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A BILL FOR

An Act relating to state tax revenues and expenditures by
altering the individual income tax rates, 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; specifying
the rate of the cilgarette and little clgar 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 schocl foundation formula; and
providing effective dates.

BE IT ENACTED BY THE GENERAL ASSEMBLY QF THE STATE OF IQWA:
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Section 1. Secticon 98.6, subsection 2, Code 1987, 1is
amended to read as follows:

2. Notwithstanding subsection 1, there is imposed and
shall be collected and paid to the department a tax on ali
cigarettes used or otherwise disposed of in this state for any
purpose at-the-rate-of-nine-mrits-on-each-ergaretbe-for-the
perrod-beginning-dnty-1;-198-and-ending-September-36;-1985
and at the rate of thirteen mills on each cigarette beginning

October 1, 1985. The rate of tax imposed on all cigarettes as

of October 1, 1985 applies until such time as the general

assembly specifically alters the rate.
Sec. 2. NEW SECTION, 98,40 INVENTORY TAX.

1. All persons required to be licensed under section 98.13

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 this
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 subject to the inventory tax for the
purpose of determining the tax due. These persons shall
report the tax on forms provided by the department cf 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 is egual to the
difference between the amount paid on each item under section

98.6, 98.8, 98.12, or 98.43 pricr to the tax increase and the
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amount that is to be pald on each similar item under section
98.6, 68.8, 98.12, or 98.43 after the tax increase except that
in computing the rate of the inventory tax any discount
allowed or allowable under section 98.8 shall not be
considered.

Sec. 3. Section 98.43, subsections 1 and 2, Code 1987, are
amended to read as follows:

l. A tax is imposed upon all tobacco products in this
state and upon any person engaged in business as a distributor
therecf, at the rate of fifteen percent of the wholesale sales
price of the tobacco products, except little cigars as defined
in section 98.42. Little cigars shall be subject to the same
rate of tax imposed upon cigarettes in section 98.6, payable
at the time and in the manner provided in section 98.6; and
stamps shall be affixed as provided in division I of this
chapter. The rate of tax imposed under this subsecticn as of

July 1, 1985 applies until such time as the general assembly

specifically alters the rate. The tax on tobacco products,

excluding little cigars, shall be imposed at the time the
distributor does any of the following:

a. Brings, or causes to be brought, into this state from
without the state tobacco products for sale.

b. Makes, manufactures, or fabricates tobacco products in
this state for sale in this stace.

¢. Ships or transports tobacco products to retailers 1in
this state, to be sold by those retailliers.

2. A tax is imposed upon the use or stcorage by consumers
of tobacco products in thls state, and upon the c¢cnsumers, at
the rate of fifteen percent of the cost of the tcbacco
products.

The tax imposed by this subsecticn shall not apply if the
tax imposed by subsection 1 on the tobacco products has been

paitd. The rate of tax imposed under this subsection as of
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This tax shall not apply to the use or storage of tobacco
products in quantities of:

a. Less than 25 cigars.

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

c. Less than 1 lb. smoking or chewing tobacco or other
tobacco products not specifically mentioned herein, in the
possession of any one consumer.

Sec. 4. Section 422.3, subsection 5, Code 1987, is amended
by striking the subsection and inserting in lieu thereof the
following:

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

Sec. 5. Section 422.4, subsection 17, Code 1987, 1is
amended to read as follows:

17. a. "Annual inflation factor" means-an-indexs
expressed-ge-a-perecentages-determrned-by-the-department-each
yesr-to-refiect-the-purchasrng-power-of-the-dottar-as-a-resute

f-infilation-during-the-preceding-catendar-year-——For-the-1981
and-supsequent-calendar-years;—Yannuat-rnfiatien-facterd means
an index, expressed as a percentage, determined by the
department by October 15 of the calendar year preceding the
calendar year for which the factor is determined to reflect
the purchasing power of the dolilar as a result of inflation
during the fiscal year ending in the calendar year preceding
the calendar year for which the factor is determined. In
determining the annual inflation factor, the department shall
use the annual percent cnaage, but nct less than zero percent,
in the implicit price deflator for the gross national product
computed for-the-whore-catendas-vyeasr-or for the second guarter
of the calendar yeary-in-tae-case-of-the-annuat-tnftarcton
factor-for-the-1981-and-subseguent-entendar-yearsy by the

oureau cf econcmic analysis of the United States department of

_3_
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commerce and shall acd two-fourths fer-the-:988-and-subsegquent
carendar-yeara of that percent change to one hundred percent.

Fhe-annual-itnfiatton-factor-for-the-1979-catendar-year-t3a-one

hundred-two-point-three-percents The annual inflation factor

and the cumulative inflacion factor shall each be expressed as
a percentage rounded to the nearest cne-tenth of one percent.

The annual inflation factor shall not be less than cne hundred
percent.

b. “"Cumulative inflation factor" means the product ¢f the
annual inflation factor for the 1978 1988 calendar year and
all annual inflation factors for subsequent calendar years as
determined pursuant to this subsection., The cumulative
inflation factor applies to all tax years beginning cn or
after January 1 of the calendar year for which the latest
annual inflation factor has been determined.

¢. The annual inflation factor for the 1378 1988 calendar
year is one hundred percent.

d. Notwithstanding the computation of the annual inflation
factor under paragraph "a" ef-this-spbswectroen, the annuai
inflation factor is one hundred percent for any calendar vyear
in which the unobligated state general fund balance on June 30
as-certifred-by~the-director-of-revenue-gnd-finance-by
September-if-of-the-£fiscat-year-beginntng-in-that-eatendar
year-ts-tess-than-=stxby-mittron-dottarsc-~-However;-for-the
198+-and-aubsequent-carerdar-yearss-ere-annuat-inétation
factor-te-one-hundred-percent-for-any-ecatendar-year-tf-the
nnebiigated-state-generat-fund-natance-on-dune-36-of-the
catendar-year-precedng-the-catendar-year-for-whicn-she-£factor
ts-determined, as certified by the director cf revenue and
finance by October 10, is less than sixty million dollars.

Sec., 6. Section 422.5, subsection 1, paragraphs a through
m, Code 1987, are amended by striking the paragrapns and
inserting 1a lieu thereof the following:

a. For a single perscn other than a head of household, the

tax rates are as follows:




o~ o s Wk

11
12
13
14
15
16
17
18
19
20

bt

A

23
24
25
26
27
28
29
30
31
32
33
34
35

S.F. ﬁréz H.F.

(1) ©On all taxable inccme from zero through three thousand
dollars, three percent.

(2) On all taxable income exceeding three thousand dolliars
but not exceeding twelve thousand dollars, five percent.

(3) On all taxable income exceeding twelve thousand dol-
lars, seven and nine-tenths percent.

b. For a married couple filing jointly, a surviving
spouse, a qualifying widow, and a head of household, the tax
rates are as follows:

(1) On all taxable income from zero through four thousand
five hundred dollars, three percent.

{2) On all zaxable income exceeding four thousand five
hundred dollars but not exceeding eighteen thcusand dollars,
five percent.

(3) On all taxable income exceeding eighteen thousand
dollars, seven and nine-tenths percent.

Cc. For a married person filing separately, an estate, and
a trust, the tax rates are as follows:

{l) On all taxable income from zero through two thousand
two hundred fifty dollars, three percent.

{2) On all taxable income exceeding two thousand two
hundred fifty dollars but not exceeding nine thousand dollars,
five percent.

{3) On all taxable income exceeding nine thousand decllars,
seven and nine-tentns percent,

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

c" are effective fZor tax years beginning on or after January
1, 1987 but befcre January 1, 1988.

Sec. 7. Section 422.5, subsection I, paracraphs a through
m, Code 1987, are amended by striking the paragraphs and
lnserting in liileu thereof the followlng:

a. For a single person other than a head of household, the
tax rates are as fcllows:
(1) On all taxable income frcm zero through twe thousand

dollars, three percent.
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(2) On all taxable income exceeding two thousand dollars
but not exceeding ten thousand dollars, five percent.

{3) ©On all taxable income exceeding ten thousand dollars,
seven and nine-tenths percent.

b. TFor a married couple filing jolntly, a surviving
spouse, & gqualifying widow, and a head of household, the tax
rates are as follows:

(1) On all taxable income from zero through three thousand
dollars, three percent.

(2) On all taxable income exceeding three thousand dollars
but nct exceeding fifteen thousand deollars, five percent.

(3) On all taxable income exceeding fifteen thousand
dcllars, seven and nine-tenths percent.

c. For a married perscon filing separately, an estate, and
a trust, the tax rates are as follows:

(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.

(3) On all taxable income exceeding seven thousand five
hundred dollars, seven and nine-tenths percent.

The tax rates and bracket amounts in paragraph "a" through
"c" are effective for tax years beginning on or after January
1, 1988.

Sec. 8. Section 422.5, subsection 1, paragraph n, Code
1987, 1is amended to read as follows:

n d. The tax imposed upon the taxable inccme of a
nonresident shall be computed by reducing the amount
determined pursuant to paragraphs "a" through tm# “"c" by the
amounts of nonrefundable credits uncder this division and by
multiplying this resulting amount by a fracticn of which the
nonresident's net inccme allocated to fowa, as determined in
section 422.8, subsection 2, 1s tne numerator and the

nenresident's total net income ccomputed under secticon 422.7 is
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the denominator. This provision also appiies to individuals
who are residents of Iowa for less than the entire tax year.

Sec. 9. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, 1s amended to read as
foilows:

There 1is imposed upon every resident and nonresident of
this state, including estates and trusts, the greater of the
tax determined in paragraphs "a" through #a#% "d" or the state
alternative minimum tax equal to nine percent of the state
alternative minimum taxable income of the taxpayer as computed
under this paragraph.

Sec. 10. Section 422.5, subsections 6 and 7, Code 1987,
are amended to read as follows:

6. A person who is disabled, 1s sixty-two years of age or
clder or is the surviving spouse of an individual or survivor
having an insurable interest in an individual who would have
qualified for the exemption under this paragraph for this tax
year and receives one or more annuities from the United States
Cclvil service retirement and disability trust fund, and whose
net inccme, as defined in section 422.7, is sufficlent to
require that the tax be imposed upon it under this section,
may determine final taxable income for purposes of impeosition
of the tax by excluding the amocunt of annuities received from
the United States civil service retirement and disability
trust fund, which are not already excluded in determininrg net
inccme, as defined in section 422.7, up to a maximum each tax

vear ¢f five thousand five-hundred six hundred twenty-seven

dollars for a person who files a separate state income tax

return and eignt thousand one hundred eighty-fcur dollars

total for a husband and wife who file a Jjoint state income tax
return. However, a surviving spouse who is nct disabled or
sixty-two years of age or clder can only exclude the amount of
annuities received as a result of the death of the other
spouse. The amount of the exempticn shall be reduced by the

amcunt of any social security benefirs received. For the

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

the United States civil service retirement and disability
trust fund taxable under the Internal Revenue Code of 1954
shall be included in net income for purpcoses of determining
eligibility under the five thousand dollar or less exclusion.

7. Upon determination of the latest cumulative inflation
factor, the director shall multiply each dolliar amount set
forth in subsection 1, paragraphs "a" through ¥m® "c" of this
section, and each dollar amcunt specified in this section as
the maximum amount of annuities received which may be excluded
in 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.

Sec. 11. Section 422.8, subsection 2, Code 1987, is
amended to read as follows:

2. Nenresident's net income allocated to Iowa is the net
income, or portion therecf, which is derived from a business,
trade, profession, or occupation carried on within this state
or income from any property, trust, estate, or other source
within Icowa. If any business, trade, professicon, or
occupation is carried on partly within and partly without the
state, only the portion of the net income which 1s fairly and
equitably attributable to that part of the business, trade,
profession, or occupation carried on within the state 1is
allocated to Iowa for purposes of section 422.5, subsection 1,
paragraph “n® “d" and section 422.13 and income from any
property, trust, estate, or other source partly within and
partly withcout the state is allcoccated to Icwa in the same
manner, except that annuities, interest on bank depcsits and
interest-bearing obligations, and dividends are allocated to
Iowa only to the extent to which they are derived from a
business, trade, profession, ¢r occupation carried on within
the state. However, income received by an 1lndividual who 1s a

resident of another state is not allocated to Igwa If the

-8~
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income is subject to an income tax imposed by the state where
the individual resides, and if the state of residence alliows a
similar exclusion for income received in that state by
residents of Iowa. In order to implement the exclusions, the
director shall designate by rule the states wnich allow a
similar exclusion for income received by residents of Iowa,
and may enter into agreements with other states to provide
that simiiar exclusions will be allowed, and to provide
suitable withhciding requirements in each state.

Sec. 12. Section 422.9, subsection 1}, unnumbered paragraph
1, Code 1587, 1s amended by striking the paragraph and
inserting in lieu thereof the fellowing:

For a single person who is not a head of household, a
married couple £iiing jointly, a surviving spcuse, a
qualifying widow, a head of household, or a married person
filing separately an optional standard deducticn equal to the
amount of the standard deduction determined under section
63(c) of the Internal Revenue Code for that filing status.

Sec. 13. Section 422.9, subsection 2, paragraph b, Code
1987, is amended by striking the paragraph 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
paid during the tax year for the previous tax year to the
extent that the federal income tax pald was not the result cf
an adjustment tc the return for the previgus :ax year. For
tax years beginning on or after Januvary 1, 1987, add the
amount of federal income tax paid during the tax year which 1s
the result of an adjustment to a federal return for a tax year
beginning prior to January l, 1987. Subtract the amount of
federai inccme tax refund received during the tax year to the
excent that the federal income tax that was refunded had been
deducted on a return for a prior tax year. Married persons
who have filed a joint federal income tax return and who file

separately shall divide the federal income tax paid or the

-G
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federal income tax refund between

federal adjusted gross income of
gross income of both spouses for
in the income tax payment or the

Sec. 14. Section 422.9, Code
after subsection 2 the following

them in the ratio of the
each spouse to the adjusted
the tax year which resulted
income tax refund.

1987, is amended by adding

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 applicable perscnal exemptions allowed under section 151

or 642(b) of the Internal Revenue Code.
Sec. 15. Section 422.12, subsection 1, Code 1987, is

amended by striking the subsection.
Sec. 16. Section 422,12, Code 1987, is amended by adding

the following new subsection:

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

amount determined under paragraph "b". However, the credit

under this subsecticn is not allowed to the taxpayer 1f any of

the following circumstances apply:

(1} The taxpayer received the additional property tax

credit under sections 425.16 through 425.39 for taxes due

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

reimbursement for rent constituting property tax paild under

sections 425.16 through 425.39 for rent paid during the year

preceding the tax year,.

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

federal income tax return of another individual for the tax

year.

(3) The taxpayer did not actually pay preoperty taxes or

rent during the tax year on the homestead.

b. (1) 1If the taxpayer owns

the homestead at the

beginning of the tax year, the homestead credit is determined

in accordance with the following

schedule:

Property taxes actuailly paid by the tax-

Taxpayer's net payer on

the homestead:

_lO_
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income: $100 -~ 399.99 5400 - 799,99 $800 or more .
$ 0 - 9,999.99 $15 $25 $35
10,000 - 24,999.99 10 20 30
25,000 - 49,999.99 5 15 25
(2) If the :axpayer rents the homestead at the beginning
of the tax vyear, the homestead credit is determined in
accordance with the foilcowing schedule:
Rent actually paid by the taxpayer for the
Taxpayer's net homestead:
income: $400-1,599.99 $1,600-3,199.99 §$3,200 or more
$ 0 - 9,999.99 $15 $25 $35
10,000 - 24,999.99 10 20 30
25,000 - 49,999.99 5 15 25
{3) Each homestead credit amount in the schedules in this
paragraph is increased by five dcllars for tax years beginning

in the 1988 calendar year and increased by an additional £five
dollars for tax years beginning on or after January 1, 1989.
c. For purposes cf the homestead credit urder this .
subsection, "homestead" means the same as defined in section
425.17, except that the term "base year" as used in that
definition shall mean "“tax year".
Sec. 17. Section 422.21, unnumbered paragraph 4, Code
1987, is amended to read as follows:
The director shall determine for the 1979 1989 and
subsequent calendar years the annual and cumulative inflation
factors for those calendar years to be applied to tax years
beginning on or after January 1 of that calencar year. The
director shall compute the new dollar amounts as specified
therein to be adjusted in section 422.5 by the latest
cumulative inflation factor and round 2ff the result to the
nearest one dollar. The annual and cumulative i1inflation
factors determined by the director are not ruies as defined in
section 17A.2, subsectiocn 7.
Sec. 18. Section 422.43, subsections 1, 2, 6, and 10, Code .

1987, are amended to read as follows:

_ll_
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1. There is :mposed a tax of feur five percent upon the
gross receipts from all sales of tanglble personal property,
consisting of goods, wares, or merchandise, except as
otherwise provided in this division, sold at retail in the
state to consumers or users; a like rate of tax upon the gross
receipts from the sales, furnishing or service of gas,
electricity, water, heat, and communication service, including
the gross receipts from such sales by any municipal
corporation furnishing gas, electricity, water, heat, and
communication service to the public in its proprietary
capacity, except as otherwise provided in this division, when
sold at retail in the state to consumers or users; a like rate
of tax upon the gross receipts from all sales of tickets or
admissions to places of amusement, fairs, and athletic events
except those of elementary and seccondary educaticnal
institutions; and a like rate of tax upon that part of private
club membership fees or charges paid for the privilege of
participating in any athletic sports provided club members.

2. There is imposed a tax-of-four-pereent like rate of tax

upon the gross receipts derived from the operation of all
forms of amusement devices and games of skill, games of
chance, raffles, and bingo games as defined in chapter 99B,
operated or conducted within the state of Iowa, the tax to be
collected from the cperatcr in the same manner as is provided
for the collection of taxes upon the gross receipts cof tickets
or admission fees as provided in this section. The tax shal:
also be imposed upon the gross receipts derived from the sale
of lottery tickets or shares pursuant to chapter 9%9&. The tax
on the lottery tickets or shares shall be included in the
sales price and distributed to the general fund as provided in
section 99E.10,.

6. There is impcsed &z tax-ef-four-percent like rate of tax
upon the gross receipts from the saies of opticnal service or
warranty contracts which provide for the furnishing of iabor

and materials and require the furnishing of any taxable

-12-
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service enumerated under this section. The gross receipts are
subject to tax even if some of the services furnished are not
enumerated under this section. FPecr the purpose of this
division, the sale of an optional service or warranty contract
is a sale of tangible personal prcperty. Additional sales,
services, or use tax shall not be levied cn services, parts,
or labor provided under optional service cor warranty c¢ontracts
which are subject to tax under this section.

16. There is imposed a tax of feur five percent upon the
gross receipts from the rendering, furnishing, or performing
of services as defined in section 422.42.

Sec. 19. Section 422.47, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. Construction contractors may make

application to the department for a refund of the additionail
one percent tax paid under this division or the additional one
percent tax paid under chapter 423 by reason ¢of the increase
in the tax from four to five percent for taxes paid on goods,
wares, or merchandise under the fcilowing conditions:

4. The goods, wares, or merchandise are incorporated into
an ilmprovement to real estate in fulfillment of a written
contract fully executed prior to June 1, 1987. The refund
shall not apply to equipment transferred in fulfiliment of a
mixed construction contract.

b. The contractor has paid to the department cr to a
retairier the full five percent tax.

c¢. The claim is filed cn forms provided by the department
and is filed within one year of the date the tax is paid.

A contractor who makes an erroneous application for refund
is liable for payment cf the excess refund paid plus irterest
at the rate in effect under secticn 421.7. in addéition, a
contractor who willfully makes a false application for refund
is guilty of a simple misdemeanor and is liable for a penalty
equal tc seventy-five percent of the excess refund claimed.

Excess refunds, penalties, and interest due under this

_]_3_
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subsection may be enforced and collected in the same manner as
the tax imposed by this division.

Sec. 20, Section 423.2, Code 1987, is amended to read as
follows:

423.2 IMPOSITION OF TAX.

An excise tax is imposed on the use in this state of
tangible personal property purchased for use in this state, at
the rate of feur five percent of the purchase price of the
property. The exclse tax is imposed upon every person using
the property within 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 in this state of services
enumerated in section 422.43 at the rate of feur five percent,
This tax is applicable where if services are rendered,
furnished, or performed in this state or where if the product
or result of the service is used in this state. This tax 1is
imposed on every person using the services or the product of
the services in this state until the user has pald the tax
either to an Iowa use tax permit holder cr to the department.

Sec. 21. Section 425.1, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. 7. The amount of the homestead credit

allowed under this section on a homestead with an actual value

equal to or greater than seventy-five thousand dollars is as
follows:
Actual value of home- Percentage of the amount
stead: of homestead credit:
$ 75,000 - 99,999.99 ..... et e s 75%

100,000 - 124,999.99 .ttt iiatnnnnsssnsns 50

125,000 — 149,999.99 ...viiienenn e 25

150,000 and OvVer ...t it ieinnnnnensssannnan Q

Sec. 22. Secticn 425.23, subsection 1, Code 1987, is

amended to read as follows:

1. The tentative credit or reimbursement shall be




=
= O W s N e W

[

= b
U B - Y

=
i

17
18
19
20
21
22
23

N
s

W s NN R
L e o« Vo ¥ ]

[FURE VY S VS N OV
[V B~ PV o)

S.F. QE! H.F.

determined in accordance with the following schedule:
Percent of property taxes
due or rent constituting
If the household property taxes paid allowed
income is: as a credit or reimbursement:
$ 0 - 4,999.99
5,000 - 5,999.99
6,000 - 6,999.99
7,000 7,999.99
8,000 8,999.99
9,000 $$799%9:29 §,999.99
10,000 10,999.99
11,000 11,999.99
12,000 - 12,999.99
13,000 - 13,999.99
Sec. 23. Section 442.2, subsection 1, Code 1987,

is amended to read as follows:

1. Each school district shall cause to be levied each
year, for the school general fund, a foundation property tax
of five dollars and forty cents per thousand dollars of
assessed valuation on all taxable property in the district

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

chapter, a school district is defined as a school corporation
organized under chapter 274.

However, commencing with the budget year beginning July i,

1987, and continuing for succeeding budget years, a

recorganized school district shall cauvse a foundation property
tax of four dollars and forty cents per thousand dollars of
assessed valuaticn to be levied on all taxable property which,
in the year preceding the reorganization, was within a school
district affected by the reorganization as defined in section
275.1 and which had a certified enrollment of less than six
hundred. In-sueeceedrng-sehsol-years;-the-foundatron-property
tax-levy-on-that-portion-shati-be-tnereased-twenty-cents—per

year-untii-tt-reaches-rthe-rate~-sf-five-dortars-ana-forey-cents
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per-thousand-dottura-of-avaessed-vaigatrons

For purposes of this section, a reorganized school district
is one in which reorganization was approved in an election
pursuant to sections 275.18 and 275.20 and will take effect on
or after July 1, 1986.

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

the following new subsection:

NEW SUBSECTION. 5. Notwithstanding subsection 1, the

foundaticn property tax levied on residential, agricultural,

rallroad, and commercial property for the fiscal year
beginning July 1, 1988, is five dollars per thousand dollars
of assesszd valuation. In succeeding years, the foundation
property tax levy on such property shall be decreased ten
cents per year until it reaches the rate of four dollars and
forty cents per thousand dollars of assessed valuation which
levy rate shall contlnue as the foundation property tax levy
on such property for subseguent years.

Sec. 25. Section 442.3, Code 1987, is amended to read as
follows:

442.3 STATE FOUNDATION BASE.

The state foundation base for the school year beginning
July 1, 1986 is eighty percent of the state cost per pupii.
The state foundation base for the school year beginning July
1, 1987 and for each succeeding school vyear is elghty-one and

one-half percent of the state cost per pupll. FPFor-each
suecceedrng-achooi-year;-the-state-foundatton-base-shari-be
inereased-by-the-ameunr-cf-one-haitf-percenc-eot-the-skate-cost
per-puptl;-up-to-a-maxtmum-of-ergnty-£five-percent-of-the-starce
cost-per-puptts The district foundation base 1s the larger of
the state foundation base or the amcount per pupil which the
district will receive from foundaticn prcopertiy tax and state
schecol foundation aid.

Sec. 26. Section 442.7, subsection 1, paragraph a, Code
1987, is amended by adding the following new unnumbered

paragrapn:

_16_
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NEW UNNUMBERELC PARAGRAPH. However, for computing the state .
percent of growth to be used for the schocl years beginning
July 1, 1988 and July 1, 1989, the revenues received as a
result of the increase in taxes in this Act or as a result of
the coupling with the federal income tax changes under House
File 153 shall nct be considered revenues received for the
state general fund for purposes of determining the percentages
under subparagraph (1) or (2).

Sec. 27. This section applies in regard to the increase in
the state sales, services, and use tax from four to five
percent under sections 18 and 20. The use tax rate of five
percent applies to motor vehicles subject to registration
which are registered on or after June 1, 1987. The five
percent use tax rate will apply to the use of property when
the first taxable use in this state occurs on or after June 1,
1987. The five percent rate will apply to the gross receipts
from the sale, furnishing, or service of gas, electricity, .
water, heat, and communication service 1f the date of billing
the customer is on or after June 1, 1987. In the case of a
service contract entered intc prior to June 1, 1987 which
contract calls for pericdic payments, the five percent rate
will apply to those payments made or due on or after June 1,
1987. This pericdic payment would apply, but not be limited
to, tickets of admissions, private c¢lub membership fees,
sources of amusement, equipment rental, dry cleaning, reducing
saloans, dance schools, and all other gervices subject to tax,
except the aforementioned utility services which are subject
to a special transitional rule. Unlike pericdic payment uncer
service centracts, installments sales of goods, wares, and
merchandise are subject tc the full amount ©f sales or use tax
when the sales contract is entered into or the property is
used in Iowa,

Sec. 28. Section 6 of this Act is retroactive to January
1, 1987 for tax years beginning on or after that date but .
before January 1, 1988. Section 6 of this Act is repealed

L)
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January 1, 1988 for tax years beginning on or after that date.

Sec. 29. Section 7 of this Act 1s effective January 1,
1988 for tax years beginning on or after that date.

Sec. 30. Sections 18, 19, 20, and 27 of this Act are
effective June 1, 1987.

Sec. 31. Sections 4, 5, and 8 through 17 of this Act are
retroactive to January l, 1987 for tax years beginning on or
after that date.

Sec. 32. Secticn 21 of this Act is retroactive to January
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.

Sec. 33. Section 22 of this Act is retroactive to January
1, 1988 for property tax credit claims filed on or after
January 1, 1988 for taxes payable in the fiscal year beginning
July 1, 1988 and ending June 30, 1989 and for any subsequent
years. Section 21 of this Act 1s appiicable to rent
reimbursement claims filed on or after January 1, 1989 for
rents paid in calendar year 1988 and subsequent calendar
years.

Sec. 34. This Act, being deemed of immediate importance :s
effective upon enactment.

EXPLANATION

Sections 1 through 3 provide that the rate of the cigarette
tax on October 1, 1985 and tobacce products tax on Juiy 1,
1985 will remainr the same until! specifically changed by the
general assembly and places in the Code an linventory tax which
will be imposed when the rates are changed.

Secticons 4, 5, 8 through 11, and 17 are coordinating
sections.

Section 6 alters the individual tax rates to 3%, 5%, and
7.9% for the 1987 tax years and section 7 aliters the 1987 :tax
year brackets but keeps the same three tax rates for tax years
beginning after 1987.

Sections 12 through 16 provide that the standard deduction

_18_
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and the personal deductions wiil be the same as that for
federal tax purposes, eliminates the deduction for federal
income taxes paid, repeals the personal exemption credits, and
allows a homestead credit for both owners and renters with net
incomes under a set amount.

Sections 18 through 20 increase the state sales and use tax
from four to five percent beginning June 1, 1987 and section
27 clarifies its applicability. Alsc a refund of the one
percent increase is provided for a construction contractor 1if
the property purchased was used in making an improvement to
real estate in fulfillment of a written contract fully
executed prior to June 1, 1987.

Sections 21 and 22 alter the homestead property tax credit
by phasing out the amount of credit aillowed for owners whose
market value of their homesteads exceed certain amounts and by
changing the additional homestead tax credit and reimbursement
schedule to increase the i1ncome level and the percentage
amounts.

Sections 23 through 26 amend the schocl foundation formula
by decreasing the levy, freezing the state foundation base,
and excluding certain state revenues in determining the
allowable growth percentages.

Sections 28 through 34 provide effective dates.

LSB 27435C 712
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SENATE 6
March 26, 1987

SENATE FILE 481

5-3269

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 ll, 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

beginning in the 1989 calendar year shall continue for
succeeding tax years."

4. Page 14, by inserting after line 32 the
following:

"Sec. 100. Secticon 425.17, subsections S and 9,
Code 1987, are amended to reacd as follows:

S. "Claimant" means a perscn f£iling a claim for
credit or reimbursement under this division who has
attained the age of sixty-five years on or before
December 31 of the base year, or who 1s a surviving
spouse having or an unmarried person who has been
grarted a dissolution of marriage under chapter 598 or
has been granted a divorce or disscolution of marrisge
recognized in this state 1f the surviving spouse or
the unmarried person has attained the age of fifty-
five years on or before Decemper 31 of the base year,
or who 1s tctally disabled and was totally disabled on
or before December 31 cf the base year, and was
domiciled in this state during the entire base year
and is domiciled in this state at the time the claim
is filed or at the time of the person's death in the
case of a claim £iled by the executor or administrator
of the claimant's estate. "Claimant" includes a
vendee in possession under a contract for deed and may
include one or more joint tenants or tenants in
common. In the case of a claim for rent constituting
property taxes paid, the claimant shall have rented
the property during any part of the base year. 1If a
homestead is occupied by two or more persons, and more
than one person is able to qualify as a claimant, the
persons may determine among them who will be the
claimant. If they are unable to agree, the matter
shall be referred to the director of revenue and
finance not later than October 31 of each year and the
director's decision shaii-be is final.

9, "Property taxes due" means property taxes
including any special assessments, but exclusive of
delinquent interest and charges for services, due on a
claimant's homestead in this state, but includes only
property taxes for which the claimant is liable and
which will actually be paid by the claimant. However,
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1f the claimant is a perscn whose property taxes have
been suspended under sactions 427.8 and 427.9,
“property taxes due® means proparty taxes lncluding
any special assessments, bu: exclusive of delinguent
interest and charges for services, due on a claimant's
romestead in this state, but includes cnly propsriy
taxes for which the claimant is iiable and which would
have to be paid by the claimant if the paymen:t of the
taxes have has not been suspenoed pursuant ¢o sec:tlions
427.8 and 427 S. “YProperty taxes due" shall be
compuced witk-no without a deduction for any credit
under this division or for any homestead credi:
allcwed under section 425.1. Each claim shkall oe
based upon the taxes due during the fiscal vaer next
following the tase year. If a homestead is cwned by
LWwo or moe persons as joint tenancs or tenanis in
common, and one or more of the persons are act &
member members of the ciaimanz's household. "property
taxes due” is that part of property taxes dus on the
homestead which equals the ownership percentage of thre
claimant arnd the claimant’'s household. The county
treasurer shall include with the tax receipt a
statement that if the owner oZ the property is sixty-
five yzars of age or over or is totally disakled, or
is a surviving spouse &¢f-such-persen-vhe Qi an
unmarried person who has been granted & dissclution of
marriage under chapter 598 or nas peen granted a
divorce or dissolution of marriage recognized in ihis
state and the surviving spouse or the unmarried person
is over fifty-five years cf age, the person may oe
eligible for the credit allowed under this division.
If a homestead 1s an integral part of a farm, the
claimant may use the total property taxes due for the
larger unit. If a homestead is an integral part of a
multidwelling or multipurpose building the property
taxes due for the purpose of this subsection shall be
prorated to reflect the portion which the vaiue of the
property that the household occupies as its homestead
is to the value of the entire structure. For purposes
of this subsection, "unit" refers to that parcel of
property covered by a single tax statement of which
the homestead is a part."

5. Page 18, by inserting a2fter line 12 tne
following:

"Sec. . Section 100 of this Act is applicable
to property tax credit claims filed on or after
January 1, 1988 for taxes payable in the fiscal year
beginning July 1, 1988 and ending June 30, 1989 and
for any subsequent years. Section 100 of this Act is
applicable to rent reimbursement claims filed on or
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after January 1, 1989 for rents paid in calendar yea:
1988 and subsequent calendar years."

6. Title page, line 10, by inserting after the
word "schedule;” the following: "extending to
divorced persons the benefits of the additional
property tax relief for owning or renting a
nemestead; "

S-3269
Filed Maxrch 25, 1987 BY EDGAR H. HOLDEN
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SENATE FILE 481
$-3270

Aamend Senate Flle 481 as =1
1. Page 8, by inserting te
following:

"Sec. 70. Section 422.7, Coce 1987,
addirg the following nrew subsections:

NEW SUBSECTION. Subtract, to the extent Inciuded,
the amount received as a scholarship or fellowship by
a graduate research assistant at an institute oI
higher educatiocn 1n the state o the extent It wcuid
he excluded under section 117 of the Internal Revenue
Ccde in effect on December 31, 1986,

NEW SUBSECTION. Subtract, to the extent :included,
the amounts pald or expenses incurred by the
taxpayer's employer for educational assistance to the
employee which would have been excluded under section
127 of the Internal Revenue Code put for the fact the
amount of the educaticnal assistance furnished
exceeded the maximum exclusion amount 1n section
127(a)(2) of the Internal Revenue Code."

2. Page 9, by inserting after line 9 the
following:

"Sec., 75. Section 422.9, subsecticon 2
is amended by adding the following new le
paragraphs:

NEW LETTERED PARAGRAPH. g. Add the amount of
interest paid, to the extent not already included, on
a student loan made under a federal or state
guaranteed student loan program.

NEW LETTERED PARAGRAPH, h. Add the amount of
educational and related expenses, to the extent not
already included, that are deductible under section
162 of the Internal Revenue Code in effect cn December
31, 1986."
et 3. Page 18, line 6, by inserting before the word
35 "of" the following: ", 70, and 75".
5=-3274
Filed March 25, 1987 BY JACK NYSTROM
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SENATE FILE 481

5-3452
B Amend the Bruner et al amendment, S$-3447, to Senate .

File 481 as follows:

1. Page 9, by inserting after line 21 the
following:

"Sec. 90. 1984 Iowa Acts, chapter 1240, section
12, 1s amended to read as follows:

SEC. 12. This Act, except for section 8, applies
to the estates of persons dying on or after its
effective date and in =hx2 case of section 1 of this
Act, also applies to propertyv passing by éeed, grant,
sale, gift, or transfer made on or after the effective
date, .

Sec. __ . Notwithstanding any other provision of
law, a person entitled to a refund of state
inheritance tax as a result of section 90 of this Act
shall have until January 1, 1988 to file a claim for
refund of the state inheritance tax.

Sec. __ . Section 90 of this Act is retroactive to
July 1, 1984."

2. Renumber as necessary.

BN HOWVUE OV & Lo

5-3452
Filed April 7, 1987
WITHDRAWN /3.#45
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SENATE FILE 481

77
Amend Senate File 481 as follows:
1. Page 4, line 10, by striking the flgure "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 31 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 dellars, four
percent.

¢. 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

housand dollars but not exceeding thirty-five

‘ercent of the taxable income exceeding twenty-five

26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

chousand 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 19".

5. Page 7, by inserting after line 13 the
following:

"2. However, no tax shall be imposed on any
resident or nonresident whose net income, as defined

in section 422.7, is £ive 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
five 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 £ive 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
therecf not allocated to Iowa, shall be taken into
account. If the combined net income of a2 husband and
wife exceeds f£ive seven thousand dollars, neither of

it is immaterial whether they file a joint return or

.them shall receive the benefit of this subsection, and

separate returns. A person who is claimed as a




-

SENATE 17
‘March 26, 1987

§~3277 wg. 2

WO~ Oy D D

dependent by another person as defined in section
422.12 shall not receive the benefit of this
subsection if the person claiming the dependent has
net income exceeding £ive seven thousand dollacs or
the person claiming the dependent and the perscn's
spouse have combined net income exceeding five seven
thousand dollars.”

6. Page &, line S5, by striking the word "five”
and inserting the following: "£ive seven”.

7. Page 8, by inserting after line 14 the
following:

"10. In addition toc the other taxes imposed by
this section, a tax is imposed c¢n the amount of a lump
gum distribution for which the taxpayer has elecCted
under section 402(e) of the Internal Revenue Code of
$984 to be separately taxed for federal income tax
purposes for the tax year. The rate of tax is equal
to twenty-five percent of the separate federal tax
imposed on the amount of the lump sum distribution. A
nonresident is liable for this tax only on that
portion of the lump sum distribution allocabiz to
iowa. The total amount of the lump sum distributior
subject to separate federal tax shall be included 1n
net incowme for purposes of determining eligibility
under the €ive seven thousand dollar or less
exclusion.

Sec. 5. Section 422.7, subsections 6, 8, and 1§,
Code 1987, are amended to read as follows:

6. Individual taxpayers and married taxpay=2rs wto
file a joint federal income tax return and who 2lect
te file a joint returny Or separate returns o3
separate-fiiing-on-a-combraed-retnrn for lowa income
tax purposes, may avail themselves of the disability
income exclusion and shall compute the amount of the
disability income exclusicn subject to the limitations
for joint federal income tax return filers provided by
section 105(d) of the Internal Revenue Code ©f-155«.
The disability income exclusion provided in section
105{d) of the Internal Revenue Code of-15%5%, as
amended up to and including December 31, 198Z,
continues to apply for state income tax purposes for
tax years beginning on or after January 1, 1284,

8. Married taxpayers whc file a jolnt federal
income tax return and who elect to file separate
returns or-separare-£iling-on-a-combined-return for
Iowa income tax purposes, may avall themselves of the
expensing of business assets and capital loss
provisions of sections 179{a) and 121l1{(b) respectively
of the Internal Revenue Code of-1954 and siall comgutse
the amount of expensing of business assets and capital
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income tax return filers 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 or-who-etect-separate-£filing-on-a-combined
return for state income tax purposes, shall include in
net income any social security beneflts or tier 1
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 0£-3954. The benefits
included 1n net income must pe allocated between the
spouses in the ratio of the social security benefits
or tier 1 railroad retirement benefits received Dy
each spouse to the total of these benefits received by
poth spouses.”

8. By striking page 9, line 10 through page l1,
line 21 and inserting the folliowing:

"Sec. S1. Section 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, is amended to read as follows:

Married taxpayers electing to file separate returns
or-£ftirtng-separatetiy-on-a-combrnad-return must
allocate the child and dependent care c¢redit to each
spouse in the proportion that each sSpouse's respective
net income bears to the totzl combined net income.
Taxpayers affected by the allocation provisions cof
section 422.8 shall be permitred a deduction for the
credit only in the amount fairly and equitably
allocable to Iowa under rules prescribed by the
director.

Sec. 52. Section 422.12, Code 1987, is amended by
adding the following rew subsections:

NEW SUBSECTION. 4. A two-earner credit for
married taxpayers filing joilntly. 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 purposes of this credit the
term "qualified earned income" means the same as
provided in section 221 of the Internal Reveilue 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 tha:t both spouses have
qualified earned income from Iowa sources.

NEW SUBSECTION. 5. Upon determination of the
latest cumulative inflation factor, the director shall
multiply each dollar amount of the personal exemptions
set forth in subsection 1 and each dollar amount of
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the two-earner credit set forth in subsection 4, by
this cumulative inflation factor, shall round off the
resulting product to the nearest one dcllar, and shall
incorporate the result into the income tax forms and
instructions for each tax year.

Sec. 3. Section 422.13, subsection 1, paragraph
b, Code 1987, is amended to read as follows:

b. The individual has net income of feur seven
thousand dollars or more for the tax year from sources
taxable under this division.”

5. Page ll, line 24, by striking the figure
"1989" and inserting the following: "1988".

16. Page 11, line 29, by striking the word and
figure "section 422.5" and inserting the following:
"section sections 422.5 and 422.12".

11. By striking page 14, line 21 through page 17,
line 8.

12, Page 17, line 34, by striking the word "but”
and inserting the following: "."

13, By striking page 17, line 35 through page 18§,
line 3.

14. Page 18, line 6, by striking the words and
figures "and 8 through 17" and inserting the
following: "8, 9, 10, 11, 17, 50, 51, 52, and 53".

15. Page 18, by striking lines 9 through 20.

16. Title page, lines 2 and 3, by striking the
words *standard deductions, and personal exemptions
and”.

17. Title page, line 8, by striking the word “;
adjusting”.

18. Title page, by striking lines 9 through 12
and inserting the following: "and".

33 _19.\ BY Yepumbering as necessary.

$-3277

Filed March 25, 1987 BRY CALVIN ©. HULTMAN

Blped ofe wégf.nw4) FORREST SCHWENGELS JOHN W. JENSEN
JIM LIND RICHARD VANDE HOEF
WILMER RENSINK LEE W. HOLT
JOY €. CORNING RICHARD F. DRAKE
JACK W, HESTER NORMAN J. GOODWIN
RAY TAYLOR JULIA GENTLEMAN
EDGAR H. HOLDEN
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SENATE FILE 481

-3432

1

Amend the amendment, $-3277, to Senate File 481 as

2 follows:

37

1. Page 1, by inserting after line 1l the
following:

"a. For all taxpayers, except a married person
filing separately, the tax rates are as follows:"

2. Page 1, line 12, by striking the following:
“a." and inserting the following: “(l}".

3. Page 1, line 14, by striking the following:
“b." and inserting the following: "(2)".

4. Page 1, line 17, by striking the following:
"c." and ilnserting the following: *"{3)".

5. Page 1, lines 19 and 20, by striking the
following: “paragraphs "a" through "c"" and inserting
the following: ‘“subparagraphs (1) through {(3)".

6. Page 1, line 28, by striking the words
"dollars.""™ and inserting the following: "dollars.

b. For a married person filing separately, the tax
rates are as follows:

(1) ©On all taxable income from zero through two
thousand five hundreé dollars, three percent.

({2) On all taxable income exceeding two thousand
five hundred dollars but not exceeding five thousand
dollars, four percent.

{3} On all taxable income exceeding five thousand
dollars, six and one-half percent.

In addition to the tax imposed under subparagraphs
(1) through (3), an additional tax is imposed on a
taxpayer whose taxable income exceeds twelve thousand
five hundred dollars at a rate of one and three-
fourths percent of the taxable income exceeding twelve
thousand five hundred dollars but not exceeding
seventeen thousand five hundred dollars and at a rate
of one and one-fourth percent of the taxable income
exceeding seventeen thousand five hundred dollars but
not exceeding twenty-two thousané five hundred
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SENATE FILE 481

B S-3275
: 1 Amend Scnate File 481 as follows: :
‘(, ? 1. By stciking page il, line 34 rthrough page 14, .
. line 20, '

4 2. Page 17, by striking lines 9 through 32.
5 3. Page 18, by striking lines 4 and S.
6 4. Title page, lines 3 through $, by striking the
7 words "increasing the state sales, services, and use

8 ta n¢ prodld1P“ for refunds for certaln contractors

ypsu*t\9A tfat increase;"”

$-3275%

Filed March 25, 1987 BY CALVIN O. HULTMAN

Qlocai /o 4 77’(39 17 4E ) JULIA GENTLEMAN EDGAR H. HOLDEN
LINN FiIHRMAN JOHN W. JENSEN
TORREST SCHWENGELS RICHARD VANDE HOELF
JACK wW. HESTER LEE W. HOLT
RAY TAYLOR NORMAN J. GOODWIN

S ' SENATE FILE 481

397

Amend Senate File 481 as follows:

1. Page 1, 5y striking lines § through 1I and
inserting the following: "October 1, 1985 and at the
rate of eighteen mills cn each cigarette becinning

July 1, 1987.

Sec. . Section 98.35, Code 1987, is amended tc .
read as folicws: '

98.35 TAX AND FEES PAID TO GENEZRAL FUND.

The proceeds derived from the sale of stamps and
the payment of taxes, fees and penalties provided for
under this chapter, and the permit fees received froc
all permits issued by the department, shall be
credited to the general fund of the state. Beginning
July 1, 1987, the department shall determine, to the
extent possible, the amount of the revenue resulting
from the increase in the tax under section 98.6 from
thirteen mi1lls to eighteen mills. This amcunt shall
be deposited in a special account in the general fun
and shall be used only to reimburse, on a pro rata
basis, counties which have paid costs under chapters
222 and 230. Revenues credited to this special
account during a fiscal year shall be used to
reimburse the count:es for payments made by them
curing that fiscal year. The treasurer of state shal
adopt rules for the reimbursement to the counties.

All permit fees provided for in this chapter and

collected by cities in the issuance of permits granted

by the cities shall be paid to the treasurer of the

city where the permit is effective, or tc ancther city

officer as desigrated by the council, and credited to .
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the general fund of the city. Permit fees so
collected by counties shall be paid to the county
33 treasurer.”
. S$-3397
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Arend Senate Tile 481 as folicws:

1. By Strikilng everything after the 2nacting
clause and inserting the following:

“Section L. Section 422.3, subsection 5, Code
1587, is amended by striking the subsection and
inserting in lieu thereof the following:

5. "Internal Revenue Code” means the Internal

Revenue Ccde of 1954, prior to the date of its
redesignation as the Internal Revenue Code cf 1386 by
rhe Tax Reform Act of 1986, or means the Internal

—.t

Revenue Code of 1986 as amended to and inciuding

January 1, 1887, whichever is applicabie.

Sec. 2. Section 422.4, subsection 17, Code 1987,
s amended Lo read as follows:

L7, 2. "Annual inflation factor" means-an-:inmdexy
expresged-gs—a-percentager-determined-by-the
department-each-year—to-refrect-the-porehastag-pewer
of-the- do*%ar—as-ﬂ-*esart of-inflarcton-dauring-the
precedimg-catendar~yesrs-~Por-the~-x98k-und~subaeqguent
caEe"éa--ve&“s——“a***a*—+ﬂ*13*:onrfacter“ means an
index, expressed as a perceq;aoe dete:mined by the
department by October 15 of the calendar vear
preceding the calendar year for which the factor 1is
determined to fe‘fect the purchasing gewer of the
doilar as a result of inflation durirg the fiscal year
ending in the ca-e dar year preceding the calendar
vear for which the Facbor s ce:e:w,ned. in
determining the annual inflation factor, the
department shall use the annual percent change, obut
2ot less than zero pe-cenu, in the impliclt price
deflator for the gross nationai product computed for
the-whote-calendar- -year-or for the second quarter of
the calendar veary-inm-the-gase-oé-~ ~the-annuat-+nfiation
Lactar-for-the-198:-and-subsequens-catendar-yeans; by
the bureau of economic analysis ol the United States
department of ccamerce and shall add two-~fourths fer
the-3580-and- aubseguent-carandar-years of that percent

O

change to one hundred percent. Pha-ennual-infiacion
factor-for-the-t379-catendaer-year-2s-one-nundred-£wo
potnt-theee-percenes The annual inflation factor and
the cumulative inflation factor shall each ne
expressed as a percentage rounded to the nearest one-
enth of one percent. The annual inflation factor
shall not be less than one hundred percert.

9. "Cumulative :inflatilon factor” means the product
of the annual inflation factor for the 1978 19588
calendar year and all annua: inflaticn factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflaticn factor
applies to all tax years beginning cn or after January

1
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1 1 of the calendar year
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Secticn 422.5, subsection I,
through Code 1987, are amenced by stri
paragrapns and inserting 1n lieu thereof
following:

a. PFor a single perscn other than a head of
household, the tax rates are as follows:

(L) On all taxable income from zero through three
thousand dollars, Zour percent.

{2) On all taxable income exceeding three thousand
dollars but not exceeding eleven thousand dollars, six
percent.

{3) On all rtaxable income exceeding eleven
thousand dollars, ten and one-half percent.

b. For a married cougle f£iling Zcintly, a
surviving spouse, a quaiifving widow, and a head of
housenold, the tax rates are as follows:

{1) ©On all taxable income from zero throuch four
thousand five hundred dellars, four percen:z.

(2) On all taxable income exceeding four thousand
five hundred dollars but not exceeding sixteen
thousand five hundred dollars, six percent.

(3) On all taxable inccocme exceeding sixteen
thousand five hundreé dellars, ten andé cne-halft
percent. :

Cc. ~for a married perscn ing separately, an
estate, and a trust, the tax es are as follows:

{l) ©On all taxable income
thousand two hundred fifty dollar s, four percent.

{2) On all taxable income exceeding twe thousand
two hundred fifty dollars but not exceeding =2ight
thousand two hundred £ifty cdoliars, six pe:rcent.
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(3) On all taxab7e income exceeding eigh:t thoucand
two hundred £ifiy dollars, ten and cone-halfl percent.

The tax raktes and bracket amgounts 1n paracrigns "a”
through "¢" ars effecrlve for tax vears Deglrnrini on
or after Januvary L1, 1987 but vefcre January I, .i88.

Sec. 4. Section §22.5, subseciion 1, paracriens a
through m, Code 1987, 2re anended by strixing the
maragraphs and inserting in lieu thereof tre

a. Por a singie perscn other than a heac cf
nousehold, the tax rates are as Zollows:

(1) ©On all taxable inccme from zero through two
thousaend dollars, four perscent.

(2) On all taxable .nacome exceeding two
dolilars but not excesdinc eleven thcusand <
percent.

{3} ©On all taxable income 2xce
thousand dollars, ten and one-nalf

b. For a married couple filing
surviving spouse, a qualifving wicd
nousenold, the tax rates are as fol

{1) ©On all taxable income f£rcm
thousand dolillars, four percent.

(2) ©On all taxable income exceeding ¢t
dollars but not exceeding sixt2en thousand
hundred dollars, six percsnt,

{3y On all taxable Llncocme ex
thousand five hundreé doilar k
percent,

c. For a married perscn flling separately, an
estate, and a trust, Lhe -ax rates are as £fcllows:

{1y On all taxable iqCOﬂe from zero through one
thousand five hundred dollers, four percent.

{2) On all taxable incocne e%ceed‘nﬁ one thousand
five hundred dollars but not exceeding eight thousand
two hundred fifty dollars, six percent.

{3) On all taxable inccme exceedlng eicht thousand
two hundred fifty dollars, ten and cne-halif percent.

The tax rates and bracket amcunts 1n paragraph "a
through "c" are effective fcr tax years beginning ¢n
or after January 1, 1988.

Sec. 5. Section 422.5,
Code 1987, is amended to ¢

n d. The tax imposed u
nonresident shall be comput
determined pursuant ¢ parc

nousa nO
ars

olntly, a
, and a head cf

© through thnree

hree thousand
five

ceeding sixteen
ern and one-half

8]
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ectlon 1, paragrapih n,
s folliows:

ne taxable income of a
v reducing the anmount
as "a' thrcugh smit "

redits under this

3 resulting amount Dy a
nc's et lacoma

d in section 422.8,

fraction of which the "orr851c
allocated to Icwa, as determin
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subsecticon 2, 1s the numerator and the nonresi
tcral rnet income CAﬂpdtec under secticn 422.7
dencminator This provision also applies to
indive dqa*s who are rvesicdents of Iowa for

the entire tax year.

Sec. 5. Secticn 422.5,
unnumbered paragragnh 1, Cod
as follows:

There 1s imposed upcn every resident and
nonresident cf this state, including estates and
trusts, the greater oI the tax cetermined :in

aragraphs "a" through #a# "d" or zhe state
alternative mirnimum tax equal to nine percent cf the
state alterrative minimum taxaole inceme of the
taxpayer as computed under this paragraph.

Sec. 7. Section 422.8, subsectio: and 7, Ccée
1987, are amended tc read as fvl=-w

6. A person whe 1s disabdle 1 3iXty-twe vears of
age cor olcder or 1s the surviving spouse 2f an
individual or survivor having an insurable iInterest 1in
an individual who would have gualifiled for the
exemption under this paragraph IZor this tax year and
receives one or nore arnnultles f£rem the United States
civil service retirement and disability trust fund,
and whose net income, as defired in section 422.7, is
sufficient to recuire that the tax be impesed upon 1t
unéer trnis secticn, may determine finad :axable income
for purposes of impositicn of the tax by excluding the
amcunt of annuities recelved frcm the United States
civil service retirement and disapility trust fung,
which are nct already excluded in determining net
income, as defined in section §22.7, Up LT & maxXimum
each tax vear of five thousanc frwe-hundred siX
hundred twentv-seven dollars for a person who files a
separate state income tax return anc eight thousand
one hundred eighty-four dollars tctal for a husbanc
and wife who file a Joint state inccme tax
Ecowever, a surviwving spgouse whe 13 not ¢l
sixty-tweo years of age or ol.der can oniy excliude tn
amount of annuities received as a resuit of the death
of the other spouse. The anmcun:t of the exemptlion
shall be reduced by the amcunt of any scclal security
benefits received. Fcr the purpose cf this section,
the amount of annuities received from the United
States clvii service retirement and disabliity trust
fund taxable under the Internal Revence Code of 1954
shall be 1included in net income for purposes of
determining eligibiilty under the five thousand doilar
or less exclusion.

7. Upon determination of the latest cumulative

) 1on
1 s
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4' L wnflation factor, the Cirector shall multiply each
"\ 2 dollar amount set feorth in subsection 1, paragraphs
’ 3 "a" tnrcugh #m¥ "ct of this sectlion, ané each dollarx
4 amount specified in this secticn as the maximum amcunt
S of annuities received which may Ge excluded in
6 cetermining final taxable inccome, Dy this cunmulative
7 inflation factor, shall round o0f{ the resulting
8 product to the nearest one dollar, and shall
9 inccrporate the result into the income tax fcrms and
. ,,+0 1nstructions fcr each tax vyear.
1l Sec. 8. Sectlion 422.8, subsection 2, Code 1387, is
12 amended to read as follows:
23 2. Ngonresldent's net income allccated o Iowa Is
14 the net iLncome, or portion therecf, which is derived
15 from a business, trade, profession, Or OCcupation
16 carried on within this state or income £rom any
17 property, trust, estate, or other source within Iowa.
18 If any busiﬁess, trade, professicn, or cccupaticn 1s
19 carried on partly within and pa tiy without the state,
20 only the porticn of the net income which is fairly and
21 equitably attributable to tha» part of the business,
22 trade, profession, or occupaticn c¢arriec on within the
23 state is allccated to Towa for purposes of seciion
24 422.5, subsection 1, paragraph =¥ "d" and seciion
25 922.13 and Inccme freom any pro perty, trust, estate, or
..26 cther source partly within and partly without the
B 27 state is allocatzd ro Iowa in the same manner, excant
28 that ennultles, interest on bank depcsits and
29 interest-bearing obliigations, and dividends are
30 allocated ¢ Icowa orly tc the extent to which they are
31 derived from & business, trade, profession, of
32 cccupatlon carried on wlthin the state. However,
23 income received by an indivicdual who 1s a resicdent of
34 another state is not alloca*ed te Iowa 1f the income
35 1s subject to an income tax mposea py the state where
36 the individual 'esides, and if the state of residenc
37 allows a similar exclusion for income received in that
38 state by residents of Iowa. 1In order to Lmplement the
39 exclusions, the director shall designate by rule the

40 states which allow a similar exclusion for inconme
41 received bv residents cf Towa, and may enter into
42 agreements with otner states to provide that simiiar
43 exclusions will be allowed, and to provide sultaonle
44 withnolding reguirements in each state.
g G Sec. 9. Section 422.9, subsection 1, unasumbered
46 paragraph i, Code 1987, is amended by stri:ing che
47 paragraph and inserting in lleu thereof the following:
48 For a single person whe is not a head of household,
49 a ma~.-ed ceuple filing jointly, a surviving spouse, a
qualifyving widow, a head of household, or a married

yu o~
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NZW SUZSECTION. 3. in a
deducted undcer subsect;on - the taxpayer may
deduct the amcunt cf the apgiilcable perscnaxl
exemptions allowed uncer secticn .51 or 642(bh} 2f the
Internal Revenue (Code.

person flling separately an opticnal standarc deduc-
tion equal to the amcunt ¢f the szanrncard deductlon
cexermined under section 63{c}) cf the Internal Revenue
Cecde for that £1ling status. In addlizion to the
opticnal standard deducticn, tnhe individual nay ceducet
she amount of federal inccme tax.

Sec. -0 Secticn 422.3, Cocde 1987, is amended by
adding after subsecticn 2 the follcwing new subseciilon
and renumbering the other subse 5

d H
c

-~
s
.
-

Sec., 11. Sec=ion 422.12, subsecticn 1, Code 1987,
1s amended DYy sStrixing the subsection
Sec. 12. Section 422.2., Znnumbe
1

Code 1987, is amended to readé zs fo :
The directer shall determine for e 373 1583 and
subsequent calencar years the annual and cumulative
inflation factors f£or those calendar years to oe
applied to tax vears beginning on or after January 1
cf that calendar year. The director shali compute the
new dollar amcunts as specified therein to be adjusted
in section 422.5 by the latest cumulative inflation
factor and round off the resulc te the nearest One
doliar. The annual and curmuiative inflaticn facters
determined by the director are nct rules as deflned in
secticn 17A.2, subsection 7.
Sec. 13. Section 422.43, suD
10, Code 1987, are amended to re
~~,
(¥

1

vsectlons L1, 2, 6, and
ad as fclliows:

L. There 1s innosed a tax seur five percent
upcn the gross *ﬁce pts frem all sales »f tanglble
personal properiy, ccnsisting c: goods, wares, oOr
merchandise, except as otherwise provided 1n this
division, sold at retall in the state to consumers Or
users; a Like rate of tax upon the gross receipts from
the sales, furnishing or service of gas, electiicity,
water, heat, and communicaticn service, inciuding the
gross receipts from such sales by any municipal
corporatien furnishing gas, electricity, water, neact,
and communicaticn service to the public in 1ts
proprietary capacity, excepr as otherwise provided 1in
this division, when sold at re:tall in the state to
consumers or users; a like rate of tax upon The gross
receipts from all sales of tickets or admissions to
places of amusement, fairs, and athletic events except
those of elementary anc seconcary educaticnal
institutions; and a like rate oif fax upon that part of
private club membership fees or charges pa:ic for the

_..,frrJ
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privilege of participating 1o any atnletic snorhs
nrovided club members.

2. There 1s imposed & rau-28~fsuc--masgans [1Ke
rate of tax upen the gross raceipts derived from “he
operazion of all forms of amusement dzvices and games
0f skill, games of chance, raffles, and bingc games as
defined in chapter 99B, cperated ©r cenducted within
the state of Jowa, the tax to be cocllected from the
cperator in the same manner as 1S provided for the

collection of taxes upon the gross receipis of ticket
or aomlss10ﬂ fees as Drodeed in this section. The
tax shall alsc be 1noosed upon the gress recelipts
derived frcm the sale of lottery tickets or shares
pursuant tc chapter 99E. The tax 9 the lottery
tickets or shares shall be included irn the saies price
nd distributed to the generai fund as providad in
section 99E.10.

6. There is imposed a tex—~ci-four-percens lixe
rate of tax upon the gross receipts Irom the sales of
opticnal service ©r warranty contracts wnich provide
for the furnishing of lacor and materlials arnc rfeguire
the furnishing of any taxable service enumerated under
this section. The gross receipts are subject Lo tax
even 1f some ¢f the services furnlished are not
enumerated under this secticn. ©For the purpose of
this division, the sale of an cpticra. service Gr
warranty contract 1s a sale of zargible personal
property. Additional saisgs, services, or use tax
shall not be ievied on sefvice¢ parts, or lakcer
provicded under optionai servi Cr wartranty contracts
which are subject to tax un&e: “hls section.

10. There 15 1mposed a tax of fser five percent
upon the gross recelpts from the rendering,
"'“'shlﬂg, or oerEorm rg of services as defined in
secticn 422.42.

Sec. 14. Section 422.47, Code 1987, :is amended Dy
adding the foliowing new subsection:

NEW SUBSECTION. Censtructicn con::actors ray maxe
application to the cepa.hdent £or « r=iund cf the
additional one percent tax pa:id urder this division cor
the additional one percent tax paid under chaprer 423
by reason of the increase in the tax from four to five
percen: for taxes paid on goods, wares, or merchandise
under the follewing conditions:

a. The gocods, wares, Cr merchandise are
incorporated inte an improvement t¢ Iesl estate In
fulfillment of a written contract Zully executed priors
to June 1, 1987. The refund shall nct apply Lo
equipment transferred in fulfiliment of a mixed

construction contract.
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The contractor has paid to the departiment or to
a retailer the full five percent tax.

¢. The claim is filed on forms provided by the
department and is filed within cne year of the date
thne tax 1s paid.

A contractor who makes an erroneous appi.cation for
refund i1s liable for payment 2f the excess refund paid
plus interest at the rate in effect under secticn
421.7. In addition, a contractor who willfully makes
a false application for refund is qguilty of a simple
misdemeancr and is liable for a peralty equal :o
seventy-five percent of the excess refund claimed.
Excess refunds, penalties, anc¢ interest due under this
subsection may be enforced and collected in the same
manner as the tax imposed by this division. :

Sec. 15. Section 423.2, Ccde 1387, is amencded to
read as follows:

423.2 IMPOSITION OF TAX.

An excise tax i1s imposed on the use in this state
of tangible persoral property purchasedé £or use 1in
this state, at the rate of fenr five percent of the
purchase price of the property. The excise tax 1s
imposed upon every person using the property within
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 1s imposed on the use in this state of
services enumerated in section 422.43 at the rate of
four five percent. This tax is applicable where if
services are rendered, furnished, or perfcormed in this
state or where 1f the product or result of the service
is used in this state. This tax is imposaed on every
person using the services or the product 2f the
services in this state until the user has paid the tax
either tc an Icwa use tax permit hoider or te the
department.

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

NEW UNNUMBERED PARAGRAPH. Hcwever, the computation
in determining the state percent of growth snhall not
include revenues generated as a result of state tax
increases or increased revenues resulting from reduced
federal taxes.

Sec. 17. This section applies in regard ta the
increase in the state sales, services, and use tax
from four to five percent under sections 13 and 15.
The use tax rate of five percent applies to motor
vehicles subject to registration which are registered
on or after June 1, 1987. The five percent use tax




7-7232 Sec. 21. Secticas i, 2, and S through 12 of thi

SENATE 25
April 8, 1987

-3447 pg. 9
rate will apply to the use of property wnen the first
taxable use 1in this state occurs on or after June 1,
1987. The five percent rate will apply to the gross
receipts from tne sale, Eurnishirg, or ser vice of gas,
electricity, water, neat, and ccmmunicaticn service if
the date of piliing the custome &s cn or after June
1, 1987. In the case of a serV1ce contrace enberﬂd
into prior to Sune 1, 1987 which contract calls f{or
periodic payments, the five percent rate will apply to
those payments made or due on or after June i, 1.987.
This pericdic payment would apply, but not be limited
to, tickets of admissicns, private club membership
fees, sources of amusement, equipment rental, dry
c¢leaning, reducing salons, dance schools, and ail
other services subiect tc tax, except the
alfgoremencicned utlility services whidh are su
special zransitional rule. Unlike pericdic
under service contracts, installiments sales
19 wares, and merchandise are subject to the full
20 cf sales or use tax when the sales contract is
.-,21 lnto or tne property is used in Icwa.
. 122 Sec. 18. Section 3 of this Act 1s retrcactive ko
23 January 1, 1987 for tax years beginning on ¢r after
that date but before January 1, 1988. Section 3 of
this Act is repealed January 1, 1388 for tax years
beginning on or afier that date.

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

[

e

Pt

=]

¥ o a
aYyr

[

L

—*10

b

4
5
&
7
8
3
0
1
2
3
4
E
3
7
8

0 i o] U'
Q. oer

en
(o4

b

r OGO D
[
L s V)]

1/ TIRT 9]

m
n

1]
0 T~

b
i

33 Act are rerroactive to January 1, 1987 for tax years
34 beginning on or after that date.

35 Sec. 22. This Act, being deemed of immediate
.. 36 importance is effective upon enactment,"
=37 2. Title page, by striking lines S through i2 and

"?38 inserting the follcowing: ‘"certain contractors as a
39 result of that increase; adiusting the alicwaple
40 grcwth under the scnool foundation formula; and”.
5-3447
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5-3416

1 Amencd Senate File 481 as follows:
2 1. Page 11, by inserting after llne 21 the .
3 EO-LOWLHQ
3 "Sec. 60. Section 422.16, subsectlon I, unnumbered
5 paragraph 1, Code 1987, 1s amended Lo read as follzws:
) Every withholding agent and every empioyer as
7 defined in this chapter aqd furcther defined in the
8 Internal Revenue Code ef-%934, with respect to incecme
S5 tax collected au source, akl“g cayment of wages "o 2
10 nonresident employee working in Iowa, Oor = a residenc
11 employee, shall deduct and wizhhkold frcm the wages an
12 anmcunt which will apprcximate ithe ampi.oyee’'s annuail
13 tax iiability cn a calerndar year basis, calculated on
»53 the basis of tables Lo be prepared oy the degariment
15 and schedules cr percentage rates, dased on the wages,
=6 to be prescrived by the Jepartment. Zvery =2mp.dyee I
17 ocher perscn shall declare Ic the employer Cr
18 withholding agen: the number 2f the employee’s or
19 other person's Dpersonal exempiicns and dependency
20 exempticns or credits «c de used in applying tne
1 tables and scnedules or percentace rates. However, no
22 greater number cof perscnal cr dependency exemptions or
23 credits m ve declared by the emplicyee ¢r other
24 persen tnaﬂ the number to which the employee 2r ctner
25 person is entitled except as alliowed under secilon
26 3402(m) (1) of the Interrnal Revenue Code 2£-1554 cr .3
27 allowed under rules orescriped by the director for ,
28 payments of alimony or separate maintanance. The
29 c1aiﬂiﬂ of exemprticns, A.imTny, Of SeDarane
30 maintenance pavments, or credits i:n excess of
N enh‘H;eme“t 1S 3 serious aisdemeancr.”
32 2, Page 18, line o, »Dv inser=ting befcrgz tne word
33 "of" the follicwing: ", and €07,
34 3. Title oace, lire 2, by inserting after tne
35 word "rates, Re foliowing: "withholding,™.
S=-34:16
Filed April 6, 1937 BY JOY €. CORNING
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{ SENATE 26
JBpril 8, 1987

B SENATE FILE 481

@
¢ aAmend the Bruner et al amendment, S5-3447, to Senate

1

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 20 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 £iling 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 ocne-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 percent 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
f one and one-fourth percent of the taxable income
xceeding seventeen thousand five hundred dollars but

0
| not exceeding twenty-two thousand five hundred
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April 8, 1987
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dollars."”
4, Page 4, iine 16, by s:triking
t—'-g

figures "6 and 7" and inserting silewing: "2, 6,
7, and 10",

S. Page 4, by inserting after line 17 the
following:

"2. However, no tax shall 2e irnpcsed oa any
resident or nonresident whose net income, as defined
in section 422.7, is #£+ve seven thousand dollars or
iess; but in the event that the pavment of tax under
this division would reduce the net income to less than
five seven thousand dollars, then the tax shall pe
reduced to that amount which would result in ailiowing
the taxpayer to retaln a net income of £ive seven
thousand dollars. The preceding sentence coes not
apply to estates or trusts. For the purpcse of this
subsection, the entire net income, including any par:
thereof not aliocated to Icwa, shall be taken into
account. If the ccmbined net income 0f a husbanc and
wife exceeds £ive seven thousand dollars, neither of
them shall receive the berefit of this 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 1n section
422.12 shall not receive the benefi: of this
subsection if the person claining the dependent nas
net income exceeding £ive seven thousand dollars or
the person claiming the dependent and the person's
spouse have combined net income exceeding five seven
thousand dollars."

6. Page 4, line 48, by striking the word "five"
and inserting the following: "£zwe seven",

7. Page 5, by inserting after line 10 the
following:

"10. In addition to the other taxes imposed by
this section, a tax is imposed on the amount of a lump
sum distribution for which the taxpayer has elected
under section 402(e) of the Interna.l Revenue Cocde of
1954 to be separately taxed for federal income tax
purposes for the tax year. The rate of tax 1s egqual
to twenty-five percent of the separate federal tax
imposed on the amount of the lump sum distribution. A
nonresident is liable for this tax only on that
portion of the lump sum distribution allocable to
Iowa. The totai amount cf tne lump sum distribution
subject to separate federai tax shall be included 1in
net income for purposes of determining eligibility
under the £ive seven thousand dollar or less
exclusion.

Sec. 50. Section 422.7, subsections 6, 8, and 19,




* SENATE 28
‘April 8,

1987, are amended to read as follows:
Individual taxpayers and married taxpavers who
a2 joint fecderal income +rax return and who eliect

tc file a jeint returny Or separate returns o©Ff
seperate—Eiiing-on—a-combfﬂed-retnrn for Iowa nceme
tax purpcses, may avail themselves of tne disability
ircome exclusion and shall compute the amount of the
disability income exclusion subject to the limitations
for joint federal income tax return filers nrovided by
section 105(d) of the Internal Revenue Ccde ef-3954,
The disability income exclusion provided in section
105(d) of the Iaternal Revenue Code o5-33954, as
amended up to and including December 31, 1982,
continues to appliy for state income tax purposes for
tax years beginning on oOr after January 1, 1984.

8. Married taxpayers who file a ioint federal
{ncome tax return and who elect to file separate

turas or—sepa:ate-E&&ing-cn-a—combéneé—ret:rn for
lowa income tax purposes, may avail themselves of the

ensing of business assets and capital loss

isions of secktions 179(a) and 1211(b) respectively

he Internal Revenue Ccde of-1954 and shall compute
e amount of expensing of business assets and capital
ss subject to the limitations for joint federal
cme tax return fllers provided by sections 179(%}

1211(b) respectively of the Internal Revenue Code

®
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19, Married taxpayers, who : a
income tax return and who elect i
returns or-who-etect-3eparate-£i -
sabuen for state ilncome tax DUIDOSES,
ner income any soclal security beneflt
railroadé retirement penefits received
extent as those benefits are raxaple on the taxpayer's
joint federal return for that year uncer section 86 of
the Iaternal Revenue Code »6-1954. The benellls
included in net income must be aliocated between the
spouses in the ratio of the social security penefits
or tier 1 railroad retirement penefits received by
each spouse to the total of these benefits received by
both spouses."”
8. By striking page 5. line 45 through page 6,
iine 16 and inserting the following:
“gee. 51. Section 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, is amended to read as follows:
married taxpayers electing to file separate returns
r—fiiing-sepa:ateiy-@n—a—combineé—retur: must
liocate the caild and dependent care credit tc each
pcuse in the proportion that each spouse's respective
net income bears to the total combined net iacome.




SENATE 29
April 8, 1987

§-~3448 pg. 4
s Taxpayers affected by the allocation provisions of
.section 422.8 shall be permitted a decuction for the
credit oniy in the amount fairly anc eguitably
aliocabie to Iowa under rules prescribed by the
director. ‘

Sec. 52. Section 422.12, Code 1987, is amended by
adding the following new subsections:

NEW SUBSZCTION. 4. A two-earner credit for
married taxpayers filing jointly. The credit is equal
to one percent of the qualified earned income of the
spcuse with the lower qualified earned income not to
exceed fifty dollars. For purposes of this credit the
term "qualified earned lncome" means the same as
provided in section 221 of the Internal Revenue Code
in effect on December 31, 1986, except that only

6 qua.ified earned income from Iowa ScCuIices shall be
considered for the credit. Nonresicdents may claim the
credit oniy to the extent that both spouses have
qualified earned income from Iowa sources.

NEW SUBSECTION. 5. Upon determination of the
latest cumulative inflation factor, the director shall
multiply each dollar amount of the perscnal exenmnptions
set forth in subsection 1 and each dollar amount of
the two-earner credit set forth in subsection 4, by
this cumulative inflation factor, shall round off the
resulting product to the nearest one dol.ar, and shall
incorporate the result into the income tax forms and
instructions for each tax vyear.

29 Sec. 53. Section 422.13, subsection 1, paragraph
30 b, Code 1987, is amencded to read as follows:

31 ». The individual has net inccme of £our seven

32 thousand dolliars 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 i0. Page 6, line 25, by striking the word and

37 figure "section 422.5" and inserting th following:

38 "seetion 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: "that date."

42 13. Page 9, line 32, by lnserting 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 folUndation formula:".

5-5448
Filed April 7, 1987 BY CALVIN O. HULTMAN
LOST (y.ﬂ44) RICHARD VANDE HOEF  RICHARD F. DRAKE
LEE W. HOLY® JACK W. HESTER
. WILMER RENSINK NORMAN J. GOODWIN
~ JULIA GENTIEMAN JOY C. CORNING
JI¥ LIND JOHN W, JENSEN
FORREST SCHWENGELS




SENATE FILE 481

Amend the Bruner et al amerdmenz, 5-3437, to Senate

le 481 as fol-ows:

1. Page 8, by inserting afzer line 15 the
following:

"Sec. . NEW SECTION. 4223.11 REFUNDS FOR

CONSTRUCTION CONTRACTCRS.

I, Constructicn contractors may make a
to the department of revenue and f£inance fo
of the additicnal local optiorn sales and se
paid under section 422B.8 by reason cf the i mposition
©or increase in the tax rate, as appropriate, for taxes
paid con goods, wares, Or merchandise under the
following conditions:

a. The coods, wares, O merchandise are
lncorporated into an improvement o real esrtate in
fulfillment of a written contract fully executed prior
to the impesiticn or increase in rate, as appropriate.
The refund shall not apply to eguipment transferred in
fulfillment of a mixed construction contract.

b. The contractor has paid to the department or to
a retailer the full local option sales and services
tax.

c. The claim 1is filed on forms provided by the
depariment and s fiied within cne year of the date
the tax is paid.

2. A contractor who makes an erronecus application
refund shall be liable for pavment of the excess
und paid plus interest at the rate in effect uncer

tion 42..7. In addition, a contractor who

ful*y makes a false app1lcab1on for refund :is
gulilzy of a simple misdemeancr anc is liable for a
penaity equal to fifty percent of the excess refund
claimed. Excess refunds, penalties, and interest due
under this subsection may be enforced and collected in
the same manner as the tax lmposed by section 4223.8."

2. Page 9, line 39, by inserting af:ter the word
“increase" the following: "and as a resuit of the
imposition or increase in a lccal option sales and
services tax".
$-3451
i ed April 7, 1987 3y JOE J. WELSH
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Amend the Bruner et al amendment, 5-3447, to Senate
File 481 as folicws:
1. By striking page 6, line 3¢ through page 8,
line 36. —_
2. By striking page 8, line 45 throuch page 9,
iine 21.
3. Page 9, by strikin
4. Page 9, line 37, by
ard inserting the following: "3"
5. Page 9, lines 38 and 39, by striking tne words
"certain contractors as a result of that increase" and
inserting the follcwing: Mand personal exempticns and
credlts”.
5~3453
Filed April 7, 1987 RY Cal.vIN O. HULTMAN
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Amend the Brurer et al amendment, S$S-2447, to Senate
Fiie 481 as follows:

1. Page 6, by inserting after line 16 the
following:

"Sec. 60. Section 422.15%, subsection 1, unnumbered
paragraph 1, Code 1987, is amendecd zc read as Zoilows:

Every withholding agent and every employer as
defined 1n this chapter and further defined in the
Internal Revenue Ccde e£-3354, with respect to lnccme
tax collected at source, making payment of wages to a
nonresident employee working in Icwa, ¢r to a resident
employee, shall deduct and withhcold from the wages an
amount which will apprcximate the emplcyee's annual
tax liability on a calendar year basis, caiculatzed on
the basis of tables to be preparec¢ by the deparrtaient
and schedules or percentage rates, based on the wages,
to be prescribed by the department. Every empioyee cor
other person shall declare to the employer or
withholding agent the number of the emplcyee’'s or
other person's perscnal exemptions and dependency
exemptions or credits to be used in applying the
tables and schedules or percentage rates. However, no
greater number of perscnal or dependency exemptions or
credits may be declared by the employee or other
person than the number to whichn the employee or other
person is entitled except as allcwed under section
3402(m) (1) of the Internal Revenue Code of-1354 or 1s
allowed under rules prescribed by the director for
payments of alimony or separate maintenance. The
claiming of exemptions, alimcny or separate
maintenance payments, or credits in excess of
entitlement is a serious misdemeanor."

2. Page 9, line 32, by inserting before the word
"of" the following: ", and 60".

3. Page 9, by inserting after line 36 the
following:

" . Title page, line 2, by inserting after the
word "rates," the following: "withholding,"."
$~3450
Filed April 7, 1987 BY JOY C. CORNING
ADOPTBD(EV//457
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SENATE ¢
March 27, 1987 Senatcr Brunar

STATE OF IOWA
LS8 No. 27438

BY SERATOR BRUNER SENATE FILE 481

In compliance with a written request received March 23, 1987, a fiscal note
for SEMATE PILE 481 is hereby submitted pursuant to Joint Rule 17. Data used
in developing this fiscal note are available from the Legislative Fiscal
Bureau to members of the Legislature upon requesct,

SENATE FILE 481 makes several changes to state tax revenues and expenditures.
The bill {1) alters the personal exemptions, standard deductions, and tax
rates of the individual income tax; (2) increases the state sales, gervices
and use tax by one cent; (3) adjusts the homestead and elderly and disabled
property tax credits; (&) decreases the school foundation property tax levy,
and (5) changes the provision for allowable 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 imposttion of an
inventory tax on cigarettes and tobacco products. Senate File 481 also
provides for certain contractors to receive refunds as a resslt of the sales,
services and use tax increase. The bill 3lso updates references to the
federal Internal Revenue Code.

INDIVIDUAL INCOME TAX

Tax rates—--For tax vyear 1987, the following tax rates and taxable income
brackets apply under Senate File 481:

SINGLE TAXPAYERS MARRIED JQINT MARRIED SEPARATE
Taxable Income Rate Taxable Inconme Rate Taxable Income Rate

$ 0 - 3,000 E¥ 4 $ 0 - 4,500 $ 0 - 2,250 32
3 - 12,000 5 4,500 - 18,000 2,250 - 9,000 5
above 12,000 1.9 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 brackets apply:

SINGLE TAXPAYERS MARRIED JOINT MARRIED SEPARATE
Taxable Income Rate Taxzable Income Rate Taxablie Income Rate

$ 0~ 2,000 32 $ 0 - 3,000 3Z $ 0 -1,500 32
2 - 10,009 5 3 -15,000 5 1,500 - 7,500 b
above 10,000 7.9 above 15,000 7.9 above 7,500 7.9

Sectioons 12 through 15 of the bill provide that the standard deduction sznd the
personal exemption for Jowa purposes will be the same as the federal standsrd
deduction and personal exemption, For the 1987 tax year, the standard
deduction will be §$3,800 on a jeint return and $2,570 for an unmarried
individual; for tax year 1988 and beyond, the amounts are $5,000 and $3,000,
respectively,

Under section 16 of Senate File 481, certain taxpayers aze eligible for an
income tax credit based on the amount of property tax paid {in the case of a
homecwner), or on the amount of zeni actually paid for the homestead (ia the
case of a renter),

FISCAL NQOTE 10 Staff iID. RJH
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Fiscal Effect. The impact of the individual income tax changes is summarized

Ceneral Fund I[mpact, millions

FY 1988 FY 1989
Tax rate changes 5 13.0 $ 18.3
Federal deductibility (30.0)
transition
Homeowner/renter credic (18.0) (22.0)
Net effect $(35.0) 5¢ 4.0)

SALES TAX

Sections 18 through 20 of Senate File 48l increase the state sales, services
and use tax from four percent to five percent. Construction contractors may
apply to the Department of Revenue and Finance for a refund of the additional
tax paid under certain conditions; the fiscal effect of this provision is

unknown.

Fiscal Effect. The 1iacrease in the sales and services tax is expected to
increase General Pund revenues by approximately $195 million for FY 1988. Of
this amount, it is estimated that $15 million i3 attributable to the June 1,

1987 effective date of the tax increase.

Road use tax fund: By increasing the use tax by one cent, an estimated $20
millios in sddirional revenue will be deposited into the road use tax fuad in
FY 1988, and an additional $21 woillion will be deposited in FY 1989.

HOMTSTEAD. TTDFERLY PROPERTY TAY CREDIT

------ 5 aa &ag Z8 O IRe Siaw make adjust@enis I -uo oL Lioven .
credxt and the elderly and disabled property tax credit under chapter k25 of
The bill restricts the homestead credit given if the actual value

the Code.
of the homestead is equal to or exceeds $75,000 as follows:
ACTUAL VALUE PERCENTAGE OF AMOUNT
OF HOMESTRAD OF HOMESTEAD CREDIT
100,000 - 124,999.99 50
125,000 - 149,999.99 25
150,000 and over 4]

The elderly and disabled pcoperty tax credit is expanded so that taxpayers
with household income under 514,000 qualify for the credit. In addition, the
percentage of property taxes due or cent c0nstituting property taxes paid
which is allowed as a credit or reimbursement is changed to reflect a 10
percentage point decrease as qualified household income increases.

Fiscal Effect. The phase out of the bhomestead property tax credit is
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“3-
estimsted to save $2 million in General Fund revenue in FY 1989, while the
ad justments in the elderly and disabled property tax credit will increase

General Fund expenditures by approximately $5 million in FY 1989.

SCHOOL FQUNDATION 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 Ctax levied on agriculctural, commercial,
railroad, and residential property is reduced from §5.40 per §1,000 of
assessed valuation to §5.00 per $1,000 of assessed vazluation. The srace
foundation base is frozen, beginning in FY 1988, at 81.5 percent of the state
cost per pupil.

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

SENATE FILE 481, GENERAL FUND ESTIMATE OF FISCAL EFFECT

Assumptions

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

2. Federal deductibility is disallowed, -

3. Married filing separately on a combined return is disallowed.
4. The minimum adjusted gross income exemption i3 disailowed.

5. A two-earner tax credit 1s not included in the estimarte.

6. The sales and use tax base, independent of the Jjune 1 rate change, is
estimated (0 increage at a three percent annual rate betwaen FY 1988 and

FY 1989.
General Fund Impact, miilions
FY 1988 FY 1989 i
Tax rate changes $ 13.0 $ 18.3
Federal deductibility {36.0)
transiticn i
Homeowner/renter credit (18.0) (22.90)

Corporate income tax 15.

‘)L‘ Coupling revenue: ;
23 Pricr year effect 3.8 &
g 5.0 ‘ :
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Property tax impacts:

Elderly tax credit { 5.0)

; Foundation levy reduction (25.0)
: State foundation base 8.0
i Homestead credit phase out 2.9
.'f Sales and use tax 195.0 185 .4
| Tocal 184.0 176.7
Less coupling impact 170.3 161.3

NET EEFECT $ 13.7 $ 15.4

SOURCE: Department of Revenue and Finance

Fiscal Director

Legislative Fisgcal Bureau
Date: /57
"7 /
of the Senate March 26, 1987

Filed by the Sec.




SENATE 2

April &, 1987 " Senator Hultman

STATE OF iOWA

LS8 No. 2743S.2
FISCAL NOTE TO Staff 10, RUH

. BY SENATOR HULTMAN AMENDMENT S$-3277 TO SENATE FILE 481

In compliance with a written request received March 27, 1987, a fiscal note
for AMENDMENT S$-3277 TO SEMATE PILE 481 is hereby submitted pursuant co Joint
Rule 17. Data wused 1in developing this fiscal note are available from 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 1in tax year 1987, taxable income brackets and tax rates are as
follows for all taxpayers:

Taxable income Rate (2)
S 6 - 5,000 3.o0
5,000 - 10,000 4,00
10,000 - 25,000 6.50
25,000 -~ 35,000 8.25
35,000 - 43,000 7.75
above 545,000 6.5G

The amendment also adds a two-earner credit for married taxpayers who 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
$-3277 also increases the minimum adjusted gross income exemption from $5,0C0
to §$7,000, and retains the standard deduction and personal exemption credirs
allowed under current law on the Iowa return.

Federal 1income taxes would continue to be deductible on the lowa return under
Senate Amendment $-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 from Senate File «8l. 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 EFPFECT

Assumptions

1. Pull "coupling" with the tax law changes made in the Tax Reform Act of
1986 is assumed.

2. Federal deductibility is disallowed under Senate File 481,
3. Married filing separately on 2 combined return 1s disallowed.

4. The minimum adjusted gross inccme ezemption is disallowed under Senate
File 481,

5. The effect of the tax rate changes under Senate Amendment $S-~3277 is
assumed to be the same in FY 1988 and PY 1989.

T
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General Fund I[mpact, millions

FYy 1988 FY 1989
SF 481 §-3217 SF 481 5-3277

Tax rate changes $ 13.0 (L.4) 18.3 {1.4)

Federal deductibility (30.0) 0.0 0.0 0.0
transition

Homeowner—-renter credit (18.0) 0.0 (2{.0)

Coupling revenue:
Prior year effect
Corporate impact

Property tax impacts:
Elderly tax credit
Foundacion levy

reduction
Stacte foundation base
Homestead credit
phase out

Sales and use tax

Total

Less- coupling impact

NET EFFECT

SGURCE: Department of Revenue and Finance

/\O'LW’A (Liz@.z, RJH)

Fiscal Director /
Legislative Fiscal Bureau

Date: (//(;!5/7

Filed by the Sec. of the Scnate April 7, 1987
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SENATE FILE 481
AS AMENDED BY SENATE
FISCAL NOTE
QUESTED BY REPRESENTATIVE DODERER

In compliance with a written raquest received April 8, 1987, a fiscal note tor
SENATE PILE 481 AS AMENDED AND PASSED BY THE SEMATE is hereby submitred
pursuant to Joint Rule 17. Data wused 1n developing this fiscal note are
available from the Legislative Fiscal Bureau to members of the Legislature
upon request.

SENATE FILE 481 as amended, passed, and reprinted by the Senate makes several
changes to state tax revenues and expenditures. The bill alters the persona:
exemptions, standard deductions, withholding, and tax rates of the individual
income tax. Senate File 48l also increases the state sales, services and use
tax by one cent. )
Senate File 481 also provides for certain contractors to receive refunds as 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 zo
deduct federal taxes paid from the Iowa return,

INDIVIDUAL INCOME TAX

Assumgtions

1. Federal deductibility is allowed.
2. Married filing separately on a combined return is disallowed.

3.  The minimum adjusted gross income exemption is disallowed.

Tax rates-—-For tax year 1987, the followving tax rates and taxable income
brackets apply under Senate File 481:

SINGLE TAXPAYERS MARRIED JOINT MARRIED SEPARATE
Taxable Income Rate Taxable Income Rate Taxable Income Rate

$ 0 - 3,000 4% $ 0 - 4,500 LY 4 $ 0 - 2,250 14
3 - 11,000 6 4,500 - 16,500 6 2,250 - 8,25Q 6
above 11,000 14.5 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 MARRIED JOINT MARRIED SEPARATE
Taxable Income Rate Taxable Income Rate Taxable Income Rate

$ 0~ 2,000 4% s 0 - 3,000 4% s 0 - 1,500 4%
2 - 11,000 o 3 - 16,500 6 1,500 - 8,250 6
above 11,000 10.5 above 16,500 10.5 above §,250 10.5

Sections 9 and 10 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 will be $3,800 on a joint return and $2,570 for an unmarcied
individual; for tax year 1988 and beyond, the amounts are $5,000 and $3,000,
respectively.
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rage Two, Fiscal Note, Senate File 481 as amended by the Senate

Fiscal Effecr. Under current law, individual Income tax liability iz
estimated to he $846.9 mitlion for tax year 1987. Total individual income tax
tiability under Senate File 48l is estimated ro be $838.5 million for tax year
1987, a decrease of $8.4 million.

SALES TaAX

Sections 14 through 16 of Senate fFile 48l increase, the state sales, services
and use tax from four percent to five percent. Construction contractors may
apply to the Department of Revenue and Finance for a refund of the additional
tax paid under certain conditions; the fiscal effect of this provision is
unknown,

Fiscai Effect. The increase in the sales and services tax is expected to
increase GCeneral Fund revenues by approximately $195 million for FY 1988. Of

this amount, it 1s estimated that $15 million is attribctable to the June !,
1987 effective date of the tax increase.

Rogcd use tax fund: By increasing the use tax by one cent, an estimated $20
millien 1n additional revenue will be deposited into the road use tax fund in
FY 1983, and an additional $21 million will be deposited in FY 1989,

SOQURCE: Department of Revenue and Finance (LSB 27435.3, RJH)}

FILED APRIL 14, 1987 BY DENNTS ©ROMY, FPISCAL DIRECTOR
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SENATE FILE 8!

BY COMMITTEE ON WAYS AND MEANS

(AS AMENDED AND PASSED BY THE SENATE APRIL 7, 1987)
ALL New Language by the Senate

Passed Senate, Date J., .2 o . Passed House, Date ., c z70s. dee)
)
Vote: Aves Nays Vote: Ayes ¢ Nays 27
\ n
Approved _ u & /987
77 7
A

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

that increase; adjusting the allowable growth under the school

foundation formula; and providing effective dates.

1
2
3
4
5 providing for refunds for certain contractors as a result of
)
7
8

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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S.F. 43[ H.F.
Section 1. Section 422.3, subsection 5, Code 1987, is ’

amended by striking the subsection and inserting in lieu

thereof the following:

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

Sec. 2. Secticn 422.4, subsection 17, Code 1987, is
amended to read as follows:

17. a. "Annual inflation factor" means-an-indexs;
expressed-as-a-percentage;-decermined-by-the-department-each
year-to-refiect-the-purchasing-power-of-the-dottar-as-a-resuit
of-infiation-during-the-preceding-catendar-yearr--For-the-1981
and-subsequent-catendar-yearar-Yannuat-infiatien-facter means
an index, expressed as a percentage, determined by the
department by October 15 of the calendar year preceding the
calendar year for which the factor is determined to reflect .
the purchasing power of the dollar as a result of inflation
during the fiscal year ending in the calendar year preceding
the calendar year for which the factor is determined. In
determining the annual inflation factor, the department shall
use the annual percent change, but not less than zero percent,
in the implicit price deflator for the gross national product Iy
computed feor-the-where-catendar-year-er for the second quarter
of the calendar years-in-the-case-of-the-annunat-tnfiat+on
factor~for-the-198:-and-subsequent-catendar-yearss by the
bureau of economic analysis of the United States department of
commerce and shall add two-fourths fer-the-1980-and-subsequens
eaiendar-years of that percent change to one hundred percent.
Fhe-annuat-infiacron-factor-for-the-1+979-catendar-year—-ra-one
hundred-two-potne-tnree-percents The annual inflation factor
and the cumulative infliation factor shall each be expressed as
a percentage rounded to the nearest one-tenth of one percent.
The annual inflation factor shall not be less than one hundred .
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percent.

b. "Cumulative inflation factor" means the product of the
annual inflation facter for the 3938 1988 calendar year and
all annual inflation factors for subsequent calendar years as
determined pursuant to this subsection. The cumulative
inflation factor applies to all tax years beginning on or
after January 1 of the calendar year for which the latest
annual inflation factor has been determined.

c. The annual inflation factor for the 978 1988 calendar
vear is one hundred percent.

d. Notwithstanding the computation of the annual inflation
factor under paragraph "a" eof-this-subsectien, the annual
inflatien factor is one hundred percent for any calendar year
in which the unobligated state general fund balance on June 30
as-certifred-by-the-drrector-of-revenuve-and-finance-by
September-18-of-the-£f+scal-year-beginning-in-that-catendar
year—-ts-teas-shan-stxty-miti+on-dotigras--However;-for-the
1983-and-aubsequent-catendar-years;-the-annuai-rnflation
faetor-ta-ene-hundred-percent—for-any-catendar-year-if-the
unebt+gated-stare-generat-fund-batance-on-dune-36-of-the
eatendar-year-preceding-the-catendar-year-£for-which-the-facetor
ra-decermrned, as certified by the director of revenue and
finance by October 10, is less than sixty million dollars.

Sec. 3. Section 422.5, subsection 1, paragraphs a through
m, Code 1987, are amended by striking the paragrapns and
inserting in lieu thereof the following:

a. For a single person other than a head of household, the
tax rates are as follows:

(1) ©On all taxable income from zeroc through three thousand
dollars, four percent,

(2) On all taxable income exceeding three thousand dollars
put not exceeding eleven thousand dollars, six percent.

{(3) On all taxable income exceeding eleven thousand
dollars, ten and one-haif percent.

b. For a married couple f£iling Jjointly, a surviving
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spouse, a qualifying widow, and a head of household, the tax
rates are as follows:

{1) On all taxable income from zero through four thousand
five hundred dollars, four percent.

(2) On all taxable income exceeding four thousand five
hundred dollars but not exceeding sixteen thousand five
hundred dollars, six percent.

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

c¢. For a married person filing separately, an estate, and
a trust, the tax rates are as follows:

{1) On all taxable income from zero through two thousand
two hundred fifty dollars, four percent.

(2) On all taxable income exceeding two thousand two
hundred £ifty dollars but not exceeding eight thousand two
hundred fifty dollars, six percent.

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

The tax rates and bracket amounts in paragraphs "a" through
"¢" are effective for tax years beginning on or after January
1, 1987 but before January 1, 1988.

Sec. 4. 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. For a single person other than a head of household, the
tax rates are as follows:

(1) On all taxable income from zero through two thousand
dollars, four percent.

(2) On all taxablie income exceeding two thousand dollars
but not exceeding eleven thousand dollars, six percent.

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

b. For a married couple filing jointly, a surviving
spouse, a qualifying widow, and a head of household, the tax

rates are as follows:
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(L} ©On all taxable income from zero through three thousand
dollars, four percent,

{2) On all taxable income exceeding three thousand dollars
but not exceeding sixteen thousand five hundred dollars, six
percent.

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

c., For a married person filing separately, an estate, and
a trust, the tax rates are as follows:

(1} On all taxable income from zero through one thousand
five hundred dollars, four percent.

{(2) ©On all taxable income exceeding one thousand five
hundred dollars but not exceeding eight thousand two hundred
£ifty dollars, si1ix 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 effective for tax years beginning on or after January
1, 1988,

Sec. 5. Section 422.5, subsection 1, paragraph n, Code
1987, 1s amended to read as follows:

n d. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paragraphs "a" through “m% "c" by the
amcunts of nonrefundable credits under this division and by
multiplying this resulting amount by a fraction of which the
nonresident's net income allocated to Iowa, as c¢etermined in
section 422.8, subsection 2, is the numerator and the
nonresident's total net income computed under section 422.7 is
the denominator. This provision also applies tc individuals
who are residents of Iowa for less than the entire tax year.

Sec. 6. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, is amended to read as
follows:

There is imposed upon every resident and nonresident of
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this state, including estates and trusts, the greater of the
tax determined in paragraphs "a" through #a* "d" or the state
alternative minimum tax equal to nine percent of the state
alternative minimum taxable income of the taxpayer as computed
under this paragraph.

Sec. 7. Section 422.5, subsections 6 and 7, Code 1987, are
amended to read as follows:

6. A person who is disabled, 1s sixty-two years of age or
older or is the surviving spouse of an individual or survivor
having an insurable interest in an individual who would have
qualified for the exemption under this paragraph for this tax
year and receives one or more annuities from the United States
civlil 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 amcunt of annuities received from
the United States civil service retirement and disability
trust fund, which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum each tax

year of five thousand five-hundred six hundred twenty-seven

dollars for a person who files a separate state ilncome tax

return and eight thousand one hundred eighty-four dollars

total for a husband and wife who file a joint state income tax
return. However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the amount of
annuities received as a result of the death of the other
spouse. The amcunt of the exemption shall be reduced by the
amount of any social security benefits received. For the
purpose of this sectiocon, the amount of annuities received from
the United States civil service retirement and disability
trust fund taxable under the Internal Revenue Ccde of 1954
shail be included in net income for purposes of determining
eligibility under the five thousand dollar or less exclusion.

7. Upon determination of the latest cumulative inflation
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factor, the director shall multiply each dollar amount set
forth in subsection 1, paragraphs "a" through "m# "c" of this
section, and each dollar amount specified in this section as
the maximum amount of annuities received which may be excluded
in 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.

Sec, 8. Section 422.8, subsection 2, Code 1587, is amended
to read as follows:

2. Nonresident's net income allocated to lowa is 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 property, trust, estate, or other source
within Iowa. If any business, trade, profession, or
occupation 1s 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 #n® "4" and section 422.13 and income from any
preoperty, trust, estate, or other source partly within and
partly without the state 1s allocated to Towa in the same
manner, except that annuities, interest cn 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
income 1s subject to an income tax imposed by the state where
the individual resides, and if the state of residence allows a
similar exclusion for inccme received in that state Dy
residents of Iowa. In order to implement zhe excliusions, tne
director shall designate by rule the states which allow a

similar exclusion for income received by residents of Icwa,

-5 -
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and may enter into agreements with other states to provide
that similar exclusions will be allowed, and to provide
suitable withholding requirements in each state.

Sec. S. Section 422.5, subsection 1, unnumbered paragraph
1, Code 1987, is amended by striking the paragraph and
inserting in lieu thereof the following:

For a single person who is not a head of household, a
married couple filing jointly, a surviving spouse, a
qualifying widow, a head of household, or a married person
filing separately an optional standard deduction equal to the
amount of the standard deduction determined under section
63(c) of the Internal Revenue Code for that filing status. In
addition to the optional standard deduction, the individual
may deduct the amount of federal income tax.

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. 1In addition to the amount deducted
under subsection 1 or 2, the taxpayer may deduct the amount of

the applicable personal exemptions allowed under section 151
or 642(b) of the Internal Revenue Code.

Sec. ll. Section 422.12, subsection 1, Code 1987, 1is
amended by striking the subsection.

Sec. 12. Sectilon 422.16, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Every withholding agent and every employer as defined in
this chapter and further defined in the Internal Revenue Code
of-1954, with respect to income tax collected at source,
making payment of wages to a nonresident employee working in
Iowa, or to a resident employee, shall deduct and withhold
from the wages an amcunt 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
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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 ke used in applying the
tables and schedules or percentage rates. Bowever, 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 persorn is entitled except as
allowed under section 3402(m)(1l) of the Internal Revenue Code
of-1954 or is allowed under rules prescribed by the director

for payments of alimony or separate maintenance, The claiming

of exemptions, alimony or separate malintepance payments, or

credits in excess of entitlement is a seriocus misdemearnor.

Sec. 13. Section 422,21, unnumbered paragraph 4, Code
1987, is amended to read as follows:

The director shall determine for the 1939 1989 and
subsequent calendar years the annual and cumulative inflation
factors for those calendar years to be applied to tax years
beginning on or after January 1 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 1inflation factor and round off the resuit to the
nearest one doilar. The annual and cumulative inflation
factors determined by the director are nct rules as defined 1in
section 17A.2, subsection 7.

Sec. l4. Section 422.43, subsecticns 1, 2, 6, and 10, Code
1987, are amended to read as follows:

1. There is imposed a tax of €eur five percent upon the
gross receipts from all sales of tangibie personal proper:y,
consisting of goods, wares, or merchandise, except as
otherwise provided in this division, sold at retall in the
state to consumers or users; a like rate of tax upon the gross
receipts from the sales, furnishing or service of gas.
electricity, water, neat, and communication service, inciuding
the gross receipts from such sales by any municipal

corporaticn furnishing gas, electricity, water, heat, and

-3 -
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communication service to the public in its proprietary
capacity, except as otherwise provided in this division, when
sold at retail in the state to consumers or users; a like rate
of tax upon the gross receipts from all sales of tickets or
admissions to places of amusement, fairs, and athletic events
except those of elementary and secondary educational
institutions; and a like rate of tax upon that part of private
club membership fees or charges paid for the privilege of
participating in any athletic sports provided club members.

2. There is imposed a tax-of-four-pereent like rate of tax

upon the gross receipts derived from the operation of all
forms of amusement devices and games of skill, games of
chance, raffles, and bingo games as defined in chapter 99B,
operated or conducted within the state of Iowa, the tax to be
collected from the operator in the same manner as is provided
for the collection of taxes upon the gross receipts of tickets
or admission fees as provided in this section. The tax shall
also be imposed upon the gross receipts derived from the sale
of lottery tickets or shares pursuant to chapter 99E. The tax
on the lottery tickets or shares shall be included in the
sales price and distributed to the general fund as provided in

section 99E.10.
6. There is imposed a tax-ef-four-pereent like rate of tax

upon the gross receipts from the sales of optional service or
warranty contracts which provide for the furnishing of labor
and materials and require the furnishing of any taxable
service enumerated under this section. The gross receipts are
subject to tax even if some of the services furnished are not
enumerated under this section. For the purpose of this
division, the sale of an optional service or warranty contract
is a sale of tangible personal property. Additional sales,
services, Or use tax shall not be levied on services, parts,
or labor provided under optional service ¢or warranty contracts
which are subject to tax under this secticen.

10. There 1s imposed a tax of feumwr five percent upon the
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1 gross receipts from the rendering, furnishing, or performing
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. Constructlon contractors may make
6 application to the department for a refund of the additionral
7 one percent tax paid under this division or the additional one
8 percent tax paid under chapter 423 by reascn of the increase
9 in the tax from four to five percent for taxes paid on goods,
10 wares, or merchandise under the followinc conditions:
11 a. The goods, wares, or merchandise are incorporated into
12 an improvement to real estate in fulfillment of a writtesn
13 contract fully executed prior to June 1, 1987. The refund
14 shall not apply to eguipment transferred in fulfillment of a
15 mixed construction contract.
1 b. The contractor has paid to the department or to a
17 retailer the full five percent tax.

@ 18 ¢. 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. In addition, a

23 contractor whe willfully maxes a false application for refund

24 1is gullty of a simple misdemeanor and 1s l.able for a penai:zy

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

26 Excess refunds, penalties, and interest due under this

27 subsection may be enforced and c¢ollected in the same manner as
28 the tax imposed by this division.

729 Sec. 16. Section 423.2, Code 1987, is amended to read as
30 follows:
31 423.2 IMPOSITION OF TAaX.
32 An excise tax 1s imposed on the use in this state of

33 tangible personal property purchased for use in this state, at
34 the rate of feur five percent of the purchase price of the

x-’i

35 property. The excise tax 1s Imposed upon every person using

"
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the property within 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 in this state of services
enumerated in section 422.43 at the rate of feur five percent,.
This tax is applicable where if services are rendered,
furnished, or performed in this state or where if the product
or result of the service is used in this state. This tax is
imposed on every person using the services or the product of
the services in this state until the user has paid the tax
either to an Iowa use tax permit holder or to the department.

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 computation 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. This section applies in regard to the increase in
the state sales, services, and use tax from four to five
percent under sections 14 and 16. The use tax rate of five
percent applies to motor vehicles subject to registration
which are registered on or after June 1, 1987. The five
percent use tax rate will apply to the use of property when
the first taxable use in this state occurs on or after June 1,
1987. The five percent rate will apply to the gross receipts
from the sale, furnishing, or service of gas, electricity,
water, heat, and communication service if the date of billing
the customer is on or after June 1, 1987. In the case of a
service contract entered into prior to June 1, 1987 which
contract calls for periodic payments, the five percent rate
will apply to those payments made or due on or after June 1,
1987. This periodic payment wouid apply, obut not be limited
to, tickets of admissions, private club membership fees,

sources of amusement, equipment rental, dry cleaning, reducing
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salons, dance schools, and all other services subject t¢ tax,
except the aforementioned utility services which are subject
to a special transitional rule. Unlike periodic payment under:
service contracts, installments sales of goods, wares, and
merchandise are subject to the full amount of sales or use tax
when the sales contract is entered into or the property is
used in Iowa.

Sec. 19. Section 3 of this Act is retroactive to January
1, 1987 for tax years beginning on or after rhat date bu:
before January 1, 1988. Section 3 of this Act is repealed
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January 1, 1988 for tax years beginning on or after that date.

o
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Sec. 20. Section 4 of this Act is effective January 1,
1988 for tax years beginning on or after that date.

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
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retroactive to January 1, 1987 for tax years beginning on or
after that date.
Sec. 23. This Act, being deemed of :mmediate importance 1is
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effective upon enactment.
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SENATE FTLF 481
fi— 3736
e : Amend Senate file 4381, as amendec, passed, and re-
printed by the Senate, as fclillows:

1. By striking everything after the enacting
clause and inserting the following:

"Sectlion 1, Section 422.3, subsection 3, Code
1987, 1s amended by striking the subsect:ion and
inserting in lieu thereof the following:

5. "Internal Revenue Code" means the Internal
Revenue Code of 1954, prior to the date of its
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10 redesignation as the Interral Revenue Ccde of 1986 by
11 the Tax Reform Act of 1986, or means the Internal

12 Revenue Code of 1986 as amended to and .ncluding

i3 January 1, 1987, whichever is applicablie.

1 Sec. 2. Section 422.4, subsection 17, Code 1987,
~5 is amended to read as follows:

1 17. a. M"Annual :inflation factor™ meana-gn-:nde

17 expresaed-as-a-percentager-determined-by-=he

: departmcﬁ* each-year—-to-—refiect-the- ou*cbas-“a pewer

19 of-she-dotiar-as-a-resutt-of-infiakion-dur rmg-che

20 preceding-catendar-year---For-the-1981-and-aubseguent
21 cetendar-yeara;-Yamrnuat-+nfiation-factsard means an

22 index, expressed as a percentage, cetermined by the
23 department by October 15 of the calendar vear

" 4 preceding the calendar year £or which the factor is

"

25 determined to reflect the purchasing power of th
256 dollar as a result ¢f inflation during the fiscai year
27 ending 15 the calendar vear preceding the calendar

3
L&)
1

v

v~ 28 year for which the factcy is dezermined. In
29 derermining the annual inflation factor, the
30 Jdepartmentc shail use the annual percent change, oDu:
3. wct less than zero percent, in the :mpilclt price
32 desflator Ior the gross naticnal procduct computed for
sl 33 whe-vkhote-catandar- year-or for the second guarter of
34 tne calendar years-in-the-cage-sf-che-annupi-snfigcren
1S ractor-for-the-19%8t-and-subaeguent-satundar-yesss: by
Jo the bureau oI economic arnalysis of ihe Un:red Stazes
37 department of commerce and sinall add two-lourin, for
33 ehme-1988-and-snosequent-cazendar-yeave of that seroe:
32 change Lo one hundrecd percent., Pme-anspsi-rniiacion
i fueror-foas-she-3330 -cqrendar- vear-ru-sne-nundeed cwe
it porne-tucee-pereents  The annual inflovicn factor Lo
42 the cumuilative nflat-on factor 2&il ool be
43 mxpressed as a pe:c rrage roundsd 1o The tfarest one
<4 tentn of Cne percent The annuai nflat .o racror -
45 shal:l no- be less “han one nundred percen:
35 b, "Cumulative inflation factor” means Lhe Droduo:s
47 <orf The annual inflaticon factor for the 133§ 1487
$8 ca.erdar year and &il annual infiaction factors Ic
2 :_oaeC“e"' caiendar vears as decermined pursuant Lo
his subsection. The cumulacive inflartion facunr

+
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- applies to all tax years peginning on or after Janyary
2 1 of the calendar vear fgr which e _atest annual

3 inflation facteor nhas beern determined

4 c. The annual nfiaticon factor Icor the 538 19387

S calendar year 1s cne hundred percent. -

) 2., Notwithnstanding the computarion cof ¢he annual

7 inflation factor under paragraph "a' ef-ehrs

8 aumseckren, the annual inflation factor Is one hundred
9 percent for anry calendar vear in which the unco.rgated
10 state general fund baiance cn June 30 as-cexeifred-by
1L the-direcror-sb-revenve-and-finance~py-Septamper-29-5£
12 tne-fracat-year-pegianing-sn-chat-eatendar-yeno-to
i3 zeas-ftnan-sixty-mirirer-doiiarss--Hawevers;-—Sfuzs-rhe
24 z98i-amaé-sub3eguent-cazendar-vyeugrss-tag-—ganue:
15 tnfracien-Encrar-t3-ape-axndred-percens-dor-any
i6 caienea:—yﬂac—éE—theF:naﬁif;aceélstate—generai;E:ﬂd
L7 batance-sn-Fone-38-af-che-catendar-year-precedras-che
18 eetrendar-yenr-far-—which-ans-Egeror—te-determrned, as
19 certified by the director ¢f revenue and finance by
20 Oc-ober i0, is less than sixty millicn dollars.

i Sec. 3. Sectlion 422.5, subsecticn 1, paragrapns a
22 through m, Code 1987, are amended by striking the
23 paragraphs and inserting in lieu thereof the

g%
<N

following:

a. On aill taxable income frem zero threough four
thousand dollars, four percent,

n., On al:i taxabLe incore ﬂ<ceed ng four thousand
dollars but nct exceeding Iifteen thousand dollars,
Six percent,

30 c. On all taxagble ncame exce
thousand dollars, nine percent.
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32 Sec. 4. Section $22.5, 3upsect.on Y, paregrash 0,
33 Code 1387, is amended tc read as f2llows:

3 m d. The %ax 1mpcsed upcn the taxaple income of a
35 nonresident shall be cerputed oy :ecuciﬁg “he amount
36 cdetermined pursuant Yo pavagraphs "a" through dm% "c"

7 by the amounts of nonrefundable credits unde: iz

r unt by a

ivision and by multirol

RN

ying this resulr
O

h]

- C

‘fraccion of whicrhr the nonresident's ne: income
N

II
33
i9
40 allocated to Icwa, as determined In section £22.8,
41 subsection 2, is the numerator and the nonresident’s
42 total net lncome compused qﬂder section 422.7 1s ziie
53 denominator. This provisicn also appllies 5o
41 1ndividuals who are residents cf Towa IZor 12sg than -
15 the enrire tax vyear.
46 s2¢. 5. Section 422.%, subsectiorn I, paragraph o,
47 <nnumbered paragraph i, Cﬂae *98} 1z amended g read
48 as foliocws:
14 here is Lmposed upon @very resicent and
30 nonresident of this state, inciuding escates and .
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“age Throe

rusts, the greater o the nax
aragraphs "a" through #a® "g"
iternative minimum tax egual :o
state alternative minimum taxable lncome
raxpayer as computed under thls paragrapn.
Sec. 6. Section 422.3, subsections 6 and
1987, are amended tc read as follows:
6. A person who is disabled, is sixty-
age or older or is the surviving spouse of
individual or survivor having ar insurable
an individual who would have gualified for
exemption under this paragraph fcr this tax yenar and
receives one or more annulties from the United Startes
civil service retirement and disabilitv trust fund,

and wnose net income, as definesd in section 422.7, is

—_
[

sufficient $o require that the tax be imposed upcn it
inal taxable income
x by excluding tne
United States
ity trust fund,

under this section, may determine
for purposes of imposition SfE tn
amount of annuities received Iren
civil service retirement and disab:
which are not already excluded
income, as defined in section
each tax year of five thousand
nundred twenty-seven dollars €
separate state income tax
one nundred eighty-£fsur do
and wife who [lle a tolnt s
However, & surviving
sixty-two years of age or cl.de
amount of annuizies recelved as resu.t of the deat
af the other spouse., The amcunt cf the exemption
shall be reduced by th nw ay social security
fits rece.ved. the pu £ hnls secticn,
rhe amourt <f annuifd sceived from the United
States Civii servic ;
fund taxab.e under the ! tnali f ; ie of
skall be inciuded in n Lnceme £ purposes of
deterxining el:igibti G - | five thousand
or iess exclusion.
7. Upcn determination of the latest cumulactive
nflarion factor, the director shall multipiy each
dollar amount set forth in subsection 1, paragrapts
“a" tnrough #m# “c" of this section, and each doilar
amcunt specified Tin this secticn as the maximun amount
of annuities received which may be exciuded in
determining final taxable income, by this cumulat:ive
infiation factor, shall round off the resulting
product to the nearest sne dollar, anc shall
incorporate the result into the income
inscructions for each tax vyear.

':J‘SD -
- (D

-qQ.r- T o1 orn
M
T -
103
a1
~i
.’3
—
a2
0
o
1]

'

P~

up to a maximum
nendred si1x
verson who files a
ané eight thcusand
total for a husbarnd
ircecme tax returrn.

is not disabled cr
can oniy exclude tne
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Sec. 7. Sectinn 422.8, subsectilcn 2, Code 1987, s
amended to reaé as follows:

2, Nonregident's net Income aligecated to Iowa iz
rne net income, or porticn thereosf, whicn is derived
from a business, trade, profession, Or occupaticn
carrlied on within this state or lnccrme Lrom anv
property, trust, estate, or oOotner scurce within Iowa.
If any business, trade, prcfession, or occupatisn is
carried on partly within and partiy withcut zhe state,
only the pertion of the net income which is fairly and
equitably attributable to that part of the business,
rrade, prcfession, <r cccupation carried on within zhe
state 1s aliccated to Igowa for purpcses of sect:i:on
%22.5, subsecticon L, paragraph “at "d" ancd section
$22.13 and inccme ' '
cther source partl
state i1s allocate
that annuities, in’ L Cn pank deposi:s
interest-bearing cbllgaticns, anc dividends are
ailocated to Iowa only to the ex=ent to which they are
derived from a business, trade, profession, or
occupation carried on within the state. However,
ircome received by an individual who 1s a resident of
ancther state 1s not allocated to Iowa if the income
15 sublect to an iLncome tax 1mposed by the state where
the individual resides, and 1f the state cf residence
allcws a similar 2xclusion for income received in that
state by residents of Iowa. In order to implement the
exclusicns, the direc:tor shall designate by rule th
s3tates which allow a similar exclusion fcr Income
received by residents of Icwa, and mav enter into
agreements with other states to provide that similar
exclusions will be allgwed, and tc provide suitabie
withheiding requirements in =2ach state.

Sec. 8. Secticn 422.9, subsectiocn I,
paragrapn ., Code 1987, 13 amended by strikin
paragrapn and Ingerting 1n lieu therecf the

For a single perscn whc 13 not a head ot
a mgrr;ec couple £iling jecintly, a surwviving
qualifying widow, a head =f househc.d, or a m
person filing separately an optiona. standard
deduction egual o the amcunt cf the standard
deduction determined under secticn 63(c¢c) of the
[nternal Revenue Code for that £iling status.

3. Secticn 422.3, subsection 2, paragraph b,

18 amended oy striking the paragraph and

in lieu chereof che fsllcwing:

tax years teginning oo or after January i,
befcre January 1, 1688, acdd the amount sf
income tax »aic curing :the cax year for trne
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brevious tax year, except for federal nccme tax pe
in estimated tax payments, to the extent that zhe

federal income tax pa:d was not the resul: of an

ad¢iustment to the return £Cr the previcus tax year.
Tor tax years beginning on or after January ., 1387
add the amounrt cf federal income tax paid during =n
tax year which 1s the resulit cf an adjusbweﬂ: ¢ a

federal return for a tax year beginning prior
January 1, 1987. Subtract the amcunt c¢f feder

v ot
~
L)

(v

O~ TN ds LIS O WD~ VLN 4s L b

L8]
.

10 income tax refund recelﬂed during the tax year ¢ t
1l extent that the federal inceme tax thait was refunde
12 had been deducted on a return for a pricr tax vear.
13 Married persons who nave filed a joint federail inco
14 tax return and whe file separately shall divide tne
15 federal inccme tax paid or the fecderal inccme zax
15 refund between them 1n the ratic of the feceral
17 ad-usted gross income cf each spcuse g the acd-uste
18 gress income ¢f both spcuses for the tax year which
i3 resulted 1n the 1lncome tax payment 2r the income ta
20 refund.

Sec. 0. Section 422.9%, Code 1987, is amended b
22 adding afier subsection 2 the fcllewing new subsect
23 and renumbering the other subsections:

NEW SUBSECTION. 3. 1In addition to the amount
educted under subsection 1 or 2, the taxpayer may
educt the amount 0f the applicable personal
27 exemptions allowed under secticn 151 or 642(b) of ¢t
28 Iaternal Revenue Code. In the case cf married
29 taxpavers electing separate £iling cn a combined
30 return for state income tax purposes, the married
1 taxpavers shall esquaily divide amcagst tnem the ame
32 ¢f the exenption for dependents allcowed under sect:l
33 151 of the Internal Revenue Ccde.

34 Sec. 11. Secticn 422.12, subsection i, Code 198
35 1s amencded by striking the subsection.
36 Sec. 12. Section 422.21, unnurbered DaLaJ‘aph 4
37 Code 1987, (s amerded to read as foliows
38 The direcror shall determine for Zhe 379 1988 a
39 subsegquent calendar years the arnuai and cumulative
40 :inflation factors for those calendar years to be
41 applied to tax years begirning on cr after January
42 of that caiendar year. The director shall compute
43 new dollar amounts as specified therein to be adjus
in section 422.5 by the latest cumulative infilaticn
factaor and round hff “he result To fhe nearest one
dcollar. The annual and cumulaczive :inflation fac
determined by the directer are rnot rules as def:
secticn 174.2, subsection 7.

Sec. i13. Secticn 442.7, subsection 1, paragraph
Doc‘e 1987, is amended by adding the fgollcwing new
-
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"Page Six

3

1 unnumbeced paragraph:

2 NEW UNMUMBERED PARAGRAPH. However, the gomputat.
‘p3:in determining the state percent of growth shall not
.. 4~¥include revenues generated as a result of stave X
c.¥drincreases or increased revenues resulting fr
. 6-federal taxes.

7 Sec. 14. Sections 1l through 12 of this Act are
8 retroactive to January 1, 1987 for tax years beginning
9 on or after that date.

0 Sec. 15. This Act, being deemed of immediate
; importance is effective upon enactment.”
3
4

2. Title page, line 2, by striking the weo:d
“withholding,".
3. Title page, by striking lines 4 thougn % anc
15 inserting the following: “adjusting the allowabd.e

16 growth undez the school”.

H-3736 FILED APRIL 13, 1987 BY COMMITTED ON WAYS ARD MLEANU
Udnla 4/15/571 (p M54

s

:

SENATE FILE 481

H-367]

X Amend Senate File 481 as amendéad, passed, and

2 reprinted by the Senate as follcws:

3 1. By striking page 8, line 25 through pdge ll,
4 line 11.

5 2. By striking page 11, line 19 through page 12,
5 line 7.

7 3. Page 12, by striking lines 14 and 1S.

8 4. Title page, by striking lines 4 through 6 and
9 inserting the following: "adjusting the aliowable

10 growth under the school".
H~3671 FTLED APRIL 8, 1987 BY PETERS of Wooinuary
Placnd /s 4/15 (4 144)
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SENATE FILF 441

-3762

Amend the Committee on Ways and
J736, o Senate File 28: ayg amended,
Teprinted by the Senate, as L0liCws:

1. Page 2, by striking lines 25 threugh 3: andg
-nbert‘ﬂq the following:

"a. On all taxable income from zerc through rive
trnousand dollars, two percent.

b. On all taxable income exceed: £
dollars but not exceeding seven *bo's nd
percent.

C. On all taxable income exceeding seven thcusand
dcllars, six percent."”

2. Page 4, by striking lines 35 thraugn 31 and
‘1Seru-rg the following:

“Sec. 8. Secticn 422.9, subsection . ﬁ“LmDerﬂC
paragraph 1, Code 1987, is amended to r

An optional standard deduction of fi
of the net income afte=-dedncerian-af-sa
tax, not to exceed one :thousand :wo “uwu
for a married perscn whe files separazely, ¢
thousand two hundred dollars fof a single pers
three thousand dollars for a nusband and wi€
a joint return, a surviving spouse as define
secticon 2 ¢f the Internal Revenue Code of 13
unmarried head of housencxd as defined in =
Revenue Code of 1954,

3. Page 5, by striking lines 21 thr ough 35,

d
e
r
2

i~3762 FTLED APRIL 14, 1987 BY BENNETT of Ida
Fler s (p - #3e?
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SENATE FILL 481

- 3756

amend the Commitiee on ¥ays ané Means amendrmant, H-
3735, tc Senate File 481 as amended, passed anc
reprinted by the Senate, as fcllows:

1. Page 2, by striking iines 2I through 31 ard
lnserting the following

"Sec. 3. Section 422.5, subsection 1, paragraphs i
througn m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereoi the
following:

j. On al. taxable income exceeding twenty-I.ve

thousand dollars, nine and three-fourchs percent.”

2. Page 3, by inserting after line 5 the
foilowing:

"Sec. . Section 422.5, subsecticn 2, Code 1987,

15 amended to read as fgcllows:

2. Hcwever, no tax shall be impcsed on any
resident or nonresident whcose net inccocme, as cdefined
in section 422.7, is #+ve seven thousand dollars cr
less; but in the event that the payment of tax under
*his division wculd reduce the net income to iess than
£+vwe 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 £ive seven
tnousand dollars. The preceding sentence does not
apply to estates or trusts. For the purpose of this
subsection, the entire net income, i1ncluding any part
chereof not allocated to Iowa, shall .be taken into
account. If the combined net inccme of a husband and
wife exceeds five seven thousanrd dollars, neitner oI
them shal: receive the benefi:z of thls subsecticn, and
it 1s immaterial whether they flle a joint return or
separate returns. A person who 13 ciaimed as a
dependent by another person as defined in sectlon
422.12 shall not receive the benefit of this
subsection if the perscn c:iaiming th2 dependent nas
net lncome exceeding £+ve seven thousand dollars or
the perscn claiming the deoendent and the perscen's
spouse have combined net income exceeding five seven

thousand doliars."”

3. By striking page 4, line 35 through page 5,
line 35.

4. Page 6, line 14, by striking the figure "4"
and insertinrg the following: "3".

BY CARPENTER of Polk

1i-3756 FILED APRIYL 14, 1987 GCARMAN of Story
Koot 4115 (p 1398)
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SENATE FILE 481
H-3749

Amend the Ways and Means Comm:ttee amendment, H-
3736, tc Senate File 481, as amended, passed, and
reprinted by the Senate, as fcilows:

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 of
the statey-except-for-parposes-of-determrning-the
annmuat-infiation-facter-under-section-422747
subsection-tF7-the-batance-in-the-fund-shaii-be
considered-part-of-the-generat-fund-of-the-state. The
moneys in the fund shall not revert to the general
fund, notwithstanding section 8.33, unliess and to the
extent the fund exceeds the maximum balance.

Sec. 2. Section 422.3, subsection S5, Code 1987, is
amended by striking the subsection and inserting in
lieu thereof the following:

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

Sec. 3. Section 422.4, subsections 1, 4, 10, 11,
14, ard 18, Code 1987, are amended to read as follows:

1. fThe words "taxable income" mean the net 1lncome
as defined in section 422.7 minue the deductions
allowed by section 422.9, in the case of individua:is;
in the case of estates or trusts, the words "taxabie
income" mean the taxable income (without a deduction
for personal exemption) as computed for federal income
tax purposes under the Internal Revenue Code of-1354,
but with the adjustments specified in section 422.7
plus the Iowa income tax deducted in computing said
taxable income and minus federal income taxes as
provided in section 422.9.

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

a. If a taxpayer has made the election provided by
section 441, subsecticn "f£", of the Internal Revenue
Code of-:954, "tax year" means the annual period sO
elected, varying from £.fty-two to fifty-three weeks.

-1-
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. IfL the effective date or the applicabilicv of a
provision of this division is expresced in terms of a
tax vear beginning, including or ending with reference
to a specified date which 1s the first or last dav of
a month, a tax year described 1n paragraph "a® of this
subsection shall be treated as beginning with the
first day of the calendar month beginning nearest to
the first day of the tax year or as ending with the
last day of the calendar month ending nearest to the
last day of the tax year.

c. This subsection is effective for tax years
ending on or after December 14, 18765.

10, The word "individual"” means a natural person;
and where an individual is permitted to file as a
corporation, under the-proevisrens-o£ the Internal
Revenue Code ©£-13954, such fictional status shall not
be recognized for purposes of this chapter, and sueh
the individual's taxable income shall be computed as
required under the-provisioens-of the Internal Revenue
Code of-13954 relating to individuals not filing as a
corporation, with the adjustments allowed by this
chapter.

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

14. The term "wages" shall have the same meaning
as provided by the Internal Revenue Code o£-3954.

18s--Por-prurpeses-of-sectron-422-37-subsectron-57
the-interna:-Revenne-Code-0f-1954-shati-be-rnterpresed
to-inciude-the-provisiens-of-Pubs-bE--No:-98-4<

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 individualss
tn. In the case of estates or trusts, the-worads
"taxable lncome" mean means the taxable income
twithout a deduction for personal exemption3y, as
computed for federal income tax purposes under the
Internal Revenue Code of 1954, pbut with the
adiustments specified in section 422.7 pius-the-fasws
income—tax-deducted-in-compiting-satrd-teaxebie-income
and-minus-£federal-income-taxes-—as-provided-tn-gsection
42275.

Sec. 5. Section 422.4, subsection 17, Code 1887,
is amended by striking the subsection.

Sec. 6. Secticn 422.5, subsection 1, Code 1987, is
amended by striking the subsection and inserting in
iieu thereof the following:

1. A tax is imposed upon every resident and
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'.mnfesident individual <7 @state anc trust which tax
is levied, coilected, and paid aniuaily upon and with
respect to the taxable income at the rate of three and

one~half percent.

Sec. 7. Section 422.5%, subsections 6 and 10, Code
1987, are amended to read as follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
11 exemption under this paragraph for this tax year and
i2 receives one or more annuities from the United States
13 ¢ivil service retirement and disabiiity trust fund,

14 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

7 for purposes of imposition of the tax by excluding the

18 amount of annuities received from the United States

9 civil service retirement and disability trust fund,

20 which are not already excludec 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

22 for a person who files a separate state income tax

24 return ané eight thousaend dollars total for a husband
n¢ wife who file a joint state income tax return.
iowever, a surviving spouse who 1s 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 ¢f any soclial security

31 benefits received. For the purpose of this section,

32 the amount of annuities received from the United

33 States c¢ivil service retirement and disability trust

34 fund taxable under the Internal Revenue Code of£-1954

35 shall be included in net income Zor purposes of

36 determining eligibility urder the five thousand dollar

37 or less exclusion.

38 10, In addition to the other 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 28-39%4 to

42 be separately taxed for federal income tax purposes

43 for the tax year. The rate of tax is equa: tc twenty-

44 five percent of the separate federal tax imposed on

45 the amount of the lump sum distribution. A

46 nonresident is liable for this tax only on that

47 pcrtion of the lump sum discribution allocable to

48 Iowa. The total amount of the lump sum distributicn
subject to separate federa) tax shall be included in

et income for purposes of determining eligibllity
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under the five thousand dollar or less exclusion.
Sec. 8. Section 422.5, subsection 7, Code 1687, 1is

i

2

3 amended by striking the subsecticn.

4 Sec. 9. Section 422.5, subsection 8, Code 1987, 1is
5 amended by striking the subsection.

& Sec. 10. Section 422.6, unnumbered paragraph 2,

7 Code 1987, is amended to read as follows:

8 The beneficiary of a trust who recelives an

9 accumulation distribution shall be allowed credit

10 without interest for the Iowa income taxes paid by the
1l 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 e#-1554. 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. 1ll. 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 of-1954, 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 of-1954,

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 beer determined by using a basis

36 established prior to January L, 1934, an acdjustment

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 alilowed or allowable, whichever is
4) higher. Provided that the basis shall be fair market
42 value as of January 1. 1955, less depreciation ailowed
43 or allowable, in the case of property acguired prior
44 to that date 1f use of a prior basis is declared o be
45 invalid.

46 4. Subiract installment payments received by a

47 beneficiary under an annuity which was purchased under
48 an empioyee's pension or retirement plan when the

49 commuted value of said installments has been incliuded
50 as a part of the decedent emplovee's estate for Iowa
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inheritance tax pur POSES.

S---Add-the-amount oy whrgh-the-bdaargs-nb-gueiiéisd
debrec:ao*e-prcperty—+q—*ugufreé—tc—b&—increased-éor
deprecitation-purpeses- aﬁﬁe——the-intera ar-Revenne-Eode
Amendmenta-Act-0f-1964-te-che-exzent-on het-such-amount

rat-

equats-the-—net-emount-of-the- sch ~deduction-aiiowed
on-the-basis-of-the-amounc-by-which-the-depreciabie
pasta-of-such-quatréred-property-was~required-co-be
reduced—for-depreciatéon—pnrpcses-under—the—Enternai
Revenue-Code-Amendments-Act-0£-3962+--Fne-“nec-amount
of-the-apeciat-deductiont-shaii-be-computed-by-taking
the-sum-of-the-amountae-by-which-the-bastu-of-aquatified
property-was-required-to-be-deereased-for-depreciatron
purposes-for-che-years-1962-and-1363-and-subtracting
trom-tt-the-sum-of-the-amounta-py-whieh-the-basis-of
such-property-was-requrced-to-be-increaseds-prior-to
1564;-for-deprectation-or-disposicion-purpeses-under
the-internai-Revenue-Eode-Amendmentu-aet-0£-3962+

6. Individual taxpayers and married taxpayers who
file a joint federal income tax return and who elect
to file a joint return, separate returns or separate
filing on a combined return for Iowa income tax
purposes, may avail themselves of the disability
income exclusion and shall compute the amount of the
isability income exclusion subject to the limitations
r joint federal income tax return filers provided by
ection 105(4) of the Internal Revenue Code of-13554.
The disability income exclusion provided in section
105{d) of the Internal Revenue Code of-1954, as
amended up to and including December 31, 1982,
continues to appiy for state income tax purposes for
tax years beginning on or after January 1, 1984.

7. Add to the taxable income of trusts, that
portion of trust income excluded from federal taxable
income under section 641(c) of the Internal Revenue
Code of-1354,

8. Married taxpayers who fiie a joint federal
income tax return and who eiect to file separate
returns or separate filirg on a combined return fo
Iowa inceme tax purposes, may avail themselves of
expensing of business assets and capital loss
provisions of sections 179(a) and 1211(b) respectively
of the Internal Revenue Code of£-3554 and shall compute
the amount of expensing of business assets and capital
loss subiject to the limitations for jeint federal
income tax return filers provided by sections 179(D}
and 1211(b) respectively cf the Internal Revenue Code
ef-3954,

9. ubtract the amount of the jobs tax cred
allowable for the tax vear under section 51 of

r
the

rTobe
Yo
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M d taxpayers. wao file a joint s ral
I zeX return and whe elect to {ile separate
returns or separate flling orn & combined return Ior
state lncome tax purposes. shall include in net income
any ynemployment compensation benefits received
subject to the limitations for joint federal Income
tax return filers provided in section 85 of the
Internal Revenue Code &£-1954.

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

12. Married taxpayers, who file a joint federal
income tax return and who elect to file separate
returns or separate filing on a combined return for
state income tax purposes, may avail themselves of the
dividend exclusion provisions of section 116(a) of the
Internal Revenue Code ©£-1554 and shall compute the
dividend exclusion subject to the limitations for
jecint federal income tax return filers provided by
section 116(a) of the Internal Revenue Code of-1954,

13. The exclusion of interest income provided by
section 128 of the Internal Revenue Code &£-1554 is
not applicable in computing Iowa net income £for tax
years beginning on or after January 1, 1981 and before
January 1, 1984.

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

15;--Fhe-deduction-aliowved-under-secetron-162{h¥-of
the-fnternat-Revenge-Cede-o0f-1554-+3-net-appliicable—1in
compunting-Iows-mes-income-£for-gry-tax—-year-beginning
en-or-befare-December-33;-1986---FThe-deductron-aitowed
under-section-664-o0f-the-Pax-Reform-Act-of-19767-as
amernded-up-to-and-tnetuding-BDecember-317-196687-253
eliowabie-in-computing-Towa-ner-2necomer-£for-tax-years
heginning-en-er-before-Becember-31;-:98567-unces
provisrons-effuctive-for-the-year-£for-whiteh-the-raturn
ta-mades--Phe-deduetton-aitowed-under-aectron-x62tny
cf-the-internal-Revenue-€ode-¢f-2954-cs-nae-appreante
rn-computing-fowae-—net-income-for-any-tax-years
beginning-on-oer-afters-January-7-1381---Phe-deduetion
aliowved-under-section-604-cf-rhe-Tax-Reform-Act-ef
19767 -as-amended-up-to-ané-+necindrng-Secenber-3i;
19887-2s-attowabie-+in-comprting-Towa-net-income-for
tax-years-beginning-on-or-afher-3anuary-1;-198x<---%he
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,aximam—aiiowabie-deéact}onr—oﬁhe"~thaﬁ-Eor-tfavc%
expense;—shaii-not-excee&—fééty—é:&iars-pe:—day:—whcrs
the—taxpaye:—c&ccts-on—the—icwa—retnrn—ta—beugoverﬁeé
by—sectéon—éeé—cf—the—?ax-aeform— cc—of-13767-22
amended-ap—to-and-énc&uding-Becember—3i7—i9897-nﬁ&ess
rhe—-taxpayer-rtemized-expensess
16. Add the amounts deducted and subtract the

amounts included as income as a result of the
treatment provided sale-leaseback agreements under
section 168(f)(8) of the Internal Revenue Code of-1554
for property placed in service by the transferee prior
to January i, 1986 tc the extent that the amounts
Jdeducted and the amounts included in income are not
otherwise deductible or included in income under the
Internal Revenue Code of-1354 as amended to and
including December 31, 1985. Entitlement to
depreciation on any property included in a sale-
leaseback agreement which is placed in service by the
transferee prior to January 1, 1586 shall be

20 determined under the Internal Revenue Code of-1954 as

51 amended to and including December 31, 1985, excluding

22 seccion 168(f}(8) in making the determination.

23 i?7——Subtract-the-amondt—of—unemp&oyment

?‘ompensat 'tcn—to-be—i-nc-}.uded-i-n—Eowa-net-income—for—any

g ax—year:—-Add-back-the-amount—of—nnempioyment
. .ompensatien—compnted—unaer-sectéon—BS—oE—the—internai
27 Revenue—Eode-of—i9567-as*amendeé—np—to—andvinciudfng
28 Becember—air—k98i:-—?hés—subsection—is—eéfectéve-cn}y
29 Eor—the—tax-year-begfnnéng—on—cr-aéter—&anuary—}7-i982
30 and-befere-Becember-3t;-¥9382%

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 income Or loss from the small busliness
35 if the smali business hired ZIcr employment in the

36 state during its annuai accounting period endling with
37 or during the taxpayer's tax year any of the

38 following:

39 a. A nandicapped individual domiciled in this

40 state at the time of the hirinc who meets any of the
41 following conditions:

42 (1) Has a physical or menta: impalrment which
¢3 substantially limits one or RoIe maior life

44 activities.

45 (2) Has a record of that impairment.

46 (3) Is regarded as having *nat impaliment.

37 w. An individual domiciled in this state at ¢
48 time of the hiring who meets any of the following

49 conditions:
(1) Has been convicted of & felony in this or any

ne
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r state or the District of Columbia.

(2} Is on parole pursuant to chapter %06.

(3} Is on probation pursuant tc chapter 8067, for
an offense other than a simple misdemeanor.

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

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

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

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

A taxpayer who is a partner of a partnership or a
shareholder of a subchapter S corporation, may deduct
that portion of wages qualified under this subsection
palid by the partnership or subchapter S corpeoration
based on the taxpayer's pro rata share of the profits
or losses from the partnership or subchapter S
corporation.

For purposes of this subsection, "physical or
mental impairment” means any physiclogical disorder or
condition, cosmetic disfigurement, or anatomlical loss
affecting one or more of the body systems or any
mental or psychclogical 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
cperation of a farm.

cth
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34
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37
38
39
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41
42
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44
45
4%
47
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' 13. Married taxpayer:s. who Iile a joint federal

income tax return and whe elect o file separate
returns or who elect separate filing on a combined
return for state 1lncome tax purposes, shail include in
net income any social security benefits or-tter-i
rariroad-retirement-benefits received to the same
extent as those benefits are taxable on the taxpayer's
joint federal return f£or that year under section 86 of
the Internal Revenue Code of-1954. The benefits
included in net income must be allocated between the
spouses in the ratio of the social security benefits
or-trer-i-ratiroad-retirement-benefits received by
each spouse to the total of these benefits received by
both spouses.

287 --Subtract-the-unempioyment-compensation
benefrta-for-tax-years-begraning-on-danuary-7-1979-to
the-extent-those-benefits-had-neen-inetuded-zn-netc
tncome-on-a-return-£+ted-pefeore-danuary-1;-19681-and
were-exclinded-£rom—rncomne-under—Act-secton-1875-of
the-Pax-Reform-Act-0£-1984---Notwichstandsng-the
statute-of-iitmitattons-apecréied-tn-gection-422-735
subsection-27-taxpayers-who-woutd-be-parred-£rom
ctarmrrng-a-refund-or-credre-from-an-overpayment
resuitrng-from-the-change-made-by-Act-2ectron-1675-0of

he-Pax-Reform-Act-of-1984-are-entitted-to-recetve-a
efund-or-eredit-i&-they-firie-a-ciasm-with-the
department-on-or-before-dune-387-1986+

21. Acd the four percent of the basic salary of a
judge, whc is a member of the judiclal retirement
system established in chapter 602, article 9, which is
exenpt from federal income tax under the Internal
Revenue Code of-1954.

22. Adcé 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 Coce
0£-1954, exclusive of net gains incurred passively
from the operation cf a farming business, as defined
in section 464(e) of the Internal Revenue Code of
$954, are to be combined from businesses, rents,
partnerships, subchapter S corporations, estates or
trusts except losses under sections 1211 and 1231 cf
the Internal Revenue Code 0%£-1954. For purposes of
this subsection the following apply:

a. "Passive activity" means an activity where tftne
taxpaver or a member of the taxpayer's family as
defined in section 2032A(e)(2) 9f the Internal Revenue
Code o£-31954 does not materially participate in the
activity or provide substantial personal services Lo

5'1e farming business., A taxpayer who is retired or




WD 0O =) O L s L RO b

AGE TWENTY, APRTL 1%, 1987 HOUSE Ci.IP SHEET

il-3745
Page Ten

disabied as described 1n sectlion 2032a(32){4) of the
Internal Revenue Code ef-2554 ¢r is a surviving spouse
as described in section 2032A(b){5) shall be treated
as materially participating in the farming business.

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

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

24, Add the percentage depletion amount determined
with respect to an ©il, gas, or geothermal well using
methods in section 613 of the Internal Revenue Code of
1954 that is in excess of the cost depletion amount
determined under section 611 of the Internal Revenue
Code »$#-1954,

25, Subtract the income or loss resulting from the
forfeiture of an installment real estate contract, the
transfer of real or personal property securing a debt
to a creditor in cancellation of that debt, or from
the sale or exchange of property as a result of actual
notice of foreclosure 1f all of the following
conditions are met:

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

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

c. The taxpayer's net worth at the end of the tax
year is less than seventy-five thousand doliars. In
determining a taxpayer's net worth at the end of the
tax year a taxpayer shall include any asset
transferred within one hundred twenty days prior to
the end of the tax year without adegquate and full
consideration in money or money's worth. In
determining the taxpayer's deb:t to asset ratio, the
taxpayer shall include any asset transferred within
one hundred twenty days prior to such forfeiture,
transfer, or sale or exchange without adequate and
full consideration in money or money's worth. For
purposes of this subsection, actual notice of
foreclosure includes, but is not limited to,
dankruptcy or written notice from a creditor of the
creditor’'s intent to foreclose where there is a
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‘easanable bellef that (e creditor can Zorce a sale

of the asset. For purposes of this subsection, in the
case of married taxpayers, except in the case of a
nusband and wife who live apart at all times during
the tax year, the assets and liabilities of both
spouses shall be considered for purposes of
determining the taxpayer's net worth or the taxpayer's
debt to asset ratio.

Sec. 12. Section 422.7, Code 1987, is amended by
striking the section and inserting in lieu thereof the
following:

422.7 "NET INCOME" -- HOW COMPUTED.

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".

LW R = O WO =] OV s Lt

— et b

17 a. The adjusted gross income is adjusted by adding
18 the sum of the following:
19 (1} The amounts paid or accrued to the taxpayer as

20 1nterest or dividends during the tax year to the

1 extent excluded, except the amount of stock dividends
22 of qualified public utilities described in section

23 305(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 (1) The amounts included in respect of

29 compensation, including but not limited to,

30 compensation paid or accrued to a serviceperson while
31 a prisconer 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, ané paid to a
36 resident in 197]1 or thereafter for annual trailning

37 performed pursuant to sections 502 ané 503, Title 32,
38 United States Code as a memper of the Iowa national
39 guard.

4 (2) The amounts inciluded purstcant to sections

41 402(aj), 402(c), 403(a)., 403(b), 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 governmentai agency or unit, or
45 retirement pavments to retired partners which payment
46 are excluded in computing net earnings from seif

47 employment by sectlion 1402 of the Internal Revenue

48 Code and regulations adopted pursuant thereto.

49 (3) The amount of tar imposed under this division

rich was refunded to the extent included for the tax
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{é; Tne amount inciuded sursuant to ssctien 111 oi
the Internal Revenue Code as a recovery of items
previously deducted f£rom adjusted gross ilncome in
computing taxable income.

{5) The amount of social s=curity benefits and
rallroad retirement benefits, included pursuant to
sections 72(r) and 86 of the Internal Revenue Code.

{6} The sum of the amounts disallowed as
deductions by sections 171(a}(2) and 265{({a){2) of the
Internal Revenue Code and the amounts cf expenses
allocable to interest and disallowed as deductions by
section 265(a)(l) of the Internal Revenue Code.

{7) The amount of state and local general sales
tarxes pald which were deductible under section
164{a)(4) of the Internal Revenue Code in effect for
tax years beginning in the 1986 calendar year.

{8) The amount of contributions to an individual
retirement account, to the extent not already
excluded, which were deductible under section 219 of
the Internal Revenue Code in effect for tax years
beginning in the 1986 calendar vyear.

(%) The valuation limitation amount as computed
under subsection 3.

2. For estates and trusts, "net income" means the
taxable income as properly computed for federal income .

W B~ b
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tax purposes under the Internal Revenue Code with the
adjustments made in paragraphs "a" and "b", subject to
paragraph "c".

a. The taxable income 1is adjusted by adding the
sum of the following:

(1) The amounts paid or accrued to the taxpayer as
interest or dividends during the tax year to the
extent excluded.

(2) Six hundred dollars for an estate, three
hundred dollars for & trust wnich under its governing
instrument is requireéd to distribute il of its 1lncome
currently, or one hundred dollars for all other
trusts. However, the amount added is only to the
extent deducted.

{3} The amount of tax imposed under this division
to the extent deducted for the tax year.

b. The taxable income is adijusted by subtracting
the sum of the following:

{l1) The amounts :included pursuant to sections
402(a), 402(c), 403(a), 403(p). 406(a), 407(a), 408,
and 409 of the Internal Revenue Code or inciuded as
distributions under any retiremesrt or disability plan
£or empioyees of & governmental agency or unit, or
retirement payments to retired partners which paymen:ts
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Coce aud regulations adopted pursuant thereto.

(2) The amount of tax imposed under this division
which was refunded to the taxpayer to the extent
inciuded for the tax year.

(3) The amounts included in taxable income as
adiusted by paragraph "a" which are exempt from
taxation by this state either by reason of 1its
constitution or by reason of the constitution,
treaties, or statutes of the United States.

(4) The amounts disallowed as deductions by
sections 171(a)(2) and 265(a)(2) of the Internal
Revenue Code and the amounts of expenses allocable to
interest and disallowed as deductions by section
265{a){l) of the Internal Revenue Code.

(5) The valuation limitation amount as computed
under subsection 3.

c. The amount of any adjustment otherwise reguired
under this subsection shall be adjusted, under
regulations prescribed by the department, by any
amounts inciuded which were properly paid, credited,
or reguired te be distributed for the tax year.

24 3. a. The valuvation limitation amount referred to

2‘ subsections 1 and 2 is egual to the sum of the
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ilowing:

27 (1) The preeffective date appreclatlion amounts, to
the extent consisting of gain reportable under section
1245 or 1250 of the Internal Revenue Code, for all
property in respect of which the galn was reported for
the tax vear.

(2) The lesser of the preeffective date
appreciation amounts, to the extent consisting of
capital gain, for all property in respect of which the
gain was reported for federal income tax purposes for
the tax year, or the net capital gain for the tax
year, reduced in eilther case by any amount of the gain
included in the amount determined under subsection 1,
paragraph "b", subparagraph (2} or subsection 2,
paragraph "b", subparagraph (1).

b. (1} If the fair market value of property
referred to in paragraph “a" was readily ascertainable
on the effective date, the preeffective date
appreciation amount for the property is the lesser oF
the excess of fair market value over the taxpayer'
basis for decermining gain for the property on tnat
date, determined under the Internal Revenue Code as in
effect on that date, or the total gain realized and
reportable for federal income tax purposes in respect

‘:he sale, exchange, or other disposition of the




MO0 ) U s Ly B R

190

*n
o

AGL TWASTY-FOUR, APRTL 15, 1987 HOUSE CL1P SHEEY

1i—-3748
de Fourteern

propercy.
{2y If the fzir market value of proverty referred

to in paragraph "a" was not readily ascertainable on
the effective date, the preeffective date appreciation
amount for the property is that amount which bears the
same ratio to the total gain reported in respect of
the property for federal income tax purposes for the
tax year, as the number of full calendar months in
that part of the taxpayer's holding period for the
property ending immediately before the effective date
bears to the number of full calendar months in the
taxpayer's entire holding period for the property.

{3) The department shall adopt rules as necessary
toc carry out the purposes of this lettered paragraph.

Sec. 13. 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 of net income,
which is derived from a business, trade, profession,
or occupation carried on within this state or income
from any property, trust, estate, or other source
within Iowa. If any business, trade, profession, or
cccupation 1s carried on partly within and partly
without the state, only the portion of the net income
which is fairly and eguitably 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 ly-paragraph-“nt
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 indivicdual who is a
resident of ancther state is not allocated to Iowa if
the income is subject to an inccme tax imposad by the
state where the individual resides, and if the state
of residence allows a similar exclusion for income
recelved 1n that state by residents of lowa. In order
to implement the exclusions, the director shall
designate by rule the states which allow a similar
exclusion for income received by resicdents of Iowa,
and may enter intoc agreements with other states to
provide that similar exclusions will be allowed, and
to provide suitable withholding requirements in each
state.
Sec.

14, Section 422.8, subsection 4, Code 1687,
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’"s amended by striking the subsection.

Sec. 15. Section 422.9, subsections 1, 2, and 3,
Code 1987, are amended to read as follows:

1. An optional standard deduction of fZifteen
percent of the net income after deduction of federal
income tax, not to 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 wife who file
a joint return, a surviving spouse as defined in
section 2 of the Internal Revenue Code #£-1954, or an
unmarried head of household as defined in the Internal
Revenue Code of-1954.

A taxpayer who claims the optional standard
deduction under this subsection may, after claiming
the optional standard deductlon, claim the direct
charitable contribution as allowed and subject to the
same limitations provided under section 170(i) of the
Internal Revenue Code of-1954 for tax years ending on
or before December 31, 1986. However, the deduction
shall be computed as provided under section 170(1) of
the Internal Revenue Code ©£-3954 as applied to tax
year 1984. Married taxpayers who have filed a joint
federal return and who elect to file separate returns

separately on a combined state return must allocate

eir allowable charitable deduction to each spouse 1in
the proportion that each spouse's respective net
income bears to the total combined net income.
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction in the
amount as is fairly and equitably allocable to lowa
under rules prescribed by the cirector.

2. The total of contributions, interest, taxes,
medical expense, nonbusiness losses and miscellaneous
expenses deductible for federal income tax purposes
under the Internal Revenue Code of-1954, with the
following adjustments:

a. Subtract the deduction fer Iowa income taxes.

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

c. Add the amount by which expenses paid or
incurred in connection with the adoption of a childé by
the taxpayver exceed three percent of the ret income of

5,'8 taxpayer, or of the taxpayer and spouse 1in the

_15...
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case of a joint return. The expenses may include
medical and hospital expenses of the natural mother
which are incident to the child's birth and are paid
by the taxpayer, welfare agency fees, legal fees, and
all other fees and costs relating to the adoption of a
child if the child is placed by a child-placing agency
licensed under chapter 238 or by a person making an
independent placement according to the provisions of
chapter 600.

d. Add an additional deduction for mileage
incurred by the taxpayer in voluntary work for a
charitable organization consisting of the excess of
the state employee mileage reimbursement over the
amount deductible for federal income tax purposes.

The deduction shall be proven by the keeping of a
contemporaneous diary by the person throughout the
period of the voluntary work in the tax year.

e. Subtract the adoption deduction permitted under
section 222 of the Internal Revenue Code of-1954.

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

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

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

b. The Iowa net operating loss remaining after
being carried back as required in paragraph "a" of

_.16_
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.’.:'r.is subsection or if not .egu.red to be ca
shal: be carried forwarc fifteen taxadle ye
c

. If the election under section 172(Db)
the Internal Revenue Code of-1354 1s made. (I
net operating loss shall be carried forward
taxable years.

Sec. 16. Section 422.9, Code 1987, is amended by
striking the section and inserting in lieu thereof the
following:

422.9 TAXABLE INCOME —-- STANDARD DEDUCTION.

1. In computing taxable income of an individual,
there is deducted from net income the standard
deduction as determined under subsection 2, or in the
case of a nonresident, there is deducted from net
income the product of the standard deduction as
determined under subsection 2 times a fraction 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 total net income
computed under section 422.7 1s the denominator.

2. The standard deduction is equal to the product
of one thousand dollars times the number of exemptions
allowable to the taxpayer for the tax year under
section 15) of the Internal Revenue Code.

& de 1987, is amended to read as follows:

2,
28
29
30
31
32
33
34
35
36

-
i

38
39
40
41
42
43
44
45
46

47

48
49

‘] Sec. 17. Section 422.10, unnumbered paragraph 1,

The taxes imposed under this division shall be
reduced by a state tax credit for increasing research
activities in this state. For individuals, the credic
shaltl-equet equals six and one-half percent of the
state's apport:ored share of the qualifying
expenditures for increasing research activities. The
state's apportioned share of the qualifying
expenditures for increasing research activities is &
percent equal to the ratio of qualified research
expenditures in this state to total qualified researcn
expenditures. For purposes of this section, an
individual may claim a research credit for gualifving
research expenditures incurred by a partnership,
subchapter S corporation, and estate or trust electin
to have the income taxed directly to the individual.
The amount claimed by the individual shall be based
upon the pro rata share of the individual's earnings
of a partnership, subchapter S corporation, or estate
or trust. For purposes of this section, "qualifying
expenditures for increasing researcn activities"” means
the qualifying expenditures as defined for the federal
credit for increasing research activities which would
be allowabl e under section 36 4! of the Internal

Sr}‘venue Code #€-19547-tn-effect-on-January-7-1985.
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Sec. 18. Section 422.22, subsection 1, paragraph
¢, Code 1987, 1s amended o read as follows:

c. For each dependent,; an additional ten dolilars.
As used in this secticn, the term "dependent"” shall
have the same meaning as provided by the Internal
Revenue Code of-31554.

Sec. 19. Section 422.12, subsection 2, unnumbered
paragraph 1, Code 1987, is amended to read as fcilows:
A child and dependent care credit egual tc forty-
five percent of the federal child and dependent care
credit provided in section 21 of the Internal Revenue

Code of-1554,

Sec. 20. Section 422.13, subsection 1, paragraph
a, Code 1987, 1s amended to read as follows:

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

Sec. 21. Section 422.16, subsection 1, unnumbered
paragraph 1, Code 1987, 1is amended to read as follows:

Every withholding agent and every employer as
defined in this chapter and further defined in the
Internal Revenue Code of-1954, with respect to income
tax collected at source, making payment of wages to a
nonresident employee working in Iowa, or to a resident
employee, shall deduct and withhold from the wages an
amount which will approximate the employee's annual
tax liability on a calendar year basis, calculated on
the basis of tables to be prepared by the department
and schedules or percentage rates, based on the wages,
to be prescribed by the department. Every employee or
other person shall declare to the employer or
withholding agent the number of the employee's or
other person’'s personal exemptions and dependency
exemptions or credits to be used in applying the
tables and schedules or percentage rates. However, no
greater number of personal or dependency exemptions or
credits may be deciared by the employee or other
person than the number to wnich the employee or other
person is entitled except as allowed under section
3402(m} (1) of the Internal Revenue Code ¢£€-31954. The
claiming of exemptions or credits in excess of
entitlement is a serious misdemeanor.

Sec. 22. Section 422.16, subsection 11, paragraphs
a and d, Code 1987, are amended to read as follows:

a. Every person cr married couple f£iling a return
shall make estimated tax payments i{f the person's or
couple's Iowa income tax atiributable to income other
than wages subject to withholding can reasonably be
expected to amount to fifty dollars or more for the
taxable year, except that, in the cases of farmers ang
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A":’s'ner:s, the exceptions provided in :tne Internal
tevenue Code =£-1354 with respect to making estimated
paynents shall apply. The estimated tax shall be paid
in guarterly installments. The first installment
shall be paid on or before the last day of the fourth
menth of the taxpayer's tax year for which the
estimated payments apply. The other installments
shall be paid on or before June 30, September 30, and
January 3i:. However, at the election of the person or
married couple, any installment of the estimated tax
may be paid prior to the date prescribed for its
payment. If a person or married couple filing a
return has reason to believe that the person's or
couple's Jowa income tax may increase or decrease,
either for purposes of meeting the reguirement to make
estimated tax payments or for the purpose of
increasing or decreasing estimated tax payments, shall
increase or decrease any subsequent estimated tax
payments accordingly.,
¢. Any amount of estimated tax paid is a credit
against the amount of tax £found payable on a final,
compieted return, as provided 1n subsec:tion 9,
relating to the credit for the tax withheld against
the tax found payable on a return properly and
prrectly prepared under sections 422.5 through
z 2.25, and any overpayment of one dollar or more
27 snhall be refunded to the taxpayer and the return
28 corstltutes a claim for refund for this purpose.
29 Amounts less than one dollar shall not be refunded.
30 The method provided by the Internal Revenue Code of
1 954 for determining what 1s 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 underpayment of estimated tax
36 1s an amount determined at the rate in effect under
37 sectlon 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
4C as provided in the Internal Revenue Code of-1954.
41 Underpayment of estimated tax shall be determined in
42 the same manner as provided under the Internal Revenue
43 Code o#-3954 and the exceptions in the Internal
4 Revenue Code o£-1954 also apply.
4 Sec. 23. Section 422,20, subsection 2, Code 1987,
46 is amended to read as follows:
47 2. It shail be unlawful for any officer, emplovee,
48 cr agent, or former officer, employee, or agent of the
4S5 state to disclose to any person, except as authorized
Soﬂ'subsecticn 1l of this section, any federal tax
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103(b) of the Internal Revenue Coce ©f-195%.
hall further be unlawful for any person to whom any
federal tax return or return information, as defined

in section 6103(b) of the Internal Revenue Code &f
1954, is disclosed in a manner unauthorized by
subsection 1 of this section to thereafter print or
publish in any manner not provided by law any such
return or return information. Any person committing
an offense against the foregoing provision shall be
guilty of a serious misdemeanor.

Sec. 24. Section 422.21, unnumbered paragraph 1,
Code 1987, 1s amended to read as follows:

Returns shall be in the form the director may, from
time to time, prescribe, and shall be filed with the
department on or before the last day of the fourth
month after the expiration of the tax year except that
co-operative associations as defined in section
6072(d) of the Internal Revenue Code of-1954 shall
file their returns on or before the fifteenth day of
the ninth month following the close of the taxable
year. I1f, under the Internal Revenue Code of-1954, a
corporation is required to file a return covering a
tax period of less than twelve months, the state
return shall be for the same period and shall be due
forty-five days after the due date of the federal tax
return, excluding any extension of time to file. In
case of sickness, absence, or other disability, or if
good cause exists, the director may allow further time
for filing returns. The director shall cause to be
prepared blank forms for the returns and shall cause
them to be distributed throughout the state and to be
furnished upon application, but failure to receive or
secure the form does not relieve the taxpayer from the
obligation of making a return that is required. The
department may as far as consistent with the Code
draft income tax forms to conform to the income tax
forms of the internal revenue department of the United
States government. Each return by 2 taxpayer upon
whom a tax is imposed by sectiocn 422.5;7-subsecties-is
paragrapn-%g® shall show the county of the residence
of the taxpayer.

Sec. 25. Section 422.21, unnumbered paragraph 4,
Code 1587, is amended by striking the unnumbered
paragraph.

Sec. 26. Section 422.25, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:
Within three years after the return is filed or

within three vearc after the re:iurn became due,
including any extensions of time for filing, whichever

1t
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'time is the later, the deparTmeni shal.
¥ determine the correct amount =f fas, an

determined by the department 1s the tax.
the taxpayer omits from income an awmount
under the Internal Revenue Code of-3354,
statute of limitations for assessment of L
to six years under the federal law, the period for
examination and determination is six years. In
addition to the applicable period of limitation for
examination and determination, the departmeant may make
an examination and determination at any time within
six months from the date of receipt by the department
of written notice from the taxpayer of the final
disposition of any matter between the taxpayer and the
internal revenue service with respect to the
particular tax year. In order to begin the running of
the six-months' period, the notice shall be in writing
in any form sufficient to inform the department of the
final disposition with respect to that year, and a
copy of the federal cocument showing the final
disposition or final federal adjustments shall be
attached to the notice.

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 defined 1in section 1504(a) of the

27 Internal Revenue Code of-1954.
28 i}r——Por-pnrpcses-of—section—422737—snbsection—S7
28 the—Internai-Revenune-Code-of-1954-shati-be-tnterpreted
30 to-inelude-the-provisitons-of-Pubs-br-Nev-96-4<
31 Sec. 28. Section 422.33, subsecticn 4, Code 1987,
32 is amended by striking the subsection and inserting 1in
33 lieu thereof the following:
24 4. In addition to all taxes imposed under this
35 division, there is .mposed upon each corporation doing
36 business within the state the greater of the tax
37 determined in scbhsection 1, paragrapns "a" through "d"
38 or the state alternative minimum tax equal to sixty
39 percent of the maximum state corporate 1lncome tax
40 rate, rounded to the nearest one-tenth of one percent,
41 of the state alternative minimum taxable lncome of the
42 taxpayer computed under this subsection.
43 The state alternative minimum taxable income of a
44 taxpaver is equal to the taxpayer's state taxable
45 income as compuieé with the adjustments in section
46 422.35 and with the foilowing adjustments:
47 a. AdG items of tax preferernce inciuded in federa:
(8 alternative minimum taxable income uncer section 57,
43 except subsections {a)(1l) anéd {(a)({5), of the Interna.
7 evenue Code, make the adjustments inciuded in federa:

O M@ SO I Lt
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alternative minimum taxeble income under section 5§,
except supsections {a){4) and {d), of the Internal
Revenue Code, and add losses as requirec by section 58
of the Internal Revenue Code. In making the
adjustment under section 56(c){l) of the Internal
Revenue Code, interest and dividends from federal
securities net of amortization of any discount or
premium shall be subtracted.

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

€. Subtract an exemption amount of forty thousand
dollars.

d. In the case of a net operating loss computed
for a tax year beginning after December 31, 1986 which
1s carried back or carried forward to the current
taxable year, the net operating loss shall be reduced
by the amount of items of tax preference and
adjustments arising in the tax year which is taken
into account in computing the net operating loss in
section 422.35, subsection 13. The deduction for a
net operating loss for a tax year beginning after
December 31, 1986 which is carried back or carried
forward to the current taxable year shall not exceed
ninety percent of the alternative minimum taxable
income determined without regard for the net operating
loss deduction.

Sec. 29. Section 422,33, subsection 5, Code 1987,
is amended to read as follows:

5. The taxes imposed under this division shall be
reduced by a state tax credit for increasing research
activities 1in this state eqgual to six and one-half
percent of the state's apporticned share of the
qualifying expenditures for increasing research
activities. The state's apportioned share of the
gualifying expenditures for increasing research
activities is a percent egual to the ratio of
qualified research expenditures in this state to the
total qualified research expenditures. For purposes
of this subsection, "gualifying expenditures for
increasing research activities" means the qualifying
expenditures as defined for the federal credit for
increasing research activities which would be
allowablie under section 38 41 of the Internal Revenue
Code @f-39545-in-affect-on-Fannary-+7-3585,

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

_22_
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' Sec. 30. Section 422.35, Code 1987, is amended to
read as follows:

422.35 NET INCOME OF CORPORATION -- HOW COMPUTED.

The term "net income" means the taxable income
before the net operating loss deduction, as properly
computed for federal income tax purposes under the
Internal Revenue Code of-1954, with the following
adjustments:

1. Subtract interest and dividends from federal
securities.

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

3. Where the net income includes capital gains or
losses, or gains or losses from property other than
capital assets, and such gains or losses have been
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 resulting from the use of a
22 basis of cost or January 1, 1934, fair market value,
23 less depreciation allowed or allowable, whichever 1is

.igher. ©Provided that the basis shall be fair market
3 alue as of January 1, 1955, less depreciation allowed
L W.r allowable, in the case of property acguired 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 5-~-Add-the-amount-by-which-the-basis-of-quatrfred
35 dep:eciabie—prope:ty-és—required—to-be—increased—Eor
36 éepreciation-purpcses—ander-the—Enternai—Revenﬁe~€ode
17 Amendmenta-Act-0f-1964-to-the-extent-that-suen-amount
38 eqcsis—the-net—amount—oé-the—specéa%—dedncticn-ai}owed
39 on-the-basis-of-the-amount-by-which-the-deprectabte

40 basés-of—sach-qna}éfied—property-was—reqnired—te—be

41 reduced-Eor-éepreciat%on—pnrpcses-under—the—Enterna&
42 Revenue-Eode-Amendments-Act-of-3962+--Fhe-“net-amount
43 oE—the—speciai—deduction“-shaii-be—computed-by—takﬁng
44 the-sum-of-the-amounta-by~-which-the-basis-of-quatified
45 property—was-requireé—to—be~decreased—£oe-deprecfatéon
46 pu:poses—for—the-years-i962—and-£963-and—subtracting
47 from-it-the-aum-oé-the-amounta-by-which-the-basis-of
48 sach-property—was—reqnireé-to—be—éncreascd;—préar—to
4"‘9667—fcr—depreciation—or—déspos&téon—purpcses—under
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&. Subtract the amount of the jobs tax credit
allowable for the tax year under section 531 of the
Internal Revenue Code of-395¢ to the extent that the
credit increased federal taxable income.

7. If the taxpayer 1s a small business
corporation, subtract an amount equal to fifty percent
of the wages paid to individuals named 1in paragraphs
"a", "b", and “"c" who were hired for the first time by
the taxpayer during the tax year for work dore in this
state:

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

t3) 1Is regarded as having that impairment.

b. An individual domiciled in this state at the
time of the hiring who meets any of the following
conditions:

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

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

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

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

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

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

=-24-
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‘.allowable for the tax year under section 40 of the
‘ Internal Revenue Code 0f£-1%54 to the extent that the
3 credit increased federal taxable income.
4 ¢. 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 &f-1954
8 for property placed in service by the transferee prior
¢ 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 cf the Internal Revenue Code o£-1954
13 as amended to and including December 31, 1985.
14 Entitlement to depreciation on any property involved
15 in a2 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
183 *954 as amended to and including December 31, 1985,
15 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 scurces. Net
losses under section 165 of the Internal Revenue Code
28 of-3954, 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 3954, 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 activity nor provide substantlial 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 Towa
4‘taxable income results in a net operating loss, such

_25...
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net operating loss shall be deducted as follows:

a. The Iowa net operating loss shall be carried
back three taxable years or to the taxable year in
which the corporation first commenced doing business
in this state, whichever is later.

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

¢. If the election under section 172(b){3)(C) of
the Internal Revenue Code &£-3954 1s made, the Iowa
net operating loss shall be carried forward fifteen
taxable years.

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

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

Sec. 31. Section 422.35, subsection 2., Code 1987,
is amended to read as follows:

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

Sec. 32. Section 422.35, subsection 11, Code 1987,
is amended by striking the subsection.

Sec. 33. Section 422.35, Code 1987, 1s amended by
adding the following new subsection:

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

Sec. 34. Section 422.36, subsection S5, Code 1987,
is amended to read as follows:

S. Where a corporation is not subject to income
tax and the stockholders of such corporation are taxed
on the corporation's income under the provisions of
the Internal Revenue Code of-13854, the same tax
treatment shall apply to such corporation and such
stockholders for Iowa lncome tax purposes.

Sec. 35. Section 422.37, subsection 7, Ccde 1987,
is amended to read as follows:

7. The computation of consolidated taxable income

_26_
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'for the members of an affiliated group of corporations
subject to tax shall be made in the same manner and
under the same procedures, including all intercompany
adjustments and eliminations, as are reguired for
consolidating the incomes of affiliated corporations
for the taxable year for federal income tax purposes
in accordance with section 1502 of the Internal
Revenue Code of-1954.
Sec. 36. Section 422.60, Code 1987, is amended by
10 striking the section and inserting in lieu thereof the
11 following:
12 422.60 IMPCSITION OF TAX.
13 1. A franchise tax according to and measured by
14 net income is imposed on financial institutions for
15 the priviiege 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
16 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
omputed under this subsection.
The state alternative minimum taxable income of a
Z; taxpayer 1s 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)(l) 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.
36 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 snall 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
_E'eduction for a net operating loss for a tax year

-27-
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beginning after December 31, 1986 which is carried
back or carried forward to the current taxable year
shall not exceed ninety percent of the alternative
minimum taxable income determined without regard for
the net operating loss deduction.

Sec. 37. Section 422.61, subsection 2, Code 1987,
is amended to read as follows:

2. "Taxable year” means the calendar year or the
fiscal year ending during a calendar year, for which
the tax 1s payable. ™"Fiscal year" includes a tax
period of less than twelve months if, under the
Internal Revenue Code of-3954, a corporation is
required to file a tax return covering a tax period of
less than twelve months.

Sec. 38. Section 422.72, subsection 2, Code 1987,
1s amended to read as follows:

2. Federal tax returns, copies of returns, and
return information as defined in section 6103(b) of
the Internal Revenue Code of-1354, which are required
to be filed with the department for the enforcement of
the income tax laws of this state, shall be deemed and
neld as confidential by the department and subject to
the disclosure limitations in subsection 1 of-thes
sectron.

Sec. 39. Section 422.73, subsection 4, Code 1987,
is amended by striking the subsection.

Sec. 40. Section 422.73, Code 1987, is amended by
adding the following new subsections:

NEW SUBSECTION. Notwithstanding subsection 2, a
claim for credit or refund of the income tax paid for
a tax year beginning in the 1983 calendar year is
considered timely if the claim is filed with the
department on or before October 22, 1987, if the
taxpayer's federal income tax was forgiven under
section 692 of the Internal Revenue Code because the
taxpayer died, or was missing in action and determined
dead, while serving in a combat zone. To the extent
the federal income tax was forgiven under section 692
of the Internal Revenue Code for the tax year, the
Iowa income tax 1s also forgiven.

NEW SUBSECTION. Notwithstanding subsection 2, a
claim for credit or refund of the state alternative
minimum tax paid for any tax year beglnning on or
after January 1, 1982 and before January 1, 1984 1is
considered timely if the claim is filed with the
department on or before October 22, 1987, if the
taxpayer's capital gains preference items for purposes
of the federal individual alternative minimum tax was
reduced as a result of section 13208 of the
Consolidated Omnibus Budget Reconciliation Act of 1985

-28-
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/‘as amended by section 1896 of the Tax Reform Act of
¥ 1986.

Sec. 41. Section 450.3, subsections 2 and 7, Code
1987, are amended to read as follows:

2. By deed, grant, sale, gift or transfer made
within three years of the death of the grantor or
donor, which is not a bona fide sale for an adequate
and full consideration in money or money's worth and
which is in excess of the annual gift tax exclusion
allowable for each donee under section 2503,
subsections b and e of the Internal Revenue Code of
3954 as defined in section 422.3. If both spouses
consent, a gift made by one spouse to a perscn who is
not the other spouse is considered, for the purposes
of this subsection, as made one half by each spouse
under the same taorms and conditions provided for in
section 2513 of the Internal Revenue Code e£-1954 as
defined in section 422.3.

7. Which gqualifies as a qualified terminable
interest property as defined in section 2056{b}{7)(B)
of the Internal Revenue Code ®f-1354 as defined in
section 422.3, shall, if an election is made, be
treated and considered as passing in fee, or its
equivalent, to the surviving spouse in the estate of

; he donor-grantor. Property on which the election is
ade shall be included in the gross estate of the
surviving spouse and shall be deemed to have passed in
fee from the surviving spouse to the persons
succeeding to the remainder interest, unless the
property was sold, distributed, or otherwise disposed
of prior to the death of the surviving spouse. A
sale, disposition, or disposal of the property prior
to the death of the surviving spouse shall void the
election, and shall subject the property disposed of,
less amounts received or retained by the surviving
spouse, to tax in the donor-grantor's estate in the
same manner as if the tax had been deferred under
sections 450.44 through 450.49.

Sec. 42. Section 450.37, subsection 1, paragraph
b, Code 1687, is amended to read as follows:

bh. The alternate value of the property, if the
personal representative so elects, that has been
established for federal estate tax purposes under
section 2032 of the Internal Revenue Code o£-1354 as
defined in section 422.3. The election shall be
exercised on the return by the personal representative
or other person signing the return, within the time
prescribed by law for filing the return or before the
expiration of any extension of time granted for filing

_f'he return.
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Sec. 43. Section 450A.1, Code 1987, is amended to
read as follows:

450A.1 DEFINITIONS.

&s used in this chapter, unless the context
otherwise requires:

1. "Generation skipping transfer" means the
generation skipping transfer as defined in section
2611 of the Internal Revenue Code of-1554.

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

3. LPsemed-transferor’-means-che-deemed-transferor
as-defined-itn-section-2612-0€é-the-internai-Revenue
Eode-of-1954+

4+ “Director" means the director of the department
of revenue and finance.
5;-~tGeneratton-skipping-trusti-means-a-generation
sikrpping-trust-as-defined-in-section-26tt-of-the
fnternai-Revenne-Code-of-1954+
6---tGeneratron-skipping—trust-equrvalienti-means-a
generatron-skipping-trust-egquivatrent-as-defined-in
section-26i-of-tne-internali-Revenue-Eode-0£-3954<

7 4. "DPtatributee Transferee" means a person
receiving property in a generation skipping transfer.
8 5. "Department" means the department of revenue
and finance.

6. "Direct skip" means the same as the term is
defined in section 2612(c) of the Internal Revenue
Code,

7. "Taxable termination" means the same as the
term is defined in section 2612(a) of the Internal
Revenue Code.

8. “"Taxable distribution" means the same as the
term 1s defined in section 2612{(b) of the Internal
Revenue Code.

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

Sec. 44. Section 450A.2, Code 1987, is amended to
read as follows:

450A.2 IMPOSITION OF TAX.

A tax is imposed on the transfer of any property,
included in a generation skipping transfer, other than
a direct skip, occurring at the same time asy-er
after; and as a result of the death of the-deemed
transferor an individual, equesi-eeo-the in an amount of
equal to the maximum federal credit allowable under
section 2602¢¢7¢53tBy 2604 of the Internal Revenue
Code ©£-31554, for that-portion-of-state—estates;
tnherttances-tegacyr-ar-anccession-tax the generation
skipping transfer tax actually paid to the state in

AL SN+ S o (RN N - PV S I
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.‘respect of any property included in the generation
- skipping transfer.

3 Where the deemed 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
8

the courts of Iowa, an amount equal to the total
credit as allowed under the Internal Revenue Code of
9 2554 shall be paid to the state of Iowa. Where the
10 deemed transferor i1s 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
12 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, Cecde 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£-3954.
h Sec. 46. Section 450A.4, Code 1987, is amended to
wread as follows: '
28 450A.4 PAYMENT OF THE TAX.
29 The tax imposed by this chapter shall be paid
30 within-twelve-montha on or before the last day of the
31 ninth month after the death of the deemed-transferor
32 t+é-the-transfer-occeura-at-that-time;-or-if-iatery-the
33 day-wnich-ts-tweive-months-after-the-day-on-which-such
34 generation-skipping-transfer-oceurred 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-purposea-eof-this-chaptery-any-property
39 eremsferred-during-the-three-year-period-endrng-on-the
40 date-of-the-deemed-transferoria-deasth-and-which-ta
41 itnciunded-tn-a-generation-skipping-transfer-under-the
42 Imrernal-Reverue-Code-0f-1954-shali-be-censrdered-as
43 transferred-on-the-deemed-transferoris-deaths
44 Sec. 47. Section 450A.5, Code 1987, 1s amended to
45 read as follows:
46 450A.5 LIABRILITY FOR THE TAX.
47 The distributee transferee of the property included
48 in the generation skipping transfer shall be
49 personally liable for the tax to the extent of the
ﬁ%fa'::-market its value, determined under section 2624

_31_
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of the Internal Revenue Code as of the time of the
distributron;-ot-the-property-received-rn-the
distributien generation skipping transfer. If the tax
is attributable to a taxable termination, as defined
in section 26%3 2612(a) of the Internal Revenue Code
of-1954, the trustee and the transferee shall be
personally liable for the tax to the extent of the
value of the property subject to tax under the
trustee's control.

Sec. 48. Section 450A.6, Code 1987, is amended to
read as follows:

450A.6 LIEN OF THE TAX.

The tax imposed by this chapter shall be a lien on
the property subject to the tax for a period of ten
years from the time the generation skipping transfer
occurs. Full payment of the tax, penalty and interest
due amd-interest;-if-any; shall release the lien and
discharge the distributee transferee and trustee of
personal liability. Unless the lien has been
perfected by recording, a transfer by the distrrbutee
transferee or the trustee to a bona fide purchaser for
value shali divest the property of the lien. 1If the
lien is perfected by recording, the rights of the
state under the lien have priority over all subsequent
mortgages, purchases or judgment creditors. The
department may release the lien prior to the payment
of the tax due if adeguate security for payment of the
tax is given.

Sec. 49. Section 450A.10, Code 1987, is amended to
read as follows:

450A.10 DIRECTOR TO ENFORCE COLLECTION.

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

Sec. 50. Section 450A.11, Code 1987, is amended to
read as follows:

450A.11 DUTY TO CLAIM MAXIMUM CREDIT.

It shall be the duty of any person liable for the
payment of the tax to claim the maximum federal credit
allowable for that portion of the state estatey
tnherttancer—tegacy-or-succession generation skipping

_32_
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‘ransfer tax paid in respect of any property included
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in a taxable generation skipplng transfer. Claiming
on a federal return a sum less than the maximum
federal credit allowable shall not relieve any person
liable for the tax of the duty to pay the tax imposed
under this chapter.

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

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

Sec. 51. Section 450B.1, Code 1987, is amended to

y ead as follows:
o 450B.1 DEFINITIONS.

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

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

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

3. "Qualified real property”, “qualified use",
ncessation of qualified use", and “qualified heir"”
mean the same as defined in section 2032A of the
Internal Revenue Code of-+954.

4. For purposes of subsection 1, the Internal
Revenue Code o£-3954 shall be interpreted to include
the provisions of Pub. L. No. 98-4.

Sec. 52. Section 450B.2, Code 1987, is amended to

read as follows:
450B.2 ALTERNATE ELECTION OF VALUE FOR QUALIFIED

USE.

Notwithstanding section 450.37, the value of
qualified real property for the purpose ot the tax
imposed under chapter 450 may. at the election of the
taxpayer, be its value for the use under which it
qualifies as prescribed by section 20327 of the

1 ‘ection under this section only if all of the

i‘nternal Revenue Code of-1954. A taxpayer may make an
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following conditions are met:

1. An election for federal estate tax purposes was
made with regard to the qualified real property under
section 203ZA of the Internal Revenue Code ef-1554.

2. BAll persons who signed the agreement referred
to in section 2032A(d)(2) of the Internal Revenue Code
cf-1954 make the election under this secticn and sign
an agreement with the department of revenue and
finance consenting to the application of section
4508.3 with respect to the qualified real property.

3. The total decrease in the value of the
qualified real property as a result of the election
under this section does not exceed the dcllar
limitation specified in section 2032A(a)(2) of the
Internal Revenue Code o#-3554,

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

The definitions and special rules specified in
section 2032A(e) of the Internal Revenue Code ©f-3%954
shall apply with respect to qualified real property
for which an election was made under this section
except that rules shall be prescribed by the director
of revenue and finance in lieu of the regulations
promulgated by the secretary of treasury.

The director shall prescribe regulations setting
forth the application of this chapter in the case of
an interest 1n a partnership, corporation, or trust
which, with respect to the decedent, is an interest in
a Cclosely held business within the meaning of section
6166{b)(1l) of the Internal Revenue Code of-3354. Such
regulations shall conform as nearly as possible with
the regulations promulgated by the United States
secretary of treasury in respect to such interests.

Sec. 53. Section 450B.3, Code 1987, is amended to
read as follows:

4508.3 ADDITIONAL INHERITANCE TAX APPLICABLE.

There is imposed upon the qualified heir an
additional inheritance tax if, within ten years after
the decedent's death and before the death of the
qualified heir, the qualified heir disposes of, other
than to a member of the family, any interest in
qualified real property for which an election under
section 450B.2 was made or ceases to use for the
qualified use the qualified real property for which an
electior under section 450B.2 was made as prescribed
in section 2032A(c) of the Internal Revenue Code of
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3 1$54. The additional inheritance tax shall be the

b amount computed under section 450B.5 and shall be due
six months after the date of the dispositiocn or
cessation of qualified use referred to in this
section. The amount of the additional inheritance tax
shall accrue interest at the rate of ten percent per
year from nine months after the decedent's death to
the due date of the tax. The tax shall be paid to the
department of revenue and finance and shall be
deposited into the general fund of the state. Taxes
not paid within the time prescribed in this section
shall draw lnterest 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. l
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16 Sec. 54, Section 451.1, subsection 8, Code 1987,

17 is amended to read as follows: .
18 8. "Internal Revenue Code o£f-3¥954" means the same

19 as defined in section 422.3.

20 Sec. 55. Section 451.2, unnumbered paragraph 1,

21 Code 1987, 1s amended to read as follows:

22 An amount equal to the federal estate tax credit

23 for state death taxes as allowed in the Internal

24 Revenue Code ©£-1954 is hereby 1mposed upon every
transfer of the net estate of every decedent, being a

hesident of, or owning property in this stater;-as

R eretn-provided.

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 e¢£-1554.

37 Sec. 57. Section 450A.13, Code 1987, 1s repealed.

38 Sec. 58. No addition to the tax shall be made

39 under section ¢22.16, subsection 11, paragraph "d" 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., 5. Sections 2, 3, 7, %, 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,

_35_
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25, 28, 31, 32, 33, and 36 of this Act are retroactive
to January 1, 1987 for tax years beginning on or after
that date.

Sec. 61. Sections 41, 42, S1, 52, 53, 54, 55, and
Sé6 of this Act are retroactive to January 1, 1987 for
estates of persons dying on or after that date,

Sec. 62. Sections 43 through 50 of this Act are
retroactive to October 22, 1986 for generation
skipping transfers which are eligible for the credit
for state taxes under section 2604 of the Internal
Revenue Code and are made after October 22, 1986,
subject to the special rules of section 1433(b) of
Public Law 99-514.

Sec. 63. Section 57 of this Act 1s retroactive to
June 11, 1976.

Sec. 64. This Act, being deemed of immediate
importance, takes effect upon enactment.™"

2. Title page, by striking lines 1 through 7 and
inserting the fcllowing: "An Act relating to the
state's income, franchise, and death taxes by updating
references to the Internal Revenue Code, rewriting the
state minimum taxes to conform with the federal
alternative minimum taxes, rewriting the state
generation skipping transfer tax to conform with the
federal provisions, rewriting the state individual
income tax to impose a flat rate, striking obsclete
and repealed items, clarifying the taxation of
regulated investment company dividends and shares,
extending the statute of limitations for certain
refund claims, providing for waiver of penalty for
underpayment of estimated tax, and providing effective
dates."
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3736, ~o Senate
reprinted by the

1. Page 2, Dy S=tCii
inserting the following:

“a. For taxpayers other ti
filing separately:

{1) On all taxable 1income
thousand dollars, two percen:t.

(2) On all taxable Income exceeding fi
dollars, six percent.

b. For married taxpavers £iling separately:

(1) On all taxable ipncome £rom zero thrcugh two
thousand five hundrecé doilars, twc percent.

(2) On all taxable income exceeding two thousand
five hundred dollars, six percent.”

2. Page 3, line 6, by striking the word and
figures "6 and 7" and inserting the following: "2, 6,
7, and 10".

3. Page 3, by inserting after line 7 the
following:

O~ N &b~ QWD -G Ui

po bt ke p 4t et

[y

(=
el

N

“2. However, no tax shali be 1mposed on any
resident or nonresident whosa net incoae, as defined
in secticn 422.7, is five seven thousand dollars or
less: but in the event that the vayment of tax under

rhis division would reduce the net income to less than
five 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 £ive seven
thousand dollars. The preceding sentence does not
apply to estates or trusts. For the purpocse 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 five seven thousandé dollars, neither of
them shall receive the benefit cf this subsection, and
it is immaterial whether they file a joint return or
separate returns. A person who 1s claimed as a
dependent by another person as deflned in section
422.12 shall not receive the benefit of this
subsection if the person claiming the dependent nas
net income exceeding five seven thousand dollars or
the person claiming the depencent and the person's
spouse have combined net income exceeding £ive seven
thousand dollars.”

4. Page 3, line 38, by striking the word "Eive"
ané inserting the following: "five seven”.

5. Page 3, by inserting after line 50 =zhe
following:

"10. In addition to the other taxes imposed by

_l_
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al amount :
subject tax shail oe
net income for purposes oOf determining eligibil:
..nder che five seven thousand collar or less
exclusion.

Sec. 80. 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 rax recurn and who elect
ro file a jeiat returny Or separate returns &r
separate—E%iing—on—a—cembtne&—retnfn focr Iowa lacome
tax purposes, may avail rhemselves of the disapllity
income exciusion and shall compute the amount of the
disability income exclusion subject to the limitations
for joint federal income tax return filers provided by
cection 105(3d) of the Internal Revenue Code of 1554.
The disability income exclusion provided in section
105td} of the Internal Revenue Code of 1954, as
amended up to and including December 31, 1982,
continues to apply for state income tax purposes for
tax years begilnning on or after January 1, 1984.

8. Married taxpayers who file a joint federal
income tax return and who elect to file separate
returns er—separate—éii&ng—on-a—cembfned—returﬁ for
lowa income tax purposes, may avail themselves of the
expensing of business assets and capital 1ioss
provisions of sections 179(a) and 1211i{b} respectively
of the Internal Revenue Code of 1954 and shall compute
the amount of expensing of business assets and capital
loss subject to the limitations for joint federal
income tax return filers provided by sections 179(b)
and 1211l(b) respectively of the Internal Revenue Code
of 1954.

19. Married taxpayers, who file a ioint federal
income tax return and who elect to file separate
returns er—who—e&eet—3eparate—fi}ing—en—a-ccmbined
ceturn for state inccme tax DUIDOSES. shall include in
net income any social security benefits or tier 1
railroad retirement benefits received to the same
extent as those beneflts are taxabie on the taxpayer's
ioint federal return for that year under section 856 of

b
ol

0

i
S ]
m »
Lo
vy (uet O
b
O

L<




PAGE SEVENTEEN, APRIL 16, 1987 HOUSE CLIP SHEET

H-3778
Page Three

. the Internal Revenue Code of 1354. The benefits
included in net income must be allocated bhetwesn the
3 spouses in the ratio of the social security benefits
4 or tier 1 railrcad retirement benefits receiv=d by
5 each spouse to the total of these benefits received by
6 both spouses.”
7 6. Page 4, by striking lines 36 through 44 and
8 inserting the following: ‘"paragraph 1, Code 1987, is
9 amended to read as follows:
10 An optiocnal standard deduction of fifteen percent
11 of the net income after-deduection-eof-federal-income
12 #a=, not to exceed one thousand two hundred dollars
13 for a married person who files separately, one
14 thousand two hundred dollars for a single person or
15 three thousand dollars for a husband and wife who file
16 a joint return, a surviving spouse as defined in
17 section 2 of the Internal Revenue Code of 1954, or an
18 unmarried head of household as defined in the Internal
19 Revenue Code of 1954."

20 7. Page 5, by striking lines 21 through 35.
21 8. Page 5, by inserting after line 35 the
22 following:
23 "Sec. 81. Section 422.12, subsection 2, unnumbered

24 paragraph 2, Code 1987, is amended to read as follows:
~ Married taxpayers electing to file separate returns
. er-filing-separatety-on-a-combined-return must
: allocate the child and dependent care credit to each
28 spouse in the proportion that each spouse's respective
29 net income bears to the total combined net income.
30 Taxpayers affected by the allocation provisions of
31 section 422.8 shall be permitted a deduction for the
32 credit only in the amount fairly and equitably
33 allocable to Iowa under rules prescribed by the
34 director.
35 Sec. 82. Section 422.12, Code 1987, is amended by
36 adding the following new subsection:
37 NEW SUBSECTION. 4. A two-earner credit for
38 married taxpayers filing jointly. For tax years
39 beginning in 1987, the credit is equal to one percent
40 of the gqualified earned income of the spouse with the
41 lower qualified earned income not to exceed fifty
42 dollars. For tax years beginning on or after January
43 1, 1988, the credit is equal to one and one-half
44 percent of the qualified earned income of the spouse
45 with the lower qualified earned income not to exceed
46 seventy—-five dollars. For purposes of this credit the
47 term "qualified earned income" means the same as
48 provided in section 221 of the Internal Revenue Code
49 in effect on December 31, 1986, except that only
iﬁ qualified earned income from Iowa sources shall be

-3=
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considered for the credit. Nenresidents may slaim the
credit only to the extent that both SpoOuses have
qualified earned income from Iowa sources.

Sec. 83. Section 422.13, subsection 1, paragraph
b, Code 1987, is amended to read as follows:

b. The individual, except a married person filing
segarately, has net income of fanr seven thousand
doillars or more for the tax year from sSOurces taxable
under this division. In the case of a married person
Filing separately, the individual has net income of
three thousand five hundred doliars or more £oO7 the
tax year from SOUrces taxable under this division."

13 5. pPage 6, lLine 7, by inserting after the figure
14 "12" the following: wand sections 80 through 83".
H-3778 FILED APRIL 15, 1987 BY TABOR of Jackson

LOST (p 14 3)
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- Freng the Commitiee on Ways «nd »oan amendmeni, H-
2 3735, o Senate File 48L, a3 ams-nied, zassed, and

> leprinted by the :enate, as Icllowe

4 1. Page 2, by strikinc lines 2% tnrough 3. and

5 Inserting the foll owlng

6 "a. On all taxable income from zero thrcugh five

7 thousand doliars, two percent.

8 o. On all taxable income exceeding five tngusand

9 &oilars but not exceeding seven thousand doiiars, foor
1L mercenz.
i c. On all taxable ilnccme exceeding tever .rousand
12 Zuilars, six percent.”
13 2. ~Fage 3, line 6, by surixing the word ard
14 £igures "6 and 7" and inserting the Igllowing: "2, 6,
15 7, andé 10".
15 3. Page 3, by 1inserting after line 7 the
27 fcllowlng:
i8 "2. However, no tax shall be .mpcsec on any
19 resicent or nonresident whose ncgt income, as defined
20 1n section 4§22.7, 1is five seven thousand dcliars or

. iess; but in the event that the payment of tax under
22 this division would reduce tne net incume te less than

S
23 ¢tve seven thousand dolilars, then the tax shalili be
4 regduced £C that amoult WALCh Wwould result in aL.lwing
25 the Taxpayer to retain a ne:t income of €rva seven
26 tncusand dellars. The preceding senzence does not
27 appiy tO estates or trusts, For the purpcse of this
28 zubsection, the entlire net income, lnciudiag any part
¢S thnerec¢f not alloca*ed vc Iowa, stalli pe fa<en into
30 zccount,  If the combined net lacome of a nushand and
3. wife exceeds ‘;ve seven thcoyusand dolilars, neither &f
32 wher ghall receive the benefic <f rthis subsection, and
33 1t is immaterial whether *rev file a2 -~oint regurn or
34 separate returns. A person who is claimed as a
25 dependent by ancther perscn as defined In sectise
36 422.12 shail not receive the beneflit of thls
37 subsecticon 1f the person claiming the gdependent has
38 net income exceea;vc frve aeva" thousand del.iars or
39 the person claiming the dependent anc the person’'s
40 spouse have conbiﬁed net lncome exceecding fszve seven
41 thousand doilars.
52 4. Page 3, line 38, by strixing the w~crd "five"
43 and inserting the following: "fiwve seven”,
44 5. Page 3, by inserting after line 50 the —
4% followlng:
46 "1 In addition to the sther taxes imposed Dy
47 this sechiu , 2 tax 1s 1mposed on the amcunt of a iump
4% sum éistripution for which the taxpayer has elected
4% under section 402(e) of the Internal Revenue Code of
306 1654 to be separately taxed for fecera: lncome tax

-1~
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purposes for the tax year. The rate of tax is egual
to twenty-five percent of the separate federal tax
imposed on the amount of the iump sum distribution. A
nonresident 1s liable for this tax only on that
portion of the lump sum distributicn aliocable to
Iowa. The total amount of the lump sum distribution
subject to separate federal tax shall be 1ncluded in
net income for purposes of determining eligibility
under the £ive seven thousand dollar or less
exclusion.,"

6. Page 4, by striking lines 36 through 44 and
inserting the following: ‘"paragraph 1, Code 1987, is
amended tc read as focllows:

An optional standard deduction of fifteen percent
cf the net income after-deduetion-of-federat-inceome
tax, not to exceed one thousand two hundred dollars
for a married person who files separately, one
thousand two hundred dollars for a single perscn 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, 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 egual 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. Fcr purposes of this credit the
term "qualified earned income" means the same as
provided in section 221 of the Internal Revenus Code
in effect on December 31, 1986, except that only
qualified earned income from Jowa sources shall be
considered for the credit. Nonresidentis may claim the
credit only to the extent that both spouses have
cgualified =arned income from Iowa sources.

Sec. 83. Section 422.13, subsecticn 1, parag
b, Code 1987, is amended to read as follows:

. The individual has net lncome of feur seven
thousand dollars or more for the tax year from sources

aph
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50 taxable under this divisicn.®
Page Three :
1 9. Page 6, line 7, by inserting after the figure

2

"12" the following: "and sections 82 and 83",

H-37%§ FILEB APRIL 15, 1987, BY BENNETT of Ida

LOST
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SENATE FILE 481
AMENDMENT H-3736

: FISCAL NQTE
’ UESTED Y REPRESENTATIVE OSTERBERG

In compliance with a written request received April 13, 1987, a fiscal note
for AMENDMENT H-3736 TO SENATE PILE 481 1s hereby submitied pursuant to Joiat
Rule 17. Data wused 1in developing this fiscal note are svailable f{rom the
Legislative Fiscal Bureau to members of the Legislature upon request.

Amendment H-3736 to Senate File 48l as amended, passed, and reprinted by the
Senate makes several changes to the bill. Beginning in tax year 1987, taxable
income brackets and tax rates are as follows for all taxpayers:

Taxable income Rate (%}
§ 0 - 4,000 4.00
4,000 - 15,600 6.00

above $15,0600 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 to
determine net income from $5,500 to $§5,627 on a separate relturn and from J
58,000 to 58,184 on a joint return.

Federal income taxes would not be deductible for Iowa taxpayers under
Amendment H-3736. The amendment also strikes =:the increase in the sales,
2o services, and use tax from Senate File 48l.

Assumptions

1. Federal deductibility is disallowed under the amendment.

2. Married filing separately on a combined veturn is disallowed under the
bi1ll, but is allowed under the amendment.

3. The minimum adjusted gross income exemption is disallowed under Senate
File 48] and the amendment.

4. The effect of the tax rate changes under the amendment is assumed to be
the same in FY 1988 and FY 1989,

INDIVIDUAL INCOME TAX LIABILITY FISCAL EFFECT

Under current 1law, 1987 individual income tax liability is estimated to be
approximately $847 million. Individual income tax liability under Senate Flile
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 1s estimated to
be approximately $974 million for tax year 1987, an increase of $127 million
compared to currvent law.

SOURCE: Department of Revenue and Finance
(LSB 274235%.6, RJH)

=D APRIL 14, 1987 BY DENNIS PRQUTY, FISCAL DIRECTOR
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Amend Senate File 481, as amended, passed, and re-
printed by the Senate, as follcws:

1. By striking everything after the enacting
clause and inserting the following:

"Section 1. Sectilon 422.3, subsection 5, Code
1987, is amended by striking the subsection arg
inserting in lieu thereof the following:

oo
fu
—

5. "iInternal Revenue Code" means the I
Revenue Code of 1954, prior to the date «<f
redesignation as the Internal Revenue Coca
the Tax Reform Act of 1986, or means the
Revenue Code of 1986 as amended tc and
January 1, 1987, whichever 1is appiicabile.

Sec. 2. Section 422.4, subsection 17, Code 1987,
is amended to read as follows:

17. a. "Annual iaflation factor' meams-an-index;
expressed-as-a-percentages-cetermined-pby-che
department-each-yeas-to-ref:ect-the-purehasing-power
of-the-detiar-as-a-reauit-of-inflatron-during-the
precedrrg-caisndar-years--ror-the-:98i-anrd-subasguent
catenduar-years;-Yannuai-infiacren-£faecrerl means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor is
determined to reflect the purchasing power of the
dollar as a result of inflation during the fiscal year
ending in the calendar year preceding the calendar
year for which the factor is determined. In
cetermxﬂlng the annual inflation factor, the
department shall use the annual percent change, bu
not less than zero percent, in the implicit price
deflator for the gross naticnal product computed €
the-wroze-calendagr-year-gr Tcr the second guarter
the calendar yeary-in-the-epae-sf-eche-annnpr-infigeton
factor-for-the-198i-and- sabsec~ent-cazeﬁaar—years, by
the bureau of ecoconomic ana;y31s of the United States
department of commerce and shall add two-fourths fee
the-1586-and- subsecﬂenh-c&4erca'-year- of that percent
change to one hundred percent. Phe-arnuei-infiascion
factar-for-the-1979- catender-year-ra- o*#-*ﬂacreé ~twsd
point-three-pereents The annual inflation factor and
the cumulative infiation factor shall each be
expressed as a percentage rcunded ¢ the nearest one-
tenth of one percent. The annual inflatior facior
shall not be less than one hundred percert.

b. "Cumulative inflation factor" means the product
of the annual inflaticn factor for the 9378 1987
calendar year and all annual irflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
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81 .2
appg?es to all tax years beglnning <n or after Janua.y
1 of the calendar year for which the lates:t annual
inflation factor has beer determined.

c. The annual inflaticn factor for the 938 1987
calendar year is one hundred percent.

d. Notwithstanding the computation of the annual
inflarion factor under paragraph "a" ef-ehis
aubsection, the annual :nflation factor is one huncreu
percent for any calendar vear in which the unobligatss
state general fund balance on
the-director-ef-revenne-and-finance-by-Sencember-x6-of
the-frscai-year-beginning-tn-that-catendar-year-zs
tess-rhan-sixty-miitren-datiares--Hewevers-for-the
138i-and-subsegrent-carendar-yearay-the-annueal
smfiarron-factor-t3-one-hundred-prrecent-for-any
catendar-year-tf-the-uncbitgased-srace-generaz-fun
hatamce-on-dune-36-of-che-catendar-year-preceding-th-
catender-year-£for-which-the-facter-ts-decerminesd,
certified by the director cf revenue and finance
October 10, is less than sixty million dollars.

Sec. 3. Section 422.5, subsection 1, paragraphs &
through m, Code 1987, are amencded by striking the
paragraphs and inserting in lieu therecf the
following:

a. On all taxable income from zero through four
thousand dollars, four percent.

b. On all taxable income exceeding four thousard
dollars but not exceeding fifteen thousand dollars,
Six percent.

€. On all taxable income exceeding fif
thousand dollars, nine percent.

Sec. 4. Secticn 422.5, subsection 1, paragr
Code 1987, is amended to read as follows:

» d. The tax imposed upon the taxabie income
nonresident shali be computed by reducing the amouj
determined pursuant to paragraphs "a&" through 2m®
by the amounts of nonrefundable credits under this
division and by multiplying this resulting amount by a
fraction of which the nonresident's net income
allccated to Iowa, as determined in section 422.8,
subsection 2, 1s the numeratcr and the nonresident's
total net lnccme computed under section 422.7 1s thre
denominator. This provision alsc applies to
individuals who are residents of lowa for less than
the entire tax year.

Sec. 5. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, is amended to read
as follows:

There is imposed upon every resident and
nonresident of this state, including estates and
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rust%, %he greater of the tax decermined in
parag*aphs "a" through ¥m¥ "d" or the state
alternative minimum tax equal =0 nine percen: of the
ate alternative minimum taxable income of the
taxpayer as computed under this paragraph.

Sec. 6. Section 422.5, subsections 6 and 7, {cd
1887, are amended to read as follows:

6. A person who is disabled, is sixtyv-two year
age or older or 12 the surviving spouse orf
individual or survivor having an insurable
an individual whc would have gqualified fer
exemption under th:is paragraph for this tax
receives one or more arnuities from the Un:
civil service retirement and disability tru
and whose net income, as defined in section 422.7, is
sufficlent to regulire that the tax be impcsed upen 1t
under this section, may determine final taxable incoms
for purposes of imposition of the tax by excluding the
amount cf annuities received from the United States
civil service retirement and disability trust fund,
which are not alreacy exciuded in determining net
income, as defined 1n section 422.7, up tc & maximum
each tax year oifi five thcusand #tve-hundred six
hundred twentv-seven dollars for a person who files a
separate state income tax return and eight thousand
one hundred eighty-four dollars total for a huspband
and wife whc file a joint state income tax return.
However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the
amount of annuities received as a result of tne death
of the other spouse. The amount of the exemp:iion
shall be reduced by the amsunt 2f any social *ec::ity
benefits received. For the purpose of thilis secticn,
the amount of annuities received from the Un:ted
States civil service rec:irement and cisability trust
fund taxable under the Interral Revenue Cocg2 of 1954
shall be included :in net income for purpocses of
determining eligibility under the five thousand doilar
or less exclusion.

7. Uporn determination of the latest cum
inflation factor, the director shali mult
dollar amount set forth in subsect:i:on .,

"a" through #m# "c" of this sectlion, and eac

amount specified in this secticn as the maximum

of annuities received which may be excluded :in
determining final taxable income, by this cumuliative
inflaction factor, shall round off the resulting
product to the nearest one dollar, and shall
incorporate the result into the income tax forms ané
instructions for each tax vyear.
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Sec. 7. Sectiocn 422.8, subsection 2, Code 1987,
amended to read as foiliows:

2. Nonresident's net income al located to Iowa lu
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
property, trust, estats, ©or other scurce within Iowa.
If any business, trade, pxot fession, Or occupa<tisn 1s
carried on pa'tly within and partly without the staie,
only the port*on of the ﬂeu income which is fairly ars G
equitably at rributable tc that part of the business,
trade, profession, or occqpatlor carried on within tne
state is allocated to Iowa fOr DUIDOSES 0f secticn
422.5, subsection 1, paragraph Unm*® "g" andé secti
422.13 and income from any property, trust, estate, ©Or
other source partly within and partiy without the
state is allccated to Icwe 1n the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligaticons, anc édividends are
allocated to Iowa o“‘y ro the extent to which they are
derived from a business, trade, professicn, or
occupation carried on within the srzte. However,
income received by an individuai who is a resident of
another state is not allocated to iowa 1f the income
is subject to an income tax imposed by the state where
the individual resides, and 1f the state of residence
allows a simiiar exciusicon for 1lncome received in that
state by residents of Icowa. In order to implement the
exclusions, the director shall designate by rule the
states which allow a sim:ilar exclusion for income
received by residents of I anrd may enter !
agreements with other st e ovide thet
exclusions will be al n rovide shlvab
withholding requirement 2 5 9

Sec. 8. Section 422.9, cSubsecticn unnumbered
paragraph 1, Code 1987, is ended | triking the
paragraph and inserting in ieq therecf the following:

For a single person who . » a head of hcusehcld,
a married couple filing jJointly, @& surviving spouse, a
gqualifying widow, a head cf household, or a married
person filing separately an optional standard

~

by

deduction egual tc the amount of the standarc
deduction derermined under section 53(c) of the
Internal Revenve Code for that flling status.

Sec. 9. Section 422.9, subsectioen 2, par agraph b,
Code 1987, is amended by striking tne paragraph and
inserting in lieu thereof the foliowing:

bh. For tax years beginning on or after Janua 1,
1987 but before January ., .988, add the amount
federal income tax paid during the tax year :o




-

SENATE 79
April 20, 19a7

wd b Bl ped b e ped e

é‘l;b&-bbubb

4]

U W= QW g U O

O W ~) G U

681 pg. 5

ﬁllih

previous tax year, excapt ‘or federal 0
in estimated tax payrents, to the extent ¢
federal income tax paid was nct the resuit
adjustment to the raturn for the previous tax

For tax years beginning on or after January

add the amount of federal income tax paid during

tax year which is the result of an adjustment to a
federal return for a tax year beginning prior =c
January 1, 1987. Subtract the amount of rederal
income tax refund received during the tax Jear to thco
extent that the federal income tax th w3 refunded
had been deducted onrn a return H ! tax year.
Married perscns who nave filed iG] leral income
tax return and who flle separatel ? V2

federal income tax paid or the

refund between them in the ratic of the

adjusted gross income of each spcuse to the adiustedl
gross income of both spouses for the tax year which
resulted in tre income tax payment or the income tax
refund.

Sec. 10. Section 422.9, Code 1987, is amended oy
adding after subsection 2 the folliowing new subsection
and renurbering the other subsections:

NEW SUBSECTION. 3. In addition to the amount
deducted under subsection 1 or 2, the taxpayer may
deduct the amount cf the applicable perscnal
exemptions allowed under section 151 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
taxpayers shall equally divide -amongst them the amount
cl the exemption for dependents allowed under section
151 of the Interral Revenue Code.

Sec. 1l. Section 422.12, subsection 1, Code 1987,
ls amendec by striking the subsection.

Sec. 12. Section 422,21, unnumbered paracraph 4,
Code 1987, is amended to read as £ol.ows:

The director shall determine for the 3539 2988 ang
subsequent calendar years the annual and cumilative
infiation factors for those calendar years to be
appiied to tax years beginning on or after January >
¢f that calendar year. The director shall compute the
new dollar amounts as specified therein to pe adjusted
in section 422.5 by the latest cumulative infiation
factor and round cff the result te the nearest one
doliar. The annual and cumulative infiation factors
determined by the director are not rules as defined in
section 17A.2, subsection 7.

Sec. 13, Section 442.7, subsection 1, paragraph a,
Code 1987, is amended by adding the foliowing new
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SENATE 20
April 20, 1987
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1 unnumbered paragraph:
2 NEW UNNUMBERED PARAGRAPH. However, the computation
3 in determining the state percent of growth shall not
4 include revenues generated as a result of state tax
5 increases or increased revenues resulting from reduced
6 federal taxes.
7 TSec. 14. Sections 1 through 12 cf this Act are
8 retroactive to Jaruary 1, 1987 for tax years beginning
9 on or after that date.

10 Sec. 15. This Act, being deemed of immediate

11 importance is effective upon eractment.”

12 2. Title page, line 2, by striking the wcrd

.13 "withholdirng,".

14 3. Tit.e pace, by &triking Lines 4 though & and

15 inserting the following: “adjusiing the aliowable

16 growth under the schocl”.

5-3681
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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 for certain contractors as a result of that
increase; adjusting the allowable growth under the school
foundation formula; andé providing effective cdates,
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 Senate, be amended as follows:




SENATE 12
May G, 1987

1. By striking everything after the enacting ¢lause and
inserting the following:

"Section 1. Section 98.6, subsection 2, Code 1987, 1is
amended to read as follicws:

2. Notwithstanding subsecticon 1, there is imposed and
shall be collected and paid to the department a tax on alil
cigarettes used or otherwise disposed of in this state for any
purpose at-the-rate-of-nine-miita-on-each-ecigareste-£or-the
pertod-peginning-duty-:+7;-198i-and-ending-Septembder-387-1985
and at the rate of ehirteen eighteen mills on each cigarette
beginning Oetobesr July 1, 9585 1987.

Sec. 2. NEW SECTION. 98.40 INVENTORY TAX.

1. All persons required to be licensed under section 98.13

as distributors having in their possession and nheid for resale
on the effective date of an increase in the tax rate
cigarettes or little cigars upon which the tax under secticn
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 this
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 subject to the inventory tax for the

purpose of determining the tax due. These perscons 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 is 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
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98.6, 98.8, 98.12, or 98.43 after the tax 1lncrease except that
ﬂ' in computing the rate of the inventory tax any discount
' allowed or aliowable 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, pricr to the date of its redesignation as the
internal Revenue Code of 1986 by the Tax Reform Act of 1986,
or means the iInternal Revenue Code of 1986 as amended to and
inciuding January 1, 1987, whichever is applicable.

Sec. 4. Section 422.4, subsection 17, Code 1987, 1s
amenced to read as follows:

17. a. "annual inflation factor" meang-an-tndexs
exnressed-as-ag-percentages-determrned-by-the-department-eachn
vear-to-ceflect-the-purchasing-power-of-the-dotzur~as-a-reauls

tion-—duritng-the-preceding-catendar-year---For—the-1982

e

a
seguent-calendar-yearsy-Yannuai-rnératron-facktord mean
X, expressed as a percentage, determined by the
deparument by October 1% of the calendar year preceding the
calendar year for which the factor is determined to reflect
the purchesing power of the collar as a result of infiation
during the fliscal year ending in the calendar year preceding
the calendar year for which the factor 1s determined. In
determining the annual inflation factor, the department shall

use the annual percent change, but not less than zero percent,
in the implicit price deflator for the gross national product

computed £sr-the-whole-catendar-year-or for the second quarter

of the calendar years;-in-the-case-of-she-annuat-rnfiasien
factor-for-cne-198t-and-subsequent-catendar-yeasasr by the

bureau 0f economic analysis of the United States cdepartment cf
commerce and shall add two-fourths fer-tne-1986-and-subaeguent
catendar-vears of that percent change tc one hurndred percent.

Pre-annuat-infiatten-factor-for-the-1979-catendar-year-+a-~cne

rundred-two-potnt-three-perecents The annual inflation factor

-3-




SENATE 14
May G, 1987

and the cumulative inflation factor
a percentage rounded to the nearest
The annual inflaticn factor shall not i

percent.

b. "Cumulative inflation factor" means the product ci the
annual inflation factor for the 978 1987 calendar year and
all annual inflation factors for subsequent calendar years as
determined pursuant to this subsection. The cumulative
inflation factor applies to all tax years beginning on or
after January 1 of the calendar year for which the latest
annual inflation factor has been determined.

¢. The annual inflation factor for the *978 1987 calendar
vear 1s one hundred percent.

d. Notwithstanding the computation 2f the annual inflation
factor under paragraph "a" of-thia-aubseeeton, the annual
inflation factor is one hundred vercent fcr any calendar vear
in which the unobligated state general fund balance on June 30
as-cereified-ny-tre-drrector-of-revenue-and-finance-by
September-ig-af-tne-£iscar-year-peginning-tn-that-catendasr
vear-te-tess-than-atxty-miitron-dottaras--However,;-far-the
t98t-and-subsaquent-catendar-yearsy-che-annuaz-infiation
faetor-rs-one-hundred-percent-far-any-ecatendar-yvear-+f-tne
unebirgacted-stata-senerat-fund-batance~on-June-33-af-tne
catendar-year-preceding-the-catendar-year-for-wnich-she-faccar
t3-desesmined, as certified by the director of revenue and
finance by October 10, is less than sixty million dolilars.

Sec. 5. Section 422.5, subsection 1, paragraphs a =hrough
m, Code 1987, are amended by striking the paragraphs and
inserting in lieu thereof the following:

a. For taxpayers other than married taxpayers filing
separately:

(1) On all taxable income from zero through five thousand
dollars, two percent,

(2) ©On all taxable income exceeding five thousand dollars,
S1x percent.

b. For married taxpayers filing separately:
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{1) On all taxable income from zero through %wo thousaand
five hundred dollars, two percent.

{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 taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paraqraphs-“al-threugh-*m" paragraph
"a" or "b" by the amounts of nonrefundable credits under this
division and by multiplying this resulting amount by a
fraction of which the nonresident's net income ailocated to
Iowa, as determined in section 422.8, subsection 2, is the
numerator and the nonresident's total net income computed
under section 422.7 is tne denomirator. This provision also
applies to individuals who are residents cf Iowa for less than
the entire tax year.

Sec. 7. Section 422.5, subsection L, paragraph o,
unnumbered paragraphs 1 and 5, Code 1987, are amended to read
as follows:

There 1s imposed upon every resident and nonresident of
this state, including estates and trusts, the greater of the
tax determined in paragraphs "a" through t“a* "¢" or the state
alternative minimum tax equal ¢ 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 apportionec¢ share of the state alternative
minimum tax is one hundred percent of the state alternative
minimum tax computed in this subsection. In the case of a
nonresident, including a nonresident estate or trust, or an
individual, estate or trust that is domiciled in the state for
less than the entire tax year, the state's apportioned share
of the state alternative minimum tax is the amount of tax
computed under this subsecticon, reduced by the applicable
credits in sections 422.10, 422.11, 422.11A and 422.12 and
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this result multipiled by a fraction with a numerator cf the
sum of state net income allccated tc Icwa as determirned in
section 422.8, subsection 2, and tax prefarence items
attributable to Iowa and with a denominatcer 0f the sum Gf
“otal net 1ncome computed urder seciion 422.7 and al.l tax
preference items. In computing tnis fraction, those items
excludable under subparacgraph (1) shall not be used in
computing the tax preference items. Married :taxpayers
electing to file separate returns sr-sepacateiy-on-a-cembined
reeurn must allocate the minimum tax cemputed ia 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 beth spouses.

Sec. 8. Section 422.5, subsections 2, 6, 7, and 10, 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 in section 422.7, is
£+ve 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 £2ve seven thousand dollars, then the tax shall
be reduced to that amount which would result in allewing the
taxpayer to retain a net income of #ive seven thousand
dollars. The preceding sentence does not apply to estates or
trusts. For the purpose of this subsection, the entire net
inceme, including any part therecf noc aliccated to Iowa,
shall be taken into account. If the combired nez inccome of a
husband and wife exceeds #+ve seven thousand dellars, neither
of them shall receive the benefit of this 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 claiming the
dependent has net income exceeding £ive seven thousand doilars
or the person claiming the dependent and the person's spouse
have combined net income exceeding five seven thousand
dollars. :
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6. A person who is disabled, is sixty-two years of age or

older or is the suyrviving spouse of an individual or survivor
having an insurable interest in an individual who would have
gualified for the exemption under this paragraph for this tax
year and recelves one or more annuities from the United States
civil service retirement and disability trust fund, arnd 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
cf the tax by excluding the amount of annuities received from
the United States civil service retirement and disability
trust fund, which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum each tax

yvear of five fthousand f£ive-hundred six hundred twenty-seven

dollars for a person who files a separate state income tax

return and eight thousand one hundred eighiy-£four dollars

total for a husband and wife who file a joint state income tax
return. However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the amount of
annuities received as a result of the death of the other
spouse. The amount of the exemption shall be reduced by the
amount of any social security benefits received. For the
purpose of this section, the amount of annuities received £rom
the United States civil service retirement and disability
trust fund taxable under the Internal Revénue Code of 1354
shall be included in net income for purposes of determining
eligibility under the f£+ve seven thousand dollar or less
exclusion.

7. Upon determination of the latest cumulative inflation
facter, the director shall multiply each dollar amount set
forth in subsection 1, paragraphs "a" threugh-“m% and "b" of
this section, and each dollar amount specified in this section
as the maximum amount of annuities received which may be
excluded in determining final taxable income, by this
curmulative inilation factor, shall round off the resulting
product to the nearest one dollar, and shall incorporate the
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result into the inccome tax forms and instructions

year.
10. In acdition to the cther taxes imposec by this .
sectiocn, a tax 1s imposed on the amount of a Lump sum
distribution for which the taxpayer nas elected under section
402{e) of the Internal Revenue Cocde of 1954 to be separately
caxed for federal income tax purposes for the zax year. The
| rate of tax 1s equal to twenty-five percent of the separate
federal tax imposed on the amcunt of the ilump sum
distribution. A nonresident is liable for this tax cnly on

that portion of the lump sum distributicn allccabie o Iowa.

The total amount of the lump sum distribution subject to
separate federal tax shall be ircluded in net income £or
purposes of determining eligibility under the #£tve 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. 1Individual taxpayers and married taxpayers who file a
joint federal income tax return and who elect to file a joint . ;

returny Qr separate returns er-separate-fiting-on-a-combrnred
return for Iowa income tax purposes, may avail themselves of
the disébility income exclusion and shall compute the amount
cf the disability income exclusion subject to the limitations
for jaint federal inccme tax return filers provided by section
105(d) of the Internal Revenue Code of 1954. The disabilizy
income exclusion provided in section 105(d) of cthe Internal
Revenue Code of 1954, as amended up to and including December
31, 1982, continues to apply for state income tax purposes for
tax years beginning on or after January 1, 1984.

8. Married taxpayers who file a joint federal income tax
return and who elect to file separate returns ezs-separate
f+iing-sn—-a-combined-return for Iowa income tax purposes, may
avail themselves of the expensing of business assets and
capital loss provisions of sections 179{(a) and 1211(b)
respectively of the Internal Revenue Code of 1954 and shall .
compute the amount of expensing of business assets and capital
CCrR -8~
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loss subject to the limitations for joint federal income tax
return fllers preovided 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 or-whe-etect
separate-frirng-on-a-combined-return for state income tax
purposes, shall include in net income any social security
benefits or tier 1 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 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.

Sec. 10. Section 422.8, subsection 2, Code 1987, 1is
amended to read as follows:

2, Nonresident's net income allocated to Iowa is the net
income, or portion thereof, which Is derived frem a business,
trade, profession, or occupation carried on within this state
or 1nccme from any property, trust, estate, or other source
wizhin Towa. 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 tc that part of the business, trade,
profession, or occupation carried on within the state is
allocated to Iowa for purposes of secticn 422.5, subsection 1,
paragraph “nt® "c¢" 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 depcosits 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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income is subject to an income tax impeosad by the state wnere

the individual resides, and 1f the state of residence allows a

similar exclusion for inccme received i1n that state oy .
residents of Iowa. In crder to implement the exclusicns, the

director shall designate by rule the states which allow a

similar exclusion for income received by residents of Icwa,

and may enter into agreements with cther states toc prcvice

that similar exclusions will be allowed, and to provide

suitable withholding requirements in each state.

Sec. 11. Section 422.9, subsection 1, unnumbered paragraph
1, Code 1987, is amended to read as £ollows:

An optional standard deduction cf fifteen percent of the
net lncome after-deduccion-of-federai-ineeme-sax, 1ot o
exceed one thcusand two hundred dollars fcor a married person
who files separately, one thousand twoc hundred dollars for a
single person or three thousand dollars fcor a husband and wife

who f£ile 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.
Sec. 12. Section 422.9, subsection 2, paragraph b, Code

" AR TRRLR e

1987, is amended by striking the paragraph ancé inserting in
lieu thereof the following:

b. For tax years beginning on or after January 1, 1987 but
cefore Januéry 1, 1988, add the amcunt of federal income tax
paid during the tax year for the previous tax vear, except for
federal income tax paid in estimated tax payments, t¢ zhe
extent that the Zederal income tax paid was not the result of
an adjustment to the return for the previous 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 is
the result of an adjustment to a federal return for a tax year
beginning prior 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

CCrR =10~
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who have filed a joint federal income tax return and who file
separately shall divice the federal income tax paid or the
federal income tax refund between them in 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 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, 1s amended to read as follows:

Married taxpayers electing to file separate returns er
ftling-separatery-on-a-combined-return 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 allcocation
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 direcctor.

Sec. l4. Section 422.12, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. 4. A two-earner credit for married
taxpayers f£iling jointly. For tax years beginning in 1987,

the credit is ecqual to one percent of the gqualified earned
income of the spouse with the lower qualified earnecd income
not to exceed fifty dollars. For tax years beginning on or
after January 1, 1988, the credit is egual 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 oniy qualified earned income from Iowa sources
shall be considered for the credit. Nonresidents may c¢laim
the credit only to the extent that both spouses have gualified
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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5. The individual, except a married perscn £iling

separatelv, has net income of feur seven thousand colliars cr

more for the tax year from sources taxable under this

division. In the case of a marcied perscn f£...ng separate.v,

the individual has net 1ncome of fhree thousand flve hundred

dollars or more for the tax vear frcm sources taxable under

this division.

Sec. lb. Section 422.21, unnumbered paragrapn 4, Ccde
1987, is amended to read as follows:

The director shall determine for the 1979 1388 and
subsequent calendar years the annual and cumulative -nflaticn
factors for those calendar years ¢ be applied o tax vyears
peginning on or after January I of that calendar year. The
director shall compute the new dollar amounts as specified
ctherein to be adjusted in section 422.5 by the latest
cumulative inflation factor and round off the result to the

nearest one dolliar. 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, Cocde
1987, is amended by adding the following new unnumbered
paragraph:

NEW UNNUMBERED PARAGRAPH. However, the computation in
determining the state percent of growth shalil not include

revenues generated as a result of state tax increases or
increased revenues resulting from reduced federal taxes.

Sec. 18, Sections 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 1, 1987.

Sec. 20. Section 1 of this Act takes effect July 1, 1987.

Sec. 21. This Act, being deemed of immediate importance is
effective upon enactment."

2. Title page, lines 4 through 6, by striking 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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inserting the follcwing:

: }'igars" .

ON TEE PART QOF THE SENATEZ:
CHARLES RRUNER, Chairperson
GEORGE R. KINLEY
EMIL J. HUSAK

Filed May 8, 1987
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MINNETTE DODERER, Chalrperson
PHIL BRAMMER

HUGO SCHNELOTH

DOROTHY CARPENTER
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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 dnder the school
foundation formula; and providing effective dates,
respectfully make the following report:

1. That the House recede from its amendment, S$-3681, tc
Senate File 481, as amended, passed, and reprinted by the
Senate.

2. That Senate File 481, as amended, passed, and reprinted
by the Senate, be amended as follows:

1. By striking everything after the enacting clause and
inserting the following:

"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
ingerting the following: "An Act adjusting the allowable
growth under the school foundation formula.”

ON THE PART OF THE SENATE: ON THE PART OF THE HOUSE:

CHARLES BRUKER, Chairperson MINNETTE DODERER, Chairperson
GEORGE R. KINLEY PHIL BRAMMER

LARRY MURPHY DAVID OSTERBERG

JACK W. HESTER WAYNE BENNETT

DAVID M. READINGER JANET METCALF

Filed May ¢, 1987
/U»‘ /353,)

A.. coNcuRrreD /7757

CCR -2~
Lo CidapZocb s/ /5 7:_’} 2252




’ e rr——

2
3

£

[¥]]

O W ~d O

Ss B # 37
Loy S c_zml Mmeans

S
SENATE FILE Fios “;e*’ S

BY (PROPOSED COMMITTEE CN

ptar
Y

......

WAYS AND MEANS BILL)

Passed Senate, Date Passed House, Date

Vote: Ayes Nays Vcte: Ayes Nays

Approved

A BILL FOR

1 An Act relating to state tax revenues and expenditures by

altering the individual income tax rates, standard deductions,
and personal exemptions and credits; increasing the state
sales, services, and use tax and providing feor 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; adjus:ing
the homestead property tax credit and the elderly and disabled
credit and reimbursement schedule; decreasing the schccl
foundaticn 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:

SUB COMMITTEE ASSIGNMENTS

CHAIR: £Yieers’
COMMITTEE: /”f N
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Section 1. Section 98.6, subsection 2, Code 1987, is
amended to read as follows:

2. Notwithstanding subseczion i1, there is imposed and
shall be collected and paid to the department a tax on all
cligarettes usec or otherwilise disposed of in this state for any
purpcse at-the-race-of-nrne-mitls-san-each-eigaretre-£fer-cne
period-beginning-duiy-7y-198i-and-endrng-September-367-1585
anmd at the rate of thirteen mills on each cigarette beginning
October 1, 1985. The rate of tax imposed on all cigarettes as
of October 1, 1985 appllies until such time as the general

assembly specificalliy alters the rate.
Sec, 2. NEW SECTION. 98,40 INVENTORY TAX.
1. ALl persons required to be licensed under section 98,13

as distributors having 1n their possessicn and held feor resaile
on the effective date of an increase 1n the tax rate
cigarettes or little cigars upon wnich the tax under section
98.6 or 98.43 has been paid, unused cigarette tax stamps which
have been paid for under secticn 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 this
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 subject 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 inventofy tax on each item subject to
the tax as specified in subsection 1 1s egual %0 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
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amount that 1s to be paid on each similar item under secticon
98.6, 98.8, 98.12, or 98.43 after the tax lncrease except that
in computing the rate of the 1lnventory tax any dilscount
allowed or aliowable under secticon 98.8 shall not be
considered.

Sec. 3. Section 98.43, subsections 1 and 2, Code 1987, are
amended to read as follcws:

1. A tax is imposed upor all tobacco products in this
state and upon any person engaged 1n business as a distributor
thereof, at the rate cf f£ifteen percent ©f the wholesale sales
price of the tobacco products, except little cigars as cefiread

in secticn 98.42. Little cigars shall be subject to the same

rate of tax imposed upon cigarettes in section 98.6, pavyablie

at the =ime and in the manner provided 1n section 98.6; and
stamps shall pe affixed as provided in division I of this

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

Ocrober 1, 1985 applies until such time as the genera.

assembly specifically alters the rate. The tax on tcbacco

products, excluding little cigars, shall be :imposec at the
time tne distributor does any of the following:

a. Brilngs, or causes to be brought, into this state frcm
without the state tobacco products for sale.

b. Makes, manufactures, or fabricates tcbacco precducts in
this state for sale in this state.

c. Ships or transports tcbacco products to retailers in
this state, to be sold by those retailers.

2. A tax is imposed upon the use or storage by consumers
of tobacco products in this state, and upon the ccnsumers, at
the rate of fifteen percent of the cost of the tcbacco
products.

The tax imposed by this subsection shall nect apply 1f the
tax imposed by subsection 1 on the tobacco products has been
paid. The rate of tax imposed under this subsection as of

-

October 1, 1985 apolies until such time as the generail

assembly speciflcally alters the rate,.

-2=-




Wk

W

(=]

—

l.J

(] .
U & W P OO~ oW

o

$4

b4
(Ve IR+ « SRNCS I o 0]

N R b
o

4% ]
=

[ SO V]
LV V]

[PV S I S I S S S )
= Y B e s . T ¥, e

[

W L W oW
[ %L IR = VS R S ]

This tax shall not appiv to the use or stcrage cf tobacco
products 1n guantities of:

&. Less than 25 clgars.

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

c. Less than 1 1lb. smoking cr chewing tobacco or other
tobacco products not specifically mentioned herein, in th
possession of any one consumer.

Sec. 4. Section 422.3, subsecticn 5, Cede 1987, is amended
by striking the subsection and inserting in lieu thereof the
foliowing:

5. "Internal Revenue Ccde" means the Interral Revenue Code
cf 1954, prior to the date cf its redesignation as the
Internal Revenue Coce of 1986 by the Tax Refcrm Ac: of 1986,
or means the Internal Revenue Code of 1986 as amendecé to and
including January 1, 1987, wnichever is applicable.

Sec. 5. Section 422.4, subsection 17, paragrapn a, Code
1987, 1s amended to read as follcws:

a. "Annual inflat:on factor" means-am-indexs;-expreased-as
a-pereentager-—determined-by-csne-deparemens-ecacn-year-to
refiece-the-purchasing-povwer-of-the-doltitar-as-g-seanie-af
tnfratron-during-the-preceding-carendas-year---Per-che-1381
and-subsequent-catendar-years;-Yannuai-infiacion-factarl means

an index, expressed as a percentage, determined by the

department by October 15 of the calendar year preceding the

calendar year for which the factor is determined to reflect
the purchasing power of the dollar as a result of inflation
during the fiscal year ending in the calendar vear preceding
the calendar year for wnich the factor is determined. In
determining the annual inflation factor, the department shall
use the annual percent change, but not less than zero percent,
in the implicit price deflatcr for the gross naticnal product
computed fer-the-whote-catendar-year-or for the second guarter
0f the calendar yeary-=zn-the-case-of-tne-annuai-inftatien
tactor-8ar-ecnhe-198r-2nd-acpaequens-carendar-vearsy; by the

bureau of eccncmic analvsis cf the United States departmen:z of




commerce and shall adé two-fourths fsr-eme-i980-and-aunsequens
earendar-years of that percent change to one hundred percent.
The-annuat-+nfrarion-factor-8ar-rhe-32333-catendar-year-r2-one
rundred-twe-potnt-chree-percents The annual :nflaticon factcr
and the cumulative inflation factor shall each be expressed as
a percentage rounded to the nearest one-tenth of one percent.
The annual inflation factor shall not be less than cne hundred
percent.
Sec. 6. Section 422.5, subsection 1, paragraphs a through
m, Ccde 1987, are amended by striking the paragraphs and
inserting in lieu thereof the following:
a. For a single perscon other than a head cf househcld, the
tax rates are as follows:
On all taxable income £from zero through three thousand
three percent.
taxable income exceeding three thousand dollars
but not exceeding twelve thousand dollars, five percent.
(3) On all taxable 1ncome exceeding :iwelve thousand dol-
iars, seaven and nine-tenths percent.
b. Fecr a married couple f£iling jeintly and a head of
nousehcld, the tax rates are as follows:
{1y On all taxable income from zerd throuch four thousand
five hundred doliars, three percent.

{2} On all taxable income exceeding four thcusand five

nundred dollars but not exceeding eighteen thouseand dcllars,

five percent.

(3) On all taxable income exceeding eighteen thcousand
dollars, seven and nine-tenths percent,

c. Fcr a married person filing separatelwv, an estate, and
a trust, the tax rates are as follows:

{1) On ail taxabple income frcm zero through two thousand
two hundred £fifty dollars, three percent.

(2) On ail taxable income exceeding two thousand two
nundred fifty dollars but not exceeding nine thousand doilars,

five percent.
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{3y On all taxable income exceeding nine thousandé deliars,
seven and nine-tenths percent.

The tax rates and bracket amounts In paragraphs "a" through
"c" are effective for tax years beginning on or after January
1, 1987 but before January 1, 1988.

Sec. 7. Section 422.5, subsection 1, paragraphs a thrcugh
m, Code 1987, are amended by striking the paragraphs and
inserting in lieu thereof the following:

a. For a single person other than a head of househecld, :the
tax rates are as follcws:

{1y On all raxable income from zero through twe thousand
doilars, three percent. )

{2} On a.l taxable 1lnccme exceeding two thousand dollars
but net exceecding ten thousang decllars, five percent.

(3) On all taxable iLncome exceeding ten thousand dcllars,
seven and nine-tenths percent.

b. For a married couple filing jointly and a head of
nouseholid, th
{1y On

dollars, thre

tax rates are as follows:

m

T

1]
[
(=]

taxable income from zero through three thousand

{1

percent.

(2) ©On all taxeble income exceeding three thousané dollars
but not exceeding fifteen thousand dollars, five percent.

(3) On all taxable income exceeding fifteen thousand
dellars, seven and nine-tenths percent.

c. For a married person £1ling separately, an estate, and
a trust, the tax rates are as £ollows:

{l1) ©On all taxable income from zero through one thousand
five hundrecé dollars, three percent.

(2) On all taxable income exceeding one thousand five
hundred dollars but not exceeding seven thousand five hundred
decllars, five percent.

{3) ©On all taxable income exceeding seven thousand five
nundred dollars, seven and nine-tenths percent.

The tax rates and bracket amcunts in paragrapn "a" througn

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




1, 1988.

Sec. 8. Section 422.%5, subsecticn I, paragrapn n, Code
1987, is amencecd to read as £follows:

n d. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amcunt
determined pursuant to paragraphs "a" through #m# "¢" by the
amcunts of nonrefundable credits under this division and by
multiplying this resulting amount by a fraction of which the
nonresident's net income allocated to Iowa, as determined in
section 422.8, subsection 2, 1s the numerator and the
nonresident's total net income computed under section 422.7 Is
the denominateor. This provisicn also applies to individuals
who are residents of Iowa for less than the entire tax year.

Sec. 9. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, 1s amended tc read as
follows:

There 1s impcsed upon every resident ané nonresident of

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

tax determined in paragraphs "a" through #m#% "é&" or the state

alternative minimum tax equal to nine percent ¢f the state
alternative minimum taxable 1ncome of the taxpaver as computed
under this paragraph.

Sec. 10. Section 422.5, subsection 7, Code 1987, is
amended to read as follows:

7. Upon determinaticn c¢f the latest cumulative inflaticn
factor, the director shall multiply each doilar amcunt set

forth in subsection 1, paragraphs "a" through #m2 "¢" of this
section, and each dollar amount specified in this section as
the maximum amount of annuities received which may be excluded
in determining final taxable income, by this cumulative
inflation factor, shall round off the resulting product to the
nearest one dollar, and shalil incorporate the result into the
inceme tax forms and instructcions for each tax year.

Sec. 11. Section 422.8, subsection 2, Code 31987, lis

amended to read as foilows:
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2. Nonresident's net inccme allocated to Icowa is the net
income, or portion therecf, which is derived from a business,
trade, profession, or occupaticn carried on within this state
or income from any property, trust, estate, or other scurce
within Icwa. 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 cccupation carried on within the state is
allocared to Icwa for purposes of section 422.5, subsection i,
paragraph #s% "d" and section 422.13 ané income from any
property, trust, estate, ¢or orther source partly wizthln and
partly without the state is allocated to Iowa in the same
manner, except that annuities, interest on bank deposits and
interest-bearing obligaticns, and dividends are allocated to
Iowa only to the extent to which they are derived from a
business, trade, prcfession, cr cccupaticn carried on within
the state. However, income received by an individual who 1s a
resident of another state is not allocated to iowa if the
income is subject to an income tax imposed by the state where
the individual resides, and if the state of reslidence ailows a
similar exclusion for income received in that state by
residents of Iowa. In order tc implement the exclusions, the
director shali designate by rule the states which allow a
similar exclusion for income received by residents cf Iowa,
and may enter into agreements with other states to provide
that similar exclusiens will be allowed, and to provide
suitable withholding requirements in each state.

Sec. 12. Section 422.9, subsection 1, unnumbered paragraph
l, Code 1987, is amended by striking the paragraph and
inserting in lieu thereof the following:

For a single person who is not a head of household, a
married ccocuple filing jointly, a nead of household, or a
married perscn filing separately, an optional standard deduc-

tion equal to the amount of the standard deduction determined

_7_
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under sectiorn 63(c) of the Internal Revenue Code for tnag
filing status.

Sec. 13. Section 422.9, subsection 2, paragrapn b, Cocde
1987, is amended by striking the paragraph and inserting in
lieu therecf the following:

b. For tax years beginning on or after January 1, 1987 butz
before January 1, 1988, add the amount of federal income %tax
paid during the tax year for the previous tax year to the
extent that the federal income tax paid was not the result of
an adjustment to the return for the previous tax year. For
tax years beginning on or after January 1, 1987, add the
amount of federal income tax paid during the fax vear which is
the result of an adjustment to a federal return for a tax year
beginning prior to January 1, 1987. Subtract the amount of
federal i1ncome tax refund receilved during the tax year to the
extent that the federal ilncome tax that was refunded had been
deducted on a return for a pricr tax year. Married persons
who have filed a joint fecderal income tax returrn ané whe file
separately shall divide the federal income tax paid or the

federal i1ncome tax refund between them in the ratio of the

federal adjusted gross income of each spouse to the adiusced

grcss income of both spouses for the tax year which resulted
in the income tax payment or the income tax refund.

Sec. 14. 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 subsecticn I c¢r 2, the taxpaver may deduct the amount of

the applicable personal exemptions allowed under section 151
of the Internal Revenue Code.

Sec. 15. Section 422.12, subsection 1, Code 1987, is
amended by striking the subsection.

Sec. 16. Section 422.12, Code 1987, is amended by adding
the foilowing new subsection:

NEW SUBSECTION. 4., a. A homestead credit equal :o the

-8-




amount cetermined under paragraph "b". However, the credit
under c©his subsecticon i1s nct allowed 0 the taxpayer if any of
the following circumstances apply:

(1) The taxpayer received the additicnal property tax
credit under sections 425.16 through 425.39 for taxes due
during a fiscal year beginning in the tax year or received a
reimbursement for rent constituting property tax paid under
sections 425.16 thrcugh 425.39 for rent paid during the year
preceding the tax year.

(2) The taxpayer 1s claimed as a dependent cn the state or
federal income tax return of another individual for the tax
vear.

{3) The taxpayer did nct actually pay property taxes or
rent during the tax vear on the homestead.

b. (1) If the taxpayer cwns the homestead at the
beginning of the tax year, the homestead credit is determined
in accordance witn the fcllowing schedule:

Property taxes actually paid by the tax

Taxpaver's net payer on the homestead:

inccme: $100 - 399.99 $400 - 799.99 800 cr'm

$ 0 - 9,999.99 $15 $25 $35
10,000 - 24,999.99 10 20 30
25,000 - 49,999.99 5 15 25

(2) If the taxpayer rents the homestead at the beginning
cf the tax year, the homestead credit is determined in
accordance with the following schedule:

Rent actually paid by the taxpayer for
Taxpayer's net homestead:
income: $400-1,599.99 $1,600-32,199.99 $3,200
$ 0 - 9,999.99 $19% $25 $3
10,000 - 24,999.99 10 20 3
25,000 - 49,999.99 5 5 2

(3) Each homestead credit amount in the schedules in this
paragrapn is increased by five dollars for tax years beginning

in the 1988 calendar vear and increased by an additional five

-9
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dollars for tax years beginning on cor after January 1, 1983,

c. For purposes of the homestead credit under tiais
subsection, "homestead" means tne same as defined in secticn
425,17, except that the term "base vear" &s used in that
definition shall mean "tax year".

Sec. 17. Section 422.43, subsecticns 1, 2, 6, and 10, Ccde
1987, are amended to read as follows:

1. There is imposed a tax of feur five percent upon the
gross receipts from all sales of tangible personal prcperty,
consisting of goods, wares, or merchandise, except as
otherwise provided in this division, sold at rezail in the
state to consumers or users:; a like rate cf tax upcn the gross
receipts from the sales, furnishing or service of gas,
electricity, water, heat, and communication service, inciuding
the gross receipts from such sales by any municipal
ccrporation furnishing gas, electricity, water, heat, and
¢communication service to the public in its proprietary
capacity, except as otherwise previded in this divisicn, when
sold at retail in the state to consumers otv users; a like rate
of tax upon the gross receipts from ail sales of tickets cr
admissions to places of amusement, fairs, and athletic events
except those of elementary and secondary educaticrnal
institutions; and a like rate of tax upon that part of private
club membership fees or charges paid for the privilege of
participating in any athletic sperts provided club members.

2. There ils imposed a tax-of-feur-percenrt like rate of tax

upon the gross receipts derived from the operation of all
forms of amusement devices and games of skill, games of
chance, raffles, and bingo games as defined in chapter 99B,
operated or conducted within the state of Iowa, the tax to e
collected from the operator in the same manner as is provided
for the collection of taxes upon the gross receipts of tickets
or admission fees as provided in this section. The tax shall
also be imposed upon the gross recelipts derived from the sale

cf leottery tickets or Shares pursuant to chapter 99E. The tax

_.10...




ry
L
"}

wn

.
-
+
.

cn the lottery tickets or shares shall be Included in the

=

sales price and distributed to the general fund as provided in
secticn 99E.10.

6. There is imposed a tax-sé-four-pereent like rate of tax

upon the gross receipts from the sales of optional service or
warranty contracts which provide for the furnishing of labor
and materials and require the furnishing of any taxabie
service enumerated under this section. The gross receipts are

subject to tax even if some of the services furnished are not

(=]

enumerated under this section. For the purpcse of this

s
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division, the sale of an optiocnal service or warranty contracet

is a sale of tangible personal property. Adcditional saies,

[

'_J

services, or use tax shall nct be levied cn services, parts,

or labor provided under optionai service cr warranty contracts
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which are subiect to tax under this secticn.

0. There is impcsed a tax of feur five percent upcn the

’—l
-

gross recelpts from the rendering, furnishing, or performin

[

of services as defined in section §22.42.

Sec. 18. Section 422.47, Code 1987, is amended by adding

'_J
O v W

the foliowing new subsection:

NEW SUBSECTION. Cons:iruction contractors may make

[ NN
By bee

applicaticn to the department for a refund of the additional

[
L)

¢ne percent tax paicd under this division or the additional one

[ %]
NEY

percent tax paid under chap:ter 423 by reason of the increase

in the tax from fcur to five percent for taxes paid on gocds,

[ L I V]
ocnoun

wares, or merchandise under the following conditicns:

D
-]

a. The goods, wares, ¢r merchandlise are incorporated into

8]
o +]

an improvement to real estace in fulfillmenc of a written

)
O

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

)
«Q

shall not apply to eguipment transferred in fulfillment of a
mixed construction contract.

b, The contractor has paid to the department or to a

LUV VS R VY
LUV S B

rétailer the full five percent tax.

&Y

c. The claim is filed on forms previded by the department

9]
9]

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

-11-




(&1 I T V'V N T B

=2

4]
')
o
!

A contractor whc makes an erronecus application for refund
is liable for payment of the excess refund paid plus interest
at the rate in effect under section 421.,7, In additicn, a
centractor who willfully makes a false application for refund
is guilty of a simple misdemeancr and is liable for a penalty
equal to seventy-five percent of the excess refundé claimed.
Excess refunds, penalties, and interest due under this
subsection may be enforced and collected in the same manner as
the tax imposed by this division.

Sec. 19. Section 423.2, Code 1987, is amended to read as
foellows:

423.2 IMPCSITION OF TaX.

An excise tax is lmposed on the use in this state of
rangible personal property purchased for use in this state, at
the rate of feur five percent of the purchase price of the
property. The excise tax 1s imposed upon every person using
rhe property witnin this state until the tax has been pa:id
directly to the county treasurer or the statce departmentc of
transportation, o a retailer, or to the department. An
excise tax 1s imposed on the use in this state of services
enumerated in secticn 422.43 at the rate c¢f four five percent.
This tax 1s applicable where if services are rendered,
furnished, cr performed in this state or where if the product
or result of the service is used in this state. This tax 1is
imposed on every person using the services or the product ¢£
the services in this state until the user has pald the tax
either to an Iowa use tax permit helder or to the department.

Sec. 20. Section 425.1, Code 1987, is amended by adding
the £following new subsection:

NEW SUBSECTION. 7. The amount of the homestead credic

allowed under this secticn on a homestead with a market value

equal to or greater than seventy-five thousand dollars :1s as

follows:
Market value cf hcme- Percentage of the amount
stead: of homestead credit:

_12_
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$ 75,000 - 99,8999.99 ........ Pt e ees 15%

100,000 = 124,999.99 L. iinenenn et 50
225,000 = 149,999.099 ...ttt ittt 25
150,000 and OVeTr & .iv vt eeneennanas S e e 0

Sec. 21. Section 425.23, subsection 1, Code 1987, 1is
amended to read as follows:

1. The tentative credit or reimbursement shall be
determined in accordance with the follewing schedule:
Percent of property taxes
due or rent constituting
If the household property taxes paid allowed
income is: as a credit or reimbursement:
$ 0 = 4,999.99 ...ttt nenornnansans 100%
5,000 = 5,999.99 ...ttt ittt 78 90
6,000 = 6,999.99 ittt 56 80
7,000 = 7,999.99 ..ttt enratacananan 46 70
8,000 = B8,999.99 ...ttt ererennnaans 38 60
9,000 - 227995799 9,999.99 ..t 25 S0
10,000 - 10,999.99 .......... TR, 40
11,000 = 11,999.99 .t iiueuneonosonensoncns 30
12,000 = 12,999.99 it iiiinrennnnnnnn A
13,000 = 13,999.89 ..t iiiieenooooonnnnsanns 10
Sec. 22. Section 442.2, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. 5., Notwithstanding subsection ., the

foundation property tax levied on residential, agricultural,
and commercial property for the fiscal years beginning July 1,
1988 and July 1, 1989 are five dollars per thousand dollars
and four dollars and ninety cents per thousand dollars,
respectively, of assessed valuation on all taxable
residential, agricultural, and commercial property in the
district.

Sec. 23. Section 442.3, Code 1987, is amended to read as
Follows:
442.3 STATE FOUNDATION BASE.

-13-
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The state founcdation base fcr the schcol year beginning
July 1, 1986 1s eighty percent of the state cost per pupil.
The state foundation base fer the school year beginning July

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

one~half percent of the state cost per pupil. Por-each
sunceceedrag-schoot-year;-che-atate-£foundatton-base-shari-be
tnereased-by-the-amecunt-of-ene-narf-percent-of-rne-state-cose
per-pupii;-up-te-a-marimum-of-eighty-£five-percent-of-the-scate
coat-per-pupixzs 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.

Sec. 23. Section 442.7, subsection 1, paragraph a, Ccde
1987, is amended by adding the following new unnumbered
paragranph;:

NEW UNNUMBERED PARAGRAPH. However, for computing the state

percent of growth to be used for the schcol years beginning

July 1, 1988 and July 1, 1989, the revenues received as a
result of the increase in taxes in this Act or as a result of
the coupling with the federal inccme tax changes uncer House
File 153 shall not be considered revenues received f£or the
state general fund {or purposes of determining the percentaces
under subparagraph (1) or (2).

Sec. 25. Secrion 6 of this Act 1s retroactive tc January
1, 1987 for tax years beginning on or after that date but
before January 1, 1988. Section 6 of this Act is repealed
January 1, 1988 for tax years beginning on or after that date.

Sec. 26. Section 7 of this Act 1is effective January 1,
1988 for tax years beginning on or after that date.

Sec. 27. Sections 17, 18, and 19 of this Act are effective
June 1, 1987.

Sec. 28. Sections 4, 5, and 8 through 16 of this Act are
retroactive to January 1, 1987 for tax years beginning on cr
after that date.

Sec. 29. Section 20 of this Act is retroactive t¢o January

-14=
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1, 1987 for homestead credit claims filed ¢r on file on or
afcer that date for taxes payable in the fiscal years
beginning on or after July 1, 1388.

Sec. 30. Section 2! cf this Act is retroactive to Jarnuary
1, 1587 for property tax credit claims filed on or af:ter
January 1, 1987 for taxes payable in the fliscal year beglnnin
July 1, 1987 and ending June 30, 1988 and for any subseguent
years. Section 21 of this Act is applicable to rent
reimbursement claims filed on or after January 1, 1988 Zor
rents paid in calendar year 1987 and subseguent calendar
years.

Sec. 31. This Act, being deemed of immediate importance 1s
effective upon enactiment.

EXPLANATION

Sections 1 thrcugh 3 provide that the rate of the cigarette
and tobacco products taxes on October 1, 1985 will remalin the
same until specifically changed bv the general assembiy and
places 1n the Code an inventory tax which will be lmposec when
the rates are changed.

Sections 4, 5, and 8 through 11 are coordinating sections.
Section 6 alters the individual tax rates to 3%, 5%, and
7.9% for the 1987 tax years and section 7 alters the 1987 tax
vear brackets but keeps the same three tax rates for tax years

beginning after 1987.

Sections 12 through 16 provide that the standard deducticn
and the personal deductions will be the same as that for
federal tax purposes, eliminates the deduction for federal
income taxes paid, repeals the perscnal exemption credits, and
alliows a homestead credit for both cwners and renters with net
incomes under a set amount.

Sections 17 through 19 increase the state sales and use tax
from £our to £five percent beginning June 1, 1987. Also a
refund of the one percent increase is provided for a construc-
tion contractor if the property purchased was used in making

ar ilmprovement toc real estate in fulfillment of a writzen con-

-lS_
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tract fully executed prior to June 1, 1987.

Sections 20 and 21 alter the homestead property tax credic
vy phasing out the amount of c¢redi: aliowed £or cwners wncse
marxet value of their homesteads exceed certain amounts and by
changing the additional homestead tax credit and reimbursement
schedule to increase the income level and the percentage
amounts.,

Sections 22 through 24 amend the school foundation formula

by decreasing the levy, freezing the state foundaticn base,

and excluding cercain state revenues in determining the

ailowable growth percentages.

Sections 25 through 31 provide effective dates.
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' SENATE FILE 481

AN ACT
ADJUSTING THE ALLOWABLE GROWTH UNDER THE SCHOOL FOUNDATION FOR-
MULA.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE QOF 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
s known as Senate File 481, Seventy-second General Assembly.

JOHN F. DWYER
Secretary of the Senate
Approved , 1987

. SF 481

TERRY E. BRANSTAD

Governor




