~e~-eed~ce~~~-~f-!ecie~e~-~~ee~e 
19 t~~, not co exceed one ~housand two hundred dC::drs 
20 Eor a married person who files separa:e:y. one 
21 thousand two hundred dollars for a si;:gle per30n o~ 
22 three thousand dollars for a ~usband and wife who :.le 
23 a joint return, a surviving spouse as defined in 
24 section 2 oE the :nte~nal Revenue Code of 1~S4, O~ an 
25 un~a~ried head of househcld as defined i~ the :n~e~~al 

A.~ Rever.~e Code of 1954." 
~~. 3. ?age 5, by striking lines 21 through 35. 

li-3762 F"lLi:::J .".PRIL 14, 1987 BY BE:-:NETT of h!a 
1-/h +/.- (~ . ('I." ) 

" 



Amend the COmr.1i t tee O!1 :vays 2.:1C :-I:.ea.:-:s ame::d~ent, .. 
2 3736, to Senate File ~81 as ame~ded, passed anc 
3 reprinted by the Senate, as fellows: 
4 1. Page 2, by striking lines 2: through 3: and 
5 inser::ng the following: 
5 
7 
8 
9 

~o 

:1 
12 

"Sec. 3. Sec~ion 422.5, subsection 1, paragraphs ~ 
through ~, Code 1987, are amended by striking the 
paragraphs and inserting in lieu thereo: the 
:oilowing: 

J. On al: taxable ~ncome exceeding :wenty-f:ve 
thousand dol:ars, n~ne and three-fourths perce~~.'1 

2. Page 3, by inserting aEter line 5 the 
13 Eollow':'ng: 

·'Sec. Section 422.5, s~bsec:~on 2, Code 1987, 
15 :s amended to read as :ol:ows: 
l6 2. Hcwever, no tax shall be imposed or. any 
17 resident or nor.resident whose net income, as defined 
18 in section 422.7, is ~~ve seven thousand dol:ars or 
19 less; but in the event that the payment of tax under 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

20 this division would reduce the net income to less than 
~~~e seven thousand dollars, then the tax shall be 
reduced to that amount which would result in allowing 
the taxpayer to retain a r.et income of f~~e seven 
thousand dollars. The preceding sentence does not 
apply to estates or trusts. For the purpose of this 
subsection, the entire net income, including any part 
:hereof not allocated to Iowa, shal~.be taken into 
account. If the combined net income of a husband and 
wife exceeds E±~e seven ~housar.d dolla(s, nei:her 0: 
them shall receive the bene::: 0: thiS subsection, and 
:: is i~~aterial whether t~ey ri:e a joint retur~ or 
separate returns. A person who is claimed as a 
dependent by another person as defined in sec::on 
422.12 shall not receive the benefit of this 
subsection iE the person claiming the dependent has 
net income exceeding f~~e seven thousand do~lars or 
the person claiming the dependent and the person's 
spouse have combined net income exceeding E±~e seven 
thousand dollars." 

21 
22 
23 
24 

3. By striking page 4, line 35 through page 5, 
line 35. 

4. Page 6, line 14, by striking the figure "~" 
and inserting the following: "3". 

11-3756 FILED APRIL 14, 1987 
;(.,'" </!",'lfJ 13yt) 

" 

BY CARPENTER of Polk 
GAn~!i\N of Story 



.-
SENATE fILE 481 

11-3749 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

Amend the Ways and Means Committee amendment, H-
3736, to Senate File 481, as amended, passed, and 
reprinted by the Senate, as foilows: 

1. By striking page 1, line 3 through page 6, 
line 16 and inserting the following: 

" By striking everything after the enacting 
clause-and inserting the following: 

"Section 1. Section 8.55. subsection 1, Code 1987, 
is amended to read as follows: 

1. The Iowa economic emergency fund is created. 
The fund shall be separate from the general fund of 
the state and the balance in the fund shall not be 
considered part of the balance of the general fund oE 
the state,-e~eept-for-p~rpo~e~-of-determ~nin9-the 
ann~a~-±nf~at~on-faetor-tlnder-~eetion-4rr.47 
~tlb~eetion-~~,-the-ba~anee-~n-the-Etlnd-~haii-be 
eon~idered-part-of-the-generai-ftlnd-of-the-~t8te. The 
moneys in the fund shall not revert to the general 
fund, notwithstanding section 8.33, unless and to the 
extent the fund exceeds the maximum balance. 

Sec. 2. Section 422.3,' subsection 5, Code 1987, is 
amended by striking the subsection and inserting in 
lieu thereof the following: 

_26 
, 27 

28 

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 Re~orm Act of 1986, or means the Internal 
Revenue Code of 1986 as amended to and including 
January l, 1987, whichever is applicable. 29 

30 
3l 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Sec. 3. Section 422.4, subsections 1, 4, 10, 11, 
14, and l8, 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 persona: exemption) as computed for federal income 
tax purposes under the Internal Revenue Code ot-i954, 
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. 

46 

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. 

47 a. If a taxpayer has made the e:ection provided by 
48 section 441, subsection "E", of the internal Revenue 
49 Code of-~954, "tax year" means the annual period so 
SO elected, varying from f~fty-two tc :ifty-three weeks. e -1-
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b. If the effective date or the applicability of a 
2 provision of this division is expressed in terms of a 
3 tax year beginning. including or ending with reference 
4 to a specified date which is the first or last day of 
5 a month. a tax year described in paragraph "a" of this 
6 subsection shall be treated as beginning with the 
7 first day of the calendar month beginning nearest to 
8 the first day of the tax year or as ending with the 
9 last day of the calendar month ending nearest to the 

10 last day of the tax year. 
11 c. This subsection is effective for tax years 
12 ending on or after December 14. 1975. 
13 10. The word "individual" means a natural person; 
14 and where an individual is permitted to file as a 
15 corporation. under ~~e-pre~isiens-e~ the Internal 
16 Revenue Code ef-~954. such fictional status shall not 
17 be recognized for purposes of this chapter. and s~eh 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

the individual's taxable income shall be computed as 
required under ~he-prevtstons-of the Internal Revenue 
Code ef-~954 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-t954. 

14. The term "wages" shall have the same meaning 
as provided by the Internal Revenue Code ef-~954. 

t6.--Por-p~rpeses-ef-geetien-4~~.37-s~bsee~ion-57 
the-fnternat-Reven~e-ee~e-ef-~954-shatt-be-in~erpreted 

te-inet~de-~~e-provisions-of-P~b.-b.-No.-96-4. 
Sec. 4. Section 422.4. subsection 1. Code 1987. is 

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~ 
~n. In the case of estates or trusts. ~he-words 
"taxable income" mean means the ~axable income 
twithout a deduction for personal exemptiont. as 
computed for federal income tax purposes under the 
Internal Revenue Code of 1954, but with the 
adjustments specified in section 422.7 pt~s-the-fow8 
ineome-tax-~ed~ete~-tn-eemptlttng-satd-~axabte-ineome 

and-mintls-rederai-ineome-taxes-as-provtded-in-seetion 
44 4~~.9. 
45 
46 
47 
48 

Sec. 5. Section 422.4. subsection 17. Cooe 1987. 
is amended by striking the subsection. 

Sec. 6. Section 422.5. subsection 1. Code 1987. IS 

ame~ded by striking the subsection and inserting in 
49 lieu thereof the following: 
50 1. A tax is iffiposed upon every resident and 

-2-
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e.'On[eSLdent irodividud:. C-'- "state .,:,:c tr'.1st which tax 
L is lev~ed, collected, and pdld 2.:";'-la~ly upon and with 
3 respect to the taxable income at the rate of three and 
4 one-half percent. 
5 Sec. 7. Section 422.5, subsections 6 and 10, Code 
6 1987, are amended to read as follows: 
7 6. A person who is disabled, is sixty-two years 0: 
8 age or older or is the surviving spouse of an 
9 individual or survivor having an insurable interest 1n 

10 an individual who would have qualified for the 
11 exemption under this paragraph for this tax year and 
l2 receives one or more annuities from the United States 
13 civil service retirement and disability trust fund, 
1~ and whose net income, as defined in section 422.7, is 
15 sufficient to require that the tax be imposed upon it 
16 under this section, may determine final taxable income 
17 for purposes of imposition of the tax by excluding the 
18 amount of annuities received from the United States 
19 civil service retirement and disability trust fund, 
20 which are not already excluded in determining net 
21 income, as defined in section 422.7, up to a maximum 
22 each tax year of five thousand five hundred dollars 
23 for a person who files a separate state income tax 

•

return and eight thousand dollars total for a husband 
, nd wife who file a joint state income tax return. 

iowever, a surviving spo~se who is not disabled or 
27 sixty-two years of age or older can only exclude the 
28 amount of annuities received as a result of the death 
29 of the other spouse. The amount of the exemption 
30 shall be reduced by the amount 0: any socia: security 
3l benefits received. For the purpose of this section, 
32 the amount of annuities received from the United 
33 States civil service retirement and disability trust 
34 fund taxable under the Internal Revenue Code 0~-y954 
35 shall be included in net income :or purposes of 
36 determining eligibility under the five thousand dollar 
37 or less exclusion. 
38 10. In addition to the othe: taxes imposed by this 
39 section, a tax is imposed on the amount of a lump sum 
40 distribution for which the taxpayer has elected under 
41 section 402(e) of the Internal Revenue Code ~E-±954 to 
42 be separately taxed for federal income tax purposes 
43 for the tax year. The rate of tax is equa~ to twenty-
44 five percent of the separate federal tax imposed on 
45 the amount of the l~~o sum distribution. A 
46 nonresident is liable"tor this tax only on that 
47 Dcrtion of the lumc sum distribution allocable to 
~8 :owa. The tota~ a~ount of the ~umn su~ d:s~,ibu~ion 
49 s~bject to separate fede~a; :ax sh~ll be i~c:uded in 
~et income for purposes of determining eligcbility 
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1 under the five thousand dol~ar or less exclusion. 
2 Sec. 8. Section 422.5, subsection 7, Code 1987, 1S 

3 amended by striking the subsection. 
4 Sec. 9. Section 422.5, subsection 8, Code 1987, 1S 

5 amended by striking the subsection. 
6 Sec. 10. Section 422.6, unnumbered paragraph 2, 
7 Code 1987, is amended to read as follows: 
8 The beneficiary of a trust who receives an 
9 accumulation distribution shall be allowed credit 

10 without interest for the Iowa income taxes paid by the 
11 trust attributable to such accumulation distribution 
12 in a manner corresponding to the provisions for credit 
13 under the federal income tax relating to accumulation 
14 distributions as contained in the Internal Revenue 
15 Code ef-t954. The trust shall not be entitled to a 
16 refund of taxes paid on the distributions. The trust 
17 shall maintain detailed records to verify the 
18 computation of the tax. 
19 Sec. 11. Section 422.7, Code 1987, is amended to 
20 read as follows: 
21 422.7 "NET INCOME" -- HOW COMPUTED. 
22 The term "net income" means the adjusted gross 
23 income as properly computed for federal income tax 
24 purposes under the Internal Revenue Code ef-t954, with 
25 the following adjustments: 
26 1. Subtract interest and dividends from federal 
27 securities. 
28 2. Add interest and dividends from foreign 
29 securities and from securities of state and other 
30 political subdivisions exempt from federal income tax 
31 under the Internal Revenue Code ef-t954. 
32 3. Where the adjusted gross income includes 
33 capital gains or losses, or gains or losses from 
34 property other than capital assets, and such gains or 
35 losses have be~n determined by using a basis 
36 established prior to January 1, 1934, an adjus:ment 
37 may be made, under rules prescribed by the director, 
38 to reflect the difference resulting from the use of a 
39 basis of cost or January 1, 1934, fair market value, 
40 less depreciation allowed or allowable, whichever is 
41 higher. Provided that the basis shall be fair ma~ket 
42 value as of January 1, 1955, less depreciation allOwed 
43 or allowable, in the case of property acquired prior 
44 to that date if use of a prior basis is declared ~o be 
45 invalid. 
46 4. Subtract installment payme~ts received by a 
47 beneficiary under an annuity which was purchased under 
48 an employee's pension or retirement plan when the 
49 commuted value of said installments has beer. included 
50 as a pa~: of the decedent employee's estate for Iowa 
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~ S7--·A6d-the-bmo~~t--~~· ~~!e~-th~--~ct~~~-of-qb~~±ft~d 

J depreeieb~e-prope~ty-~~-~~cict~~ed-t~-be-~ner~ae~d-fo~ 
4 deprecie~±on-p~rpo~e~-"tlnrier-the-f"ternBi-Reventle-eode 
5 Amcndment~-Act-o£-~964-te-rhe-extent-t"~t-~tleh-emotlnt 
6 eqtlel~-the-net-amotlnt-oE-the-~peciei-ded~etion-e~±owed 
7 on-the-be~i~-o£-the-emOtl"t-by-whie"-t"e-depreeieb=e 
8 be~i~-o£-~tleh-q~a~i£ied-property-wa~-reqtlired-to-be 
9 redtleed-£or-depreeiation-ptlrp05e~-~nder-the-f"ternei 

10 Reventle-eode-~~endment~-Aet-o£-~96~~--Phe-llnet-amotlnt 
1: of-the-~~e~ial-ded~et±onll-~halt-be-eemp~ted-by-tak~"9 
12 the-~tlm-o£-the-amotlnt~-by-whieh-the-ba~i~-o£-qtlatified 
13 property-we5-req~ired-to-be-deerea5ed-£or-de?reeiation 
14 ptlrpo~e~-£or-the-ycBrs-i96~-end-i963-and-5tlbtreetin9 
15 £rom-it-the-5tlm-of-the-amOtlnt5-by-whieh-the-be~i~-of 
16 ~~eh-property-we~-reqtlired-to-be-ineree5ed7-prior-to 
17 i9647-for-depreeietion-or-disposition-ptlrpo~es-tlnder 
18 the-fnternet-Reven~e-eode-Amendment~-Aet-of-i96~~ 
19 6. Individual taxpayers and married taxpayers who 
20 file a joint federal income tax return and who elect 
21 to file a joint return, separate returns or separate 
22 filing on a combined return for Iowa income tax 
23 purposes, may avail themse"lves of the disability 
2~ income exclusion and shall compute the amount of the 

•

' isability income exclusion subject to the limitations 
} r joint federal income tax return filers provided by 
~: ection 105 (d) of the Internal Revenue Code of-i954. 
28 The disability income exclusion provided in section 
29 105(d) of the Internal Revenue Code of-i954, as 
30 amended up to and including December 31, 1982, 
31 continues to apply for state income tax purposes for 
32 tax years beginning on or after January 1, 1984. 
33 7. Add to the taxable income of trusts, that 
34 portion of trust income excluded from federal taxable 
35 income under section 641(e) of the In~ernal Reve~ue 
36 Code of-:!:954. 
37 8. Macried taxpayers who file a joint federal 
38 income tax return and who elect to file separate 
39 ret~rns or separate filir.g on a combined return for 
40 Iowa income tax purposes, may avail themselves of the 
41 expensing of business assets and capital loss 
42 provisions of sections 179(a) and 1211(b) respect:vely 
43 of the Internal Revenue Code Of-T954 and shall compute 
44 the amount of expensing of business assets and capital 
45 loss subject to the limitations for joint federal 
46 Income tax return Eilers provided by sections 179(0) 
47 and 1211(b) respectively of the Internal Revenue Code 
48 of-:!:954. 
49 9. Suotract the amount of the jobs tax eredi: 
50 allowabce for the tax year under s€ctlon 51 of the e 
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2 =r'2c~t i~cre2sed federa: adj_.~te~ gro2s Income. 
3 10. Ma==ied taxpayerSr w~o file a joint f~deral 
4 Income tax return and who e:ect to file sepa~~t~ 
5 returns or separate filing on a combi~ed return ~C[ 
6 state income tax purposes: shall include in net income 
7 any unemployment compensation benefits received 
8 subject to the limitations for joint federal income 
9 tax return filers provided in section 85 of the 

10 Internal Revenue Code of-l954. 
11 11. Subtract the amount of the alcohol f~e: credit 
12 allowable for the tax year under section 40 of the 
13 Internal Revenue Code of-l954 to the extent that the 
14 credit increased federal adjusted gross income. 
15 12. Married taxpayers, who file a joint federal 
16 income tax return and who elect to file separate 
17 returns or separate filing on a combined return for 
18 state income tax purposes, may avail themselves of the 
19 dividend exclusion provisions of section 116(a) of the 
20 Internal Revenue Code of-l954 and shall compute the 
21 dividend exclusion sublect to the limitations for 
22 joint federal income t~x return filers provided by 
23 section 116(a) of the Int~rnal Revenue Code of-i954. 
24 13. The exclusion of interest income provided by 
25 section 128 of the Internal Revenue Code of-l954 is 
26 not applicable in computing Iowa net income for tax 
27 years beginning on or after January 1, 1981 and before 
28 January 1, 1984. 
29 14. The deduction for a married couple where both 
30 persons are wage earners which is provided by section 
31 221 of the Internal Revenue Code of-l954 is not 
32 applicable in computing Iowa net income for tax years 
33 beginning on or after January 1, 1982. 
34 l5.--~ne-dedtletion-ailowed-tlnder-~eetion-l6rtnt-o~ 
35 tne-fnternal-Re~entle-eode-of-l95q-i~-not-applieable-ir. 
36 eomptlt±ft9-!owe-net-ineome-fo~-en7-tax-yee~-b~9±nn~ng 
37 on-o~-befo~e-geeembe~-3l,-1986.--~ne-dedtletioft-allowed 
38 tlftcier-seet±on-664-of-tne-~ax-Refo~m-Aet-of-i9t67-es 
39 ameftdea-tl~-to-a~a-±ftei~a±~9-geeembe~-3l7-l9S67-±a 
40 allowabie-in-eom~tltin9-fewa-ftet-ineo~e7-fo~-tex-yeer~ 
41 begift~ing-on-o~-befo~e-geeember-3i,-=9807-cnder 
42 p~o~ision9-effeeti~e-for-the-yea~-fo~-whieh-the-~ettl~n 
43 ia-meae7--~he-dedaetio~-ellowea-ande~-seet±o~-i6ifht 
44 ef-the-internal-Re~efttle-Eode-ef-l954-i9-~et-app=ieable 
45 in-eomptlting-fowe-net-ifteeffie-fer-afty-tax-yee~ 
46 begiftft±ft9-0n-or-efte~-canaarY-=7-l98l7--~ne-decitletion 
47 allowed-tlnder-aeet~on-664-of-the-Pex-Refo~ffi-Aet-ef 
48 ~9t6,-a~-affiendee-a?-te-and-ine=tlciin9-geeember-3i7 
49 =98e7-±s-allowab~e-±n-eoffioat±fte-fowe-ne~-±neome-fo~ 
50 tax-yee~s-be9inn±n9-on-or:afte;-dentle~y-i7-l9Sl.--~he 
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'_e"'i~,,!'\-a 1: 'l:owable-ded'jet ier ,-0" "e'" tnt!'" Eo,.-", teo ·,·e C 
~ exper~e,_~hail_rot_exceed-fifty-6o~±ar~-per-de.77-.!,e~e 
3 the_taxpa7e~-eteet~-on-the-iowa-ret~rn-to-be-governed 
~ by_~eetion-694-of-the-~a"'-Reform-Aet:-of-±976T-e.~ 
5 e.merded_~p_to_and_ire±~din9-Beeember-3±,-lge97-~~ie~~ 
6 the-taxpa7er-itemi~ed-expen~e~. 
7 16. Add the amounts deducted and subtract the 
8 amounts included as income as a result of the 
9 treatment provided sale-leasebacK agreements under 

10 section 168(f)(8) of the Internal Revenue code of-±9S4 
11 for property placed in service by the transferee prior 
12 to January 1, 1986 to the extent that the amounts 
13 deducted and the amounts included in income are not 
14 otherwise deductible or included in income under the 
15 Internal Revenue Code of-±954 as amended to and 
16 including December 31, 1985. Entitlement to 
17 depreciation on any property included in a sale-
18 leaseback agreement which is placed in service by the 
19 transferee prior to January 1, 1986 shall be 
20 determined under the Internal Revenue Code of-±954 as 
21 amended to and including December 31, 1985, excluding 
22 section 168(f)(8) in making the determination. 
23 i7. __ St1btraet-the-amotln't-of-t1r.emp±oyment 

•
ompen~ation-to-be-ineltlded-in-iowa-net-ineome-for-8ny 

" ax_year. __ Add_baek_the_amotlnt-of-tlnemp±oyment 
• ,omper.~ation_eomp~ted-~nder-~eetion-e5-of-the-internai 
27 Rever.~e_eode_of_i954,_e.~_e.mended-~p-to-and-ir.eit1dir.9 
28 Beeember_3i,_lgei. __ ~hi~-~tlbeeetion-i~-effeetive-oniy 
29 for_the_ta",_year_beg~nr.±n9-on-or-after-~ent1e~y-~,-~98r 
30 e.nd-before-geeember-3t,-l98r. 
31 18. If the adjusted gross income includes income 
32 or loss from a small business operated by the 
33 taxpayer, an additional deduction shall be allowed in 
34 computing the incoffie or loss from the small business 
3S if the small business hired :er e~ployment in the 
36 state during its annual accounti~g period ending with 
37 or during the taxpayer's tax yea: any of the 
38 following: 
39 a. A handicapped individual domiciled in th"s 
40 state at the time o~ the hirins who ~eets any of the 
41 following conditions: 
42 (1) Has a physical or mental impairment which 
43 substantially limits one or mere major life 
44 activities. 
45 (2) Has a record of that impairment. 
46 (3) Is regarded as having that impairment. 
47 b. An individual domiciled in this state at the 
48 time of the hiring who meets any of the following 
49 conditions: 
~ (1) Has been convicted of a :elony in this or any 
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~ other state or the District of Columbia. 
2 (2) Is on parole pursuant to chapter 906. 
3 (3) Is on probation pursuant to chapter 907, for 
4 a~ offense other than a simple misdemeanor. 
5 (4) Is in a work release prog~am pursuant to 
6 chapter 246, division IX. 
7 c. An individual, whether or not domiciled in this 
8 state at the time of the hiring, who is on parole or 
9 probation and to whom the interstate probation and 

10 parole compact under section 907A.l applies. 
11 The amount of the additional deduction is equal to 
12 fifty percent of the wages paid to individuals named 
13 in paragraphs "a", "b", and "~CO who were hired for the 
14 first time by that business during the annual 
15 accounting period for work done in the state. This 
16 additional deduction is allowed for the wages paid to 
17 those individuals successfully completing a 
18 probationary period during the twelve months following 
19 the date of first employment by the business and shall 
20 be deducted at the close of the annual accounting 
21 pe r iod. 
22 The additional deduction shall not be allowed for 
23 wages paid to an individua~ who was hired to replace 
24 an individual whose employment was terminated within 
25 the twelve-month period preceding the date of first 
26 employment. However, if the individual being replaced 
27 left employment voluntarily without good cause 
28 attributable to the employer or if the individual was 
29 discharged for misconduct in connection with the 
30 individual's employment as determined by the division 
31 of job service of the department of employment 
32 services, the additional deduction shall be allowed. 
33 A taxpayer who is a partner of a partnership or a 
34 shareholder of a subchapter S corporation, may deduct 
35 that portion of wages qualified under this subsection 
36 paid by the partnership or subchapter S corporation 
37 based on the taxpayer's pro rata share of the profits 
38 or losses from the partnership or subchapter S 
39 corporation. 
40 For purposes of this subsection, "physical or 
41 mental impairment" means any physiological disorder or 
42 condition, cosmetic disfigurement, or anatomical loss 
43 affecting one or more of the body systems or any 
44 mental or psychological disorder, including mental 
45 retardat:on, organic brain syndrome, emotional or 
46 mental illness and s?ecific learning disabilities. 
47 For purposes of this subsection, "small business" 
48 means smal: business as de~ined :n section 220.1, 
49 s~bsection 28, except chat it shall also include the 
50 operation of a farm. 
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-e 19. Marr led taxpayer~, who ~ lle a joint federal 
.. inco~e tax return and whe elect to file separate 
3 recucns or who elect separate fili~g on a combined 
4 return for state income tax purposes, shall include In 
5 ne: income any social security benefits or-t~e~-% 
6 ~a~~~o6d-~eti~emeMt-benefit~ received to the same 
7 exte~t as those benefits are taxable on the taxpayer's 
8 joint federal return for that year under section 86 of 
9 the Internal Revenue Code o£-~954. The benefits 

10 included in net income must be allocated between the 
11 spouses in the ratio of the social security benefits 
12 o~-t~e~-+-~a~i~o6d-~et~~eme~t-be~efit~ received by 
13 each spouse to the total of these benefits received by 
14 both spouses. 
15 ~e.--Sttbtr6et-the-ttne~p+orment-eompen~6tio~ 
16 be~ef~t~-Eor-ta~-re6~~-be9i~~in9-on-aantt6rr-+7-1919-to 
17 the-e~tent-tho~e-benefit~-had-been-inel~ded-~~-net 
18 ineo~e-on-a-~etttrn-£~led-be£o~e-a6ntt6~r-t,-tget-6~d 
19 were-exetaded-E~om-~neom~-ttnde~-Aet-~eetio~-1615-ot 
20 the-~ax-Rerorm-Aet-of-1geq.--Notwi~h~t6ndi~9-the 
21 ~t6tttte-of-iimitat~on~-~pee~E~ed-i~-~eetion-q~~.13, 
22 ~ttb~eetion-~7-t6xp6ie~~-who-wottid-be-b6~red-f~om 
23 ela~ming-6-~efa~d-o~-eredit-from-an-overpayment 
2~ re~tlit~~9-f~om-the-ehange-m6de-bi-Aet-~eet~on-t615-ot 
-till... he-~ax-ReEo~m-Aet-of-tge4-are-e~titted-to-reeeive-e 
~efttnd-or-eredit-if-they-tiie-a-eraim-w~th-the 
21 depe~tment-on-o~-before-atlne-3e,-~ge6. 
28 21. Add the four percent of the basic salary of a 
29 judge, who is a membe~ of the judicial retirement 
30 system established in chapter 602, article 9, which is 
31 exempt from fede~al income tax under the Internal 
32 Revenue Code of-t954. 
33 22. Add the combined net losses from passive 
34 farming activity in excess of twenty-five thousand 
35 dollars that offset income from other sources. Nee 
35 losses under section 165 of the Internal Revenue Code 
37 or-t954, exclusive of net gains incurred passively 
38 from the operation of a farming business, as defined 
39 in section 464(e) of the Internal Revenue Code of 
40 ~954, are to be combined from businesses, rents, 
41 partnerships, subchapter S corporations, est~tes or 
42 trusts except losses under sections 1211 and 1231 of 
43 the Internal Reve~ue Code of-i9S4. For purposes 0: 
44 this subsection the following apply: 
45 a. "Passive ac~ivity" mea~s an activity where the 
45 taxpayer or a member of the taxpayer's family as 
~7 def:ned in section 2032A(e)(2) of the Internal Revenue 
48 Code of-i95~ does not mate~ially pa~ticipa~e in the 
49 activity or provide substantial personal services :0 
~~e farming business. A taxpayer who is retired or 
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~ disabled as described in section 2032A(b)(4) of the 
2 Internal Revenue Code e~-=954 or is a su:viving spouse 
3 as described in section 2032A(b)(5) shall be treated 
4 as materially ~articipating in the farming business. 
5 b. A loss from an activity that is disallowed 
6 under this subsection shall be treated as a deduction 
7 allowable to that activity in the first succeeding tax 
8 year. 
9 23. Add the amount of intangible drilling and 

10 development costs optionally deducted in the year paid 
11 or incurred as allowed under section 263(c) ot the 
12 Internal Revenue Code of-t954. This amount may be 
13 recovered through cost depletion or depreciation, as 
14 appropriate under rules prescribed by the director. 
15 24. Add the percentage depletion amount determined 
16 with respect to an oil, gas, or geothermal well using 
17 methods in section 613 of the Internal Revenue Code of 
18 i954 that is in excess of the cost depletion amount 
19 determined under section 611 of the Internal Revenue 
20 Code of-'!:954. 
21 25. Subtract the income or loss resulting from the 
22 forfeiture of an installment real estate contract, the 
23 transfer of real or personal property securing a debt 
24 to a creditor in cancellation of that debt, or from 
25 the sale or exchange of property as a result of actual 
26 notice of foreclosure if all of the following 
27 conditions are met: 
28 a. The forfeiture, transfer, or sale or exchange 
29 was done for the purpose of establishing a positive 
30 cash flow. 
31 b. Immediately before the forfeiture, transfer, or 
32 sale or exchange, the taxpayer's debt to asset ratio 
33 exceeded ninety percent as computed under generally 
34 accepted accounting practices. 
35 c. The taxpayer's net worth at the end of the tax 
36 year is less than seventy-five thousand dollars. In 
37 determining a taxpayer's net worth at the end of the 
38 tax year a taxpayer shall include any asset 
39 transferred within one hundred twenty days prior to 
40 the end of the tax year without adequate and full 
41 consideration in money or money's worth. In 
42 determining the taxpayer's deb: to asset ratio, the 
43 taxpayer shall include any asset transferred within 
44 one hundred twenty days prior to such forfeiture, 
45 transfer, or sale or eXChange without adequate and 
46 full consideration in money or money's worth. For 
47 purposes of this subsection, actual notice of 
4R foreclosure includes, but is not limited to, 
49 oankruptcy or written notice from a creditor of the 
50 creditor's intent to foreclose where there is a 
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'''ea~v~~~~e be~lef tha~ t"" creoitor can :orce a sale 
~ of the asset. Fo~ PU~POS?S of this subsectio~f in the 
3 case of married taxpayers, except in :he case of a 
~ husband and wife who live apart at all times during 
5 the tax year, the assets and liabilities of both 
6 spouses shall be considered for purposes of 
7 determining the taxpayer's net worth or the taxpayer's 
8 debt to asset ratio. 
9 Sec, 12. Section ~22.7, Code 1987, is amended by 

10 striking the section and inserting in lieu thereof the 
11 following: 
12 422.7 "NET INCOME" -- HOW COMPUTED. 
13 1. For individuals, "net income" means the ad-
14 justed gross income as properly computed for federal 
15 income tax purposes under the Internal Revenue Code 
16 with the adjustments made in paragraphs "a" and "b". 
17 a. The adjusted gross income is adjusted by adding 
18 the sum of the following: 
19 (1) The amounts paio or accrued to the taxpayer as 
20 interest or dividends during the tax year to the 
21 extent excluded, except the amount of stock dividends 
22 of qualified public utilities described in section 
23 30S(e) of the Internal ReVenue Code, 

• 

(2) The amount of tax imposed under this division 
• the extent deducted for the tax year. 
_" b. The adjusted gross income is adjusted by 
27 subtracting the sum of the following: 
28 (I) The amounts included in respect of 
29 compensation, including but not limited to, 
30 compensation paid or accrued to a serviceperson while 
31 a prisoner of war or miSSing in action, paid to a 
32 resident by reason of being on active duty in the 
33 armed forces of the United States, paid or accrued to 
34 a resident who as a governmental employee was a 
35 prisoner of war or missing in action, and paid to a 
36 resident in 1971 or thereafter for annual training 
37 performed pursuant to sections 502 and 503, Tltle 32, 
38 United States Code as a member of the Iowa national 
39 guard. 
40 (2) The amounts included pursuant to sections 
~1 402(a), 402(c), 403(a). 403(0), 406(a), 407{a), 408, 
42 and 409 of the Interna: Revenue Code, or included as 
43 distributions under any retirement or disability plar. 
44 for employees of a governmental agency or unit, or 
45 retirement payments to retired partners which payments 
46 are excluded in compu~ing net earnings from self 
47 employment by section 1402 o~ the :nternal Revenue 
'8 Code acd reaulations adoDted ours~ant thereto. 
49 (3) The-amount of ta~ imposed under this division 
::_iCh was refunded to t:'e extent included for the tax 
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2 (~) The amount inciuded .Jursuant to section 111 at 
3 the Internal gevenue Code as a recovery of items 
4 previously deducted from adjusted gross income in 
5 computing taxable income. 
6 (5) The amount oE social security benefits and 
7 railroad retirement benefi~s, included Dursuant to 
8 sections 72(r) and 86 of the Internal R~venue Code. 
9 (6) The sum of the amounts disallowed as 

10 deductions by sections 171(a)(2) and 265(a)(2) of the 
11 Internal Revenue Code and the amounts of expenses 
12 allocable to interest and disallowed as deductions by 
13 section 265(a)(1) of the Internal Revenue Code. 
14 (7) The amount of state and local general sales 
15 taxes paid which were deductible under section 
16 164(a)(4) of the Internal Revenue Code in effect for 
17 tax years beginning in the 1986 calendar year. 
18 (8) The amount of contributions to an individual 
19 retirement account, to the extent not already 
20 excluded, which were deductible under section 219 of 
21 the Internal Revenue Code in effect for tax years 
22 beginning in the 1986 calendar year. 
23 (9) The valuation limi"tation amount as computed 
24 under subsection 3. 
25 2. For estates and trusts, "net income" means the 
26 taxable income as properly computed for federal income 
27 tax purposes under the Internal Revenue Code witt the 
28 adjustments made in paragraphs "a" and "b", subject to 
29 paragraph "~co. 

30 a. The taxable income is adjusted by adding the 
31 sum of the following: 
32 (1) The amounts paid or accrued to the taxpayer as 
33 interest or dividends during the tax year to the 
34 extent excluded. 
35 (2) Six hundred dollars for an estate, three 
36 hundred dollars for a :rust which under its governing 
37 instrument is required to distribute all of its income 
38 current:y, or one hundred dollars for all other 
39 trusts. However, the amount added is only to the 
40 extent deducted. 
41 (3) The amount of tax imposed under this divlsion 
42 to the extent deducted for the tax year. 
43 b. The taxable income is adjusted by subtracting 
44 the sum of the following: 
45 (1) The amounts :ncluded pursuant to sections 
46 402(a), 402(c), 403(a), 403(0), 406(a), 407(a), 408, 
47 and 409 of the Internal Revenue Code or included as 
48 distributions under any retire~~r.t or disability plan 
49 for emp:oyees oE a governmental agency or unit, or 
50 retirement payments to retired partners which paymen~s 
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3 Code and reg~lations adopted pursuan: thereto. 
4 (2) ~he amount of tax imposed under this division 
5 which was refunded to the taxpayer to the extent 
6 :ncluded for the tax year. 
7 (3) The amounts inCluded in taxable income as 
8 adjusted by paragraph "a" which ate exempt from 
9 taxation by this state either by reason of its 

10 constitution or by reason of the constitution, 
11 treaties, or statutes of the United States. 
12 (4) The amounts disallowed as deductions by 
l3 sections 171(a)(2) and 265(a)(2) of the Internal 
14 Revenue Code and the amounts of expenses allocable to 
15 interest and disallowed as deductions by section 
16 265(a)(1) of the Internal Revenue Code. 
17 (5) The valuation limitation amount as computed 
18 under subsection 3. 
19 c. The amount of any adjustment otherwise required 
20 under this subsection shall be adjusted, under 
21 regulations prescribed by the department, by any 
22 amounts :ncluded which were properly paid, credited, 
23 or required to be distribdted for the tax year. 

3. a. The valuation limitation amount referred to 
subsections 1 and 2 is equal to the sum of the 

llowing: 
(1) The preeffective date appreciation amounts, to 

the extent consisting of gain reportable under section 
1245 or 1250 of the Internal Revenue Code, for all 
property :n tespect of which the gain was reported for 

31 the tax year. 
32 (2) The lesser of the preeffective date 
33 appreciation amounts, to the extent consisting of 
34 capital ga:n, for all property in respect of which the 
35 gain was reported for federal income tax purposes :or 
36 the tax year, or the net capital gai~ for the tax 
37 year, reduced in e:ther case by any a~ount of the gain 
38 included in the amount determined under subsect:on 1, 
39 paragraph "b", subparagraph (2) or subsection 2, 
40 paragraph "b", subparagraph (1). 
41 b. (1) If the fair market value of property 
42 referred to in paragraph "a" was readily ascertainable 
43 on the effective date, the Dreeffective date 
44 appreciation amount for the-property is the lesser of 
45 the excess of fair market value over the taxpayer's 
46 basis for de~erffilning gain for the property on :hat 
47 date, determined under the Internal Revenue Code as in 
~8 effect on that date, or the total gair. rea:ized d~d 
49 reportab:e for federal :ncome tax purposes in respect 50e the sale, exchange, or other dispos:tion of ::'1E 
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2 (2) It the fair market value of prope.:ty referred 
3 to in paragraph Ila 'l was not rearli1y ascertainable on 
4 the effective date, the preefEective date appreciation 
5 amount Eor the property is that amount which bears the 
6 same ratio to the total gain reported in respect of 
7 the property for federal income tax purposes for the 
8 tax year, as the number of full calendar months in 
9 that part of the taxpayer's holding period for the 

10 property ending immediately before the effective date 
11 bears to the number of full calendar months in the 
12 taxpayer's entire holding peeiod for the property. 
13 (3) The department shall adopt rules as necessary 
14 to carry out the purposes of this lettered paragraph. 
15 Sec. 13. Section 422.8, subsection 2, Code 1987, 
16 is amended to read as follows: 
17 2. Nonresident's net income allocated to Iowa is 
18 the net income, or portion tkere~f of net income, 
19 which is derived from a bus:ness, trade, profession, 
20 or occupation carried on within this state or income 
21 from any property, trust, estate, or other source 
22 within Iowa. If any business, trade, profession, or 
23 occupation is carried on partly within and partly 
24 without the state, only the portion of the net income 
25 which is fairly and equitably attributable to that 
26 part of the business, trade, profession, or occupation 
27 carried on within the state is allocated to Iowa for 
28 purposes of section 422.5, subsection l.-paragrapk-llnll 
29 and section 422.13 and income from any property, 
30 trust, estate, or other source partly within and 
31 partly without the state is allocated to Iowa in the 
32 same manner, exceot that annuities, interest on bank 
33 deposits and inte~est-bearing obligations, and 
34 dividends are allocated to Iowa only to the extent to 
35 which they are derived from a business, trade, 
36 profession, or occupation carried on within ~he state. 
37 However, income received by an individual who is a 
38 resident of another state is not allocated to Iowa if 
39 the income is SUbject to an income tax imposed by the 
40 state where the individual resides, and if the state 
41 of residence allOWS a similar exclusion for income 
42 received in that state by residents of Iowa. In order 
43 to implement the exclusions, the director shall 
44 designate by rule the states which allow a similar 
45 exclusion for income received bv residents of Iowa, 
46 and may enter into agreements with other states to 
47 provide chat similar exclusions will be allowed, and 
48 to provide suitable withholding requirements in each 
49 state. 
50 Sec. 14. Section 422.8, subsection 4, Code 1987, 
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As amended by striking the subsection . 
• Sec. IS. Section 422.9, subsections I, 2, and 3, 

3 Code 1987, are amended to read as follows: 
4 1. An optional standard deduction of fifteen 
5 percent of the net income after deduction of federal 
6 income tax, not to exceed one thousand two hundred 
7 dollars for a married person who files separately, one 
8 thousand two hundred dollars for a single person or 
9 three thousand dollars for a husband and wife who file 

10 a joint return, a surviving spouse as defined in 
11 section 2 of the Internal Revenue Code of-i9S4, or an 
12 unmarried head of household as defined in the Internal 
13 Revenue Code ot-i9S4. 
14 A taxpayer who claims the optional standard 
IS deduction under this subsection may, after claiming 
16 the optional standard deduction, claim the direct 
17 charitable contribution as allowed and subject to the 
18 same limitations provided under section 170(i) of the 
19 Internal Revenue Code of-t9S4 for ~ax years ending on 
20 or before December 31, 1986. However, the deduction 
21 shall be computed as provided under section 170(i) of 
22 the Internal Revenue Code of-t954 as applied to tax 
23 year 1984. Married taxpa1ers who have filed a joint 
24 federal return and who elect to file separate returns 
~ separately on a combined state return must allocate 
~~eir allowable charitable deduction to each spouse in 
21 the proportion that each spouse's respective net 
28 income bears to the total combined net income. 
29 Taxpayers affected by the allocation provisions of 
30 section 422.8 shall be permitted a deduction in the 
31 amount as is fairly and equitably allocable to Iowa 
32 under rules prescribed by the director. 
33 2. The total of contributions, interest, taxes, 
34 medical expense, nonbusiness losses and miscellaneous 
35 expenses deductible for federal income tax purposes 
36 under the Internal Reven~e Code of-±9S4, with the 
37 following adjustments: 
38 a. Subtract the deduction for Iowa income taxes. 
39 b. Add the amount of federa: income taxes paid or 
40 accrued as the case may be, du~ing the tax year, 
41 adjusted by any federal income tax refunds. Provided, 
42 however, that where married persons, who have filed a 
43 joint federal income tax return, file separately, such 
44 total shall be divided between therr. according to the 
45 portion thereof paid or accrued. as the case may be, 
45 by each. 
47 c. Add the amount by which expenses paid or 
48 incurred in connec~ion wi~h the adoption of a child by 
49 the :axpayer exceed three percent of the net inco~e of 

. e taxpayer, or of the taxpayer and spouse in the 
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1 case of a joint return. The expenses may include 
2 medical and hospital expenses of the natural mother 
3 which are incident to the child's birth and are paid 
4 by the taxpayer, welfare agency fees, legal fees, and 
5 all other fees and costs relating to the adoption of a 
6 child if the child is placed by a child-placing agency 
7 licensed under chapter 238 or by a person making an 
8 independent placement according to the provisions of 
9 chapter 600. 

10 d. Add an additional deduction for mileage 
11 incurred by the taxpayer in voluntary work for a 
12 charitable organization consisting of the excess of 
13 the state employee mileage reimbursement over the 
14 amount deductible for federal income tax purposes. 
15 The deduction shall be proven by the keeping of a 
16 contemporaneous diary by the person throughout the 
17 period of the voluntary work in the tax year. 
18 e. Subtract the adoption deduction permitted under 
19 section 222 of the Internal Revenue Code o~-i954. 
20 f. Add the amount, not to exceed five thousand 
21 dollars, of expenses not otherwise deductible under 
22 this section actually incurred in the home of the 
23 taxpayer for the care of ~ person who is the 
24 grandchild, child, parent, or grandparent of the 
25 taxpayer or the taxpayer's spouse and who is unable, 
26 by reason of physical or mental.disability, to live 
27 independently and is receiving, or would be eligible 
28 to receive if living in a health care facility 
29 licensed under chapter 135C, medical assistance 
30 benefits under chapter 249A. In the event that the 
31 person being cared for is receiving assistance 
32 benefits under chapter 239, the expenses not otherwise 
33 deductible shall be the net difference between the 
34 expenses actually incurred in caring for the person 
35 and the assistance benefits received under chapter 
36 239. 
37 3. If after applying all of the adjustments 
38 provided for in section 422.7, the allocation 
39 provisions of section 422.8 and the deductions 
40 allowable in this section subject to the modifications 
41 provided in section 172(d) of the Internal Revenue 
42 Code o~-i954, the taxable income results in a net 
43 operating loss, the net operating loss shall be 
44 deducted as follows: 
45 a. The Iowa net operating loss shall be carried 
46 back three taxable years or to the taxable year in 
47 which the individual first earned income in Iowa 
48 whichever year is the later. 
49 b. The Iowa net operating loss remaining after 
50 being carried back as required in paragraph "a" of 
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3 c. If the election under seCUOD ~72Ib)(3)(C) of 
4 the Internal Revenue Code oE-:954 is made, the Iowa 
S net operating loss shall be carried forward fifteen 
6 taxable years. 
7 Sec. 16. Section 422.9, Code 1987, is amended by 
8 striking the section and inserting in lieu thereof the 
9 following: 

10 422.9 TAXABLE INCOME -- STANDARD DEDUCTION. 
11 1. In computing taxable income of an individual, 
12 there is deducted from net income the standard 
13 deduction as determined under subsection 2, or in the 
14 case of a nonresident, there is deducted from net 
15 income the product of the standard deduction as 
16 determined under subsection 2 times a fraction of 
17 which the nonresident's net income allocated to Iowa, 
18 as determined in section 422.8, subsection 2, is the 
19 numerator and the nonresident's total net income 
20 computed under sec~ion 422.7 is the denominator. 
21 2. The standard deduction is equal to the product 
22 of one thousand dollars times the number of exemptions 
23 allowable to the taxpayer "for the tax year under 
24 section 151 of the Internal Revenue Code. 
7~ Sec. 17. Section 422.10, unnumbered paragraph 1, 
;~de 1987, is amended to read as follOWS: 
2, The taxes imposed under this division shall be 
28 reduced by a state tax credit for increasing research 
29 activities in this state. For individuals, the credit 
30 ~he~:-eq~et equals six and one-half percent of the 
31 state's apportloned share of the qualifying 
32 expenditures for increasing research activities. The 
33 state's apportioned share of the qualifying 
34 expenditures for increasing research activities is a 
3S percent equal to the ratio of qualified research 
36 expenditures in this state to total qualified research 
37 expenditures. For purposes of this section, an 
38 individual may claim a research credit for qualifying 
39 research expenditures incurred by a partnership, 
GO subchapter S corporation, and estate or trust electing 
41 to have the income taxed directly to the individual. 
42 The amount claimed by the individual shall be based 
43 upon the pro ~ata share of the individual's earnings 
44 of a partnership, subchapter S corporation, or estatE 
45 or trust. ?or purposes of this section, "qualifying 
46 expenditures ~or increasing research activities" means 
47 the qualifying expenditures as defined for the :edera: 
G8 credit for increasi~g research activities which would 
49 be allowab:e under section 36 4l of the Internal 
5~venue Code ef-i9547-in-effeet-e~-aentle~Y-=7-i985. 
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Sec. 18. Section 422.:.2, subsection I, paragraph 
2 c, Code 1987, is amended to read as follows: 
3 c. For each dependent, an additional ten dollars. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 

As used in this section. the term "dependent" shall 
have the same meaning as provided by the Internal 
Revenue Code of-~954. 

Sec. 19. Section 422.12, subsection 2, unnumbered 
paragraph 1. Code 1987. is amended to read as foilows: 

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-10954. 

Sec. 20. 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 
10954. 

18 Sec. 21. Section 422.16, subsection I, unnumbered 
19 paragraph 1, Code 1987, is amended to read as follows: 
20 Every withholding agent and every employer as 
21 
22 
23 
24 
25 
25 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

defined in this chapter and further defined in the 
Internal Revenue Code of-~954, 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 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 is entitled except as allowed under section 
3402(m)(1) of the Internal Revenue Code o~-~954. The 

41 claiming of exemptions or credits in excess of 
42 entitlement is a serious misdemeanor. 
43 Sec. 22. Section 422.16, subsection Il, paragraphs 
44 a and d, Code 1987, are amended to read as fOllows: 

a. Every person or married couple filing a return 
46 shall make estimated tax payments if the person's or 
47 couple's Iowa inco~e tax a~tributable to income other 
48 than wages subject to withholding can reasonably be 
~9 expected to amount to fifty dollars or more for the 
50 ~axable year, except ~hat, in the cases of farmers and 
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*" srers, the p.xcept ions provided ir. :r.e Internal 
~evel~~~ Code o£-i9S4 with respect to ffidking estimated 

3 paynlents shall apply. The estimat:ed ~ax shall be paid 
4 in quart2rly installments. The first installment 
5 sr.a:: be pa:d on or before the last day of the fourth 
6 month of the taxpayer's tax year for which the 
7 estimated payments apply. The other installments 
8 shall be paid on or before June 30, September 30, and 
9 January 31. However, at the election of the person or 

10 married couple, any installment of the estimated tax 
11 may be paid prior to the date prescribed for its 
c2 payment. If a person or married couple filing a 
13 return has reason to believe that the person's or 
14 couple's Iowa income tax may increase or decrease, 
15 either for purposes of meeting the requirement to make 
16 estimated tax payments or for the purpose of 
17 increasing or decreasing estimated tax payments, shall 
18 increase or decrease any subsequent estimated tax 
19 payments accordingly. 
20 d. Any amount of estimated tax paid is a credit 
21 against the amount of tax found payab~e on a final, 
22 completed return, as provided in subsec~ion 9, 
23 relating to the credit for· the tax withheld against 
24 the tax found payable on a return properly and 
2.rrectlY prepared under sections 422.5 through 
2· 2.25, and any overpayment of one dollar or more 
27 shall be refunded to the taxpayer and the return 
28 ccrstitutes a claim for refund for this purpose. 
29 A~OUntS less than one dollar shall not be refunded. 
30 The method provided by the Internal Revenue Code of 
31 ~954 for determining what is applicable to the 
32 addition to tax for underpayment of the tax payable 
33 applies to persons required to make payments of 
34 estimated tax under this section except the amount to 
35 be added to the tax for ~nderpayment ~: estimated tax 
36 1S an amount determined at the rate in effect under 
37 section 421.7. This addition to tax specified for 
38 underpayment of the tax payable is not subject to 
39 waiver provisions relating to reasonable cause, except 
40 as provided in the Internal Revenue Code of-1954. 
41 Underpayment of estimated tax shall be determined in 
~2 the same manner as provided under the Internal Revenue 
~3 Code of-1954 and the exceptions in the Internal 
44 Revenue Code of-1954 also apply. 
45 Sec. 23. Section 422.20, subsectio~ 2, Code 1987, 
46 1S amended to read as follows: 
47 2. It Shall be unlawful for any of:icer, employee, 
48 cr agent, or former office~, employee, or agent or the 
49 state to disclose to any person, except as authorized 
SO,.subsectiCr" I of this section, any federal tax 
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2 ElC3(b) of the Internal Revenue Code o~-~954. It 
3 shall further be unlawful for any person to whom any 
4 fede,al tax return or return information, as defined 
5 in section 6103{b) of the Internal Revenue Code ef 
6 t954, is disclosed in a manner unauthorized by 
7 subsection 1 of this section to thereafter print or 
8 publish in any manner not provided by law any such 
9 return or return information. Any person co~~itting 

10 an offense against the foregoing provision shdll be 
11 guilty of a serious misdemeanor. 
12 Sec. 24. Section 422.21, unnumbered paragraph 1, 
13 Code 1987, is amended to read as follows: 
14 Returns shall be in the form the director may, from 
15 time to time, prescribe, and shall be filed with the 
16 department on or before the last day of the fourth 
17 month after the expiration of the tax year except that 
18 co-operative associations as defined in section 
19 6072{d) of the Internal Revenue Code of-i954 shall 
20 file their returns on or before the fifteenth day of 
21 the ninth month following the close of the taxable 
22 year. If, under the Internal Revenue Code of-i954, a 
23 corporation is required t~ file a return covering a 
24 tax period of less than twelve months, the state 
25 return shall be for the same period and shall be due 
26 forty-five days after the due date of the federal tax 
27 return, excluding any extension of time to file. In 
28 case of sickness, absence, or other disability, or if 
29 good cause exists, the director may allow further time 
30 for filing returns. The director shall cause to be 
31 prepared blank forms for the returns and shall cause 
32 them to be distributed throughout the state and to be 
33 furnished upon application, but failure to receive or 
34 secure the form does not relieve the taxpayer from the 
35 obligation of making a return that is required. The 
36 department may as far as consistent with the Code 
37 draft income tax :orms to conform to the income tax 
38 forms of the internal revenue department of the United 
39 Scates government. Each return by a taxpayer upon 
40 whom a tax is imposed by section 422.57-Stlbsee~~e~-t7 
41 pe~e9ra~h-u9u shall show the county of the residence 
42 of the taxpayer. 
43 Sec. 25. Section 422.21, unnumbered paragraph 4, 
44 Cod2 1987, is amended by striking the unnumbered 
45 paragraph. 
46 Sec. 26. Section 422.25, subsection I, unnumbered 
47 paragraph 1, Code 1987, is amended to read as follows: 
43 Within three years after the return is filed or 
49 within three years after the re:urn became due, 
50 ir.cluding any extensions of time for filing, wh:chever 
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3 determined by the department is the ~ax. How~ver, if 
4 the taxpayer omits from income an amount which will. 
5 under the Internal Revenue Code of-~95~. extend the 
6 statute of limitations for assessment of federac tax 
7 to six years under the federal law. the period for 
8 examination and determination is six years. rn 
9 addition to the applicable period of limitation for 

10 examination and determination. the department may make 
II an examination and determination at any time within 
12 six months from the date of receipt by the department 
13 of written notice from the taxpayer of the final 
14 disposition of any matter between the taxpayer and the 
15 internal revenue service with respect to the 
16 particular tax year. In order to begin the running of 
~7 the six-months' period. the notice shall be in writing 
18 in any form sufficient to inform the department of the 
19 final disposition with respect to that year, and a 
20 copy of the federal document showing the final 
21 disposition or final federal adjustments shall be 
22 attached to the notice. 
23 Sec. 27. Section 422.32. subsections 4 and 11 • 

.• 

2' Code 1987. are amended to read as follows: 
4. The term "affiliated group" means a group of 

orporations as defi~ed in section 1504(a) of the 
27 Internal Revenue Code of-~954. 
28 ~i.--Fo~-~tl~~o~e~-of-~ee~ion-4~~.3,-~tlb~eetion-5, 
29 the-inte~ner-Re~entle-Eode-of-r954-~haii-be-inte~preteci 
30 to-~nettlde-tne-orovig~on~-of-Ptlb.-b.-NO.-ge-4. 
31 Sec. 28. Section 422.33. subsection 4. Code 1987. 
32 is amended by strik:ng the subsection and inserting in 
33 lieu thereof the foclowing: 
34 4. In addition to all taxes imposed under this 
35 division. there is :m~osed upon each corporation doing 
36 business Within ~he state the greater of the tax 
37 deter~ined ':'n sL:bsec: ior'. 1, parag~aphs "a" through lid" 
38 0: the state a::er0ative miniffi~~ tax equal to sixty 
39 percent of the maXl~\lm sta~e corporate income tax 
40 rate. rounded to t~e nearest one-tenth of one percen~. 
4~ of the state alternative minimum taxable income oE the 
42 taxpayer computed under this subsection. 
43 The state alternative minimum taxable income of a 
44 taxpayer is equal to the taxpayer's state taxable 
45 income as computed with the adjustments in section 
46 422.35 and with the :ollowing adjustments: 
47 a. Add items of tax preference included in federal 
48 alternative minimum taxable income under section 57, 
49 except subsections (a)(l) and (a)(5), of the rnte~na~ 
~evenue Code. make the adj~stments :nc:uded in federa: 
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~ ~:ternative minimum taxable income L~de~ section 56, 
2 except subsections (a)(4) and (d), of the Internal 
3 Revenue Code, and add losses as req~jred by section 58 
4 of the Internal Revenue Code. In making the 
5 adjustment under section 56(c)(1) of the Internal 
6 Revenue Code, interest and dividends from federal 
7 securities net of amortization of any discount or 
8 premium shall be subtracted. 
9 b. Apply the allocation and apportionment 

10 provisions of subsection 2. 
11 c. Subtract an exemption amount of forty thousand 
12 dollars. 
13 d. In the case of a net operating loss computed 
14 for a tax year beginning after December 31, 1986 which 
15 is carried back or carried forward to the current 
16 taxable year, the net operating loss shall be reduced 
17 by the amount of items of tax preference and 
18 adjustments arising in the tax year which is taken 
19 into account in computing the net operating loss in 
20 section 422.35, subsection 13. The deduction for a 
21 net operating loss for a tax year beginning after 
22 December 31, 1986 which is carried back or carried 
23 forward to the current taxable year shall not exceed 
24 ninety percent of the alternative minimum taxable 
25 income determined without regard for the net operating 
26 loss deduction. 
27 Sec. 29. Section 422.33, subsection 5, Code 1987, 
28 is amended to read as follows: 
29 5. The taxes imposed under this division shall be 
30 reduced by a state tax credit for increasing research 
31 activities in this state equal to six and one-half 
32 percent of the state's apportioned share of the 
33 qualifying expenditures for increasing research 
34 activities. The state's apportioned share of the 
35 qualifying expenditures for increasing research 
36 activities is a percent equal to the ratio of 
37 qualified research expenditures in this state to the 
38 total qualified research expenditures. For purp0ses 
39 of this subsection, "qualifying expenditures for 
40 increasing research activities" means the qualifying 
41 expenditures as defined for the federal credit for 
42 increasing research activities which would be 
43 allowable under section 36 41 of the Internal Revenue 
44 Code ef-~9SqT-±~-ef~ee~-eft-~e~aa~y-t7-t985. 
45 Any credit in excess of the tax liability for the 
46 taxable year shall be re:unded with interest computed 
47 under section 422.25. In lieu of claiming a refund, a 
48 taxpayer may elect to have ~he overpayment Shown on 
49 :ts final, comp:eted return credited to ,he tax 
50 liability for the following taxa~:e year. 
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Sec. 30. Section 422.35, Code 1987, is amended to 
2 read as follows: 
3 422.35 NET INCOME OF CORPORATION -- HOW COMPUTED. 
4 The term "net income" means the taxable income 
5 before the net operating loss deduction, as properly 
6 computed for federal income tax purposes under the 
7 Internal Revenue Code of-i9S4, with the following 
8 adjustments: 
9 1. Subtract interest and dividends from federal 

10 securities. 
11 2. Add interest and dividends from foreign 
12 securities and from securities of state and other 
13 political subdivisions exempt from federal income tax 
14 under the Internal Revenue Code of-i954. 
15 3. Where the net income includes capital gains or 
16 losses, or gains or losses from property other than 
17 capital assets, and such gains or losses have been 
18 determined by using a basis established prior to 
19 January 1, 1934, an adjustment may be made, under 
20 rules and regulations prescribed by the director, to 
21 reflect the difference resultina from the use of a 
22 basis of cost or January 1, 1934, fair market value, 
23 less depreciation allowed or allowable, whichever is 
~.igher. Provided that the basis shall be fair mark~t 
~alue as of January 1, 1955, less depreciation allowed 
Lv or allowable, in the case of property acquired prior 
27 to that date if use of a prior basis is declared to be 
28 invalid. 
29 4. Subtract fifty percent of the federal income 
30 taxes paid or accrued, as the case may be, during the 
31 tax year, adjusted by any federal income tax refunds; 
32 and add the Iowa income tax deducted in computing said 
33 taxable income. 
34 S~ __ Add_~he_amo~~t_by_wh±eh_~he_ba~i~_of_qtla±ified 
35 dep~ee±ab±e-p~oper~y-±~-reqtlired-~o-be-i~erea~ed-for 
36 depreeiatio"-ptlrpo~es-tl"der-the-!"~er"a=-ReVentle-eode 
37 Ame"dme"ts-Aet-of-±964-to-the-e~tent-that-~~eh-amo~nt 
38 eqtlai~-the-net-amotlnt-of-the-a?eeia!-dedtletion-a±±owed 
39 on-the-baaia-of-the-amo~~t-by-whieh-~he-depree±8b±e 
40 baais-of-atleh-qtla±±f~ed-property-waa-reqtl~~ed-~o-be 
41 redtleed-for-depreeiation-p~rp03ea-~nder-the-inter~a± 
42 ReVentle-eode-Ame~dment5-Aet-of-i96i~--~he-U~et-amotlnt 
43 of_the_apeeia=_dedtletio~U_shai!_be_eomptlted-by-takin9 
44 the-stlm-of-the-amotlnts-by-wh±eh-the-ba5is-of-qtl8±ified 
45 property-wa5-reqtl±red-to-be-deereased-fo~-depreeiation 
46 ptl~poaes-for-e~e-years-±96i-and-t96~-and-stlbtraeti~9 
47 from-it-the-atlm-ef-the-amotlnta-by-wh±eh-t~e-baaia-of 
48 stleh_p~operty_wa~_reqtlired_to_be_inerea~ed,-?rior-to 
~~96q7-fOr-depreeiation-or-digpogieiOn-Ptlrpeaea-tlnder 
~,e_inter"a±_Re~e"tle-eode-Amendmenta-Aet-of-i96i~ 
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1 6. Subtract the amount of the jobs tax credit 
2 allowable for the tax year under section 51 of the 
3 Internal Revenue Code of-±9S4 to the extent that the 
4 credit increased federal taxable income. 
5 7. If the taxpayer is a small busl.ness 
6 corporation, subtract an amount equal to fifty percent 
7 of the wages paid to individuals named in paragraphs 
8 'Ia", lIb", and 'fell who were hired for the first time by 
9 the taxpayer during the tax year for work done in this 

10 state: 
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 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

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 
cond i ti ons : 

(1) Has been convicted of a felony in this or any 
other state or the Distric~ of Columbia. 

(2) Is on parole pursuant to chapter 906. 
(3) Is on probation pursuant to chapter 907, for 

an 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.l applies. 

This deduction is allowed for the wages paid to the 
individuals successfully completing a probationary 
period named in paragraphs "a". "b". and ·c· duriqg 
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. 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 
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~ allowable for the tax year under section 40 of the 
.,.., Internal Revenue Code 0f-1954 to the extent that the 

3 credit increased federal taxable income. 
4 9. Add the amounts deducted and subtract the 
5 amounts included in income as a result of the 
6 treatment provided sale-leaseback agreements under 
7 section 168(f)(8) of the Internal Revenue Code of-1954 
8 for property placed in service by the transferee prior 
9 to January 1, 1986 to the extent that the amounts 

10 deducted and the amounts included in income are not 
11 otherwise deductible or included in income under the 
12 other provisions of the Internal Revenue Code of-1954 
13 as amended to and including December 31, 198~. 
14 Entitlement to depreciation on any property involved 
15 in a sale-leaseback agreement which is placed in 
16 service by the transferee prior to January 1, 1986 
17 shall be determined under the Internal Revenue Code of 
18 !954 as amended to and including December 31, 1985, 
19 excluding section 168(f)(8) in making the 
20 determination. 
21 10. Add the amount of windfall profits tax 
22 deducted under section 164(a) of the Internal Revenue 
23 Code of-1954. 
24 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 
28 of-1954, exclusive of net gains incurred passively 
29 from the operation of a farming business, as defined 
30 in section 464(e) of the Internal Revenue Code of 
31 1954, are to be combined from businesses, rents, 
32 partnerships, corporations, estates or trusts except 
33 losses under sections 1211 and 1231 of the Internal 
34 Revenue Code of-1954. Farming activity is passive if 
35 the taxpayer does not materially participate in the 
36 activlty nor provide substantial services to the 
37 farming business. A loss from an activity that is 
38 disallowed under this subsection shall be treated as a 
39 deduction allowable to that activity in the first 
40 succeeding tax year. 
41 12. Add the percentage depletion amount determined 
42 with respect to an oil, gas, or geothermal well using 
43 methods in section 613 of the Internal Revenue Code of 
44 1954 that is in excess of the cost depletion amount 
45 determined under section 611 of the Internal Revenue 
46 Code of-1954. 
47 13. If after applying all of the adjustments 
48 provided for in this section and the allocation and 
49 apportionment provisions of section 422.33, the Iowa 
.taxable income results in a net operating loss, such 
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1 net operating loss shall be deducted as follows: 
2 a. The Iowa net operating loss shall be carried 
3 back three taxable years or to the taxable year in 
4 which the corporation first commenced doing business 
5 in this state, whichever is later. 
6 b. The Iowa net operating loss remaining after 
7 being carried back as required in paragraph "a" of 
8 this subsection or if not required to be carried back 
9 shall be carried forward fifteen taxable years. 

10 c. IE the election under section 172(b)(3)(C) of 
11 the Internal Revenue Code ef-%954 is made, the Iowa 
12 net operating loss shall be carried forward fifteen 
13 taxable years. 
14 d. No portion of a net operating loss which was 
15 sustained from that portion of the trade or business 
16 carried on outside the state of Iowa shall be 
17 deducted. 
18 Provided, however, that a corporation affected by 
19 the allocation provisions of section 422.33 shall be 
20 permitted to deduct only such portion of the 
21 deductions for net operating loss and federal income 
22 taxes as is fairly and equitably allocable to Iowa, 
23 under rules prescribed by the director. 
24 Sec. 31. Section 422.35, subsection 2, Code 1987, 
25 is amended to read as follows: 
26 2. Add interest and dividends from foreign 
27 securities, a~d from securities of state and other 
28 political subdivisions, and from regulated investment 
29 companies exempt from federal income tax under the 
30 Internal Revenue Code of-i954. 
31 Sec. 32. Section 422.35, subsection 11, Code 1987, 
32 is amended by striking the subsection. 
33 Sec. 33. Section 422.35, Code 1987, is amended by 
34 adding the following new subsection: 
35 NEW SUBSECTION. Subtract the loss on the sale or 
36 exchange of a share of a regulated investment company 
37 held for six months or less to the extent the loss was 
38 disallowed under section 852{b){4)(B) of the :nterna~ 
39 Revenue Code. 
40 Sec. 34. Section 422.36, subsection 5, Code 1987, 
41 is amended to read as follows: 
42 5. Where a corporation is not subject to income 
43 tax and the stockholders of such corporation are taxed 
44 on the corporation's income under the provisions of 
45 the Internal Revenue Code ef-i954, the same tax 
46 treatment shall apply to such corporation and such 
47 stockholders for Iowa income tax purposes. 
48 Sec. 35. Section 422.37, subsection 7, Code 1987, 
49 lS amended to read as follows: 
50 7. The computation of consolidated taxable income 
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'." for the members of an affiliated group of corporatior.s 
subject to tax shall be made in the same manner and 

3 under the same procedures, including all intercompany 
4 adjustments and eliminations, as are required for 
5 consolidating the incomes of affiliated corporations 
6 for the taxable year for federal income tax purposes 
7 in accordance with section 1502 of the Internal 
8 Revenue Code of-t954. 
9 Sec. 36. Section 422.60, Code 1987, is amended by 

10 striking the section and inserting in lieu thereof the 
11 following: 
12 422.60 IMPOSITION OF TAX. 
13 1. A franchise tax according to and measured by 
14 net income is imposed on financial institutions for 
15 the privilege of doing business in this state as 
16 financial institutions. 
17 2. In addition to all taxes imposed under this 
18 division, there is imposed upon each financial 
19 institution doing business within the state the 
20 greater of the tax determined in section 422.63 or the 
21 state alternative minimum tax equal to sixty percent 
22 of the maximum state franchise tax rate, rounded to 
23 the nearest one-tenth of one percent, of the state 
24 alternative minimum taxable income of the taxpayer 
,Aomputed under this subsection . 
. ~ The state alternative minimum taxable income of a 
LI taxpayer is equal to the taxpayer's state taxable 
28 income as computed with the adjustments in section 
29 422.61, subsection 4, and with the following 
30 adjustments: 
31 a. Add items of tax preference included in federal 
32 alternative minimum taxable income under section 57, 
33 except subsections (a) (1) and (a)(5), of the Internal 
34 Revenue Code, make the adjustments included in federal 
35 alternative minimum taxable income under section 56, 
36 except subsections (a)(4) and (d), of the Internal 
37 Revenue Code, and add losses as required by section 58 
38 of the Internal Revenue Code. 
39 b. Apply the allocation and apportionment 
40 provisions of section 422.60. 
41 c. Subtract an exemption amount of forty thousand 
42 dollars. 
43 d. In the case of a net operating loss beginning 
44 after December 31, 1986 which is carried back or 
45 carried forward to the current taxable year, the net 
46 operating loss shall be reduced by the amount of items 
47 of tax preference and adjustments arising in the tax 
48 year which was taken into account in computing the net 
49 operating loss in section 422.35, subsection 13. The 
~eduction for a net operating loss for a tax year 
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1 beginning after December 31, 1986 which is carried 
2 back or carried forward to the current taxable year 
3 Shall not exceed ninety percent of the alternative 
4 minimum taxable income determined without regard for 
5 the net operating loss deduction. 
6 Sec. 37. Section 422.61, subsection 2, Code 1987, 
7 is amended to read as follows: 
8 2. "Taxable yearn means the calendar year or the 
9 fiscal year ending during a calendar year, for which 

10 the tax is payable. "Fiscal year" includes a tax 
1l period of less than twelve months if, under the 
12 Internal Revenue Code of-~9S4, a corporation is 
13 required to file a tax return covering a tax period of 
14 less than twelve months. 
15 Sec. 38. Section 422.72, subsection 2, Code 1987, 
16 is amended to read as follows: 
17 2. Federal tax returns, copies of returns, and 
18 return information as defined in section 6103(b) of 
19 the Internal Revenue Code of-t9S4, which are required 
20 to be filed with the department for the enforcement of 
21 the income tax laws of this state, shall be deemed and 
22 held as confidential by the department and subject to 
23 the disclosure limitation~ in subsection 1 of-thi~ 
24 ~ect~o". 
25 Sec. 39. Section 422.73, subsection 4, Code 1987, 
26 is amended by striking the subsection. 
27 Sec. 40. Section 422.73, Code 1987, is amended by 
28 adding the following new subsections: 
29 NEW SUBSECTION. Notwithstanding subsection 2, a 
30 claim for credit or refund of the income tax paid for 
31 a tax year beginning in the 1983 calendar year is 
32 considered timely if the claim is filed with the 
33 department on or be:ore October 22, 1987, if the 
34 taxpayer's federal income tax was forgiven under 
35 section 692 of the Inte,nal Revenue Code because the 
36 taxpayer died, or was missing in action and determined 
37 dead, while serving in a combat zone. To the extent 
38 the federal income tax was forgiven under section 692 
39 of the Internal Revenue Code for the tax year, the 
40 Iowa income tax is also forgiven. 
41 NEW SUBSECTION. Notwithstanding subsection 2, a 
42 claim for credit or refund of the state alternative 
43 minimum tax paid for any tax year beginning on or 
44 after January 1, 1982 and before January 1, 1984 is 
45 considered timely if the claim is filed with the 
46 department on or before October 22, 1987, if the 
47 taxpayer's capital gains preference items for purposes 
48 of the federal individual alternative minimum tax was 
49 reduced as a result of section 13208 of the 
50 Consolidated Omnibus Budget Reconciliation Act of 1985 
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~as amended by section 1896 of the Tax Reform Act of 
_ 1986. 
3 Sec. 41. Section 450.3, subsections 2 and 7, Code 
4 1987, are amended to read as follows: 
5 2. By deed, grant, sale, gift or transfer made 
6 within three years of the death of the grantor or 
7 donor, which is not a bona fide sale for an adequate 
8 and full consideration in money or money's worth and 
9 which is in excess of the annual gift tax exclusion 

10 allowable for each donee under section 2503, 
11 subsections band e of the Internal Revenue Code of 
12 ~954 as defined in section 422.3. If both spouses 
13 consent, a gift made by one spouse to a person who is 
14 not the other spouse is considered, for the purposes 
15 of this subsection, as rr.ade one half by each spouse 
16 under the same terms and conditions provided for in 
17 section 2513 of the Internal Revenue Code ef-l954 as 
18 defined in section 422.3. 
19 7. Which qualifies as a qualified terminable 
20 interest property as defined in section 2056{b){7){B) 
21 of the Internal Revenue Code ef-~954 as defined in 
22 section 422.3, shall, if an election is made, be 
23 treated and considered as passing in fee, or its 
24 equivalent, to the surviving spouse in the estate of 
~he donor-grantor. Property on which the election is 
~ade shall be included, in the gross estate of the 
21 surviving spouse and shall be deemed to have passed in 
28 fee from the surviving spouse to the persons 
29 succeeding to the remainder interest, unless the 
30 property was sold, distributed, or otherwise disposed 
31 of prior to the death of the surviving spouse. A 
32 sale, disposition, or disposal of the property prior 
33 to the death of the surviving spouse shall void the 
34 election, and shall subject the property disposed of, 
35 less amounts received or retained by the surviving 
36 spouse, to tax in the donor-grantor's estate in the 
37 same manner as if the tax had been deferred under 
38 sections 450.44 through 450.49. 
39 Sec. 42. Section 450.37, subsection 1, paragraph 
40 b, Code 1987, is amended to read as follows: 
41 b. The alternate value of the property, it the 
42 oersonal representative so elects, that has been 
43 ~stablished-for federal estate tax purposes under 
44 section 2032 of the Internal Revenue Code of-~954 as 
45 defined in section 422.3. The election shall be 
46 e~ercised on the return by the personal representative 
47 or other person signing the return, within the time 
48 prescribed by law for filing the return or before the 
49 e~piration of any extension of time granted for filing 
,_he return. 
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1 Sec. 43. Section 450A.l, Code 1987, 1S amended to 
2 read as follows: 
3 4S0A.l DEFINITIONS. 
4 As used in th1S chapter, unless the context 
5 otherwise requires: 
6 1. "Generation skipping transfer" means the 
7 generation skipping transfer as defined in section 
8 2611 of the Internal Revenue Code of-i954. 
9 2. "Internal Revenue Code of-i954" means the same 

10 as the term is defined in section 422.3. 
11 3. ~Beemed-e~aM~fe~o~ll-meaM5-ehe-deemed-e~aMsfe~o~ 
12 a~-defiMed-iM-seeeioM-26i2-of-ehe-IMee~MaY-ReveMHe 
13 eode-of-i954. 
14 4. "Director" means the director of the department 
15 of revenue and finance. 
16 5.--llGeMe~aeioM-~~ippiMg-trH~tll-meaMs-a-geMe~ation 
17 ~~ippiM9-trH~t-a~-defined-in-~eetioM-26±±-of-ehe 
18 IMte~Mai-ReveMHe-eode-of-i954. 
19 6.--llGeMe~atioM-~kippiM9-trH5e-eqHivaienell-means-a 

20 generation-~kipping-e~H~t-eqHivaiene-as-defined-in 
21 ~eeeioM-26±i-of-ehe-tnte~nai-ReveMHe-Eode-of-±9S4. 
22 ~ 4. "Bist~ibHtee Transferee" means a person 
23 receiving property in a ge"neration skipping transfer. 
24 6 5. "Department" means the department of revenue 
25 and E"lnance. 
26 6. "Direct skip" means the same as the term is 
27 defined in section' 2612(c) of the Internal Revenue 
28 Code. 
29 7. "Taxable termination" means the same as the 
30 term is defined in section 2612(a) of the Internal 
31 Revenue Code. 
32 8. "Taxable distribution" means the same as the 
33 term is defined in section 2612(b) of the Internal 
34 Revenue Code. 
35 9. I'Transferor", I'trust", "trustee" and "interest" 
36 means the same as those respective terms are defined 
37 in section 2652 of the Internal Revenue Code. 
38 Sec. 44. Section 450A.2, Code 1987, is amended to 
39 read as follows: 
40 4S0A.2 IMPOSITION OF TAX. 
41 A tax is imposed on the transfer of any property, 
42 included in a generation skipping transfer, other than 
43 a direct skip, occurring at the same time a~T-e~ 
44 after, and as a result of the death of the-deemed 
45 e~an~fe~o~ an individual, eqHai-te-the in an amount of 
46 equal to the maximum federal credit allowable under 
47 section 2682tett5ttBt 2604 of the Internal Revenue 
48 Code of-i954, for that-po~eion-of-~eate-eseaeeT 
49 iMherieaneeT-iegaeYT-e~-sHeeession-ta~ the generation 
50 skipping transfer tax actually paid to the state in 
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~respect 0: any property included in the generation 
~skipping transfer. 

3 Where the eeemed transferor is a resident of Iowa 
4 and all property included in a generation skipping 
5 transfer that is subject to tax under this section has 
6 a situs in Iowa, or is subject to the jurisdiction of 
7 the courts of Iowa, an amount equal to the total 
8 credit as allowed under the Internal Revenue Code of 
9 ~954 shall be paid to the state of Iowa. Where the 

10 deemed transferor is a nonresident or where the 
11 property included in a generation skipping transfer 
12 that is subject to tax under this section has a situs 
13 outside the state of Iowa and not subject to the 
14 jurisdiction of Iowa courts, the tax shall be prorated 
15 on the basis that the value of Iowa property included 
16 in the generation skipping transfer bears to the total 
17 value of property included in the generation skipping 
18 transfer. 
19 Sec. 45. Section 450A.3, Code 1987, is amended to 
20 read as follows: 
21 450A.3 VALUE OF PROPERTY. 
22 The value of property, included in a generation 
23 skipping transfer, shall be the same as determined for 
24 federal generation skipping transfer tax purposes 

_
under the Internal Revenue Code o£-t954. 

" Sec. 46. Section 450A.4, Code 1987, is amended to 
read as follows: ' 

28 450A.4 PAYMENT OF THE TAX. 
29 The tax imposed by this chapter shall be paid 
30 with±~-twe~ve-month~ on or before the last day of the 
31 ninth month after the death of the eeemed transferor 
32 if-the tran~fer-oee~rs-at-that-time7-er-±f-later7-the 
33 day-whieh-is-twelve-months-after-the-eay-on-whieh-~~eh 
34 generation-s~±~~in9-transfer-oee~rred individual whose 
35 death is the event causing the generation skipping 
36 transfer which is eligible for the credit for state 
37 taxes paid under section 2604 of the Internal Revenue 
38 Code. Por ptlrposes-of-thi~ ehapter,-any property 
39 trensferred-d~ri~9-the-three-year-period-end±~9-on-the 
40 date-of-the-deemed-transferor~~-deeth-and-whieh-±s 
41 ineltlded-±~-a-generetio~-s~ipping-transfe~-tlnder-the 
42 ~nternel-Revenoe-Eode-of-t954-~ha%%-be-eons±dered-e~ 
43 e~ans~erred-o~-the-eeemed-trans~ero~~s-deeth7 
44 Sec. 47. Section 450A.5, Code 1987, is amended to 
45 read as follows: 
46 450A.5 LIABILITY FOR THE TAX. 
47 The di~tr±b~tee transferee of the property included 
48 in the generation skipping transfer shall be 
49 personally liable for the tax to the extent of the 
1IIrai~-mer~et its value, determined under section 2624 
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1 of the Internal Revenue Code as of the time of the 
2 d~~t~~btlt~on,-of-t"e-p~ope~ty-reee~ved-~n-the 
3 di~t~ibtltion generation skipping transfer. If the tax 
4 is attributable to a taxable termination, as defined 
5 in section ~6~3 2612(a) of the Internal Revenue Code 
6 of-~954, the trustee and the transferee shall be 
7 personally liable for the tax to the extent of the 
8 value of the property subject to tax under the 
9 trustee's control. 

10 Sec. 48. Section 450A.6, Code 1987, is amended to 
11 read as follows: 
12 450A.6 LIEN OF THE TAX. 
13 The tax imposed by this chapter shall be a lien on 
14 the property subject to the tax for a period of ten 
15 years from the time the generation skipping transfer 
16 occurs. Full payment of the tax, penalty and interest 
17 due and-~nte~e~t,-if-any, shall release the lien and 
18 discharge the d~st~ibtltee transferee and trustee of 
19 personal liability. Unless the lien has been 
20 perfected by recording, a transfer by the distribtltee 
21 transferee or the trustee to a bona fide purchaser for 
22 value shall divest the property of the lien. If the 
23 lien is perfected by recoraing, the rights of the 
2~ state under the lien have priority over all subsequent 
25 mortgages, purchases or judgment creditors. The 
26 department may release the lien prior to the payment 
27 of the tax due if adequate security for payment of the 
28 tax is given. 
29 Sec. 49. Section 450A.lO, Code 1987, is amended to 
30 read as follows: 
31 450A.IO DIRECTOR TO ENFORCE COLLECTION. 
32 It shall be the duty of the director to enforce 
33 collection of the tax imposed by this chapter and 
34 shall with all the rights of a party in interest, 
35 represent the state in any proceedings to collect the 
36 tax. The director shall have the power to bring suit 
37 against any person liable for the payment of the tax, 
38 penalty, interest and costs and may foreclose the lien 
39 of the tax in the same manner as is now prescribed for 
40 the foreclosure of real estate mortgages and upon 
41 judgment may cause execution to be issued to sell so 
42 much of the property necessary to satisfy the tax, 
43 penalty, interest and costs due. 
44 Sec. 50. Section 450A.ll, Code 1987, is amended to 
45 read as follows: 
46 450A.ll DUTY TO CLAIM MAXIMUM CREDIT. 
47 It shall be the duty of any person liable for the 
48 payment of the tax to claim the maximum federal credit 
49 allowable for that portion of the state estate, 
50 inheritenee,-~e9aey-o~-stleee~sion generation skioping 
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~rans:er tax pald in respect of any property included 
2 in a taxable generation skipping transfer. Claiming 
3 on a federal return a sum less than the maximum 
4 federal credit allowable shall not relieve any person 
5 liable for the tax of the duty to pay the tax imposed 
6 under this chapter. 
7 If an amended or supplemental return is filed with 
8 the internal revenue service which results in a change 
9 in the amount of tax owing under this chapter, the 

10 persons liable for the payment of the tax shall submit 
11 an amended return, on forms prescribed by the 
12 director, indicating the amount of the tax then owing 
13 as a result of such change. 
1~ If any federal generation skipping transfer tax has 
15 been paid before the enactment of this chapter, the 
16 persons liable for the payment of the tax under this 
17 chapter shal: file an amended federal return claiming 
18 the maximum federal credit allowable and file the Iowa 
19 returns specified in section 450A.8 within six months 
20 after the enactment of this chaoter or within the time 
21 limit provided in section 450A.4 whichever is the 
22 later. 
23 Sec. 51. Section 450B.~, Code 1987, is amended to 

'.' ead as follOws: " 450B.l DEFINITIONS. 
_ As used in this chapter, unless the context 
27 otherwise requires: 
28 1. "internal Revenue Code of-i954" means the same 
29 as defined in section 422.3. 
30 2. "Taxpayer" means a qualified heir liable for 
31 the inheritance tax imposed under chapter 450 on 
32 qualified real property. 
33 3. "Qualified real property", "qualified use", 
34 "cessation of qualified use", and "qualified heir" 
35 mean the same as defined in section 2032A of the 
36 Internal Revenue Code of-i954. 
37 4. For purposes of subsection 1, the Internal 
38 Revenue Code of-i954 shall be interpreted to include 
39 the provisions of Pub. L. No. 98-4. 
40 Sec. 52. Section 450B.2, Code 1987, is amended to 
41 read as follOWS: 
42 4508.2 ALTERNATE ELECTION OF VALUE FOR QUALIFIED 

43 USE. 
44 Notwithstanding section 450.37, the value of 
45 qualified real property for the purpose ot the tax 
46 imposed under chapter 450 may, at the election of the 
47 taxpayer, be its value for the use under which it 
48 qualifies as prescribed by section 2032A of the 
~nternal Revenue Code of~i954. A.taxpayer may mak~ an 
~ectlon under thiS section only If all of the 

-33-



PAGE PORTY-FOUR, APRIL 15, 1987 

11-3749 
Pa,]", Thirty-four 

1 following conditions are met: 

HOUSE CLIP SHEET 

2 1. An election for federal estate tax purposes was 
3 made with regard to the qualified real property under 
4 section 2032A of the Internal Revenue Code of-i954. 
5 2. All persons who signed the agreement referred 
6 to in section 2032A(d)(2) of the Internal Revenue Code 
7 of-1954 make the election under this section and sign 
8 an agreement with the department of revenue and 
9 finance consenting to the application of section 

10 450B.3 with respect to the qualified real property. 
11 3. The total decrease in the value of the 
12 qualified real property as a result of the election 
13 under this section does not exceed the dollar 
14 limitation specified in section 2032A(a)(2) of the 
15 Internal Revenue Code of-1954. 
16 The election under this section shall be made by 
17 the taxpayer in the manner as the director of revenue 
18 and finance may prescribe by rule. The value for the 
19 qualified use under this section shall be the value as 
20 determined and accepted for federal estate tax 
2l purposes. 
22 The definitions and special rules specified in 
23 section 2032A(e) of the lriternal Revenue Code of-i9S4 
24 shall apply with respect to qualified real property 
25 for which an election was made under this section 
26 except that rules shall be prescribed by the director 
27 of revenue and finance in lieu of the regulations 
28 promulgated by the secretary of treasury. 
29 The director shall prescribe regulations setting 
30 forth the application of this chapter in the case of 
31 an interest in a partnership, corporation, or trust 
32 whiCh, with respect to the decedent, is an interest in 
33 a closely held business within the meaning of section 
34 6166(b)(1) of the Internal Revenue Code of-i954. Such 
35 regulations shall conform as nearly as possible with 
36 the regulations promulgated by the United States 
37 secretary of treasury in respect to such interests. 
38 Sec. 53. Section 450B.3, Code 1987, is amended to 
39 read as follows: 
40 4503.3 ADDITIONAL INHERITANCE TAX APPLICABLE. 
41 There is imposed upon the qualified heir an 
42 additional inheritance tax if, within ten years after 
43 the decedent's death and before the death of the 
44 qualified heir, the qualified heir disposes of, other 
45 than to a member of the family, any interest in 
46 qualified real property for which an election under 
47 section 450B.2 was made or ceases to use for the 
48 qualified use the qualified real property for which an 
49 election under section 4503.2 was made as prescribed 
50 in section 2032A(c) of the Interna: Revenue Code of 
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~i9S4. The additional inheritance tax shall be the 
~amount computed under section 450B.5 and shall be due 

3 six months after the date of the disposition or 
4 cessation of qualified use referred to in this 
5 section. The amount of the additional inheritance tax 
6 shall accrue interest a~ the rate of ten percent per 
7 year Erom nine months aEter the decedent's death to 
8 the due date of the tax. The tax shall be paid to the 
9 department of revenue and finance and shall be 

10 deposited into the general fund of the state. Taxes 
11 not paid within the time prescribed in this section 
12 shall draw interest at the rate of ten percent per 
13 annum until paid. There shall not be an additional 
14 inheritance tax if the disposition or cessation occurs 
15 ten years or more after the decedent's death. 
16 Sec. 54. Section 451.1. subsection 8, Code 1987, 
17 is amended to read as follows: 
18 8. "Internal Revenue Code of-i9St" means the same 
19 as defined in section 422.3. 
20 Sec. 55. Section 451.2, unnumbered paragraph 1, 
21 Code 1987, is amended to read as follows: 
22 An amount equal to the federal estate tax credit 
23 for state death taxes as ~llowed in the Internal 
24 Revenue Code e£-19S4 is he~eby imposed upon every 

_
.. transfer of the net estate of every decedent, being a 
. esident of, or owning property in this state,-as 
, erein-p~o¥i~ed. 
28 Sec. 56. Section 451.3, Code 1987, is amended to 
29 read as follows: 
30 451.3 GROSS AND NET ESTATE. 
31 The gross estate shall be the same as finally 
32 determined for federal estate tax and the net estate 
33 shall be the gross estate less deductions as permitted 
34 by federal law, in arriving at the net taxable federal 
35 estate, all determined as provided in the Internal 
36 Revenue Code of-i95t. 
37 Sec. 57. Section 450A.13. Code 1987, is repealed. 
38 Sec. 58. No addition to the tax shall be made 
39 under section 422.16, subsection 11, paragraph "dO or 
40 section 422.88, relating to the underpayment of 
41 estimated tax, for any tax year beginning before 
42 January 1, 1987 with respect to any underpayment, to 
43 the extent such underpayment was created or increased 
44 by any provision of the federal Tax Reform Act of 1986 
45 or this Act. 
46 Sec. 59. Sections 2, 3, 7, 9, 10, 11, 15. 17 
47 through 24, 26, 27, 29, 30, 34, 35, 37, and 38 of this 
48 Act are retroactive to January 1, 1986 for tax years 
49 beginning on or after that date. 
'. Sec. 60. Sections 1, 4, 5, 6, 8. 12, 13, 14, 16, 
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1 25, 28, 31, 32, 33, and 36 of this Act are retroactive 
2 to January 1, 1987 for tax years beginning on or after 
3 that date. 
4 Sec. 61. Sections 41, 42, 51, 52, 53, 54, 55, and 
5 56 of this Act are retroactive to January 1, 1987 for 
6 estates of persons dying on or after that date. 
7 Sec. 62. Sections 43 through 50 of this Act are 
8 retroactive to October 22, 1986 for generation 
9 skipping transfers which are eligible for the credit 

10 for state taxes under section 2604 of the Internal 
11 Revenue Code and are made after October 22, 1986, 
12 subject to the special rules of section 1433(b) of 
13 Public Law 99-514. 
14 Sec. 63. Section 57 of this Act ~s retroactive to 
15 June 11, 1976. 
16 Sec. 64. This Act, being deemed of immediate 
17 importance, takes effect upon enactment."" 
18 2. Title page, by striking lines 1 through 7 and 
19 inserting the following: "An Act relating to the 
20 state's income, franchise, and death taxes by updating 
21 references to the Internal Revenue Code, rewriting the 
22 state minimum taxes to conform with the federal 
23 alternative minimum taxes,· rewriting the state 
24 generation skipping transfer tax to conform with the 
25 federal provisions, rewriting the state individual 
26 income tax to impose a flat rate, striking obsolete 
27 and repealed items, clarifying the taxation of 
28 regulated investment company dividends and shares, 
29 extending the statute of limitations for certain 
30 refund claims, providing for waiver of penalty for 
31 underpayment of estimated tax, and providing effective 
32 dates." 

H-3;49 FILED APRIL 14, 1987 BY SCHNEKLOTH of Scott 
£_ ,; j; S" ((f I"f 3-; ) 
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_ 3736~ ::()~S~na.te Fi.l~ ·18!., A~'_;":~"-;':':'~:'':' ~;~("jS0~: !,-. 

reprlntec oy the Senate, as ~oi:~~s: 
<+ 1. page 2, by s:'ciki:1S ~i.:;BS 25 t:trGu~~'. 3~ ,.=J,=.1d 
5 inserting the following: 
6 "a. For taxpaypcs other tha~ ~arr:~d taXpayec5 
7 fillng separateLy: 
8 (1) On dll taxable lncome from zero thrl)ug:c ~ive 
9 thousa~d dollars. two Dereen:. 

10 (2) On all taxable" :'ncome exceeding fi.\)~ !" .. ;~o·.Jsd~d 
11 dollars, six percent. 
12 
:3 

b. For ~arried taxpayers filing separately: 
(l) On all taxable income frore zero through two 

14 thousand five hundred do~~ars. twc Dereent. 
15 (2) On all taxable income exceeding two thousand 
16 
17 
18 
19 
20 
21 
22 
23 
24 

'-~ . ) 

2.7 
28 
29 
30 

five hundred dollars, six percent." 
2. Page 3, line 6, by str:king the word a~d 

figures "6 and 7" and inserting the following: 
7, and lOU. 

3. page 3, by insertir.g after line 7 the 
following: 

112, 6, 

"2. However, r.o tax shall be imposed on any 
resident or nonresident whose net income, as defined 
in section 422.7, is f±~e seven tho~sand dollars or 
less; but in the event that the payment of tax unde( 
~his divcsion would reduce the net income ~o less than 
f±~e seven thousand dollars. then the tax shall be 
reduced to that amount wh~ch would result in allowing 
the taxpayer to retain a net income of ~i¥e seven 
thousand dollars. ?he preceding sentence does not 

31 apply to estates or trusts. Foc the purpose of this 
32 subsection, the entire net income, including any part 
33 thereof not allocated to =o~a, shall be taken into 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

• 

account. If the combined net income of a husband and 
~ife exceeds f~~e seven thousand dollars, neither of 
them shall receive the bene~it of this subsection. and 
it is i~~aterial whether they file a joint return or 
separate returns. A person ~ho is claimed as a 
dependent by another person as defined in section 
422.12 shall not receive the benefit of this 
subsection if the cerson claiminc the deDenden~ has 
net income exceedi~g five seven ~housand-dollars or 
the person claiming the dependent ar.d the person's 
spouse have combined net income exceeding five seven 
thousand dollars." 

4. Page 3, line 38. by striking the word "five" 
and inserting the follovllng: "f±1fe seven". 

5. Page 3, by inserting after line 50 ~he 
following: 

'tiO. In addition to the other taxes i~posed by 

-1-
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) ~~d~~ sectic~ 402(e) o~ ~:~2 =~t0:~21 2eV2~ue Cace o~ 
4 lS'S.~ :;:-.c be Se~drately t.~,Y.2C :Q~ :2(12::,"' ~ :~:-_co~e t~x . 
. , ~ur00ses fc~ the tax year. The ra:£ c: ~~X LS 2~~:a.i 
'). ~o ~~PI •• ~y-f;vP percc~~ OF ~ha sena·~~2 ~~doral ~ax \ _ _ ..., ~ _ _ ~ ~ .. '- •• ... J. _ •• J c... _~.:.. <.. '. . ._ '. ~ '-: ... ~ 

7 irn90SEci on the amo~nt oE the lump S~2~ G~strlbu~10~-
8 ~onre5ident is ~~able EIJr this tax OD~Y on th2~ 
q :.'ortl·o-.. " o_f ~~o 'Uln~ s··r· Q'l'-tr;h,'-:C~ ~:~n~ab12 0 _ _~ I.. •• \::.,J.. ~ v'" ~;. .............. L;' ,.I ............ - '-:'~ - . _ . 

:i.e Iowa. The total ~mOL.i~t oE ~,:1e lump St;:1 Ci~str ~~~:i..on 
~; subject to separate fede~a,l tax sha:l De i:1cl.~. ':,;:'C~ :r. 
l2 nee Income for purposes of determ:ning eligibili~y 
13 Linder (he five seven thoLlsand ~olla[ or less 
14 exclusion. 
15 Sec. 80. Section 422.7, svDsections 6: 8, a~d 19, 
16 Code 1987, are amended to !ead as follows: 
17 6. Individual taxpayers and married taxpayers who 
18 file a joint federal income tax re~~r~ and who elect 
19 to file a joint return, 2I separate recurns c·, 
20 5eparae~-~~t~n9-en-B-ceffib~ned-ret~~" for Iowa Income 
2l tax purposes, may avail theT.selves cE the disaoility 
22 income exclusion and shall comoute the amount of t~e 
23 disability .ncome exclusion subject to the limitatio~s 
24 for joint federal income tax return filers provided by 
25 section 105 (d) of the Internal Revenue Code of 1954. 
26 T~e disability income exclusion provided in section 
27 105 (d) of the Internal Revenue Code of 1954, as 
23 amended up to and including December 31, 1982, 
29 continues to apply for state income tax purposes for 
30 tax years beginning on or after January 1, 1984. 
31 8. Married taxpayers who file a joint federal 
32 income tax return and who elect to file separate 
33 returns o~_gep8rate-f~li~9-0n-8-ceffibinea-reetlrn for 
34 Iowa income tax purposes, may avail themselves of ~he 
35 expensing of business assets and capital loss 
36 provisions of sections 179(a) and 1211(b) respectively 
37 of the Internal Revenue Code of 1954 and shall compute 
38 the amount of expensing of busi~ess assets and capital 
39 loss subject to the limitations for joint federal 
40 income tax return filers provided by sections l79(b) 
41 and 1211(b) respectively of the Internal Revenue Code 
42 of 1954. 
43 19. ~a[ried taxpayers, who file a join: ~ederal 
44 income tax return and who elect to file separate 
45 returns o~_who_e~eet-5ep6rate-Ei~±r.9-en-8-eomb±ned 
46 re~tlrn for state income tax ourooses, shall include in 
47 net income any social security benefits or tier 1 
48 railroad retirement benefits received to the same 
49 extent as those benefits are taxable on the taxpayer's 
50 ioint federal return [or that year under section 86 o~ 
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3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

• 21 
22 
23 
24 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

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 
or tier 1 railroad retirement benefits received by 
each spouse to the total of these benefits received by 
both spouses." 

6. Page 4, by striking lines 36 through 44 and 
inserting the following: "paragraph 1, Code 1987. 15 
amended to read as follows: 

An optional standard deduction of fifteen percent 
of the net income af~er-dedtle~±en-of-federat-ineeme 
~~~, not to exceed one thousand two hundred do:lars 
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 of 1954, or an 
unmarried head of household as defined in the Internal 
Revenue Code of 1954." 

7. Page 5, by striking lines 21 through 35. 
8. Page 5, by inserting after line 35 the 

following: 
"Sec. 81. Section 422.12, subsection 2, unnumbered 

paragraph 2, Code 1987, is amended to read as follows: 
Married taxpayers electing to file separate returns 

o~-f±t±"9-Sep~~aeety-o"-~-eomb±"ed-re~ttrn must 
allocate the child and dependent care credit 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 for the 
credit only in the amount fairly and equitably 
allocable to Iowa under rules prescribed by the 
director. 

Sec. 82. Section 422.12, Code 1987, is amended by 
adding the following new subsection: 

NEW SUBSECTION. 4. A two-earner credit for 
married taxpayers filing jointly. For tax years 
beginning in 1987, the credit is equal to one percent 
of the qualified earned income of the spouse with the 
lower qualified earned income not to exceed fifty 
dollars. For tax years beginning on or after January 
1, 1988, the credit is equal to one and one-half 
percent of the qualified earned income of the spouse 
with the lower qualified earned income not to exceed 
seventy-five dollars. For purposes of this credit the 
term "qualified earned income" means the same as 
provided in section 221 of the Internal Revenue Code 
in effect on December 31, 1986, except that only 
qualified earned income from Iowa sources shall be 

-3-
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1 considered f~r the credit. Ncn~esidents may claim the 
2 credit only ~o the extent that both spouses have 
3 qualified earned income from Iowa sources. 
4 Sec. 83. Section 422.13, subsection 1, paragraph 
5 b, Code 1987, is amended to read as follows: 
6 b. The individual, except a married person filing 
7 separately, has net income of £ott~ seven thousand 
8 dollars or more for the tax year from sources taxabl~ 
9 under this division. In the case of a married perso~ 

10 filing separately. the individual has net income of 
II three thousand five hundred dollars or more Eo· the 
l2 tax year from sources taxable under this divis'.,~" 
13 9. Page 6, line 7. by inserting after the figure 
l4 "12" the following: "and sections 80 through 83". 

H-3778 FILED APRIL 15, 1987 
LOST(~ .11'1 3 ) 

BY TABOR of Jackson 
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22 
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?7 
28 
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]0 
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32 
33 
34 
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36 
37 
JS 
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43 
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47 
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4: 
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,2.,--;,2:1C ':~'.C' Cr.)n':;;;:::ee or: iJ~y:s ,:' .... d :-:~;,.-i.:-:~ .:,:-;:e::;·.:.:;:e;:~: H-
37~S to Senate F:le 481, as a~~~.~,?~~. ~asseci a~~ 
~'e~:int~j jy the Senate, as tcl~0Wc' 

1. Page 2, by striking l~:les 2S ::-.:C"l!~h 3_ a~lc. 
:~52~ting the following: 

Ita. On all taxable inco~e from zero :h:cuah five 
thousand dollars, two percent. ~ 

b. On all taxable income exceedi~q ~ive ~~O~~5an~ 
.-..""'~' ....... s '"",,,~ f'O' e ceec': ng -e ~ t\o., . ~ .:.. ..... .....: ,,~ •. - -,- c __ ,,~ ....... n, oJ .... ~., .... X .L.:;' veii .. OLi.~<:1.;'-' ( ...... J,...:..: •• :..:::.., ;,.'~./_': 

::e:'cer:: . 
c. On all taxable inc~~e exceedi~q 5eve~ .;-8~Sd~C 

~01:a:s, six pe:cent." 
2. ?age 3, line 6, by st:i~i~; t~e ~o~d a~d 

f~gu:es "6 and 7 11 and inse::ing t~e ~Ql:o~inq: 

3. Paqe 3, by inserting af:er :i~n I the 
tcllowing: 

" 7 . , 6 , 

"2. However, no tax shall be ~mpcsed on a~y 
:es~dent or nonresident whose ~~t :nc~~e, ~s deti"ec 
:n section 422.7, is fiv~ seve~ thQ~sa~d dcll2~5 or 
~ess; but i~ the event that the pay~e~~ of tax under 
this division would reduce the net inc8~e to less tha~ 
~~~e seven tho~sand dollars, then the :ax shal: be 
:ed~ced to :hat amount wh~c~ wc~~ci res~:~ ~~ a~~cwl~g 
~~e taxpaye~ to retain a net i~come ?~ f~ye seve~ 

~"ousar.d dol:a:s. The preced:"g se~:e~ce does ~Ot 
a~p~y to estates 0: trusts. For the purpose of t~is 
Sl~DSeCt~O~, the enti:e net l~ca~@, 

. . . . 
:nc~~c:~g a~y part 

2CCC;..!~t. 

~i!p exceeds f~ye seven thc~sa~d do:~a~s, nei:her of 
~he~ s~a:l receive tte be~efi: 8f th~s s~jsec:iQ~, a~d 

:.t is l:7Ji'.ate-:i.al w~ether they Eile a ;G:';,t rec;..:r;! or 
sepa:ate returr.s. A person who is c:di~ed as a 
depe~cie~t by a~cthe: person as de!ine~ ~~ 5ec:~o~ 
~22.!2 s~all not receive the be~efit of th~s 

sLb5ectio~ i~ the person c:a~~i~g the jepe~t~nt has 
net incoxe exceeding ~ive 5eve~ :ho~sand dol:ars or 
che person clai~:ng the de?e~ce~t a~c (~e pe"so~'s 
spo~se hav~ co~bined net incoffie exceed~~g f±~e seve~ 
t~ousand doilars. I

' 

4. Page 3, line 38, by s~ri~in~ t::F .... ere "~i.ve'l 

and i~5erting the following: "f±~e seve~". 
5. Page 3, by inserting aE~e: ~l~e 50 :he 

:o,:",:,owing: 
1'10. :n addition to the other taxes imposed by 

t:-.is sec:i8n, a tax is imposed O~ the a::10~nt of a li.!rr;~ 
3um distrib~t!on for which t~e :ax?ay~~ has elected 
~~de[ section 402(e) of the rncernal Revenue Code of 
:954 to be separately taxed ~cr federal income tax 
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1 purposes for the tax year. The rate of tax is ~qual 
2 to twenty-five percent of the separate federal tax 
3 imposed on the amount of the lump sum distribution. A 
4 nonresident is liable for this tax only on that 
5 portion of the lump sum distribution allocable to 
6 Iowa. The total amount of the lump sum distribution 
7 subject to separate federal tax shall be included in 
8 net income for purposes of determining eligibility 
9 under the £i~e seven thousand dollar or less 

10 exclusion." 
11 6. Page 4, by striking lines 36 through 44 and 
12 inserting the following: "paragraph 1, Code 1987, is 
13 amended to read as follows: 
14 An optional standard deduction of fifteen percent 
15 of the net income after-oeo~etion-o£-feoerai-±neome 
16 tax, not to exceed one thousand two hundred dollars 
17 for a married person who files separately, one 
18 thousand two hundred dollars for a single person or 
19 three thousand dollars for a husband and wife who file 
20 a joint return, a surviving spouse as defined in 
21 section 2 of the Internal Revenue Code of 1954, or an 
22 unmarried head of household as defined in the Internal 
23 Revenue Code of 1954." 
14 7. Page 5, by striking lines 21 through 35. 
25 8. Page 5, by inserting after line 35 the 
26 following: 
27 "Sec. 82. Section 422.12, Code 1987, is amended by 
28 adding the following new subsection: 
29 NEW SUBSECTION. 4. A two-earner credit for 
30 married taxpayers filing jointly. For tax years 
31 beginning in 1987, the credit is equal to one percent 
32 of the qualified earned income of the spouse with the 
33 lower qualified earned income not to exceed fifty 
34 dollars. For tax years beginning on or after January 
35 1, 1988, the credit is equal to one and one-half 
36 percent of the qualified earned income of the spouse 
37 with the lower qualified earned ir.come not to exceed 
38 seventy-five dollars. For purposes of this credit the 
39 term "qualified earned income" means the same as 
40 provided in sectior. 221 of the Interna~ Revenue Code 
41 in effect on December 31, 1986, except that only 
42 qualified earned income from Iowa socrces shall be 
43 considered for the credit. Nonres~den:s may claim the 
44 credit only to the extent that beth spouses have 
45 qualified earned income from Iowa sources. 
46 Sec. 83. Section 422.13, subsection 1, paragraph 
47 b f Code 1987, is amended to read as follows: 
48 b. The individual has net income of four seven 
49 thousand dollars or more for the tax year from sources 
50 taxable under this division." 
Page Three 

1 9. Page 6, line 7, by inserting 
2 "12" the following: "and sections 

H-.378) FILED APRIL 15, 19&J~ 
LOST(J 1131) 

after the figure 
82 and 83". 

BY BENNETT of Ida 
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FISCAL NOTe 
REPRESENTATIVE OSTERBERG 

In compliance with a written request received April 13, 1987, a fiscal nate 
for AMENDMENT H-3736 TO SENATE FILE 481 is hereby "ubmittcrl pursuant to Juint 
Rule 17. Dat~ used in developing this fiscal note are available [rom the 
Legis13tive Fiscal Bureau to members of the Legislature upon rcquesl. 

Amendment H-3736 to Senate rile 48l as amended, passed, and reprinted by the 
Senate makes several changes to the bill. Beginning in tax year 1987, taxdbLe 
income brackets and tax rates are as follows for all taxpayers: 

Taxable 

$ 0 
4,000 

above 

income 

4,000 
15,000 

$15,000 

Rate (%) 

4.00 
6.00 
9.00 

The amendment also increases the level of annuity income (U.S. civil Service 
Retirement and Disability Trust Fund) which may be eXCluded each tax year [0 

determine net income from $5,500 to $5,627 an a separate return and from 
$8,000 to $8,184 an a joint retur~. 

federal ,ncome taxes ~ould not be deductible 
Amendment H-3736. The amendment also strikes 
services, and use tax from Senate File 481. 

Assumptions 

for Iowa taxpayers under 
~he increase in the sal~s~ 

1. Federal deductibility is disallowed under the amendme~t. 

2. Married filing separately an a combined return is disallowed under the 
bill, but is allowed under the amendment. 

3. The minimum adjusted gross income exemption 1S disallowed under Senate 
Fde 481 and the amendment. 

4. The effect of the tax rate changes under the amendment 1S assumed to be 
the same in FY 1988 and FY 1989. 

INDIVIDUAL INCOME TAX LIABILITY FISCAL EFFECT 
Under current la~, 1987 individual income tax liability is estimated to be 
approximately $847 million. Individual income tax liability under Senate File 
481 for tax year 1987 is estimated to be $838.5 million, a decrease of $8.5 
million compared to current law. Tax liability under H-3736 is estimated to 
be approximately $974 million for tax year 1987, an increase of $127 million 
compared to current law. 

SOURCE: Department of Revenue and Finance 

1IIIrD APRIL 14, 1987 
(LSB 2'(02$..6, RJll) 

BY DE~~IS PROUTY, fISCAL DIRECTOR 
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Sr;,,};TE 75 
April 20 I 19~7 

'. '~681 
1 
2 
3 
4 

Amend Senate File 481, as ame~ded, passec, and re­
printed by the Senate, as follows: 

1. By striking everything after the enacting 
clause and inserting the following: 

5 "Section 1. Section 422.3, subsectio~ 5. Code 
6 1987, is amended by striking the subsection a~d 
7 inserting in lle~ thereof the following: 
8 5. "internal Revenue Code" ~eans the :nternal 
9 Reve~ue Code of 1954. prior to the date c[ :ts 

10 redesignation as the Internal Revenue Co~c of 1986 by 
11 the Tax Reform Act of 1986, O~ means the :~te~nal 
12 Revenue Code of 1986 as ame~ded t~ a~d ir.~luding 
13 January 1. 1987. whichever is app~icable. 
:4 Sec. 2. Section 422.4. subsection 17. Code 1987. 
15 is amended to read as follows: 
16 
17 
18 
19 
20 
21 

,.~ 
':.4 

25 
26 
27 
28 
29 
30 

17. a. "Annual inflation factor 'l mee~s-an-index~ 

ex~re~~ed-~~-e-~erce~t~ge7-deter~i~ed-by-~he 
de~~rtment-e~ek-yeer-t~-ref=eet-t~e-ptlrehesin9-POWer 
of-the-ao;ia~-~!-a-~es~it-or-±nf~et~o~-otl~ir.~-the 
precedin9-ea~ender-ye~r.--?or-the-~98t-and-stlb~e~tlent 
ee~e~ee~-yeer~,-llenntlai-inf~atio~-f6e~e~u mea~s an 
index. expressed as a percentage. determined by the 
department by October IS of the calendar year 
preceding the calendar year for ~h.ich the factor is 
determined to reflect the purchasing pOwer of the 
dollar as a res~lt of inflation during the fiscal year 
ending in the calendar year preceding the calendar 
year for which the factor is determ:~ec. Ir. 
determining the annual inflation factor. the 
department sha:: use the a~~~a: perce~: change, b~t 

31 not less than zero percent. in the implic:t price 
32 deflator for the gross nationa! product computed fe~ 
33 the-w~o~e-e~le~de~-yee~-or fer the seco~d q~arte~ o~ 
34 the cale~dar year,-in-the-ee~e-ef-~~~-~~~de~-±~£~e~~o~ 
35 
36 
37 
38 
39 
40 

faetor-for-the-~98~-a~d-~tlb~eqtle~t-e~ie~6ar-year~7 by 
the bureau of economic analysis of the Un:tec States 
department of commerce and shall add two-fourths for 
the-~98e-~~d-~tlb~e~tlent-eeie~der-yeer~ of that percent 
change to one hundred perce~t. 'he-e~~tle~-~~~letion 
f~e~~~-Eor-~he-:9~9-eele~de~-ye~~-~~-~M~-~~~ci~~~-two 

43 
44 
45 
46 
47 

41 ?oint-three-pe~e~nt. The a~~ual inflatio~ fact0r a~d 
the cumula:ive i~Elation fac:or sha:l eac~ be 
expressed as a percentage rounded to the nearest one­
tenth of one percent. The annual i~flatio~ factor 
shall not be less than one hundred pe:ce~~. 

42 

_
48 

" 49 
'. 50 

b. "Cumulative inflation factor" means the product 
of the annual inflation factor for the Y9~B :987 
calendar year and all annual inflation factors for 
subsequent calendar years as determined pursuant to 
this subsection. The cumulative inflation factor 
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1 applies to all tax years beginni~g on or after Jan~a;y 
2 1 of the calendar year for which the latest ann~al 
3 inflation factor has been determined. 
4 c. The annual inflation factor for the i916 1987 
5 calendar year is one hundred percent. 
6 d. Notwithstanding the computation of the annual 
7 infla~n factor under paragraph "a" of-H'I±~ 
8 ~tlb~eetio", the annual in~lation factor is one hunc~e~ 
9 percent for any calendar year In which thn unobligatE~ 

10 state general fund balance on 0une 30 e~-ec~~~f±ed-by 
11 the-dir~etor-ef-reve~~e-~nd-f~neMee-by-Se~ee~ber--i6-~f 
12 ~he-f~~eet-year-be9in~~~q-±~-~het-ea!e~de~-yea~-±~ 
13 ~e~~-~h~n-~~xty-~t~i~e~-eo:~~r~~--Hewe~e~7-for-t~~ 
14 198~-end-~nb~e~ter.t-eere~oe~-le~r~,-~he-~~Mtle~ 
15 ±nf~e~±o~-feetor-±~-o~e-~~nd~ed-?e~eent-fe~-eny 
16 ee!e~der-year-if-the-~~eb~~ge~ed-~~~~e-ge~erai-f~~d 
17 be~e~ce-o~-dtlne-39-of-the-ce~e~de~-yee~-?reced±n;-~~~ 
18 eeie"de~-y~er-for-whie~-t~e-f~~te~-~~-d~te~mi~ee, as 
19 certified by the director of revenue and finance by 
20 October 10, is less ~han sixty million dollars. 
21 Sec. 3. Section 422.5, subsection 1, parag,aphs G 
22 through ro, Code 1987, are ame~cec by striKing the 
23 paragraphs and inserting in lieu thereof the 
24 following: 
25 a. On all taxable income fro~ zero through rour 
26 thousand dollars, four percent. 
27 b. On all taxable income exceedlng four thousand 
28 dollars but not exceeding fifteen thousand dollars, 
29 six percent. 
30 c. On all taxable income exceeding fifteen 
31 thousand dollars, nine percent. 
32 Sec. 4. Sectic;: 422.5, subsect.':'or'. 1, pa::-agra!):1 "1 

33 Code 1987, is amended to read as follows: 
34 ~ £. The tax i~posed upo~ the taxable income of a 
35 no~resident shall be computed by reduc':'ng the a~ount 
36 determined pursuant to oarac:aohs "a" through U~ll "c" 
37 by the amounts of nonrefl1nd~bl~ credits under this---
38 division and by multiplying :his resulting amount by a 
39 fraction of whiCh the nonresident's net income 
40 allocated to Iowa, as determined in section 422.8, 
41 subsection 2, is the numerater and the nor.reside~t's 
42 tota: net incc~e co~puted unde~ section 422.7 is the 
43 denominator. ThIS provision also applies to 
44 individuals who are residents of Iowa for less than 
45 the entire tax year. 
46 Sec. 5. Section 422.5, subsection 1, paragraph 0, 

47 unnumbered paragraph 1, Code 1987, is amended to read 
48 as follows: 
49 There is imposed upon every resident and 
50 nonresident of this state, including estates and 

,-
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I 1 trust"s, the greater 0; tr.e tax determined L: 

2 paragraphs "au t!:rough 1l~~ lid" or the state 
3 alternative minimum ~ax equal =0 nine percen: of the 
4 state alte:native m~nimum taxable income OF the 
5 taxpayer as computed under this paragraph. 
6 Sec. 6. Section 422.5, subsections 6 and 7, Code 
7 1987, are amended to read as follows; 
8 G. A person who is disabled, is sixty-two years -~f 
9 age or olde~ or is the survivi~g spouse o~ 2~ 

10 individual or survivor having an insurable in~erest :n 
11 an individual who would have qualified foc the 
:2 exemption under tr."s paragrapr. for this tax year and 
13 recelves one or more arnuities fro~ the C::l:ed S~a:es 
14 CiVll serVlce retire~ent and d:sabi:ity trus~ f~nd, 
15 and whose net income, as defined in sectio~ 422.7, is 
15 sufficient to require that the tax be imposed upon it 
17 under tr.is section, may determine final taxable irco22 
18 for purposes of imposition of the tax by excluding t~e 
19 amount of annuities received from the United States 
20 civil service retirement and disability trus= fund, 
21 which are not already excluded in determining net 
22 income, as defined in section 422.7, up to a maxi~u~ 
23 each tax year of five thousand fi~e-handred six 

_,... 

24 hundred twenty-seven dollars for a person who files a 
, 5 separate state income tax return and eight thousand 
.•.. 6 o~e "'u"c"e-' e1·g"'·"-"o"· do'la r s ··0"a 1 for a .... S·Da-·'C· •• ., ,J ~ v .. Ll ... "".. ........ _ ......... _. J._ .. 

27 and wife who file a jOlnt state income tax return. 
28 However, a surviving spouse who is not disabled or 
29 sixty-two years of age or older can only eXClude the 
30 amount of annuit:es received as a result of the death 
31 of the other soouse. The amount of the exe~p~ion 
32 Shall be reduc~d by the am~~n: of any social sec~ritj 
33 benefits received. For the purpose of this section, 
34 the amount of annui:ies received :rom the uncted 
35 
36 
37 
38 
39 
40 

States civil se:vice re::rerne~t a~d disabi:ity trus~ 
fund taxable under the :n:e~nal Revenue Code o~ 1954 
shall be included :n net income for p~rposes 0: 
determining eligibility under the ~ive tho~sa~d dollar 
or less exclusion. 

7. Upo~ determinatio~ of the latest c~rn~lative 
4~ infla:ion factor, the director shall multiply each 
42 dollar arr.ount set forth in subsect:o;. :, paras~a~hs 
43 Ila" throuah ~~ll "e'l of this section, and eact dollar 
44 amount specif ied 1n this sec:ion as the r.18xiffiUm af:",OLnt 
45 
46 
47 
48 
49 _50 

of annuities received which may be excluded :n 
determining final taxable income, by this cumulative 
inflation factor, shall round off the resulting 
product to the nearest one dollar, and shall 
incorporate the result into the income tax forms and 
instructions for each tax year. 
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pg. 4 
Sec. 7. Sectlon 422.8, subsectlOC"l 2, Code 1987, is 

2 amended to read as follOws: 
3 
4 
5 
6 
7 
8 
9 

:0 
:1 
12 
13 

2. Nonresident's net income allocated to Iowa :~ 
the net income, or portion thereof, which is derived 
from a business, trade, profession, or occupation 
carried on within this state or income from any 
propeliY, trust, estat", or other source within '.Q'Ha. 
IE any business, trade, orofession, or occupa~i~n is 
carried on partly withi~' and partly without' the sta~t', 
only the portion of the net income which is fairly and 
equitably attributable to t~at part of the b~siness, 
trade, profession, or occ~patioi. carried 0' w:thir. t~e 
state is allocated to Iowa ~or pu:poses of secticn 

14 422.5, subsection 1, par5g~dP~ u~~ "d" and sect:o~ 
15 422.13 and income from a::1' ?r0perty~rust, estate. or 
l6 other source partly within and part:y without the 
17 state is allocated to Iowa l~ the sarr.e mar.~er, excp.?t 
18 that annuities, interest a:: bank deposits and 
19 interest-bearing obligations. and dividends are 
20 allocated to Iowa only to the extent to wh~ch they are 
21 derived ~rom a bus~ness, trade, profession, or 
22 occupation carried on wi~hin ~he s~ate. However, 
23 income received by an i~rl:vlduai who is a resident o~ 
24 another state is not allocated to Iowa if the income 
25 is subject to an inco~e tax ~mposed by the s~ate where 
26 the individual resides. and if the state cf residence 
27 allows a similar exc:usicn for income received in that 
28 state by residents of Iowa. In order to implement the 
29 exclusions, the director shall designate by rule the 
30 states which allow a sim:lar excl~sion for income 
31 received by residents o~ Iowa. and may enter into 
32 agree~ents with other sta~es tc provide that si~ila~ 
33 excl~sions will be allowed, and to provide suitable 
34 withholding require~ents :n each s:ate. 
3S Sec. 8. Section ~22.9. S;JDS2c:icn 1. unn'~mbered 
36 paragraph 1. Code 1987. :5 amended by striking the 
37 paragraph and inserting in :ie~ thereo~ the following: 
38 For a single person who lS no: a head of household. 
39 a married couple :iling JOIntly. a surviving spouse, a 
40 qualifying widow, a head of household. or a married 
41 person filing separately an optiona~ standard 
42 deductio~ equal tc the a~ount o~ the standa~d 
43 deduction deter~ined u~der sectio~ 63(c) of t~e 
44 Internal Rever.ue Code for that E~l:ng status. 
45 Sec. 9. Sec:ion 422.9. subsection 2, paragraph b, 
46 Code 1987, is a~ended by striking the paragraph and 
47 inserting in lieu thereof the follOwing: 
48 b. for tax years beginni~g on or after January 1, 
49 1987 but before Jan~ary :. 1988. add the amou~t of 
50 federal income tax paid during the tax year for the 

r 
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~ ?re~~~~s t!X year, e~=:rt '~r federal inc~:~~t~~ pa:d 

2 1n ~~_lmaL.d tax pay .. ,e .. cs, La the extent ,- .. aL ~ne 
3 federal income tax paid was not the res~it of an 
4 adjustment to the return tor the previous tax year. 
5 For tax years begiilning on or after January I, 1987, 
6 add the amount of federal income tax paid during the 
7 tax year which is the result of an adjustment to a 
B federal return for a tax year begin~in9 prior ~c 
9 January 1, 1987. Scbtract the amount of :ederal 

10 income tax re~und rece~ved during the tax year to ttc 
:1 extent that the :ederal lnCOlte tax that w~:.3 ref~nded 
12 had been ded~cted or. a returr. for a prior ~ax yea~. 
:3 Married persons who have filed a joint federal income 
14 tax ~etl1rn and who f~le separa~ely sha!l Civide the 

federal :ncome tax paid or the federal incone tax 
refund between them in the ratio ot ~he federal 
adjusted gross income of each spouse to the adjuste~ 
gross income of both spouses for the tax year which 
resulted in the income tax payment or the income tax 
refund. 

l5 
16 
l7 
18 
19 
20 
21 
22 
23 
24 

,-~ 
··~7 

28 
29 
30 

Sec. 10. Section 422.9, Code 1987, is amended by 
adding after subsection 2 the follOWing new subsection 
and renumbering the other subsections: 

NEW SUBSECTION. 3. In addition to the amount 
deducted under subsection 1 or 2. the taxpayer may 
deduct the amount of the applicab~e personal 
exemptions allowed under sectlon 15: or 642(b) of the 
Internal Revenue Code. In the case of married 
taxpayers electing separate filing on a combined 
return for state income tax purposes, the married 

31 taxpayers shall equally divide ·amongst them the amount 
32 c~ the exemption ~or dependen~s al~owed ~~de~ sectio:l 
33 lSI of the Internal Revenue Code. 

Sec. 11. Section 422.12. subsection 1, Code 198), 
3S is amer.dec by s:~:Ki~g the s~bsectio~. 
36 
37 
38 
39 
40 

Sec. 12. Section 422.21, unnu~be~ed paragraph 4, 
Code 1987, is amended to read as fol:ows: 

The director shal" determine for the ~979 :988 and 
subsequent calencar years the annual ar.d c~mt,;lative 
inflation factors ~or those calendar years to be 

41 applied to tax years beginni;.g on or after January: 
42 of that calendar year. The di~ecto: shall compute t~e 
43 new dOllar amounts as speci~ied therein to be adjusted 
44 in section 422.5 by the latest curnu:ative inflation 
45 fac:or and round off the res~:t to the nearest one 
46 dol~ar. The annual and cumu~ative inflation factors 
47 determined by the d1rector are not rules as defined in 

section 17A.2. subsection 7. 48 
49 .0 Sec. 13. Section 442.7, subseccion 1. paragraph a, 

Code 1987, is amended by adding the ~0110wing new 
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3 
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5 
6 
7 
8 
9 

10 , . 
..i.. ..:. 

~2 

·13 
l4 
: 5 
16 

unnumbered paragrapr.: 
NEW UNNUMBERED PARAGRAPH. However, the computation 

in determining the state percent of growth shall not 
include revenues generated as a result of state tax 
increases or increased revenues resulting Erom reduc~j 
federal taxes. 
--Sec. 14. Sectlons 1 through 12 cf this Act are 

retroactive to Ja~uary 1, ~987 fer tax years beglnning 
on or after that date. 

Sec. 15. Tr:is Act, being dee:;1ec of l:"."ec:ate 
importance is effective upon e~actme~t." 

2. Title page, line 2, by striking the word 
"'""'ithholcii~g," . 

J. Tit:e page, by s~~iki~g ~~~ES ~ thcG9~ 6 and 
inserting the following: "adjus:i~g the allowable 
growth ~nder the school", 
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REPORT OF THE CONFERENCE COMMITTEE 

ON SENATE FILE 481 

TO the President of the Senate and the Speaker of the House 

of Representatives: 

We, the undersigned members of the conference committee 

appointed to resolve the differences between the Senate and 

the House of Representatives on Senate File 481, a bill for An 

Act relating to state tax revenues and expenditures by 

altering the individual income tax rates, withholding, 

standard deductions, and personal exemptions and credits; 

increasing the state sales, services, and use tax and 

providing refunds :or certain contractors as a result of that 

increase; adjusting the allowable growth under the school 

foundation formula; and providing effective dates, 

respectfully make the following report: 

1. That the House recede from its amendment, S-3681, to 

Senate File 481, as amended, passed, and reprinted by the 

Senate. 

2. That Senate File 48~, as amended, passed, and reprinted 

by the Senate, be amended as follows: 
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1. By striking everything a:ter the enacting clause and 

inserting the following: 

"Section 1. Section 98.6, subsection 2, Code 1987, is 

amended to read as follows: 

2. Notwithstanding subsection 1, there is imposed and 

shall be collected and paid to the department a tax on a" 

cigarettes used or otherwise disposed of in this state for any 

purpose ae-ehe-~aee-of-n±ne-m±:ig-on-eaeh-e±ga~etee-fo~-ehe 

pe~±od-oe9±nn±ng-~~±Y-±7-±98:-and-end±ng-Sepeembe~-387-:985 

and at the rate of e"±~eeen eighteen mills on each cigarette 

beginning eeeobe~ July 1, :985 1987. 

Sec. 2. NEW SECTION. 98.40 INVENTORY TAX. 

1. All persons required to be licensed under sec~ion 98.l3 

as distributors having in their possession and held for resale 

on the effective date of an increase in the tax rate 

cigarettes or little cigars upon which the tax under section 

98.6 or 98.43 has been paid, unused cigarette tax stamps which 

have been paid for under section 98.8, or unused metered 

imprints. which have been paid for under section 98.12 shall be 

subject to an inventory tax on the items as provided in this 

section. 

2. Persons subject to the inventory tax imposed under ~ .. 
1..!1.lS 

section shall take an inventory as of the close of the busi­

ness day next preceding the effective date of the increased 

tax rate of those items s~bject to the inventory tax for the 

purpose of determining the tax due. These persons shall 

report the tax on forms provided by the department of revenue 

and finance and remit the tax due within thirty days of the 

prescribed inventory date. The department of revenue and 

finance shall adopt rules as are necessary to carry out this 

section. 

3. The rate of the inventory tax on each item subject to 

the tax as specified in subsection 1 1S equal to the 

difference between the amount paid on each item under section 

98.6, 98.8, 98.12, or 98.43 prior to the tax increase and the 

amount that is to be paid on each similar item under section 

CCR-2-
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98.6, 98.8, 98.12, o~ 98.43 after the tax increase except that 

i~ computing the rate of the inventory tax any discount 

allowed or allowable under section 98.8 shall not be 

considered. 

Sec. 3. 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 redesignatlon as the 

internal ~evenue 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.~. Section 422.4, subsection 17, Code 1987, lS 

amended to read as fOllows: 

17. a. "Annual inflation Eactor" ".,eeft~-6.n-l:"de"7 

eX~~@~3ee-6.~-d-pe~een~6.ge7-de~e~ml:ned-by-~he-depa~t~e~~-e6.eh 

7e6.~-te-~eE±eet-~he-ptl~eh6.3l:n9-pewer-ef-the-de±±~~-e3-6.-~@3tl~t 

o~-i~fret~e~-d~~±~9-the-preeed±M9-ee~e~de~-yeftr7--Fe~-the-t98~ 

6nd-~~bee~~~~e-eale~d6~-yeer~,-u~"ntl6i-~~ftatien-E~e~e~ll means 

an index, expressed as a percentage, determined by the 

depa~:me~t by October 15 of the calendar year preceding the 

cale~dar year Eor which the factor is determined to ~e:lect 

the purc~as:ng power of the dollar as a result of i~flation 

during the fiscal year ending in the calendar year preceding 

the cacendar year for which the factor is dete~mi~ed. :n 

determinin~ the annual inflation factor, the department shall 

use the annual percent change, but not less than zero percent, 

i~ the i~pliclt price deflator for the gross ~ational product 

computed ~er-the-w"ole-e6.1eMd6.r-ye6.r-or for the second quarter 

of the cale~dar year7-in-the-~6.se-ot-~"e-6.nntlel-l:nf±a~±en 

~de~or-fer-~he-=981-8nd-stlb~eq~@nt-e6.leMd6.r-yeer~7 by the 

bureau o~ economic analysis of the United states cepartment of 

co~~erce and s~all add two-fourths for-~he-±98e-end-~~b3eqtlent 

ea±endar-year3 of that percent change to one hu~dred percent. 

~he-6.Mn~8t-±ntt8~l:On-t6.etor-fer-t"@-l9~9-e6.lend8r-y@8r-is-one 

h~ndred-twe-?o~nt-three-pereent. 

-3-

The annual inflation factor 
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and the cumulative inflation Eac:or shall each be expressed as 

a percen:age rounded to the nearest one-ten:h of one percent. 

The annual inflation Eactor soa:l not be less than one hundred 

percent. 

b. "Cumulative inElation Eactor" ~eans t~e produc: o~ the 

annual inflation factor for the :918 1987 calendar year ar.d 

all annual inflation Eactors for subsequent calenca~ years as 

determined pursuant to this subsection. The cu~ulative 

inflation factor applies to all tax years beginning on or 

after January 1 of the calendar year Eor which t~e latest 

annual inflation factor has been determined. 

c. The annual inflation factor Eor the :918 :987 , . 
ca~encar 

year is one hundred percent. 

d. Notwithstanding the computation of the annual :nflation 

factor under paragraph "a" o~-thi~-~~b~eetion. the annual 

inflation factor is one hundred percent for any calendar year 

in which t~e unobligated state general fund balance on J~ne 30 

a~-ee~ti~~ed-oy-t~e-d±~eeto~-of-~even~e-and-finanee-~y 

5eptembe~-~a-of-the-f±seai-yee~-oe~inn±ng-±n-that-ea:enda~ 

yea~-i~-~es~-the"-s±xty-m±!i±on-doiie~~.--P.owever,-Eo~-the 

i98:-and-~~o~e~~ent-eaienda~-yeer~7-the-an"~a:-±"fiat~on 

feeto~-±~-one-h~ndred-pe~eent-for-a"y-eaie"dar-year-~~-the 

~neoi±geted-~tate-~e"er8i-f~"d-baia"ee-on-aa"e-39-o~-the 

eeie"da~yeer-preeed±"g-the-e8!ender-1ear-for-wh±eh-the-fae~o~ 

±~-de~~~m±~ed, as certiEied by the director of revenue a~d 

finance by October 10, is less t~an six:y mi:lion dollars. 

Sec. 5. Section 422.5, subsection 1. paragraphs a :hrough 

m. Code 1987. are amended by striking t~e paragraphs and 

inserting in lieu thereof the following: 

a. For taxpayers other than married taxpayers Eiling 

separately: 

(1) On all taxable income from zero through five thousand 

dollars, two percent. 

(2) On all taxable income exceeding five thousand dollars. 

six percent. 

b. For married taxpayers filing separately: 

CCR -4-
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(1) On all taxable income ~,om zero tr.,ough ~wo thousand 

five hundred dollars, two percen~. 

(2) On all taxable income exceeding two thousand five 

hundred dollars, six percent. 

Sec. 6. Section 422.5, subsection 1, paragraph n, Code 

1987, is amended to read as follows: 

n c. The tax imposed upon the :axable income of a 

nonresident shall be computed by reducing the amount 

determined pursuant to ~8r89r8ph9-"8"-thre~9h-lm" paragraph 

"a" or "b" by the amounts of nonrefundable credits under this 

division and by multiplying this resulting amount by a 

fractlon of which the nonresident's net income allocated to 

Iowa, as determined in section 422.8, subsection 2, is the 

numerator and the nonresident's tOea 1 net income computed 

under section 422.7 is the denomi~ator. This provision also 

applies to individuals who are ,esidents of Iowa for less than 

the entire tax year. 

Sec. 7. Section 422.5, subsection ~, paragraph 0, 

unnumbered paragraphs 1 and 5, Code 1987, are amended to read 

as :ollows: 

There is imposed upon every resident and nonres:dent 0: 
chis state, including estates a~d trusts, the greater of the 

~ax determined in paragraphs "a" through ll~ll "c" or the state 

alternative minimum tax equal :0 nine percent of the state 

alternative minimum taxable income of the taxpayer as computed 

under this paragraph. 

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 nonreside~t estate or trust, or an 

individual, estate or trust that is domiciled in the state fo, 

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

of the state alternative minimum tax is the aWoount of tax 

computed under this subsection, reduced by the a?plicable 

credits in sections 422.10, 422.11, 422.l1A and 422.12 and 

-5-
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this result multiplied by a Eraction w~~h a n~~e:at0r =E :~e 

sum of state net income allocated to Icwa as deter~i~ed in 

section 422.8, subsec~ion 2, and tax preference i:ems 

attributab:e to Iowa ar.d Nith a de~ominato( 0: the S~~ of 

:otal net i~come computed under section 422.7 and all tax 

preference items. In comput:ng this :rac~ion, those items 

excludable under subparagraph (1) shall not be ~sed in 

computing the tax preference items. :~arr·ied taxpayers 

electing to file separate returns er-,e~arate~,-en-a-~emb±ned 

rettt~n must allocate the minimum tax computed in this 

subsection in the proportion that each spouse's respective 

preference items under section 57 of the Internal Revenue Code 

of 1954 bear to the combined preference items of both spouses. 

Sec. 8. Section 422.5, subsections 2, 6, 7, and lO, Code 

1987, are amended to read as follows: 

2. However, no tax shall be imposed on any resident or 

nonresident whose net income, as defined 1n section 422.7, 1S 

~±~e seven thousand dollars or less; but Ln the event that the 

payment of tax undei this division would reduce the net income 

to less than ~±ve seven thousand dollars, then the tax shall 

be reduced to that amount which would result in allowing the 

taxpayer. to retain a net income of ~±¥e seven thousand 

dollars. The preceding sentence does not apply to estates or 

trusts. For the purpose of this subsection, the entire net 

Lnccme, including any part thereof no~ allocated to Iowa, 

shall be taken into account. If the combined net income oE a 

husband and wi:e exceeds ~±~e seven thousand dol:ars, neither 

of them shall receive the benefit of :his subsection, and it 

is immaterial whether they file a joint return or separate 

returns. A person who is claimed as a dependent by another 

person as defined in section 422.12 shall not receive the 

benefit of this subsection if the person cla:ming the 

dependent has net income exceeding five seven thousand dollars 

or the person claiming the dependent and :he person's spouse 

have combined net income exceeding f±~e seven thousand 

dollars. 
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6. A person who is disabled, is sixty-:wo years of age or 

older or is the surviving spouse of an individual Or survivor 

having an insurable interest in an ind:vidual 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, whicr. are not already excluded in determining net 

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

year of five thousand f~~e-htlndred six hundred twenty-seven 

dollars for a person who files a separate state income tax 

return and eighe thousand one hundred eighty-four dollars 

total for a r.usband and wife who file a joint state income tax 

return. However, a surviving spouse who is not disabced 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 

amo~nt of any social security becefits received. For :he 

purpose 0: this section, the amount of annuities received from 

the United S:ates 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 f~ve seven thousand dollar or less 

exclusion. 

7. upon de:ermination of the latest cumulative inflation 

factor, the d:rector shall mUltiply each dollar amoun: set 

forch In subsection 1, paragraphs "an throtlgh-llm U and "b" of 

this section, and each dollar amount speci:ied in this section 

as the maxi~u~ a~ount of annuities received which may oe 

excl~ded in determining final taxable income, by this 

cum~lative i~Elation factor, shall round off the resulting 

product to the nearest one dollar, and shall incorporate the 
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result into the i~come tax for~s and ~~str~ctions for each :ax 

year. 

10. In add~tion to :he ether :axes imposed by :h:s 

section, a tax is imposed on the a~our.t of a :u~p sum 

distribution for which the taxpayer has elected ~nder sec:ion 

402(e) of the Internal Revenue Code of 1954 to be separately 

:axed for federal income tax purposes for the :ax year. The 

rate of tax is equal to twenty-five percent of the separate 

federal tax imposed on the amount of the :~mp sum 

distribution. A nonresident is liable Eor this tax only on 

that portion of the lump s~m distribution allocable :0 :owa. 

The total amount of the lump sum distribution subject to 

separate federal tax Shall be inc:uded in net . " tncome ~or 

purposes of determining eligibility under the e~~e seven 

thousand dollar or less exclusion. 

Sec. 9. Section 422.7, subsections 6, 8, and 19, Code 

1987, are amended to read as follows: 

6. Individual taxpayers and married taxpayers who file a 

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

return, or seoarate returns o~-~epa~ate-~~*~~9-e~-e-eemb~"ed - -
ret~rn 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 lim~tations 

for joint federal income tax return filers provided by sec:ion 

105 (d) of the Internal Revenue Code of 1954. The disabili:y 

income exclusion provided in section ~05(d) of che Internal 

Revenue Code of 1954, as amended ~p to and inc~uding December 

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

tax years beginning on or after January 1, 1984. 

8. Married taxpayers who file a joint federal lncome tax 

return and who elect to file separate returns e~-sep6r6ee 

~~i±ng-en-a-eemb~ned-~eetl~~ for Iowa income ~ax purposes, may 

avail themselves of the expensing of business assets and 

capital loss provisions of sections 179(a) and 12ll(b) 

respectively of the Internal Revenue Code of 1954 and shall 

compute the amount of expensing of business assets and capi~al 
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loss subject to the limitations Eor JOint federal income tax 

return :ilers provided by sections 179(b) and 1211(b) 

respectively of the Internal Revenue Code of 1954. 

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

return and who elect to file separate returns o~-who-e~eet 

~e?6~ate-f~t~"9-0"-a-eombi"ed-rettl~n for state income tax 

purposes, shall include in net income any social security 

benefits or tier I railroad 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 ~he spouses in the 

ratio of the social security benefits or tier 1 railroad 

retirement benefits received by each spouse to the total of 

these benerits received by both spouses. 

Sec. 10. Section 422.8, subsection 2, Code 1987, is 

amended to read as follows: 

2. Nonresident's net income allocated to Iowa is the net 

income, or portion thereof, which :s derived from a business, 

trade, proression, or occupation carried on within this state 

or income from any property, trust, estate, or other source 

wi~hin Iowa. If any business, trade, profession, or 

occupation is carried on partly within and partly without the 

state, only the portion of the net income which is fairly and 

equitably attributable to that part of the business, trade, 

profession, or occupation carried on within the state is 

allocated to Iowa for purposes of section 422.5, subsection 1, 

paragraph llnll "~CO and section 422.13 and income from any 

property, trust, estate, or other source partly within and 

partly without the state is allocated to Iowa in the same 

manner, except that annuities, interest on bank deposits and 

interest-bearing obligations, and dividends are allocated to 

Iowa only to the extent to which they are derived from a 

business, trade, profession, or occupation carried on within 

the state. However, income received by an individual who is a 

resident of another state is not allocated to Iowa if the 
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inccme is subject to an i~come t2X i~posed by the state wtere 

the i~dividual :esides, and if the s~ate of res~dence allows a 

similar exclusion ~or income rece~ved in that state by 

reside~cs of :owa. =~ order to imp:ement the exclus10ns, the 

director shall designate by rule the srates which allow a 

similar exclusion for income received by residents of Iowa, 

and may enter into agreements wich other states to provide 

that similar exclusions will be allowed, and to provide 

suitable withholding requirements in each state. 

Sec. 11. Section 422.9, subsection 1, unnumbered ~aragraph 

1, Code 1987, is amended to read as ~ollows: 

An optional standard deduction of fifteen percent of the 

net income afee~-ded~e~~e~-ef-federai-~~eem~-~~~, not co 

exceed one thousand two hundred dollars for a married person 

who files separately, one thousand two hundred dollars for a 

single person or three thousand dollars for a husband and wi:e 

who file a joint return, a surviving spouse as defined 1n 

section 2 of the Internal Revenue Code of 1954, or an 

unmarried head of household as defined 1n the Internal Revenue 

Code oE 1954. 

Sec. 12. Section 422.9, subsection 2, paragraph b, Code 

1987, is amended by striking the ~aragraph and inserting in 

lieu thereof the following: 

b. For tax years beginning on or after January 1, 1987 but 

before January 1, 1988, add the amount of federal income tax 

~aid during the tax year for the ~revious tax year, except for 

federal income tax paid in esrimated tax payments, to che 

extent that the :ederal income tax paid was not the resu1c of 

an adjustment to the return for the ~revious tax year. For 

tax years beginning on or after January 1, 1987, add the 

amount of federal income tax paid during the tax year which 1S 

the result of an adjustment to a Eederal return ~or a tax year 

beginning ~rior to January 1, 1987. Subtract the amount of 

federal income tax refund received during the tax year to the 

extent that the federal income tax that was refunded had been 

deducted on a return for a prior tax year. Married persons 
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who have filed a joint federal income tax return and who file 

separately shall divide ~he :ederal inco~e tax paid or the 

federal income tax refund between them i~ the ratio of the 

federal adjusted gross income of each spouse to the adjusted 

gross income of both spouses for the tax year which resulted 

in the income tax payment or the income tax refund. 

Sec. 13. Section 422.l2, subsection 2, unnumbered 

paragraph 2, Code 1987, is amended to read as follows: 

Married taxpayers electing to file separate returns or 

fil~ng-~e?araeely-en-8-eombined-rettlrn must allocate the child 

and dependent care credit to each spouse in the proportion 

that each spouse's respective ~et income bears to the total 

combined net income. Taxpayers affected by the allocation 

provisions of section 422.8 shall be permitted a deduction for 

the credit only in the amo~nt fairly and equitably allocable 

to Iowa under rules prescribed by the direc:or. 

Sec. 14. Section 422.12, Code 1987, is amended by adding 

the following new subsection: 

NEW SUBSECTION. 4. A two-earner credit for married 

taxpayers filing jointly. For tax years beginning in 1987, 

the credit is equa~ to one perce~t of the qualified earned 

income of the spo~se with the lower qualified earned income 

not to exceed fifty dollars. For tax years beginning on or 

after January 1, 1988, the credit is equal to one and one-half 

percent of the qualified earned income of the spouse with the 

lower qualified earned income not to exceed seventy-five 

dollars. For purposes of this credit the term "qualified 

earned income" means the same as provided in section 221 of 

the Internal Revenue Code in effect on December 31, 1986, 

except that only qualified earned income from Iowa sources 

shall be considered for the credit. Nonresidents may claim 

the credit only to the extent that both spouses have qualified 

earned income from Iowa sources. 

Sec. 15. Section 422.13, subsection 1, paragraph b, Code 

1987, is amended to read as follows: 
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b. The individual, except a ~at[~ed person fil~ng 

sepatatelv, has net income oE fetl~ seven :housand dollars or 

more Eor the tax year from sources taxable under th~s 

division. In the case of a ~arr~ed person filing secarate:v, 

t~e individual ~as net . ~ lncome oc three thousand E~ve hundred 

dollars or more for the tax vear from sourceS taxable ~nder 

this division. 

Sec. 16. Section 422.21, unnumbered paragraph 4, Code 

1987, is amended to read as follows: 

The director shall determine for the %9~9 1988 and 

subsequent calendar years the annual and cumulative inflation 

ractors for those calendar years :0 be applied :0 tax years 

beginning on or after January: of that calendar year. The 

director shall compute the new dollar amounts as specified 

therein to be adjusted in section 422.5 by the latest 

cumulative inflation Eactor and round off the result to :he 

nearest one dollar. The annual and cumulative inflation 

factors determined by the director are not rules as defined in 

section 17A.2, subsection 7. 

Sec. 17. Section 442.7, subsection 1, paragraph a, Code 

1987, is amended by adding the following new unnumbered 

paragraph: 

NEW UNNUMBERED PARAGRAPH. However, the com?u~at~on in 

determining the state percent of growth shall not include 

revenues generated as a result of state tax increases or 

increased revenues resulting from reduced federal taxes. 

Sec. 18. Sect~ons 3 through 15 of this Act are retroactive 

to January 1, 1987 for tax years beginning on or after that 

date. 

Sec. 19. Section 2 of this Act takeS effect June l, 1987. 

Sec. 20. Section 1 of this Act takes effect July 1 , 1987. 
Sec. 2l. This Act, being deemed of immediate importance is 

effective upon enactment. " 
2. Title page, lines 4 through 6, by stri~ing the words 

"the state sales, services, and use tax and providing refunds 

for certain contractors as a result of that increase" and 
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ir.serci:1g :he E:J~lcwir.g: "~he :ax cr. cigare:tes ar.d lit::e 

_... igars". 
fill,. 

ON THE PART OF THE SENATE: 

CHARLES BRUNER, Chairperson 
GEORGE R. KINLEY 
EMIL J. HUSAK 

Filed May 8, 1987 

-. \',. 
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May /0 , 1987 

REPORT OF THE CONFERENCE COMMITTEE 

ON S~NATE FILE 481 

To the President of the Senate and the Speaker of the House 
of Representatives: 

We, the undersigned members of the second conference 
committee appointed to resolve the differences between the 

Senate and the House of Representatives on Senate File 481, a 

bill for An Act relating to state tax revenues and 

expenditures by altering the individual income tax rates, 

withholding, standard deductions, and personal exemptions and 

credits; increasing the state sales, services, and use tax and 
providing refunds for certain contractors as a result of that 

increase; adjusting the allowable growth under the school 
foundation formula; and providing effective dates, 

respectfully make the following report: 

1. That the House recede from its amendment, S-3681, to 

Senate File 481, as amended, passed, and reprinted by the 
Senate. 

2. That Senate File 481, as amended, passed, and reprinted 
by the 

1. 

Senate, be amended as follows: 

By striking everything after the 
inserting the following: 

enacting clause and 

"Section 1. Section 442.7, subsection 1, paragraph a, 

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

The difference in the receipts of state general fund 

revenues, adjusted for changes in rates or basis, computed or 
estimated as follows:" 
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2. Title page, by s~riking lines 1 through 7 and 
inserting the following: "An Act adjusting the allowable 

growth under the school foundation formula." 

ON THE PART OF THE SENATE: 

CHARLES BRUNER, Chairperson 
GEORGE R. KINLEY 
LARRY MURPHY 
JACK W. HESTER 
DAVID M. READINGER 

CCR -2-

ON THE PART OF THE HOUSE: 

MINNETTE DODERER, Chairperson 
PHIL BRAM..'lER 
DAVID OSTERBERG 
WAYNE BENNETT 
JANET METCALF 
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A BILL FOR 
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SENATE FILE ...:,_,_' ,'_'_.:; ;,J~ 

BY (PROPOSED COl-'.MITTEE eN 

WAYS AND MEANS 3IL~) 

Passed House, Date 

Vote: Ayes Nays 

An Act relating to state tax revenues and expencicures by 

altering the individual income tax rates, standard deductions, 

and pe~sonal exemptions and credits; increasing the stace 

sales, services, and use tax and providing :or refunds for 

certain contractors as a result of that increase; specifying 

the rate of the cigarette and little cigar and tobacco 

products taxes, when they may be alte~ed and specifying when a 

cigarette and little cigar inventory tax is imposed; adjusting 

the homestead property tax credit and t~e elderly and disabled 

credit and reimbursement schedule; decreasing the school 

foundation property tax levy; adjusting the allowable growth 

and state aid under the school foundation formula; and 

providing effective dates. 

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

TLSB 2743SC 72 
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Section 1. Section 98.6, subsection 2, Code 1987, is 

2 amended to read as follows: 

3 2. Notwithstanding subsection ~, there is imposed and 

4 shall be collected and paid to the department a tax on all 

5 cigarettes used or otherwise disposed of in this state for any 

6 purpose a~-~ne-~a~e-of-n~ne-m~:x~-on-eaen-e~9a~e~te-fe~-~ne 

7 ~eried-be9±nnin9-dtlxY-%7-x98=-and-endin9-Se?tembe~-3e7-~985 

8 and at the rate of thirteen mills on each cigarette beginning 

9 October 1 , 1985. The rate of tax imoosed on all cisa~ettes as 

10 of October 1 , 1985 aoolies . until such time as the general 

11 assemblv sEecificall;:: alters the rate. 

12 Sec. 2. ~EW SECT:ON. 98.40 INVE~TORY TAX. 

13 1. All persons required to be licensed under section 98.:3 

14 as distributors having in their possession and held for resale 

15 on the effective date of an increase in the tax rate 

16 cigarettes or little cigars upon which the tax under sectio~ 

17 98.6 o~ 98.43 has been paid, unused cigarette tax stamps which 

18 have been paid Eor under section 98.8, or unused metered 

19 imprints which have been paid for under section 98.12 shall be 

20 subject to an inventory tax on the items as provided in this 

21 section. 

22 2. Persons subject to the inventory tax imposed under this 

23 section shall take an inventory as of the close of the busi-

24 ness day next preceding the effective date of the increased 

25 tax rate of those items subject to the inventory tax for the 

26 purpose of determining the tax due. These persons shall 

27 report the tax on forms provided by the department of revenue 

28 and finance and remit the tax due within thirty days of the 

29 pr~scribed inventory date. The department of revenue and 

30 finance shall adopt rules as are necessary to carry out this 

31 section. 

32 3. The rate of the inventory tax on each item subject to 

33 the tax as specified in subsect~on 1 is equal to the 

e' 

• 

34 di fference between the amoun t paid on each i tern under sect ion • 

35 98.6, 98.8, 98.12, or 98.43 prior to the tax increase and the 
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~ amount that is to be paid on each similar ite~ under section 

2 98.6, 98.8, 98.12, or 98.43 after the tax increase except that 

3 in computing the rate of the i~ventory tax any discount 

4 allowed or al:owable under section 98.8 shal: not be 

5 considered. 

6 Sec. 3. Section 98.43, subsections 1 and 2, Code 198i, are 

7 amended to read as follcws: 

8 1. A tax is imposed upon all tobacco products in this 

9 state and upon any person e~gaged in business as a distributor 

10 thereof, at the rate of fiftee~ perce~t of the wholesale sales 

11 price of the tobacco products, except little cigars as cefined 

12 in section 98.42. Little cigars shall be subject to the same 

13 rate of tax imposed upon cigarettes in sec~ion 98.6, payab:e 

14 at the ~ime and in the manner provided i~ section 98.6; and 

15 stamps shall be affixed as provided in division I of this 

17 

18 

19 

16 chapter. The rate of tax imposed under this subsection as of 

October 1, 1985 aoplies until such time as the cenera: 

assembly specifically alters the rate. The tax on tobacco 

products, excluding little cigars, shall be imposed at ~he 

20 time the distributor does any of the following: 

21 a. Brings, 0: causes to be brought, into this state from 

22 without the state tobacco procucts for sale. 

23 b. ~akes, manufactures, or fabricates tobacco products i~ 

24 this state for sale in this state. 

25 c. Ships or transports tobacco products to retailers in 

26 this state, to be sold by tnose retailers. 

27 2. A tax is imposed upon the use or storage by consumers 

28 of tobacco products in this state, and upon the consumers, at 

29 the rate of fifteen percent of the cost of the tobacco 

30 products. 

31 The tax imposed by this subsection shall not apply if the 

32 tax imposed by subsection 1 on the tobacco products has been 

33 paid. The rate of tax imposed under :his subsection as of 

34 October l, 1985 apolies until such time as the general 

35 assembly specifically alters the rate. 
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1 This tax shall not apply to t~e use or s~orage of ~obacco 

2 produc~s in guantitles of: 

3 a. Less than 25 cigars. 

4 b. Less than 10 oz. snuff or snuff powde~. 

5 c. Less than 1 lb. smoking or chewing tobacco or ocher 

6 tobacco products not specifically mentioned herein, in the 

7 possession of anyone consumer. 

8 Sec. 4. Section 422.3, subsection ~, Code 1987, is amended 

9 by striking the subsection and inserting in lieu thereof the 

10 following: 

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

12 of 1954, prior ~o the date of its redesignation as the 

13 Internal Revenue Code of 1986 by the Tax Reform Ac: of :986, 

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

:5 including January i, :987, whichever is applicable. 

l6 Sec. 5. Section 422.4, sub5eCtio~ l7, parag~aph a, Cede 

l7 1987, is amended to read as follows: 

18 a. "Annual inflation factor" mea~~-a~-±~de~7-e~pre~~ed-e~ 

19 a-~e~eentage7-dete~mined-by-t"e-de~a~t~ent-eae"-iear-te 

20 re£~eet-t"e-~a~ehag±n9-pewe~-ef-the-de~~a~-ag-a-~ega~t-ef 

21 ±n£~at±on-da~±n9-the-preeedin9-ea~enda~-yea~~--?e~-the-~ge~ 

22 and-gaogeqaent-ea~enda~-7earg7-llanntla~-±nf~at±en-£aete~ll means 

23 an index, expressed as a percentage, determined by the 

24 department by October 15 of the calendar year preceding the 

25 calendar year for which the factor is determined to reflect 

26 the purchasing power of the dollar as a result of inflation 

27 during the fiscal year ending in the calendar year preceding 

28 the calendar year for which the factor is dete,m:ned. In 

29 determining the annual inflation factor, the department shall 

30 use the annual percent change, but not less than zero percent, 

31 in the implicit price deflator for the gross national product 

32 computed €or-the-wheze-eaze~da~-7ea~-er for the second quarter 

33 of the calendar year7-~"-the-eage-ef-the-anntle~-±n€zat~en 

34 £eeto~-~e~-~~e-+98~-a~d-~~bse~~eMe-eeie~dar-rear~7 by the 

35 bureau of economic analysls of the United States departmen: of 
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commerce and shall add two-fourths ~e~-~~e-=98e-e~~-~~b~e~~e~~ 

ee=e"de~-yee~~ of :hat percent change to one hundred percent. 

?he-e""tte~-~"~=e~~eM-reete~-~e~-~"e-=9~9-ee%eMde~-7ee~-~e-e~e 

h~nd~ed-twe-pe~~~-~"~ee-pe~een~~ The annual :nflation facter 

and the cumulative inflation factor shall each be expressed as 

6 a percentage rounded to the nearest one-tenth of one percent. 

7 The annual inflation factor shall not be less than one hundred 

8 percent. 

9 Sec. 6. Section 422.5, subsection 1, paragraphs a through 

10 m, Ccde 1987, are amended by striking the paragraphs and 

11 inserting in lieu thereof the following: 

12 a. For a single person other than a head of househo:d, the 

13 tax rates are as follOWS: 

14 (1) On all taxable income from zero tr.roug~ three thousand 

15 dollars, three percent. 

16 . ~ 
~ , 

(2) On all taxable income exceeding three thousand dol~ars 

but not exceeding twelve thousand dollars, five percent. 

18 (3) On all taxable income exceeding twelve thousand do~-

19 lars, seve~ and nine-tenths percent. 

20 b. For a married couple filing jointly and a head of 

21 household, the tax rates are as fallows: 

22 (1) On all taxable income from zero through four thousand 

23 five hundred dollars, three percent. 

24 ( 2 ) On all taxable income exceeding four 
, . _. 

tncusano t!ve 

25 hundred dollars but not exceeding eighteen thousand dollars, 

26 five percent. 

27 (3) On all taxable income exceeding eighteen thousand 

28 dollars, seven and nine-tenths percent. 

29 c. For a married person ~iling separately, an es~ate, and 

30 a trust, the tax rates are as follows: 

31 (1) On all taxable income from zero through two thousand 

32 two hundred fifty dollars, three percent. 

33 (2) On all taxable income exceeding two thousand two 

34 hundred f~fty dollars but not exceeding nine thousand dollars, 

35 five percent. 
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1 (3) On all taxable income exceeding ni~e thousa~d dollars, 

2 seven and nine-tenths percent. 

3 The ~ax rates and bracke: amOl:nts :'n pa:-agraphs "a" through 

4 "c" are effective for tax years beginning on or after January 

5 1, 1987 but before January 1, 1988. 

6 Sec. 7. Section 422.5, subsection 1, paragraphs a through 

7 m, Code 1987, are amended by striking the paragraphs and 

8 inserting in lieu thereof the following: 

9 a. For a single person other than a head 0: household, ~he 

10 tax rates are as follows: 

11 (1) On a:l taxable income from zero through two thousand 

12 dollars, three percent. 

13 ( 2 ) 

14 but not 

On all taxable income exceeding two thousand dollars 

exceeding ten chousand dol:ars, five percent. 

15 ( 3) On all taxable income exceeding ten thousand ool:ars, 

16 seven and ~ine-tenths percent. 

ii b. F~r 

18 household, 

a married couple filing jointly and a head or 

the tax rates are as follows: 

19 (1) On all taxable income from zero through three thousand 

20 dollars, three percent. 

2: (2) On all taxable income exceeding three thousand dollars 

22 but not exceeding fifteen thousand dollars, five percent. 

23 (3) On all taxable income exceeding fifteen thousand 

24 dollars, seven and nine-tenths percent. 

25 c. For a married person filing separately, an estate, and 

26 a trust, the tax rates are as follows: 

27 (1) On all taxable income from zero through one thousand 

28 five hundred ool:ars, three percent. 

29 (2) On all taxable :'ncome exceeding one thousand five 

30 hundred dollars but not exceeding seven thousand five hundred 

31 dollars, five percent. 

32 (3) On all taxable income exceeding seven thousand five 

33 hundred dollars, seven and nine-tenths percent. 

34 :he tax rates and bracket amounts in paragraph "a" througn 

35 "c" are effective for tax years beginning on or after January 
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.• 1 1, 1988. 

2 Sec. 8. Section 422.5, subsection _, parag~aph n, Code 

3 1987, is amended co ~ead as fol:ows: 

4 n d. The tax imposed upon the taxable income of a 

5 nonresident shall be computed by reducing the a~ou~t 

6 determined pursuant to paragraphs "a" through u~u "~CO by the 

7 amounts of nonrefundable credits under this division and by 

8 multiplying this resulting amount by a fraction of which the 

9 nonresident's net income allocated to Iowa, as determined in 

10 section 422.8, subsection 2, is the numerator and the 

11 nonresident's total net income computed ~nder section 422.7 is 

12 the denominator. This provision also applies to individuals 

13 who are residents of Iowa for less than the entire tax year. 

14 Sec. 9. Section 422.5, subsection 1, paragraph 0, 

15 unnumbered paragraph 1, Code 1987, is amended to read as 

16 follows: 

17 

• 18 

There :s imposed upon every resident and nonresident of 

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

19 tax determined in paragraphs "a" through unu "d" or the stace 

20 alternative minimum tax equal to nine percent of the state 

21 alte~native minimum taxable income of the taxpayer as computed 

22 under this paragraph. 

23 Sec. :0. Section 422.5, subsection 7, Code 1987, is 

24 amended to read as follows: 

25 7. Upon determination of the latest cumulative inflation 

26 factor, the director shall multiply each dollar amount set 

27 forth in subsection 1, paragraphs "a" through u~u "c" of this 

28 section, and each dollar amount specified in this section as 

29 the maximum amount of annuities received which may be excluded 

30 in determining final taxable income, by this cumulative 

31 inflation factor, shall round off the resulting product to the 

32 nearest one dollar, and shall incorporate the result into the 

33 income tax forms and instruc:ions for each tax year. 

34 Sec. ~l. Section 422.8, subsection 2, Code :987, lS 

35 amended to read as follows: 
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1 2. Nonresident's net income allocated to Iowa is the net 

2 income, or portion thereof, which is derived from a ~usiness, 

3 trade, profession, or occupation carried on within t~is state 

4 or income from any proper~y, trust, estate, or o~her source 

5 within Iowa. If any business, trade, profession, Or 

6 occupation is carried on partly within and partly without the 

7 state, only the pOrtion of the net income which is fairly and 

8 equitably attributable to that part of the business, trade, 

9 profession, or occupation carried on within the state is 

10 allocated to Iowa for purposes of sec~ion 422.5, subsection ~, 

11 paragraph u~u "~do and section 422.13 and income from any 

12 property, trust, estate, or other source partly within and 

13 partly without the state is allocated to Iowa in the same 

14 manner, except that annuities, interest on bank deposits and 

15 interest-~earing obligations, and dividends are allocated to 

16 Iowa only to the extent to which they are derived from a 

17 bUsiness, trade, profession, or occupation carried on wit~in 

18 the state. However, income received by an individual who is a 

19 resident of another state is not ~llocated ~o Iowa if the 

20 income is subject to an income tax imposed by the state where 

21 the individual resides, and if the state of residence allows a 

22 similar exclusion :or income received in that state by 

23 residents of Iowa. In order to implement the exclusions, the 

24 director shal: designate by rule the states which allow a 

25 similar exclusion for income received by residents of Iowa, 

26 and may enter into agreements with other states to provide 

27 that similar exclusions will ~e allowed, and to provide 

28 suitable withholding requirements in each state. 

29 Sec. 12. Section 422.9, subsection 1, unnumbered paragraph 

30 1, Code 1987, is amended by striking the paragraph and 

31 inserting in lieu thereof the following: 

32 For a single person who is not a head of household, a 

33 married couple filing jointly, a head of household, Or a 

• 

34 married person filing separately, an optional standard deduc- .. 

35 tion equal to the amount of the standard deduction determined 
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1 under section 63(c) of ~he Internal Revenue Code for that 

2 filing status. 

3 Sec. 13. Section 422.9, subsection 2, paragraph b, Code 

4 1987, is amended by striki~g the paragraph and inserting in 

5 lieu thereof the following: 

6 b. For tax years beginning on or after Ja~uary 1, 1987 buc 

7 before January 1, 1988, add the amount of federal income tax 

8 paid during the tax year for the previous tax year to the 

9 extent that the federal income tax paid was no~ the result of 

10 an adjustment to the return for the previous tax year. For 

11 tax years beginning on or after January 1, 1987, add the 

12 amount of federal income tax paid during the tax year which is 

13 the result of an adjustment to a federal return for a tax year 

14 beginning prior to January 1, 1987. Subtract the amount of 

~5 federal income tax refund received during the :ax year to the 

~6 extent that the federal income tax that was refunded had been 

l7 deducted on a return for a prior tax year. Married persons 

18 who have filed a joint federal income tax return and who file 

19 separately shall divide the federal income tax paid or the 

20 federal i~come tax refund between them in the ratlo of the 

21 federal adjusted gross income of each spouse :0 the adjusted 

22 gross income of both spouses for the tax year which resulted 

23 in the income tax payment or the income tax refund. 

24 Sec. 14. Section 422.9. Code 1987, is amended by adding 

25 after subsection 2 the following new subsection and 

26 renumbering the other subsections: 

27 NEW SUBSECTION. 3. In addition to the amount deducted 

28 under subsection 1 or 2, the taxpayer may deduct the amount of 

29 the applicable personal exemptions allowed under section 151 

30 of the Internal Revenue Code. 

31 Sec. 15. Section 422.12. subsection 1, Code 1987, is 

32 amended by striking the subsection. 

~ 33 Sec. 16. Section 422.12, Code 1987, is amended by adding 

34 the following new subsection: 

35 NEW SUBSECTION. 4. a. A homestead credit equal :0 the 
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1 amou~t determined under paragrap~ "b". However. the credit 

2 under this subsection is ~ct al:owed to the taxpayer if a~y cf 

3 the following circumstances app:y: 

4 (1) The taxpayer received the additional property tax 

5 credit under sections 425.16 through 425.39 fer taxes due 

6 during a fiscal year begi~ning in the tax year or received a 

7 reimbursement for rent constituting property tax paid under 

8 sections 425.16 through 425.39 for rent paid during the year 

9 preceding the tax year. 

10 (2) The taxpayer is claimed as a dependent on the state or 

11 federal income tax return of a~other individual for the tax 

::'2 year. 

13 (3) The taxpayer did not actually pay property taxes or 

14 rent during the tax year on the homestead. 

: 5 b. (1) I f the :axpaye r owns the homes tead a t t~e 

:6 beginning of the tax year, the homestead cred:t is determi~ed 

:7 in accordance with the fo:lowing schedule: 

18 

19 Taxpayer's net 

20 lnccme: 

21 $ 

22 

23 

o - 9.999.99 

10.000 - 24.999.99 

25.000 49.999.99 

Property taxes actually pa~d by the tax­

payer on the homestead: 

$100 - 399.99 $400 - 799.99 $800 or more 

$15 

10 

5 

$25 

20 

$35 

30 

25 

24 (2) If the taxpayer rents the homestead at the beginning 

25 of the tax year. the homestead credit is determined in 

26 accordance with the following schedule: 

27 Rent actually paid by the taxpayer for ~he 

homestead: 

.. 

.. 

28 Taxpayer's net 

29 income: $400-1.599.99 $1.600-3.199.99 $3.200 or more 

30 $ 0 - 9.999.99 S15 $25 $35 

31 10.000 - 24.999.99 10 20 30 

32 25.000 49.999.99 5 ':'5 25 

33 (3) Each homestead credie amount ~n the schedules in this 

34 paragraph is increased by eive dollars for tax years begi~ning .. 

35 in the 1988 calendar year and inc"eased by an additional five 
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. ~ 1 dollars for tax years beg~nning o~ or after January 1, 198~. 

2 c. For purposes of the homestead credit under t~is 

3 subsection, "homestead" means t~e same as defined In section 

4 425.17, except that the term "base year" as used in that 

5 definition shall mean "tax year". 

6 Sec. 17. Section 422.43, subsections 1, 2, 6, and 10, Code 

7 1987, are amended to read as follows: 

8 1. There is imposed a tax of £eH~ five percent upon the 

9 gross receipts from al~ sales of tangible personal property, 

10 consisting of goods, wares, or merchandise, except as 

11 otherwise provided in this division, sold at retail in the 

12 state to consumers or users; a like rate of tax upon the gross 

13 receipts from the sales, furnishing or service of gas, 

14 electricity, water, heat, and communication service, including 

:5 the gross receipts from such sales by any municipal 

16 ccrporation furniShing gas, electricity, water, heat, and 

17 communication service to the public in its proprietary 

l~ 18 capacity, except as otherwise provided in this divislon, when 

19 sold at retail in the state to consumers or users; a :i~e :a:e 

20 of tax upon the gross receipts from all sales of tickets or 

• 

21 admissions to places of amusement, fairs, and athletic events 

22 except those of elementary and secondary educational 

23 institutions; and a like rate of tax upon that part of private 

24 club membership fees or charges paid for the privilege of 

25 participating in any athletic sports provided club members. 

26 2. There is imposed a tax-e~-£oH~-peree~t like rate of tax 

27 upon the gross receipts derived rrom the operation of all 

28 forms of amusement devices and games of skill, games of 

29 chance, raffles~ and bingo games as defined in chapter 99B, 

30 operated or conducted within the state of Iowa, the tax to be 

31 collected from the operator in the same manner as is provided 

32 for the collection of taxes upon the gross receipts of tickets 

33 or admission fees as provided in this section. The tax shall 

34 also be imposed upon the gross receipts derived from the saie 

35 of lottery tickets or shares pursuant to chapter 99£. The tax 
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1 o~ the lottery tickets or shares sha~l be ~ncluded i~ the 

2 sales price and distributed to the general fund as provided :r. 
3 secticn 99E.10. 

4 6. There is imposed a ea~-e~-~otl~-?e~ee~e like ,ate of tax 

5 upon the gross receipts from the sales of optional service or 

6 warranty contracts which provide for the :urnishing of labor 

7 and materials and require the furnishing of any taxable 

8 serv~ce enumerated under this section. The gross receipts are 

9 subject to tax even if some of the services furnished are not 

10 enumerated under this section. For the purpose of this 

11 division, the sale of an optional service or warranty contract 

12 is a saie of tangible personal property. Additional sales, 

13 servicesL or use tax shall not be levied on services, parts, 

14 or labor provided under optional service or warranty contracts 

~5 which are s~bject to tax under this secticn. 

16 10. ~here is imposed a tax of Eoa~ five oercent upon the ---- . 
17 gross receipts frem the rendering, fu~nishing, or performi~g 

18 of services as defined in section 422.42. 

19 Sec. 18. Section 422.47, Code 1987, is amended by adding 

20 the fOllowing new subsection: 

21 NEW SOBSECTION. Construction contractors may make 

22 application to the department for a refund of the additional 

23 one percent tax paid under this division or the additional one 

24 percent tax paid under chapter 423 by reason of the increase 

25 in the tax from four to five percent for taxes paid on goods, 

26 wares, or merchandise under the following conditions: 

27 a. The goods, wares, or merchandise are incorporated into 

28 an improvement to real estace in fulfillment of a written 

29 contract fully executed prior to June 1, 1987. The refund 

30 shall not apply to equipment transferred in fulfillment of a 

31 mixed construction contract. 

32 b. ~~e contractor has paid to the department or to a 

33 retailer the full five percent tax. 

34 c. The claim is filed on forms provided by the departrr.ent 

35 and is filed within one year of the date the tax is paid. 
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A contractor who makes an erroneous applicat~cn fer re~und 

2 is l~able for payment of the excess "efund paid plus in:e~est 

3 at the rate in effect under section 421.7. In addi:icn, a 

4 contractor who willfully makes a false application for refund 

5 is guilty of a simple misdemeanor and is liable for a penalty 

6 equal to seven~y-five percent of the excess refund claimed. 

7 Excess refunds, penalties, and interest due under this 

8 subsection may be enforced and collected in the same manner as 

9 the tax imposed by this division. 

10 Sec. 19. Section 423.2, Code 1987, is amended to read as 

11 fOllows: 

'12 423.2 IMPOSIT!ON OF TAX. 

13 An excise tax is imposed on the use in this state of 

14 cangible personal property purchased for use in this sta~e, at 

l5 ~he rate of fetl~ five pe~cent of the purchase price of the 

16 property. The excise tax is imposed upon every pe~son using 

17 

18 

19 

20 

the property within this state until the tax has been paid 

directly to ~he ccunty treasurer or the sta~e departme~= of 

transportatio~, to a retailer, or to the department. An 

excise tax is imposed on the use ~n this state oE services 

21 enumerated in section 422.43 at the rate of fetl~ five percen:. 

22 This tax is app~icable w"e~e if serv:ces a"e rendered, 

23 furnished, or performed in this state or whe~e if the product 

24 or resul: of the se~vice is used in this sta~e. This tax is 

25 imposed on every person ~sing the services or the product 0: 
26 the services in this state until the user has paid the tax 

27 ei ther to an 

28 Sec. 20. 

Iowa use tax permit holder or to the deparcment. 

Section 425.1, Code 1987, is amended by adding 

29 the following new subseccion: 

30 NEW SUBSECTION. 7. The amount of the homestead credit 

31 allowed under this section on a homestead with a market va:ue 

32 equal to or greater than seventy-five thousand dollars :5 as 

33 follows: 

• 34 :oIarket value of home-

35 s::ead: 

Percentage of the amount 

of homestead credit: 
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S 75,000 99,999.99 · ..................... . 
2 100,000 - 124,999.99 

3 :25,000 - 149,999.99 

· ..................... . 
75% 

SO 

· . . . . . . . . . . . . . . . . . . . . .. 25 

4 150,000 and over ................••.•••..... 0 

5 Sec. 21. Section 425.23, subsection 1, Code 1987, is 

6 amended to read as follows: 

7 1. The tentative credit or reimbursement shall be 

8 determined in accordance with the following schedule: 

9 

10 

11 

12 

:3 

14 

15 

::'6 

." ':'.l,. the 

income 

S 0 

5,000 

6,000 

7,000 

household 

is: 

- 4,999.99 

- 5,999.99 

- 6,999.99 

- 7,999.99 

Percent of property taxes 

due or rent constituting 

property taxes paid a~lowed 

as a credit or reimbursement: 

· ...................... 100\ 

'T6 90 

56 80 

· ..................... . "S 70 

::. 7 8,000 - 8,999.99 ...................... . 36 60 

18 9,000 - ==,999799 9,999.99 ............. . 

19 

20 

21 

22 

10,000 - 10,999.99 

11,000 - 11,999.99 

12,000 - 12,999.99 

13,000 - 13,999.99 

· ..................... . 
· ..................... . 

i!5 50 

40 

30 

20 

10 

23 Sec. 22. Section 442.2, Code 1987, is amended by adding 

24 the following new subsection: 

25 NEW SUBSECTION. 5. Notwithstanding subsection ., the 

26 foundation property tax levied on residential, agricultural, 

27 and commercial property for the fiscal years beginning July 1, 

28 1988 and July 1, 1989 are five dollars per thousand dollars 

29 and four dollars and ninety cents per thousand dollars, 

30 respectively, of assessed valuation on all taxable 

31 residential, agricultural, and commercial property lO the 

32 distr ict. 

33 Sec. 23. Section 442.3, Code 1987, is amended to read as 

34 follows: 

35 442.3 STATE fOUNDATION BASE. 
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~ 1 The state founda::on base fcr the school year beginning 

• 

2 July 1, 1986 is eighty percent of the state cost per pupil. 

3 The state foundation base for the school year beginning July 

4 1, 1987 and for each succeeding school year is eighty-one and 

5 one-half percent of the state cost per pupil. Po~-eaeh 

6 saeeeed~~9-sehoo±-7earT-~~e-s~a~e-~o~~dat±o~-ba~e-sha~i-be 

7 ±nereased-b1-the-amotl~t-o~-e~e-ha=t-~ereene-ef-the-state-ees~ 

8 ~er-~tl~iiT-tlp-~O-a-max±mtlm-of-e±9~ty-E±~e-pereen~-of-t~e-sta~e 

9 eos~-~er-ptlp±=~ The district foundation base is the larger of 

10 the state foundation base or the amount per pupil which the 

11 district will receive from foundation property tax and state 

12 school foundation aid. 

13 Sec. 24. Section 442.7, subsection 1, ?aragraph a, Code 

14 :987, is amended by adding the following new unnumbered 

l5 paragraph: 

16 NEW UNNUMBERED ?ARAGRAPH. However, for computing :he state 

17 percent of growth to be used Eor the school years beginning 

18 July 1, 1988 and July 1, 1989, :he revenues received as a 

19 result of the increase in taxes in this Act or as a result of 

20 the coupling with the federal income tax changes under nouse 

21 File 153 shall not be considered revenues received for the 

22 state general fund Eor purposes of determining the percen:ages 

23 under subparagraph (1) or (2). 

24 Sec. 25. Section 6 of this Act lS retroactive tc January 

25 1, 1987 for tax years beginning on or after that date but 

26 before January 1, 1988. Section 6 of this Act is repealed 

27 January 1, 1988 for tax years beginning on or after that date. 

28 Sec. 26. Section 7 of this Act is effective January 1, 

29 1988 for tax years beginning on or after that date. 

30 Sec. 27. Sections 17, 18, and 19 of this Act are effective 

31 June l, 

32 Sec. 

1987. 

28. Sections 4, 5, and 8 through 16 of this Act are 

33 retroactive to January 1, 1987 for tax years beginning on cr 

34 after that date. 

35 Sec. 29. Section 20 of this Act lS retroactive to January 
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1 1, 1987 for homestead credit claims filed or on file on or 

2 a::er that date for taxes payable in the fiscal years 

3 beginning on or after July 1, 1988. 

4 Sec. 30. Section 21 of this Act is retroactive to Jar.uary 

5 1, 1987 for property tax credit claims filed on or afcer 

6 January 1, 1987 for taxes payable in the fiscal year beginning 

7 July 1, 1987 and ending June 30, 1988 and for any subseque~t 

8 years. Section 21 of this Act is applicable to rent 

9 reimbursement claims filed on or after January 1, 1988 for 

lO rents paid in calendar year 1987 and subseque~t calendar 

:1 years. 

12 Sec. 3:. This Act, being deemed of immediate importance is 

13 effective upon enactment. 

14 EXPLANATION 

15 Sections: through 3 provide that the rate of t~e cigarette 

16 and tobacco produces taxes on October 1, 1985 wlll remain t~e 

17 same until specifically Changed by the general assemo"y and 

18 places ln the Code an inventory tax whic~ will be imposed whe~ 

19 the rates are changed. 

20 Sections 4, 5, and 8 through 11 are coordinating sections. 

21 Section 6 alters the individual tax rates to 3%, 5%, and 

22 7.9% for the 1987 tax years and section 7 alters the 1987 tax 

23 year brackets but keeps the same three tax rates for tax years 

24 beginning after 1987. 

25 Sections 12 through 16 provide that the standard deduction 

26 and the personal deductions will be the same as that for 

27 federal tax purposes, eliminates the deduction for federal 

28 income taxes paid, repeals the personal exemption credits, and 

29 allows a homestead credit for both owners and renters with net 

30 incomes under a set amount. 

31 Sections 17 through 19 lncrease the state sales and use tax 

32 from four to five percent beginning June 1, 1987. Also a 

33 refund of the one percent increase is provided for a construc-

34 tion contractor if the property purchased was used in making 

35 an improvement to real estate in fulflllment of a writ:en con-
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tract :~l:y executed prior to June 1, 1987. 

.. ~ .... ~ . 

2 Sections 20 and 21 alter the homestead property tax credi~ 

3 by phasing out the amount of credit allowed for owners wnose 

4 rnar~et value of their homesteads exceed certain amounts and by 

5 changing the additional homestead tax credit and reimburse~ent 

6 SChedule to increase the income level and the percentage 

7 amounts. 

8 Sections 22 through 24 amend the school foundation form~la 

9 by decreasing the levy, freezing the state foundation base, 

10 and excluding certain state revenues in determining the 

11 allowab~e growt~ perce~tages. 

12 Sections 25 :hrough 31 provide effective dates. 

13 

14 

15 

16 

"-7 
·18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

• 34 

35 
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• SENATE FILE 481 

AN ACT 

ADJUSTING THE ALLOWABLE GROWTH UNDER THE SCHOOL FOUNDATION FOR­

Y.ULA. 

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

Section 1. Section 442.7, subsection 1, paragraph a, 

unnumbered paragraph 1, Code 1987, is amended to read as 

follows: 

The difference in the receipts of state general fund 

revenues, adjusted for changes in rates or basis, computed or 

estimated as follows: 

JO ANN ZIMMERMAN 

President of the Senate 

DONALD D. AVENSON 

Speaker of the House 

I hereby certify that this bill originated in the Senate and 

lS known as Senate File 481, Seventy-second General Assembly. 

JOHN F. DWYER 

Approved 

Secretary of the Senate 

_______________ , 1987 

TERRY E. BRANSTAD 

Governor 
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