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A BILL FOR 

1 An Act relating to state taxes by revising the state cigarette 

2 and little cigar tax by increasing the tax and imposing an 

3 inventory tax on cigarettes and little cigars, unused tax 

4 stamps and metered imprints; and by revising the state 

5 individual income tax by altering the tax brackets and rates; 

6 disallowing married persons filing separately on combined 
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returns; eliminating the deduction for federal income taxes 

paid; providing a two-earner tax credit; and providing 

effective dates. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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1 Section 1. Section 98.6, subsection 2, Code 1987, is 

2 amended to read as follows: 

3 2. Notwithstanding subsection 1, there is imposed and 

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

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

6 purpose et-the-~ete-ot-nine-mill5-on-eeeh-eiga~ette-fo~-the 

7 pe~iod-beginnin9-attry-l,-198i-end-endin9-Septembe~-3e,-1985 

8 end at the rate of thirteen fifteen and one-half mills on each 

9 cigarette beginning eetobe~ July 1, 1985 1987. 

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

11 1. All persons required to be licensed under section 98.13 

12 as distributors having in their possession and held for resale 

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

14 cigarettes or little cigars upon which the tax under section 

15 98.6 or 98.43 has been paid, unused cigarette tax stamps whiCh 

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

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

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

19 section. 

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

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

22 ness day next preceding the effective date of the increased 

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

24 purpose of determining the tax due. These persons shall 

25 report the tax on forms provcded by the department of revenue 

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

27 prescribed inventory date. ~he department of revenue and 

28 finance shall adopt rules as are ~ecessary to carry out this 

29 section. 

30 3. The rate of :he inventory tax on each item subject to 

31 the tax as specified in subsection 1 is equai to the 

32 difference between the amount paid on each ite~ under section 

33 98.6, 98.8, 98.l2, or 98.43 prlor to the tdX increase and the 

34 amount that is to be paid on each si~ilar ltem under sectio~ 

35 98.5, 98.8, 98.:2, or 98.43 a:ter the tax increase except that 
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1 in computing the rate of the inventory tax any discount 

2 allowed or allowable under section 98.8 shall not be 

3 considered. 

4 Sec. 3. Section 422.4, subsection 17, Code 1987, is 

5 amended to read as follows: 

6 17. a. "Annual inflation factor" meane-8"-inde~7 

7 expree3ed-ae-8-pe~eentBge7-determined-by-the-departme"t-each 

8 year-to-rerreet-the-ptlreh8eing-power-of-the-do~~ar-8s-~-re~tlte 

9 of-inf~atidn-dtl~ing-the-preeeding-earendB~-yeBr.--For-the-~98~ 

10 8nd-stlbsequerlt-e8~endB~-yeBre7-uBnntl8~-inf~at±o"-f8eter u means 

11 an index, expressed as a perce~tage, dete~mined by the 

12 department by October 15 of the calendar year precedi~g the 

13 calendar year for which the factor is determined to reflect 

14 the purchasi.ng power of the dollar as a result of inflation 

15 during the fiscal year ending in the calendar year preceding 

16 the calendar year Eor which the factor is determined. In 

17 determining the annual inflation factor, the department shall 

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

19 in the implicit price deflator for the gross national product 

20 computed for-the-w~ole-eale"der-yeBr-er for the second quarter 

7.1 of the calendar year7-i"-the-eeee-of-the-BMn~e~-tMEra~~en 

22 faeto~-for-the-i98t-8Md-stlbseqtlent-eaiend8~-yee~~7 by the 

23 bureau of economic analysis of the U~ited States depacr;nent of 

24 commerce and shall add two-fourths Eor-the-l:98e-e"d-3tlbee<:!::teClt 

25 eareMear-7eB~s of that percent change ~o one hundr~d pe:cen~. 

26 P~e-a"ntlei-i"fletioM-fBetor-ror-the-i979-e~~eMdBr-yea~-is-one 

27 htlndred-two-point-th~~~-?e~eent~ The annual infla:ion factor 

28 and the c~mula~ive inflation factor shall each be expressed as 

29 a percentage ro~nded :0 the nearest one-tenth of one pe:ce~~. 

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

3: percent. 

32 b. "Cumulative inflation ~actor" means :he prod~ct of the 

33 an~".la: inflat:"o!'. facto: for ~he 1:918 :987 cale:.dar year ami 

]4 al: a~nual ~nf:atlon Eactors :or s~osequen: cale~da~ lears as 

35 deter~ined pursuan~ ~o ~his subsec~ion. The c~mulative 
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1 inflation factor applies to all tax years beginning on or 

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

3 annual inflation factor has been determined. 

4 c. The annual inflation Eactor for the t918 1987 calendar 

5 year is one hundred percent. 

6 d. Notwithstanding the computation of the annual inEla,ion 

7 factor under paragraph "a" ot-~~±s-s~bsee~±on, the annual 

8 inflation factor is one hundred percent for any calendar year 

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

10 6~-eertif±ed-by-~he-oirector-et-re~entle-8nd-t±n8nee-by 

11 5eptember-±e-e€-the-~i~e6r-ye6r-be9±nn±n9-in-tr.8t-earendar 

12 ye8r-±~-te~~-than-~±~ty-millien-de±±8r~~--However,-ter-the 

13 t98I-and-~tlb5eq~ent-ea±endar-year5,-the-8nntler-inf±atien 

14 f6eter-i~-ene-htlndred-pereent-fer-8ny-e8render-ye8r-i~-the 

15 tlnobli98ted-~tete-generai-ftlnd-b8r8nee-en-atlne-3e-of-ehe 

16 ea~end6r-year-preeed~n9-the-e8iend8r-ye8r-Eer-whieh-the-recter 

17 i~-de~erm±ned, as certified by the director of revenue and 

18 finance by October 10, is less than sixty million dollars. 

:9 Sec. 4. Section 422.5, subsection 1, paragraphs a through 

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

21 inserting in lieu thereof the following: 

22 a. For taxpayers other than married taxpayecs ~iling 

23 separately, estates, and trusts, the tax rates are as follows: 

24 (11 On all taxable income from zero through five thousand 

25 dollars, one and one-half percent. 

26 (2\ On all taxable income exceeding five :housand dollars 

27 but not exceedlng ten thousand dollars, four percent. 

28 (3) On all taxable income exceeding ten thousand dol~ars 

29 but not exceeding seventy thousand dollars, six and one-half 

30 percent. 

31 (4) On all taxab~e income exceeding sevency thousand 

32 d01:a.s, six and nine-tenths percent. 

33 b. For a married person filing separate!y. an estate, and 

3~ d trust, ~~e tax ~ates a~e as :Q:iows: 

35 (:) On a:l taxable ~ncome from ze!c t~~cugh ~~() ~ho~5a~d 
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1 five hundred dollars, one and one-half pe~cent. 

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

3 hundred dollars but not exceeding five thousand collars, four 

4 percent. 

5 (3) On all taxable income exceeding five thousa~d dollars 

6 but not exceeding thirty-five thousand dollars, six and O!le-

7 halE percent. 

8 (4) On all taxable income exceeding thirty-five thousand 

9 dollars, six and nine-tenths percent. 

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

11 1987, is amended to read as follows: 

12 n c. The tax imposed upon the taxable income of a 

13 nonresident shall be computed by reducing the amount 

14 determined pursuant to paragral'hs paragraph "a" thr~ttgh-u/!\u or 

15 "b" by the amounts of ~onrefundable credits under this 

16 division and by multiplying this resulting amount by a 

17 fraction of which the nonresident's net income allocated to 

18 Iowa, as determined in section 422.8, subsect~on 2, is the 

19 numerator and the nonresident's total net income comp~ted 

20 under section 422.7 is the denominator. This prOVision also 

21 applies to individuals who are residents of Iowa for less than 

22 the entire tax year. 

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

24 unnumbered paragraph 1, Code 1987, as amended by 1987 Iowa 

25 Acts, House File 153, section 3, is amended to read as 

26 fOllows: 

27 There is imposed upon every re5~de~t and ~onresident of 

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

29 tax determined i!1 paragraphs "an througr. 11~1l lie" or the state 

30 alternative minimum tax equal to sevency-~ive percent of the 

31 maximum state individual income tax rate, ~oundec to the 

32 nea:est one-tenth of one percent, of the state alter~ative 

33 minimum ~axab~e income of the taxpayer as computed u~der this 

34 paragraph. 

35 Sec. 7. Section 422.5, subsec::on ., paragraph 0, 
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1 unnumbered paragraph S, Code 1987, as amended by 1987 Iowa 

2 Acts, House File 153, section 3, is amended to read as 

3 follows: 

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

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

6 minimum tax is one hundred percent of the state alternative 

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

8 nonresident, including a nonresident estate or trust, or an 

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

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

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

12 compuled under this subsection, reduced by the app:icable 

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

14 this cesult multiplied by a fraction with a numerator of the 

is sum o~ state net ir'come allocated to Iowa as determined in 

16 section 422.8, subsection 2, plus tax preference items, 

17 adjustments, and losses under subparagraph (1) attributable to 

18 :owa and with a denominator of the sum of total net income 

19 compulec under section 422.7 and all tax preference items, 

20 adjusi.ments, and losses under subparagraph (1). In computing 

21 this frac~ion, those items excludable under subparagraph (1) 

22 shall not oe used in computing the tax p~eEe~ence items. 

23 Married taxpayers electing to file separate ret~rns or 

24 ~epa~e~ez1-en-a-eemb~ned-ret~~n must allocate the minimum tax 

25 computed :n this subsection in the proportion that each 

26 spouse's respective preference items, adjustrr.ents, a~d losses 

27 unde~ subparagraph (1) bear to the combined preEere~ce items, 

28 adJustw.ents, and losses unde~ subparagraph (1) 0: 80t~ 

29 spouses. 

30 Sec. 8. Section ~22.5, subsection 6 1 Code 1987, as ame~ded 

31 by 1987 Iowa ActS, House File 153, section 4, is amended to 

32 read ~s ~ollows: 

33 

34 

3S 

6 . 

oide!" 

having 

A person who :s disabled, is sixty-two years o~ age or 

:;r i.s the sijr~J~.vJ.;'Jg spouse oE an ':'~dividllal 0t survivor 

a:l irlsurab:e ~~te=es~ in a~ individual who WQu:d have 
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1 qualified for the exemption under this paragraph for this tax 

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

3 civil service retirement and disability trus~ fund, and whose 

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

5 require that the tax be imposed upon it under this 

6 may determine final taxable income for purposes of 

section, 
. ' ... 
lmpOSl,.lon 

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

8 the United States civil service retirement and disability 

9 trust fund, which are not already excluded in dete:mining net 

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

11 year of five thousand €ive-htlnd~ed si~ hundred twen!y'~sever. 

12 dOllars for a person who files a separate state income tah 

13 return and eight thousand one hundred eighty-:~?ur dollars 

14 total f.o~ a hUSband and wife who file a joint state income tax 

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

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

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

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

19 amount of any social security benefits received. For tile 

20 9urpose 0: this section, the amount of annuities received from 

21 the United States civii service retirement and disability 

22 trust fund taxable under the Internal Revenue Code shall be 

23 included in net income for pu~poses of deter~ining eligibili~y 

24 under the five thousand dollar or less exclusc~n. 

25 Sec. 9. Sect~on 422.5, subsection 7, Code 1987, . , rl is amer.oe~ 

26 to read as follows: 

27 7. Upon determination of the latest cumulative inflation 

28 factor, the director shall m~ltiply each dolla~ amo~nt set 

29 Eorth in subsection 1, paragraphs Ila" t~~otlqh-UmU and Ilb tl of 

30 this section, and each dollar amount specified in this sec:ion 

31 as the maximum amounc of annuities received which may be 

32 excluded In determining final taxab:e income, by this 

33 cumulative inflation factor, shall round off the resulting 

34 product ~o the nearest one do~lar, and shal: i~corporate t~e 

35 ~esul: into the income :ax fo~~s and instr~ctions Eor each tax 
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1 yea r . 

2 Sec. 10. Section 422.7. subsections 6. 8, and 19. Code 

3 1987, as amended by 1987 Iowa Acts, House File 153, section 7, 

4 are amended to read as follows: 

5 6. Individual taxpayers and married taxpayers who file a 

6 joint federal income tax return and who elect to file a jOint 

7 return, or separate returns er-~ep8"8te-E:H:in9-en-e-eell'lbi:nee 

8 rettlrn for Iowa income tax purposes, may avail themse:ves of 

9 the disability income exclusion and shall compute the amount 

10 of the disability income exclusion subject to the limitations 

11 for joint federal income tax return filers provided by section 

12 105(d) of the Internal Revenue Code. The disability income 

13 exclusion provided in section 105(d) of the Internal Revenue 

14 Code, as amended up to and including December 31, 1982, 

15 conti.!ues to apply for state income tax purposes for tax years 

16 beginning on or after January 1. 1984. 

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

18 retllrn and who elect to file separate ret~rns or-separete 

19 fitin;-on-a-eombined-rettlrn for Iowa income tax purposes, may 

20 ava,l themselves of :he expensing of business asse:s and 

21 capital :oss provisions of sections 179(a) and 12Jl(b) 

22 respectively of the Internal Revenue Code and shall compute 

23 the amount 0: expens~ng of business assets and capita: loss 

24 subjec~ to the limitations for joint federal income tax return 

25 filers pcovided by sections 179(b) and 1211(b) respectively of 

26 the Internal Revenue Code. 

27 19. Married taxpayers, who file a joi~t federal income tax 

28 ,eturn and who elect to Eile separa~e returns or-who-~±eet 

29 ~eperaee-f±ti:n9-on-a-eomb±ned-rettl~n for state income tax 

30 purDoses, shall include in net inccme any social security 

31 be'lef~ts received to the same extent as those benefits are 

32 taxab:e on the taxpayer's joint federal return for :hac year 

33 under section 86 of the Interna: Revenue Code. The benefits 

34 i~c::;~~d in ~et inco~e must be allocated between :ne spouses 

35 i~ the ~atio of the social sec~rity benefits recei'/ed by each 

-7-



:.. 1 

2 

3 

4 

5 

6 

7 

8 

S.P. 523 H.F. 

spouse to the total of these benefits received by both 

spouses. 

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

amended to read as follows: 

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

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

trade, profession, or occupation carried on within this state 

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

9 within Iowa. 

10 occupation is 

If any business, trade, profession, or 

carried on partly within and partly without the 

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

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

13 profession, or occupation carried on within the state is 

14 allocated to Iowa for purposes of section 422.5, subsection l, 

15 paragraph " n U "c" and section 422.13 and income from any 

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

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

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

19 interest-bearing obligations, and dividends are allocated to 

20 Iowa only to the extent to which they are derived from a 

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

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

23 resident of another state is not allocated to Iowa if ~ . .... ne 

24 income is subject to an income tax imposed by the state where 

25 the individual resides, and if the state of residence allows a 

26 similar exclusion for income received in that state by 

27 residents of Iowa. In order to implement the excl~sions, the 

28 director sha:l designate by ru:e the states wh:ch allow a 

29 similar exclusion for income received by residents of Iowa, 

30 and may en~er :nto agreements with other ~o prov:ce 

31 that similar exclusions w:ll be allowed, and ~o provide 

32 suitable withholding req~irements i~ each state. 

33 Sec. 12. Section 422.9, subsection 1, un~umbered paragraph 

34 1, Code 1987, as ame~ded by 1987 :owa Acts, Mouse =::e :53, 

35 section 11, is amended to read as follows: 
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1 An optional standard deduction of fifteen percent of the 

2 net income afte~-dedtlet±on-of-fede~a±-i~eome-tax, not to 

3 exceed one thousand two hundred dollars for a married person 

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

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

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

7 section 2 of the Internal Revenue Code, or an unmarried head 

8 of household as defined in the Internal Revenue Code. 

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

10 1987, is amended by striking the paragraph and inserting in 

11 lie~ thereof the fol10wlng: 

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

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

14 paid during the tax year for the previous tax year, except for 

15 federal income tax paid in estimated tax payments, to the 

16 extent that the federal income tax paid was not the result of 

17 an adjustment to the return for the previous tax year. For 

18 tax years beginning on or after January 1, 1987, add the 

19 amount of federal income tax paid during the tax year which is 

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

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

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

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

24 deducted On a re~~rn for a prior tax year. Married persons 

25 who have filed a jo~nt federa! income tax return and who file 

26 separa-ely shall di~ide the federal income tax paid or the 

27 federa; income tax ref~~d between the~ in the ratio of ~he 

28 federac adjusted gross :ncone of each spouse to the adjusted 

29 gross income of both spouses ~or the tax year whic~ reSillted 

30 in the income tax payme~t or the lnccme tax refund. 

3: Sec. 14. Section 422.12, subsec~ion 2, 'Jnnur.lbered 

32 paragraph 2, Code i987, is amended to read as :o~lows: 

33 Married taxpayers electing to file separate returns O~ 

34 fi!~n~-~e~8~8telr-on-d-eomb±~ed-~et~~n ~~s~ allccate the child 

1S and de?pndent care credit to each spc~se i~ the prcpor~icn 
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1 that each spouse's respective net income bears to the total 

2 combined net income. Taxpayers affected by the allocation 

3 provisions of section 422.8 shall be permitted a deduction for 

4 the credit only in the amount fairly and equitably allocable 

5 to Iowa under rules prescribed by the director. 

6 Sec. 15. Section 422.12, Code 1987, is amended by adding 

7 the following new sUbsection: 

8 NEW SUBSECTION. A two-earner credit for married taxpayers 

9 filing jointly. The credit is equal to three percent of the 

10 qualified earned income of the spouse with the lower qualified 

11 earned income not to exceed one hundred fifty dollars. For 

12 purposes of this credit the term "qualified earned income" 

13 means the same as provided in section 221 of the Internal 

14 Revenue Code in effect on December 31, 1986, except that only 

15 qualified earned income from Iowa sources shall be considered 

16 for the credit. Nonresidents may claim the credit only to the 

17 extent that both spouses have qualified earned income from 

18 Iowa sources. For married taxpayers filing jointly with 

19 adjusted gross income in excess of seventy-five thousand 

20 dollars, the allowable amount of the two-earner credit shall 

U 221 be reduced, but not below zero, by fifteen dollars for each 

22 one thousand dollars that the adjusted gross income of the 

.23 married taxpayers exceeds seventy-five thousand dollars. 

24 Sec. 16. Section 422.21, unnumbered paragraph 4, Code 

25 1987, is amended to read as follows: 

26 The director shall determine for the t9~9 1988 and 

27 subsequent calendar years the annual and cumulative inflation 

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

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

30 director shall compute the new dollar amounts as specified 

31 therein to be adjusted in section 422.5 by the latest 

32 cumulative inflation factor and round off the result to the 

33 nearest one dollar. The annual and cumulative inflation 

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

35 section 17A.2, subsection 7. 
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1 Sec. 17. Sections 3 through 16 of this Act are retroactive 

2 to January 1, 1987 for tax years beginning on or after that 

3 date. 

4 Sec. 18. Section 1 of this Act is effective July 1, 1987. 

5 Sec. 19. This Act, being deemed of immediate importance, 

6 ~s effective upon enactment. 

7 EXPLANATION 

8 Sections 1 and 2 of the bill increase the tax rate on 

9 cigarettes and little cigars from thirteen mills per cigarette 

10 or little cigar (26 cents per pack) to fifteen and one-half 

11 mills pe:- cigarette or little cigar (31 cents per pack) 
12 effective July 1, 1987 and provides for an inventory tax the 
13 provision of which takes effect upon enactment. 
14 Section 4 sets the brackets and rates for the 1987 and 

15 subsequent tax years. 

16 Sections 7, 10, and 14 eliminate married taxpayers filing 

17 separately on combined returns. 

18 Sections 12 and 13 eliminate deductibility of federal 

19 income taxes. 

20 Section 15 allows a two-earner credit for married taxpayers 

21 filing jointly wi th the amount of the credit reduced for 
22 whose adjusted gross income exceeds a certain amount. 
23 Se(: t ions 3, 5, 6, 8, 9, 11, and 16 are coordinating 
24 amendments. 

25 Sec:ions 17, 18, and 19 are effective date provisions. 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 
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1 Amend Senate File 523, as :01101015: 
2 1. Page 9, by inserting after line 8 the 
3 following: 
4 "Sec. 30. Section 422.9. subsection 1. Code 1987, 
5 is amended by adding the following new ~nnumbered 
6 paragraph: 
7 NEW UNNUII.BERED ?ARAGRAPH. However, for tax years 
8 beginning on or after January 1, 1987 b~~ before 
9 January 1, 1988, deduct only the amount of federal 

10 income tax paid during the tax year :or the previous 
11 tax year. Federal income tax paid in estimated ~~ 
12 payments during the tax year for the previous tax year 
13 shall not be deducted. For tax years beginning on or 
14 after January i, 1987 but before January 1, 1988, add 
15 only the amount of federal income tax refund received 
16 during the tax year to the extent that the federal 
17 income tax that was refunded had been deducted on a 
18 return for a tax year beginning prior to January 1, 
19 1987. Married persons who have filed a joint federal 
20 income tax return and who have filed seoarate state 
21 returns shall divide the federal income-tax paid or 
22 the federa: income tax ref~nd between the spouses in _J the ratio of t:-te federal adjusted gross inceme of each 

':~4 spouse to the adjusted gross income of both spouses 
25 for t:-te tax year which res~lted in the income tax 
26 payment or the income tax refund." 
27 2. Page 9, by striking lines 12 through 30 and 
28 inserting the following: 
29 "0. Fer tax years beginning on or after January 1. 
30 1987 bu, before ~anuary 1, 1988, add the ameunt of 
31 federal inccme tax paid during ::-te tax year for the 
32 previous tax year except fer federal income tax paid 
33 in e:;t':,;~~(lt(':d tax payrr.ents. For tax yea::-s beginning on 
34 or after January ~, 1987 but before January:. 1988, 
35 subtract the amoun: of federal income tax refund 
36 received during the tax year ~o the extell~ that the 
37 federal income tax t~at was refunded had been deducted 
38 on a return for a tax year beginning prior co January 
39 1. 1987. Married persons 'who !1ave filed a joint 
40 federal income tax return and who have fi:ed separate 
41 state ~eturns sha:l divide the federai income tax paid 
42 or the federal income tax refund between the spouses 
43 in the ratio of the federa: ad~usted cross income of 
44 each spouse to the adjusted gr;ss inc;me 0: both 
45 spouses for t~e tax year which resulted in the income 
46 tax payment or the income tax re~und." 

J. ?aqe lO, li~e 21, by striki~g the words 
"fifteen dollars" and inserting the ~ollowing: "ten 
percent of the credit". 

4. Page 10, by i~serting after :ine 23 :he 
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1 following: 
2 "Sec. 35. Section 422.13, subsection 1, paragraph 
3 b, Code 1987, is amended to read as follOWS: 
4 b. The individual has net income of fo~r five 
5 thousand dollars or more for the tax year from-sources 
6 taxable under this division." 
7 5. Page 10, by inserting after line 35 the 
8 following: 
9 "Sec. __ The legislative council shall appoint 

10 an interim study committee to study the effects of the 
11 tax legislation enacted during the 1987 Extraordinary 
12 Session. The interim study committee shall submit its 
13 final report along with any recommendations to the 
14 legislative council and the general assembly prior to 
15 the convening of the 1988 session." 
16 6. page 11, line 1, by striking the word and 
17 figures: "3 through 16" and inserting the Eollowing: 
18 "3 through 11, 13 through 16, 30, and 35". 
19 7. Page 11, by inserting after line 4 the 
20 following: 
21 "Sec. Section 12 oE this Act is effective 
22 January 1;-1988 for tax years beginning on or after 
23 that date." 
5-4114 
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1 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

Amend Senate File 523 as follows: 
1. By striking everything after the enacti~g 

clause and inserting the following: 
"Section 1. Section 422.4. subsection 17. Code 

1987. is amended to read as follows: 
17. a. "Annual inflation factor" ~ee"~-e"-i"deX7 

ex~~e"ed-a,-a-~e~ee"~a~e7-de~ermi"ed-by-the 
de~a~~~e"~-eae~-year-to-reE=ee~-t~e-~~reha~i"9-~Ower 
oE-~~e-dottar-a,-a-re'~i~-oE-i"Eta~io"-d~~i"9-~he 
preeedi"9-eaie"der-year~--For-the-i98T-a"d-~ab'eqae"e 
eeie"da~-year~,-uann~ai-~nfiat~on-EaetorU means an 
index. expressed as a percentage. determined by the 

13 department by October 15 of the calendar year 
14 preceding the calendar year for which the factor is 
15 determined to reflect the purchasing power of the 
16 dollar as a result of inflation during the fiscal year 
17 ending in the calendar year preceding the calendar 
18 year for which the factor is determined. In 
19 determining the annual inflation factor. the 
20 department shall use the annual percent cr.ange. but 
21 not less than zero percent. in the implicit price 
22 deflator for the gross national product computed Eor 
23 ~~e-who!e-ea±e"dar-year-or for the second quarter of 
24 the calendar year,-~"-the-eeae-of-t~e-a"ntla=-inE±atio" 
25 faetor-tor-t~e-igeT-end-'abaeqae"t-eeiendar-yeara7 by 
26 the bureau of economic analysis of the United States 
27 department of commerce and shall add two-fourths for 
28 ~he-T98e-and-atlbaeq~e"~-eaTe"dar-7eara of that percent 
29 cr.ange to one hundred percent. ~he-a""~ai-~"Eiee~e" 
30 Eaetor-Eor-~he-i979-ee!endar-yeer-i~-o"e-~~"d~ed-twe 
3l po~ne-ehree-pereent. The annual inflation fac:or and 
32 tr.e cumulative inflation factor shall each be 
33 expressed as a percentage rounded to the nearest one-
34 tenth of one percent. The annual inflation factor 
35 shall not be less than one hundred percent. 
36 b. "Cumulative inflation factor" means the product 
37 of the annual inflation factor for the i978 1987 
38 calendar year and all annual inflation factors-Ior 
39 subsequent calendar years as determined pursuant :0 
40 this subsection. The cumulative inflation factor 
41 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. 

42 
43 
44 
45 
46 
47 
48 
49 
50 

c. The annual inflation factor for the ±9~6 1987 
calendar year is one hundred percent. 

d. Notwithstanding the computation of the annual 
inflation factor under paragraph "a" oE-~hi~ 
~~b~eetion. the annual inflation factor is one hundred 
percent for any calendar year in which the unobligated 
state general fund balance on June 30 es-eer~ified-by 

,,-_ .... -- - -- _ ... - .. . . -.. - .. , 
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1 ~~e-diree~or-o!-reve~~e-8~ci-finanee-by-Sep~e~ber-l6-o~ 
2 ~he-E%seal-year-be9~nn±~g-%n-~h6t-e8lend8r-ye~r-~~ 
3 le~3-than-5±xt,-ffl±li±on-doiiar5~--HoweverT-for-the 
4 i98t-and-5tlb~eqnen~-ea=endar-7ear57-~he-anntlal 
~ ±nElat±o"-~aeter-i~-one-handred-pereene-~or-en7 
6 eaiendar-year-±E-the-~nobii9ated-~t6te-generai-~tlnd 
7 balanee-on-a~ne-3e-oE-the-ea=endar-ye8r-preeed±ng-the 
8 e8lendar-yeBr-Eer-wh±eh-the-~aeeor-±s-dete~m~ne~, as 
9 certified by the director of revenue and finance by 

10 October 10, is less than sixty million dollars. 
11 Sec. 2. Section 422.5, subsection 1, paragraphs a 
12 through m, Code 1987, are amended by strik~ng the 
13 paragraphs and inserting in lieu thereof the 
14 following: 
15 a. For taxpayers other t~an married taxpayers 
16 Eiling separately, estates, and trusts, the tax rates 
17 are as follows: 
18 (1) On all taxable income from zero through five 
19 thousand dollars, three Dercent. 
20 (2) On all taxable income exceeding five thousand 
21 dollars but not exceeding ten thousand dollars, four 
22 percent. 
23 (3) On all taxable income exceeding ten thousand 
24 dollars but not exceeding forty-five thousand dollars, 
25 six and one-half percent. 
26 (4) On all taxable income exceeding forty-five 
27 thousand dollars, nine and one-half percent. 
28 b. For a married person filing separately, an 
29 estate, and a trust, the tax rates are as follows: 
30 (1) On all taxable income from zero through two 
31 thousand five hundred dollars, three percent. 
32 (2) On all taxable income exceed~ng two thousand 
33 five hundred dollars but not exceeding five thousand 
34 dollars, four percent. 
35 (3) On all taxable income exceeding five thousand 
36 dollars bu~ not exceeding twenty-two thousand five 
37 hundred dollars, six and one-halE percent. 
38 (4) On all taxable income exceeding twenty-two 
39 thousand five hundred dollars, nine and one-half 
40 percent. 
41 For a taxpayer with caxable income in excess of 
42 twenty-five thousand dollars, the benefit of income 
43 taxed at the lowest two rates shall be added back at a 
44 rate of two hundred fifty dollars for everyone 
4S thousand dollars in taxable income exceeding twenty-
46 five thousand dollars but not exceeding forty-five 
47 thousand dollars until the total value of the rate 
48 benefits are recovered. 
49 Sec. 3. Section 422.5, subsectior. I, paragraph n, 
50 Code 1987, is amended to read as follows: 

• 
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, ... ~ E. The tax imposed ~pon the taxable income of a 
2 nonresident shall be computed by reducing rhe amount 
3 determined pursuant to pe~a9~ap~~ DaragraD~ "a" 
4 thro~9h-llmll or Ilb ll by the amounts of nonrefundable 
5 credits under this div:sion and by multlply:ng th:s 
6 resulting amount by a fraction of which the 
7 nonresident's net income allocated to Iowa, as 
8 determined in section 422.8, subsection 2, is the 
9 numerator and the ~onresident's total ne~ i~come 

10 computed under section 422.7 is the denomi~ator. This 
11 provision also applies to individuals who a!e 
12 residents of Iowa fQ~ less than the entire tax year. 
13 Sec. 4. Section 422.5, subsection 1, paragraph 0, 
14 unnumbered paragraph 1, Code 1987, as amended by 1987 
15 Iowa Acts, House File 153, section 3, is amended to 
16 read as follows: 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

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

Sec. 5. Section 422.5, subsection 1, paragraph 0, 

unnumbered paragraph 5, Code 1987, as amended by 1987 
Iowa Acts, House File 153, section 3, is amended to 
read as follows: 

In the case of a resident, including a resident 
31 estate or trust, the state's apportioned share of the 
32 state alternative mlnim~m tax is one hundred percent 
33 of the state alter~at:ve ~inimum tax comouted in this 
34 subsection. In the case oE a ~cnresident, including a 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

nonresident estate or trust, or a~ individual, eState 
or trust that is domiciled Ln the state for less than 
the entire tax year, the state's apportioned share of 
the state alternative minimum tax is the amount of tax 
computed under this subsection, reduced by the 
applicable credits in sections 422.10, 422.11, 422.11A 
and 422.12 and this result multip:ied by a fraction 
with a numerator of the sum of state net income 
allocated to Iowa as determined in section 422.8, 
subsection 2, plus tax preference items, adjustments, 
and losses under subparagraph (1) attributable to Iowa 
and with a denominator of the sum of total net income 
computed under section 422.7 and all tax preference 
items, adjustments, and losses under subparagraph (1). 
In computing this fraction, those items excludable 
under subparagraph (1) shall nOt be used in computing 

- ...... , 
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1 the tax preference items. Married taxpayers elect ins 
2 to file separate returns or-~epara~ely-o"-d-eo~o~~ed 
3 ret~rn must allocate the minimum tax computed in this 
4 subsection in the proportion that each spouse's 
5 respective preference items, adjustments, and losses 
6 under subparagraph (l) bear to the combined preference 
7 items, adjustments, and losses under subparagraph (l) 
8 of both spouses. 
9 Sec. 6. Section 422.5, subsection 2, Code 1987, as 

1.0 amended by 1987 Iowa Acts, House File 675. section 2, 
11 is amended to read as follows: 
12 2. However, the tax ~hall not be imposed on a 
13 resident or nonresident whose net income, as defined 
14 in section 422.7, is f~~e seven thousand dollars or 
15 less; but in the event that the payment of tax unde, 
16 ,his division would reduce the net income to less than 
17 €~ve seven thousand dollars, then the tax shall be 
18 reduced to that amount which would result :n allowing 
19 the taxpayer to retain a net income of five seven 
20 thousand dollars. The preceding sentence does not 
21 apply to estates or trusts. For the purpose of this 
22 subsection, the entire net income, including any part 
23 of the net income not allocated to Iowa, shall be 
24 taken into account. If the combined net income of a 
25 husband and wife exceeds ~~ve seven thousand dollars, 
26 neither of them shall receive the benefit of this 
27 subsection, and it is immaterial whether they file a 
28 joint return or separate returns. However, if a 
29 husband and wife file separate returns and have a 
30 combined net income of E~ve seven thousand dollars or 
31 less, neither speuse shall receive the benefit of this 
32 paragraph, if one speuse has a net operacing loss a~d 
33 elects to carry back or ca~,y forward the less as 
34 provided in section 422.9, subsectio~ 3. A person whe 
35 is claimed as a dependent by another person as defined 
36 in section 422.12 Shall not receive the benefit of 
37 this subsection if the person claiming the dependent 
38 has net income exceeding ~~~~ seven thousand doilars 
39 or the person claiming the dependent and the person's 
40 spouse have combined net income exceeding ~~~e seven 
41 thousand dollars. 
42 Sec. 7. Section 422.5, subsections 6 and 10, Code 
43 1987, as amended by 1987 Iowa Acts, House File 153, 
44 section 4, are amended to read as follows: 
45 6. A person who is disabled, is sixty-two years of 
46 age or older or is the surviving spouse of an 
47 individual or survivor having an insurable interest in 
48 an individual who would have aualified for the 
49 exemption under this paragraph for this tax year and 
50 receives one or more annuities from the united States 
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1 civil service retirement and disability trust fund, 
2 and whose net income, as defined in section 422.7, s 
3 sufficient to require chat the tax be imposed upon t 
4 
5 
6 
7 
8 
9 

10 
11 

under this section, may determine final taxable income 
for purposes of imposition of the tax by excluding the 
amount of annuities received from the United States 
civil service retirement and disability trust fund, 
which are not already excluded in determining net 
income, as defined in section 422.7, up to a maximum 
each tax year of five thousand five-h~"ered six 
hundred twenty-seven dollars for a person who Eiles a 

12 separate state income tax return and eigne thousand 
13 one hundred eighty-four dollars total ror a husband 
14 and wife who file a joint state income tax return. 
15 However, a surviving spouse who is not disabled or 

sixty-two years of age or older car. 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. cor the purpose of this section, 
the amount of annu1ties received from the Uniced 
States civil service retirement and disability trust 
fund taxable under the Internal Revenue Code shall be 
included in net income for purposes of determining 
eligibility under the five seven thousand dollar or 
less exclusion. 

, , 
~o 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

10. In addition to the other taxes imposed by this 
section, a tax is imposed on the amount of a lump sum 
distribution for which the taxpayer has elected under 
section 402(e) of the Internal Revenue Code to be 
separately taxed for federal income tQX purposes :or 
:he tax year. The rate of tax is equal to twe~ty-five 
percent of the separate Eedera: tax imposed on the 
amount of the lump sum distribution. A nonresident :5 
liable for this tax only on tha: po:tion of the lump 
sum distribution allocable to rowa. The total amount 
of the lump sum distribution subject to separate 
federal tax shall be included in net income Ear 
purposes of determining eligibility under the f~ye 
seven thousand dollar or less exclusion. 

Sec. 8. Section 422.5, subsection 7, Code 1987, 1S 
amended to read as follows: 

7. Upon determination of the latest cumulative 
inflation factor, the director shall multiply each 
dollar amount set forth in subsection 1, paragraphs 
"a" thro~gh-UmU 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 cumulative 

50 inflation factor, shall round off the resulting 
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1 product to the nearest one dollar, and shall 
2 incorporate the result into the income tax forms and 
3 instructions for each tax year. 
4 Sec. 9. Section 422.7, subsections 6, 8, and 19, 
5 Code 1987, as amended by 1987 Iowa Acts, House File 
6 153, section 7, are amended to read as follows: 
7 6. Individual taxpaye~s and married taxpaye~s who 
8 file a joint federal income tax return and who elect 
9 to file a joint return, or separate returns er 

10 sep6rete-fiii~~-e~-a-eombi~ed:rettlr~ for Iowa income 
11 tax purposes, may avail themselves of the disability 
12 income exclusion and shall compute the aw.o~~t of the 
13 disability income exclusion subject to the ~imitations 
14 Eor joint federal income tax return Eilers provided by 
15 section 105(d) of the Internal Revenue Code. The 
16 disability income exclusion provided in section 105(d) 
17 of the Internal Revenue Code, as amended up to and 
18 including December 31, 1982, continues to apply for 
19 state income tax purposes for tax years beginni~g on 
20 or after January 1, 1984. 
21 8. Married taxpayers who file a joint federal 
22 income tax return and who elect to file sepa,a~e 
23 returns or-separa~e-f±~±n9-on-a-eomb±ned-re~tlrn for 
24 Iowa income tax purposes, may avail themselves oE the 
25 expensing of business assets and capital loss 
26 provisions of sections 179(a) and 121l{b) respectively 
27 of the Internal Revenue Code and shall compute the 
28 amount of expensing of business assets and capital 
29 loss subject to the limitations for joint federal 
30 income tax return filers provided by sections 179(b) 
3: and 1211(0) respectively of the Internal Revenue Code. 
32 :9. Married taxpayers, who file a joint federal 
33 !ncome tax return and who elect to file seoarate 
34 retur~s ~r-whe-e~ee~-~e~ar~te-~±i±r.9-e~-d-eo~b±~ed 
35 re~~rn for s~ate income tax purposes, shall include in 
36 net income any social security benefits received to 
17 the same extent as those benefits are taxao~e on the 
38 taxpayer's joint federal return :or that year under 
39 section 86 of the Internal Revenue Code. The benefits 
40 inCluded in net income must be allocated between :he 
41 spouses in the ratio of the social security beneEits 
42 received by each spouse to the total of these oene:its 
43 received by both spouses. 
44 Sec. ~O. Section 422.8, subsection 2, Code 1987, 
45 is amended to read as follows: 
46 2. Nonresident's net income allocated to Iowa is 
47 the net income, or portion thereof, which is derived 
48 from a business, trade, profeSSion, or occupation 
49 carried on within this state or income from any 
50 property, trust, escate, or other source within Iowa. 
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1 If any business, trade, profession, or occupation is 
2 carried on partly within and partly without the state, 
3 only the portion of the net income which is fairly and 
4 equitably attributable to that part of the business, 
5 trade, profession, or occupation carried on within the 
6 state is allocated to Iowa for purposes of section 
7 422.5, subsection 1, paragraph llnll "c" and section 
8 422.13 and income from any property, trust, estate, or 
9 other source partly within and partly without the 

10 state is allocated to Iowa in the same manner, except 
11 that annuities, interest on bank deoosits and 
12 interest-bearing obligations, and dividends are 
13 allocated to Iowa only to the extent to which they are 
14 derived from a business, trade, profession, or 
15 occupation carried on within the state. However, 
16 income received by an individual who is a resident of 
17 another state is not allocated to Iowa if the income 
18 is subject to an income tax imposed by the state where 
19 the individual resides, and if the state of residence 
20 allows a similar exclusion for income received in that 
21 state by residents of Iowa. In order to implement the 
22 exclusions, the director shall designate by rule the 
23 states which allow a similar exclusion for income 
24 received by residents of Iowa, and may enter into 
25 agreements with other states to provide that similar 
26 exclusions will be allowed, and to provide suitable 
27 withholding requirements in each state. 
28 Sec. 11. Section 422.12, subsection 2, unnumbered 
29 paragraph 2, Code 1987, is amended to read as :ollows: 
30 Married taxpayers electing to file separate returns 
31 or-~~~~n9-~e~arate~y-en-a-eembined-retcrn mus~ 
32 allocate the child and dependent care credit to each 
33 spouse in the proportion that each spouse's respective 
34 net income bears to the total combined net income. 
35 Taxpayers affected by the allocation provisions of 
36 section 422.8 shall be permitted a deduction :or the 
37 credit only in the amount fairly and equitably 
38 allocable to Iowa under rules prescribed by the 
39 director. 
40 Sec. 12. Section 422.12, Code 1987, is amended by 
41 adding the following new subsection: 
42 NEW SUBSECTION. A two-earner credit for married 
43 taxpayers flling jointly. The credit is equal to 
44 three and one-half percent of the qualified earned 
45 income of the spouse with the lower qualified earned 
46 income not to exceed one hundred seventy-five dollars. 
47 For purposes of this credit the term "qualified earned 
48 income" means the same as provided in section 221 of 
49 the Internal Revenue Code in effect on December 31, 
50 1986, except that only qualified earned income from 
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1 Iowa sources shall be considered for the credit. 
2 Nonresidents may claim the credit only to the extent 
3 that both spouses have qualified earned income from 
4 Iowa sources. 
5 Sec. 13. Section 422.13. subsection 1. paragraph 
6 b. Code 1987. is amended to read as follows: 
7 b. The individual has net income of =e~r seven 
8 thousand dollars or more for the tax year from sources 
9 taxable under this division. 

10 Sec. 14. Section 422.21. unnumbered paragraph 4. 
11 Code 1987. is amended to read as follOWS: 
12 The director shall determine for the i9~9 1988 and 
13 subsequent calendar years the annual and cumulative 
14 inflation Eactors for those calendar years to be 
15 applied to tax years beginning on or after 0anuary 1 
16 of that calendar year. The director shall compute the 
17 new dollar amounts as specified therein to be adjusted 
18 in section 422.5 by the latest cumulative inflation 
19 factor and round ofE the result to the neares: one 
20 dollar. The annual and cumulative inflation factors 
21 determined by the director are not rules as defined in 
22 section 17A.2. subsection 7. 
23 Sec. 15. Section 422.43. Code 1987. is amended by 
24 adding the following new unnumbered paragraph: 
2S NEW GNNUMBERED PARAGRAPH. In addition to the tax 
26 at the rate of four percent imposed under this 
27 section. there is imposed an additional tax at the 
28 rate of one-half of one percent to be added to the 
29 existing tax rate. This additional one-half of one 
30 percent tax shall be imposed for the pe:iod beginni~g 
31 August :, 1987 and ending September 30. 1988. 
32 Sec. 16. Sec~ion 423.2. Code 1987. is amended by 
33 adding the following new unnumbe:ed parag:aph: 
34 NEW UNNUMBERED PARAGRAPH. In add:~ion to the tax 
35 at the rate of four percent imposed unde~ this 
35 section. there is imposed an additional tax at the 
37 rate of one-halE of one percent :0 be added to the 
38 existing tax rate. ~his additional one-hal~ of one 
39 percent tax shall be imposed for the period beginning 
40 August 1. 1987 and ending September 30, 1988. 
41 Sec. 17. This section applies in regard to the 
42 increase in the state sales, serviCeS, a~d use tax 
43 from [our to four and one-half percent under sections 
44 IS and 16 for the period beginning August 1, 1987 and 
45 ending September 30, 1988. The use tax rate oe fou: 
46 and one-half percent applies co motor vehicles s~bjec: 
47 to registration which are registered on or afeer 
48 August 1. 1987 but before August I, 1988. The four 
45 and one-half percent use tax rate will apply tc th~ 
sc use of property when the first taxable use in this 

• 
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AIIlstate occurs on or after August 1, 1987 but be:ore 
:~ugust 1, 1988. The four and one-half percent rate 

j will apply to the gross rece:pts from the sale, 
4 furnishing, or serv~ce 0: gas, e~ectricity, water, 
S heat, and conu!lunication service i: the date of billing 
5 the customer is on or after August :, 1987 but before 
7 August 1, :988. In the case of a service contract 
8 entered into prior to August 1, 1987 which contract 
9 calls for periodic payments, the four and one-half 

10 percent rate will apply to those payments "-ace or due 
11 on or after August 1, 1987 but before August 1, :988. 
12 This periodic payment would apply, but not be limited 
13 to, tickets of admissions, private club membe~silip 
14 fees, sources of amusement, eauiom~n~ rental, drv 
15 cleaning, reducing salons, dance· schools, and all 
16 other serV1ces subject to tax, except the 
:7 aforementioned utility services whic~ are subject to a 
18 special transitional rule. Unlike periodic payxents 
19 under service contracts, ins~allmen~ sales of gooas, 
20 wares, and merchandise are subject to the full amount 
21 of sales or use tax when the sales contract is e~tered 
22 into or the property is used in Iowa. 
23 Sec. 18. Sections 1 through 14 of this Act are 
24 retroactive to January 1, 1987 for tax years beginning 

•

on or a::er that date. 
, Sec. 19. ~his Act, being deemed of immediate 
, . ... . ft:· ... ~ 1\ , ImporLance, 1S e .eC[lVe upon enac.men~. 

28 2. Title page, by striking lines: through 9 and 
29 inserting the Eollowi~g: ItAn Act :elati~g to state 
30 taxes by revising the state individual income tax by 
31 altering the tax brackets and rates; disallowing 
32 married persons filing separa:ely on combined re~urns; 
33 increasing the amouu~ below which no tax :s owec; 
34 prov~di~g a two-earner tax credi~; a~d by temporarily 
35 increasing the state sales, services, and use tax; and 
36 prov1ding effective dates." 

;-.~ - ..j . i 
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BERL E. PRIEBE 
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10 
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14 
15 
16 
17 
18 
19 
20 
21 
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25 
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27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

-~~ . 49 
50 

Amend the amendment, 5-4117, to Senate File 523 as 
follows: 

1. By striking page 1, line 4 through page 9, 
line 36, and inserting the following: 

""Section 1. Section 98.6, subsection 2, Code 
1987, is amended to read as follows; 

2. Notwithstanding subsection 1, there is imposed 
and shall be collected a~d paid to the depa,tme~t a 
tax on all cigarettes used or otherwise disposed of in 
this state for any purpose at-~he-~ate-oE-~~~e-mil~~ 
o"-eaeh-eiga~eeee-fo~-the-?e~iod-begi""i"g-5~ly-l, 
t98t-and-ending-Se?te~be~-3e,-lge5-a"d at the rate of 
thi~teen fifteen and one-half mills on each cigarette 
beginning eeeobe~ July 1, 1985 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 held for resale on the effective date 
of an increase in the tax rate on 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 mecered 
imprints whiCh have been paid for under section 98.12 
shall be subjec~ to an inventory tax on the items as 
provided in this section. 

2. Persons subject to the inventory tax i~posed 
under this section shall take an inventory as of the 
close of the business day next preceding the effective 
date of the increased tax rate of those items subject 
to t~e inventory tax for the purpose of dete~minin9 
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 necessar, 
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 98.6, 98.8, 
98.12, or 98.43 after the tax increase exceot 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 422.4, subsection 17, Code i987, 
is amended to read as follows: 

17. a. "Annual inflation factor" meen~-an-index, 
ex?~e~~ed-ee-e-~e~eeneege,-dete~~±ned-by-the 

.- .. -- - .. , ·- .... ·_--"-. __ ~ __ oc ___ ..... 
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1 depa~eme~e-eaeh-yea~-eo-~ei%eee-ehe-p~~eha~±~9-powe~ 
2 oi-ehe-do%%a~-a~-a-~e~~%e-oi-±~i%ae±o~-d~~±~9-ehe 
3 p~eeed±~9-e8%e~da~-ye8~.--Po~-ehe-%96%-a~d-~~b~eq~e~e 
4 ea%e~da~-ye8~~7-ua~~~a%-±~i%ae±o~-iaeeo~u means an 
5 index, expressed as a percentage, determined by the 
6 department by October 15 of the calendar year 
7 preceding the calendar year for which the factor is 
8 determined to reflect the purchasing power of the 
9 dollar as a result of inflation during the fiscal year 

10 ending in the calendar year preceding the calendar 
11 year for which the factor is determined. In 
12 determining the annual inflation factor, the 
13 department shall use the annual percent change, but 
14 not less than zero percent, in the implicit price 
15 deflator for the gross national product computed io~ 
16 ehe-who%e-ea%e"da~-yea~-o~ for the second quarter of 
17 the calendar year7-±"-ehe-ea~e-oi-ehe-a"~~a%-±~i%ae±o" 
18 iaeeo~-io~-ehe-%96%-a"d-~~b~eq~e~e-ea%e"da~-yea~~7 by 
19 the bureau of economic analysis of the United States 
20 department of commerce and shall add two-fourths io~ 
21 ehe-%gee-a~d-~~b~eq~e"e-ea%e~da~-yea~~ of that percent 
22 change to one hundred percent. ~he-a""~a%-±"i%ae±o" 
23 iaeeo~-io~-ehe-%9~9-ea%e"da~-yea~-±~-o"e-h~~d~ed-ewo 
24 po±ne-eh~ee-pe~eene. The annual inflation factor and 
25 the cumulative inflation factor shall each be 
26 expressed as a percentage rounded to the nearest one-
27 tenth of one percent. The annual inflation factor 
28 shall not be less than one hundred percent. 
29 b. "Cumulative inflation factor" means the product 
30 of the annual inflation factor for the %9~6 1987 
31 calendar year and all annual inflation factors for 
32 subsequent calendar years as determined pursuant to 
33 this subsection. The cumulative inflation factor 
34 applies to all tax years beginning on or after January 
35 1 of the calendar year for which the latest annual 
36 inflation factor has been determined. 
37 c. The annual inflation factor for the %9~8 1987 
38 calendar year is one hundred percent. 
39 d. Notwithstanding the computation of the annual 
40 inflation factor under paragraph "a" oi-eh±~ 
41 ~~b~eee±on, the annual inflation factor is one hundred 
42 percent for any calendar year in which the unobligated 
43 state general fund balance on June 30 a~-ee~e±i±ed-by 
44 ehe-d±~eeeo~-oi-~e~en~e-and-i±nanee-by-Sepeembe~-%e-oi 
45 ehe-i±~ea%-yea~-be9±nn±n9-±n-ehae-ea%enda~-yea~-±~ 
46 %e~~-ehan-~±xey-m±%%±on-do%%a~~.--Howe~e~7-io~-ehe 
47 %ge%-and-~~b~eq~ene-ea%enda~-yea~~7-ehe-ann~a% 
48 ±ni%ae±on-iaeeo~-±~-one-h~nd~ed-pe~eene-io~-any 
49 e8%enda~-yea~-±~-ehe-~nob%±9aeed-~eaee-gene~a%-i~nd 
50 ba%anee-on-a~ne-38-oi-ehe-ea%enda~-year-p~eeed±"9-ehe 
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eaie~der-year-for-whieh-the-:aetor-i~-determ±~ed, as 

2 certified by the director of ~evenue and finance by 
3 October 10, is less than sixty million dollars. 
4 Sec. 4. Section 422.5, subsection 1, paragraphs a 
5 through m, Code 1987, are amended by striking the 
6 paragraphs and inserting in lieu thereof the 
7 folLowing: 
8 a. For taxpaye~s other than married taxpayers 
9 filir.g separately, estates, and trusts, the tax rates 

10 are as follows: 
11 (1) On all taxable income from zero thro~gh five 
12 thousand dollars, one and one-half percent. 
13 (2) On all taxable income exceeding five thousand 

dollars but not exceeding ten thousand dollars, four 
pe~cent. 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

_ 24 
, 25 
, 26 

27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

(3) On all taxable income exceeding ten thousand 
dollars but not exceeding seventy thousand dollars, 
six and one-half percent. 

(4) On all taxable income exceeding seventy 
thousand dollars, six and nine-tenths percent. 

b. 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 five hundred dollars, one and one-half 
percent. 

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

(3) On all taxable income exceeding five thousand 
dollars but not exceeding thirty-five thousand 
dollars, six and one-half percent. 

(4) On all taxable income exceeding thirty-five 
thousand dollars, six and nine-te~ths percent. 

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

~ c. The tax imposed upon the taxable income of a 
r.onresident Shall be computed by reduc~ng the amount 
determined pursuant to paragra~h~ paragraoh "a" 
throtlgh-AmA or "b" by the amounts of nonrefundable 
credits under this division and by multiplying this 

41 resulting amount by 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 is the denominator. This 
provision also applies to individuals who are 
residents of Iowa for less than the entire tax year. 

42 
43 
44 
45 
46 
47 
48 

_49 
".50 

Sec. 6. Section 422.5, subsection 1, paragraph 0, 
unnumbered paragraph 1, Code 1987, as amended by 1987 
Iowa Acts, House File 153, section 3, is amended to 
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1 read as follows: 
2 There is imposed upon every resident and 
3 nonresident of this state, including estates and 
4 trusts, the greater of the tax determined in 
5 paragraphs "a" through un u "CO or the state 
6 alternative minimum tax equar-to seventy-five percent 
7 of the maximum state individual income tax rate, 
8 rounded to the nearest one-tenth of one percent, of 
9 the state alternative minimum taxable income of the 

10 taxpayer as computed under this paragraph. 
11 Sec. 7. Section 422.5, subsection 1, paragraph 0, 
12 unnumbered paragraph 5, Code 1987, as amended by 1987 
13 Iowa Acts, House File 153, section 3, is amended to 
14 read as follows: 
15 In the case of a resident, including a resident 
16 estate or trust, the state's apportioned share of the 
17 state alternative minimum tax is one ~undred percent 
18 of the state alternative minimum tax computed in this 
19 subsection. In the case of a nonresident, including a 
20 nonresident estate or trust, or an individuai, estate 
21 or trust that is domiciled in the state for less than 
22 the entire tax year, the state's apportioned share of 
23 the state alternative minimum tax is the amount of tax 
24 computed under this subsection, reduced by the 
25 applicable credits in sections 422.10, 422.11, 422.llA 
26 and 422.12 and this result multiplied by a fraction 
27 with a numerator of the sum of state net income 
28 allocated to Iowa as determined in section 422.8, 
29 subsection 2, plus tax preference items, adjustments, 
30 and losses under subparagraph (1) attributable to Iowa 
31 and with a denominator of the sum of total net income 
32 computed under section 422.7 and all taX pre:erence 
33 items, adjustments, and losses under subparagraph (1). 
34 In computing this fraction, those items exc:udab:e 
35 under subparagraph (1) shall not be used in computing 
36 the tax preference items. Mart ied taxpayers electing 
37 to file separate returns er-5e~araeely-en-a-ee~b~~ed 
38 ~e~tlrn must allocate the minimum tax computed in this 
39 subsection in the proportion that each spouse's 
40 respective preference items, adjustments, and losses 
41 under subparagraph (l) bear to the combined preference 
42 items, adjustments, and losses under subparagraph (1) 
43 of both spouses. 
44 Sec. 8. Section 422.5, subsection 6, Code 1987, as 
45 amended by 1987 Iowa Acts, House File 153, section 4, 
46 is amended to read as follows: 
47 6. A person who Ls disabled, is sixty-two years of 
48 age or older or is the surviving spouse of an 
49 individual or survivor having an insurable interest in 
50 an individual who would have qualified for the 
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1 exemption under this paragraph for this tax yea[ and 
2 receives one or more annuities from the United Scates 
3 civil service retirement and cisability trust fund, 
4 and whose net income, as defined in section 422.7, is 
5 sufficient to require that the tax be imposed upon it 
6 under this section, may determine final taxable income 
7 for purposes of imposition of the tax by excluding the 
8 amount of annuities received from the United States 
9 civil service retirement and disability trust fund, 

10 which are not already excluded in determining net 
11 income, as defined in section 422.7, up to a maximun 
12 each tax year of five thousand five-~ttndred six 
13 hundred twenty-seven dollars for a person who-files a 
14 separate state income tax return and eight thousand 
15 one hundred eighty-four dollars total for a husband 
16 and wife who file a Joint state income tax return. 
17 However, a surviving spouse who is not disabled or 
18 sixtv-two vears of ace or older can onlv exclude the 
19 amount of annuities received as a result of the death 
20 of the other spouse. The amo~nt of the exemption 
21 shall be reduced by the amount of any social security 
22 benefits received. For the purpose of this section, 
23 the amount of annuities received from the united 
24 States civil service retirement and disability tr~st 
25 fund taxable under the Interna: Revenue Code shall be 
26 included in net income for purposes of determining 
27 eligibility under the five thousand dollar or less 
28 exclusion. 
29 Sec. 9. Section 422.5, subsection 7, Code 1987, is 
30 amended to read as follows: 
31 7. Upon determination of the :atest cumulative 
32 inflation factor, the director shall multiply each 
33 dollar amount set forth in subsection 1, paragraphs 
34 "a" th~o~9h-umU and I'b'I of this sect~on, and each 
35 dollar amount specified in this section as the maximum 
36 amount of annuities [eceived which may be excluded in 
37 determining final taxable income, by th~s cumulative 
38 inflation factor, shall rou~d ofE the resulting 
39 product to the nearest one dollar, and shall 
40 incorporate the result into the income tax fo~ms and 
41 instructions for each tax year. 
42 Sec. 10. Section 422.7, subsections 6, 8, and 19, 
43 Code 1987, as amended by 1987 Iowa Acts, House :ile 
44 153, section 7, are amended to read as follows: 
45 6. Individual taxpayers and married taxpaye~s who 
46 file a joint federal income tax return and who elect 
47 to file a joint return, or separate returns or 
48 ~~~ara~~-fi:in9-on-a-eombined-r~ttlrn for Iowa income 
49 tax purposes, may avail themselves of the disability 
50 income exclusion and shall compute the amount of the 
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1 disability income exclusion subject to the limitations 
2 for joint federal income tax return filers provided by 
3 section 105(d) of the Internal Revenue Code. The 
4 disability income exclusion provided in section 105(d) 
5 of the Internal Revenue Code, as amended up to and 
6 including December 31, 1982, continues to app:y for 
7 state income tax purposes for tax years beginning on 
8 or after January 1, 1984. 
9 8. Married taxpayers who file a joint federal 

10 income tax return and who elect to file separate 
11 returns o~-~epa~ate-ti%ing-on-a-eombined-~et~~n for 
12 Iowa income tax purposes, may avail themselves of the 
13 expensing of business assets and capital loss 
14 provisions of sections 179(a) and 1211(b) respectively 
15 of the Internal Revenue Code and shall compute the 
16 amount of expensing of business asse~s and capital 
17 loss subject to the limitations for joint Eede~al 
18 income tax return Eilers provided by sections 179(b) 
19 and 1211(b) respectively of the Internal Revenue Code. 
20 19. Married taxpayers, who file a joint federal 
21 income tax return and who elect to file separate 
22 returns or-who-e:eet-separate-fi:ing-on-a-eombined 
23 ~ettl~n for state income tax purposes, shall include in 
24 net income any social security benefits received to 
25 the same extent as those benefits are taxable on the 
26 taxpayer'S joint federal return for that year under 
27 section 86 of the Internal Revenue Code. The benef:ts 
28 included in net income must be allocated between the 
29 spouses in the ratio of the social security benefits 
30 received by each spouse to the total of these benefits 
31 received by both spouses. 
32 Sec. 11. Section 422.8, subsection 2, Code 1987, 
33 is amended to read as follows: 
34 2. Nonresident's net income allocated to Iowa is 
35 the net income, or portion thereof, which is derived 
36 from a business, trade, profession, or occupation 
37 carried on within this state or income from any 
38 property, trust, estate, or other source with:n Iowa. 
39 If any business, trade, profess~on, or occupation is 
40 carried on partly within and partly without the state, 
41 only the portion of the net income which is fairly and 
42 equitably attributable to that part of the business, 
43 trade, profession, or occupacion carried on within the 
44 state is allocated to !owa for purposes of section 
15 422.5, subsection 1, paragraph afta ·c" and section 
46 422.13 and income from any property~rust, estate, or 
47 other source partly within and partly without the 
48 state is allocated to Iowa in the same manner, except 
49 that annuities, interest on bank deposits and 
50 interest-bearing obligations, and dividends are 
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1 allocated to Iowa only to the extent to which they are 
2 derived from a business. trade. profession. or 
3 occupation carried on within the state. However. 
4 income received by an individual who is a resident of 
5 another state is not allocated to Iowa if the income 
6 is subject to an income tax imposed by the state where 
7 the individual resides. and if the state of residence 
8 allows a similar exclusion for income received in that 
9 state by residents of Iowa. In order to implement the 

10 exclusions. the director shall designate by rule the 
11 states which allow a similar exclusion for income 
12 received by residents of Iowa. and may enter into 
13 agreements with other states to provide that similar 
14 exclusions will be a:lowed. and to provide suitable 
15 withholding requirements in each state. 
16 Sec. 12. Section 422.9, subsection 1. unnumbered 
17 paragraph 1, Code 1987. as amended by 1987 Iowa Acts. 
18 House File 153. section 11. is amended to read as 
19 follows: 
20 An optional standard deduction of fifteen percent 
21 of the net income ~fte~-ded~et~o~-of-Eede~ar-~"eome 
22 tax, not to exceed one thousand two hundred dollars 
23 for a married person who files separately. one 
24 thousand two hundred dollars for a single person or 
25 three thousand dollars for a husband and wife who file 
26 a jOint return. a surviving spouse as defined in 
27 section 2 of the Internal Revenue Code. or an 
28 unmarried head of househOld as defined in the Internal 
29 Revenue Code. 
30 Sec. 13. Section 422.9. subsection ~. Code 1987. 
31 is amended by adding the following new unnumbered 
32 paragraph: 
33 NEW UNNUMBERED ?ARAGRAPH. However, for tax years 
34 beginning on or aEter January 1. 1987 but before 
35 January 1, 1988. deduct only the amount of federal 
36 income tax paid during the tax year for the previous 
37 ~ax year. Federal income tax paid in estimated tax 
38 payments during ~he tax year for the previous tax year 
39 shall not be deducted. For tax years beginning on or 
40 after January 1. 1987 but before January 1. 1988. add 
41 only the amount of federal income tax refund rece:ved 
42 during the tax year to the extent that the federal 
43 income tax that was refunded had been deducted on a 
44 return for a tax year beginning prior to January 1. 
45 1987. Married persons who have filed a joint federal 
46 income tax return and who have filed separate state 
47 returns shall divide the federal income tax paid or 
48 the federal income tax refund between the spouses in 
49 the ratio of the federal adjusted gross income of each 
50 spouse to the adjusted gross income of both spouses 
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1 for the tax year which resulted in the income tax 
2 payment or the income tax refund. 
3 Sec. 14. Section 422.9, subsection 2, paragraph b, 
4 Code 1987, is amended by striking the paragraph and 
5 inserting in lieu thereof the following: 
6 b. For tax years beginning on or after January 1, 
7 1987 but before January 1, 1988, add the amount of 
8 federal income tax paid during the tax year for the 
9 previous tax year except for federal income tax paid 

10 in estimated tax payments. For tax years beginning on 
11 or after January 1, 1987 but before January 1, 1988, 
12 subtract the amount of federal income tax refund 
13 received during the tax year to the extent that the 
14 federal income tax that was refunded had been deducted 
15 on a ret~rn for a tax year beginning prior to January 
16 1, 1987. Married persons who have filed a joint 
17 federal income tax return and who have filed separate 
18 state returns shall divide the federal income tax paid 
19 or the federal income tax refund between the spouses 
20 in the ratio of the federal adjusted gross income of 
21 each spouse to the adjusted gross income of Doth 
22 spouses for the tax year which resulted in the income 
23 tax payment or the income tax refund. 
24 Sec. 15. Section 422.12, subsection 2, unnumbered 
25 paragraph 2, Code 1987, is amended to read as follows: 
26 Married taxpayers electing to file separate returns 
27 oe-£t~t~g-5eparetety-on-a-eo~bt~ee-ret~rn must 
28 allocate the child and dependent care credit to each 
29 spouse in the proportion that each spouse's respective 
30 net income bears to the total combined net income. 
31 Taxpayers aEfected by the allocation provisions of 
32 section 422.8 shall be permitted a deduction for the 
33 credi: only in the amount fairly and equitably 
34 allocabee to Iowa under rules prescribed by the 
35 director. 
36 Sec. 16. Section 422.12, Code 1987, is amended by 
37 add:ng the following new subsection: 
38 NEW SUBSECTION. A two-earner credit for married 
39 taxpaye=s Eiling jointly. ~he credit is equal to 
40 three percent of the qualified earned income of the 
41 spouse with the Imver qualified earned incorr;e not ::0 
42 exceed one hundred fifty dollars. For purposes of 
43 this credit the term "qualified earned income" means 
44 the same as provided in section 221 of the Internal 
45 Revenue Code in effect on December 31, 1986, except 
46 that only qualified earned income from IOwa sources 
47 shall be considered for che credit. Nonresidents rna" 
48 claim the credit only to the extent that ooth spouse; 
49 have qualified earned income from Iowa sources. For 
50 married taxpayers filing jointly with adjusted gross 

• 
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~ income in excess of seventy-five ~~ousand dol:ars, the 
2 allowable amount of the tWQ-earr.er credit shall be 
3 reduced, but not below zero, by ten percent of the 
4 credit for each one thousand dollars tha~ the adjusted 
5 gross income of the ~arried taxpayers exceeds seventy-
6 five thousand dollars. 
7 Sec. 17. Section 422.:3, s~bsection 1, paragraph 
8 b, Code 1987, is amended to read as follows: 
9 b. The individual has net income of fotl~ five 

10 thousand dollars or more for the tax year from-sQurces 
taxable under this division. 

Sec. 18. Section 422.21, unnumbered paragraph 4, 
Code 1987, is amended to read as follows: 

11 
12 
13 
14 The director shall determine for the ~9~9 :988 and 
15 subsequent calendar years the annual and c~mu:ative 
l6 inflatior. factors :or those calendar years to be 
17 applied to ~ax years begi~ning on or after January 1 
18 of that calendar year. The director sha:l compute the 
19 new dollar amounts as specified therein to be adjusted 
20 
21 
22 
23 

• 27 
28 
29 
30 

in section 422.5 by t~e latest c~mulative inflation 
factor and round off the resu:t to the neares: one 
dollar. ~~e annual a~d c~rr.ulat~ve i~:lation factors 
determined by the director are not rules as defined in 
section :7A.2, subsection 7 . 

Sec. 19. Sections 3 through 11 and 13 through 18 
of this Act are retroactive to January 1, 1987 Eor tax 
years beginning on o~ af:er that date. 

Sec. 20. Section: of this Act is effective July 
l,1987. 

Sec. 21. Sec~ion l2 of this Act is effec~ive 
3l January 1, 1988 for tax years beginning on or af~e~ 
32 that cate. 
33 Sec. 22. 
34 ir.1portance, 

S-4118 

This Act, being dee~ed of i~~ecia:e 
IS e:::ec:ive upon enac::ne:1t.1I1I 

Filed June 4, 1987 BY YlrCHAEL E. GRONSTAL 
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F ( seA l NOT E Staff 1D POD -----
• BY SENATOR HUTCHINS SEi'JATE FILE 523, hmend. 5-4119 

In compliance with a written request received J~nc 4, 1987, a fiscal not~ for 
SF 523 AS AKENDED BY 5-4119 is hereb·; submi::ec ?ur,u~nt to Jo'''c Rule 17. 
Data used in developing this fiscal ~otc arc avai~ahl~ 
Fiscal Bureau to members of the Legislature upon ~eque~:. 

fro~ the Legi~la~iv~ 

Amendment S-4119 makes several cha:".,Ses !:.Q stCi.te ta.x reve~ues and 
expenditures. The amendment aLters :r.e pe(so~al exe~ptions, s~a~dard 
deductions, withholding, and tax ra~es of the individual income tax. 
Amendment 5-4119 so increc1.ses th~ sta':e saies, services d:ld use tax by 
one cent, and exempts from the sales tax the saLe of electrical a~d gas 
utilities. 

Amendment $-4119 so provides for ce!:"ta:1! contractors :'0 recelve refur.cs 
as a result of the sales, services anci use tax increase. The amend~€~~ 
updates ref~rences to tte fede:-al Internal Revenue Code, a:-:.c allo',is 
taxpayers to deduct federal taxes paid from the Iowa return. 

INDIVIDUAL INCOME TAX 

Ass~mptions 

1. Federal deductibility is al~owec. 

2. Married filing separately en a combined return is disallo~ed. 

3. The minimum adjusted gross income exemption is disallowec. 

Tax rates--For tax year 1987, the followLng tax rates and taxable lnco~e 
brackets apply under Amendment 5-4:19. 

SINGLE TAXPAYERS HARRIED JOINT HARRIED SEPARAT~ 

Taxable Income Rate Taxable Income Rate Taxable Income Rate 

$ o - 3,000 4:4 $ a 4,500 47- $ a - 2,250 4% 
3 - 11,000 6 4,500 - 16,500 6 2,250 - 8,250 6 

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

For tax year 1988 and subsequent tax years, the followLng tax rates and 
taxable Lncome brackets apply: 

SINGLE TAXPAYERS I'.ARR I ED JOINT I'.ARRIEJ SEPARAT~ 
Taxable Income Rate Taxable Income Rate Taxable Income Rate 

$ a - 2,000 47. $ 0 3,000 4:4 $ a - 1,500 4% 
2 - 11,000 6 3 - 16,500 6 1,500 - 8,250 6 

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

The amendment also provides that the standard deduction anc the pe~son~L 
exemption for Iowa purposes will be the same as the federal s:andard 
deduction ~nd personal exemptLcn. For the 1987 tax year, the s:andard 
deductLon ~ill be ~3,800 on a joint return and $2,570 for an unmarried 
individual; for tax year 1988 and beyend, the amounts are $5,000 and 
$3,000, respectively. 
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Fiscal Effect. Under C:...l:'"rent i<!~', ::-:d~\'iduat incoi:"\e :.ax l~ability is 
estimated to be $846.9 ~~:lion fer tax year 1987. Total individuaL 
lncome tax liability unde~ the ame~d~ent is estimated to be $838.5 
million for tax year 1987, ~ decrease of $8.~ mittion. 

SALES TAY. 

S-4119 also provides fo~ nn lncreaS~ i~ the state sale~, services and 
use tax from four percent to fl~e pe~ce:-::. The sale of electrical and 
gas utilities is exerr.?tec fr~~ :.he sal~s tax. 

Construction contrac:ors ~ay aFply to the Department of Revenue and 
tax paid under certain 

1$ uni<.n01.l:i. 

Finance for a ref~~d of the adc;tio~al 
conditions; the fiscal effec: of :his spcc~fic 

As:;;u::lotion 

1. Ap?roximately 12~ of totai s~~~s tax revenues ~s att~ibutabte to 
the sale of gas and etectric:ty. 

Fiscal E£fect. Currently, it is est~~ated that $638 rniltic~ in sales 
tax revenues wit1 go to ;:he ger:€~a~ ft.:!1d for FY 1988. If a penny 
increase in the tax were i~?osed, ;:he es~i~ated base would increase to 
approximately $798 million. The a~e~dment exempts from the sales and 
use tax the sales of gas a~d e~ectr£c;:y, reduci!1g the increased base by 
an estimated 12% or $96 million. '[he ba:ance of the increase ~~der the 
amendment would be $702 million, ~h:ch is a $64 million increase over 
the current estimated sales tax reven~es. 

Use tax revenues were es~imated to be SlOO million in FY 1988. A one 
cent use tax increase would gene~a~c a?proximately $20 million in 
additional revenues for the eencral fund. 

Road use tax fund: By incredsing the use tax by one cent, an estimated 
$20 million in additional revenue will be de?osited into the road use 
tax fund in FY 1988. 

Total Sales and Use Tax Imoact 

Sales Tax 
Use Tax 

Total General Fund 

Road Use Tax Fur.d 

Increase (millions) 
$ 64 

26 
$ 90 

S 20 

SOURCE: Department of Revence and Fi",r.ce ,() _ (LSB 299J~ POD) 

I~'''-? a ~u4 
Fiscal Director 1 

Leeist8tivej,islal Bureau 
fla t e: &1jf Z 

I 
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1 Amend Senate File 523 as Eollows: 
2 1. By striking everything aEter the enacting 
3 clause and inserting the following: 
4 "Section 1. Section 422.4, subsection 17, Code 
5 1987, is amended to read as follows: 
6 17. a. "Annual inflation factor" mean~-an-index7 
7 ex~re~~ed-a~-a-~ereen~age7-deeermined-by-e~e 
8 de~aremene-eaeh-year-eo-ref%eee-ehe-~ttreha~inq-~ower 
9 of-e~e-dollar-a~-a-re~tt%e-of-inf%aeion-dttr~n9-e~e 

10 preeedin9-ea%endar-year~--Por-ehe-~98~-and-~ttb~eqttene 
11 ealendar-year~,-Uannttal-inflae±on-faeeoru means an 
12 index, expressed as a percentage, deter~ined by the 
13 department by October 15 of the calendar year 
14 preceding the calendar year Ear which the Eactor is 
15 determined to reflect the purchasing power of the 
16 dollar as a result of inflation during the fiscal year 
17 ending in the calendar year preceding the calendar 
18 year for which the factor is determined. In 
19 determining the annual inflation factor, the 
20 department shall use the annual percent change, but 
21 not less than zero percent, in the implicit price 

_
22 deflator for the gross national product computed for 

'. 23 ehe-whole-ealendar-year-or for the second quarter oE 
'. 24 the calendar year7-±n-ehe-ea~e-of-ehe-annttal-±nf±ae±on 

25 faeeor-for-ehe-1gel-and-~ttb~eqttene-ealendar-year~7 by 
~,/, 26 the bureau of economic analysis of the United States 

27 department of commerce and shall add two-fourths for 
28 ehe-±989-a"d-~ttb~eqtte"e-ealendar-year~ of that percent 
29 change to one hundred percent. ~he-a"nttal-±nf±ae±on 
30 faeeor-for-ehe-%9~9-eale"dar-year-±~-o"e-htt"dred-ewo 
31 po±ne-ehree-~ereene7 The annual inflation factor and 
32 the cumulative inflation factor shall each be 
33 expressed as a percentage rounded to the nearest one-
34 tenth of one percent. The annual inflation factor 
35 shall not be less than one hundred percent. 
36 b. "Cumulative inflation factor" means the product 
37 of the annual inflation factor for the %9~8 1988 
38 calendar year and all annual inflation factors for 
39 subsequent calendar years as determined pursuant to 
40 this subsection. The cumulative inflation factor 
41 applies to all tax years beginning on or after January 
42 1 of the calendar year for which the latest annual 
43 inflation factor has been determined. 
44 c. The annual inflation factor for the %978 1988 
45 calendar year is one hundred percent. 
46 d. Notwithstanding the computation of the annual 

~47 inflation factor under paragraph ~a" of-eh±~ 
'~48 ~~b~ee~io", the annual inflation factor is one hundred 

49 percent for any calendar year in which the unobligated 
'.' 50 state general fund balance on June 30 a~-eereif±ed-by 
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1 the-d%~eeeo~-of-~eyenae-and-£inanee-b:-Sepeembe~-±e-o~ 
2 ehe-£%~e8i-,e8~-beg%nn%ng-%n-e~ae-ea%endar-1ear-%3 
3 iess-eh8n-s%~ey-M%zt%on-dozla~s7--Howeye~7-£o~-ehe 
4 i98i-end-sabseqaene-eazenda~-rea~s7-ehe-annaai 
5 %n£leeion-£aeeo~-is-one-hnnd~ed-pe~eene-£or-anr 
6 eaienea~-yea~-i£-ehe-~nobi%geeed-seaee-qenerat-ettncl 
7 baianee-on-dane-3a-o£-ehe-eaiendar-yeer-preeedi~g-ehe 
8 eaienear-yea~-fo~-.hieh-ehe-faeeo~-%s-deeerm±~ecl, as 
9 certified by the director of revenue and finance by 

10 October 10, is less than sixty million dollars. 
11 Sec. 2. Section 422.5, subsection 1, paragraphs a 
12 through m, Code 1987, are amended by striking the 
13 paragraphs and inserting in lieu thereof the 
14 following: 
15 a. For a single person other than a head of 
16 household, the tax rates are as follows: 
17 (1) On all taxable income from zero through three 
18 thousand dollars, four percent. 
19 (2) On all taxable income exceeding three thousand 
20 dOllars but not exceeding eleven thousand dollars, six 
21 percent. 
22 (3) On all taxable income exceeding eleven 
23 thousand dollars, ten and one-half percent. 
24 b. For a married couple filing jointly, a 
25 surviving spouse, a qualifying widow, and a head of 
26 household, the tax rates are as follows: 
27 (1) On all taxable income Erom zero through four 
28 thousand five hundred dollars, four percent. 
29 (2) On all taxable income exceeding four thousand 
30 five hundred dollars but not exceeding sixteen 
31 thousand five hundred dollars, six percent. 
32 (3) On all taxable income exceeding sixteen 
33 thousand five hundred dollars, ten and one-half 
34 percent. 
35 c. For a married person filing separately, an 
36 estate, and a trust, the tax rates are as follows: 
37 (1) On all taxable income from zero through two 
38 thousand two hundred fifty dollars, four percent. 
39 (2) On all taxable income exceeding two thousand 
40 two hundred fifty dollars but not exceeding eight 
41 thousand two hundred fifty dollars, six percent. 
42 (3j On all taxable income exceeding eight thousand 
~3 two hundred fifty dollars, ten and one-half percent. 
44 The tax rates and bracket amounts in paragraphs "a" 
45 through "CO are effective for tax years beginning on 
46 or after January 1, 1987 but before January 1, 1988. 
47 Sec. 3. Section 422.5, subsection 1, paragraphs ~ 
48 through m, Code 1987, are amended by striking the 
49 paragraphs and inserting in lieu thereof the 
50 following: 
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~~l a. For a single person other than a head of 
.. 2 household. the tax rates are as follows: 

3 (1) On all taxable income from zero through t~o 
4 thousand dollars. four percent. 
5 (2) On all taxable income exceeding two thousand 
6 dollars but not exceeding eleven thousand dollars. six 
7 percent. 
8 (3) On all taxable income exceeding eleven 
9 thousand dollars. ten and one-half percent. 

10 b. For a married couple filing jointly. a 
11 surviving spouse. a qualifying widow. and a head of 
12 household. the tax rates are as fOllows: 
13 (1) On all taxable income from zero through three 
14 thousand dollars. four percent. 
15 (2) On all taxable income exceeding three thousand 
16 dollars but not exceeding sixteen thousand five 
17 hundred dollars. six percent. 
18 (3) On all taxable income exceeding sixteen 
19 thousand five hundred dollars. ten and one-half 
20 percent. 
21 c. For a married person filing separately. an 
22 estate. and a trust. the tax rates are as follows: 
23 (1) On all taxable income from zero through one 
24 thousand five hundred dollars. four percent . 

• 25 (2) On all taxable income exceeding one thousand 
~26 five hundred dollars but not exceeding eight thousand 

27 two hundred fifty dollars, six percent. 

,. '. 

28 (3) On all taxable income exceeding eight thousand 
29 two hundred fifty dollars. ten and one-half percent. 
30 The tax rates and bracket amounts in paragru;ohs "a" 
31 through "c" are effective for tax years beginning on 
32 or after January 1. 1988. 
33 Sec. 4. Section 422.5. subsection 1. paragraph n. 
34 Code 1987. is amended to read as follows: 
35 n d. The tax imposed upon the taxable income of a 
36 nonresident shall be computed by reducing the amount 
37 determined pursuant to paragraphs "a" through "ilia "c" 
38 by the amounts of nonrefundable credits under this---
39 division and by multiplying this resulting amount by a 
40 fraction of which the nonresident's net income 
41 allocated to Iowa. as determined in section 422.8. 
42 subsection 2, is the numerator and the nonresident's 
43 total net income computed under section 422.7 is the 
44 denominator. This provision also applies to 
45 individuals who are residents of Iowa for less than 
46 the entire tax year. 
47 Sec. 5. Section 422.5. subsection 
48 unnumbered paragraph 1. Code 1987. as 
49 Iowa Acts. House File 153. section 3, 
50 read as follows: 

1. paragraph 0, 

amended by 1987 
is amended to 
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1 There is imposed upon every resident and 
2 nonresident of this state, including estates and 
3 trusts, the greater of the tax determined in 
4 paragraphs "a" through lin" "d" or the state 
5 alternative minimum tax equar-to seventy-five percent 
6 of the maximum state individual income tax rate, 
7 rounded to the nearest one-tenth of one percent, of 
8 the state alternative minimum taxable income of the 
9 taxpayer as computed under this paragraph. 

10 Sec. 6. Section 422.5, subsection 6, Code 1987, as 
11 amended by 1987 Iowa Acts, House File 153, section 4: 
12 is amended to read as follows: 
13 6. A person who is disabled, is sixty-two years of 
14 age or older or is the surviving spouse of an 
15 individual or survivor having an insurable interest in 
16 an individual who would have qualified for the 
17 exemption under this paragraph for this tax year and 
18 receives one or more annuities from the United States 
19 civil service retirement and disability trust fund, 
20 and whose net income, as defined in section 422.7, is 
21 sufficient to require that the tax be imposed upon it 
22 under this section, may determine final taxable income 
23 for purposes of imposition of the tax by excluding the 
24 amount of annuities received from the United States 
25 civil service retirement and disability trust fund, 
26 which are not already excluded in determining net 
27 income, as defined in section 422.7, up to a maximum 
28 each tax year of five thousand Ei~e-htt~d~ed six 
29 hundred twenty-seven dollars for a person who files a 
30 separate state income tax return and eight thousand 
31 one hundred eighty-four dollars total for a husband 
32 and wife who file a joint state income tax return. 
33 However, a surviving spouse who is not disabled or 
34 sixty-two years of age or older can only exclude the 
35 amount of annuities received as a result of the death 
36 of the other spouse. The amount of the exemption 
37 shall be reduced by the amount of any social securicy 
38 benefits received. For the purpose of this section, 
39 the amount of annuities received from the United 
40 States civil service retirement and disability trust 
41 fund taxable under the Internal Revenue Code shall be 
42 included in net income for purposes of determining 
43 eligibility under the five thousand dollar or less 
44 exclusion. 
45 Sec. 7. Section 422.5, subsection 7, Code 19S7, is 
46 amended to read as follows: 
47 7. Upon determination o~ the latest cumulative 
48 inflation factor, the director shall mUltiply each 
49 dollar amount set forth in subsection 1, paragraphs 
SO "a" through lllll" "c" of this section, and each dollar 

• 
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_ :-:~~untpgs'p:cified in this section as the maximum amount 
2 of annuities received which may be excluded in 
3 determining final taxable income, by this cumulative 
4 inflation factor, shall round off the resulting 
5 product to the nearest one dollar, and shall 
6 incorporate the result into the income tax forms and 
7 instructions for each tax year. 
8 Sec. 8. Section 422.8, subsection 2, Code 1987, is 
9 amended to read as follows: 

10 2. Nonresident's net income allocated to Iowa is 
11 the net income, or portion thereof, which is derived 
12 from a business, trade, profession, or occupation 
13 carried on within this state or income from any 
14 property, trust, estate, or other source within Iowa. 
15 If any business, trade, profession, or occupation is 
16 carried on partly within and partly without the state, 
17 only the portion of the net income wh~ch is fairly and 
18 equitably attributable to that part of the business, 
19 trade, profession, or occupation car,ied on within the 
20 state is allocated to Iowa for purposes of section 
21 422.5, subsection 1, paragraph "!i" "d" and section 
22 422.13 and income from any property;-trust, estate, or 
23 other source partly within and partly without the 
24 state is allocated to Iowa in the same manner, except 
15 that annuities, interest on bank deoosits and 
26 interest-bearing obligations, and dividends are 
27 allocated to Iowa only to the extent to which they are 
28 derived from a business, trade, profession, or 
29 occupation carried on within the state. However, 
30 income received by an individual who is a resident of 
3: another state is not allocated to Iowa if the income 
32 is subject to an income tax imposed by the state where 
33 the individual resides, and if the state of residence 
34 allows a similar exclusion for income received in that 
35 state by residents of Iowa. In order to implement the 
36 exclusions, the director shall designate by rule the 
37 states which allow a similar exclusion for income 
38 received by residents of Iowa, and may enter into 
39 agreements with other states to provide that similar 
40 exclusions will be allowed, and to provide suitable 
41 withholding requirements in each state. 
42 Sec. 9. Section 422.9, subsection 1, unnumbered 
43 paragraph 1, Code 1987, as amended by 1987 Iowa Acts, 
44 House File 153, section 11, is amended by striking the 
45 paragraph and inserting in lieu thereof the following: 
46 For a single person who is not a head ot household, 
47 a married couple filing jointly, a surviving spouse, a 
48 qualifying widow, a head of household, or a married 
49 person filing separately an optional standard deduc-
50 tion equal to the amount of the standard deduction 
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1 determined under section 63(c) of the Internal Revenue 
2 Code for that filing status. In addition to the 
3 optional standard deduction, the individual may deduct 
4 the amount of federal income tax. 
5 Sec. 10. Section 422.9, Code 1987, is amended by 
6 adding after subsection 2 the following new subsection 
7 and renumbering the other subsections: 
8 NEW SUBSECTION. 3. In addition to the amount 
9 deducted under SUbsection 1 or 2, the taxpayer may 

10 deduct the amount of the applicable personal 
11 exemptions allowed under section 151 or 642(b) of the 
12 Internal Revenue Code. 
13 Sec. 11. Section 422.12, subsection 1, Code 1987, 
14 as amended by 1987 Iowa Acts, House File 153, section 
15 16, is amended by striking the subsection. 
16 Sec. 12. Section 422.16, subsection 1, unnumbered 
17 paragraph 1, Code 1987, as amended by 1987 Iowa Acts, 
18 House File 153, section 19, is amended to read as 
19 follows: 
20 Every withholding agent and every employer as 
21 defined in this chapter and further defined in the 
22 Internal Revenue Code, with respect to income tax 
23 collected at source, ~~king payment of wages to a 
24 nonresident employee working in Iowa, or to a resident 
25 employee, shall deduct and withhold from the ~ages an 
26 amount which will approximate the employee's annual 
27 tax liability on a calendar year basis, calculated on 
28 the basis of tables to be prepared by the department 
29 and schedules or percentage rates, based on the wages, 
30 to be prescribed by the depart~ent. Every employee or 
31 other person shall declare to the employer or 
32 withholding agent the number of the employee's or 
33 other person's personal exemptions and dependency 
34 exemptions or credits to be used in applying the 
35 tables and schedules or percentage rates. However, no 
36 greater number of personal or dependency exemptions or 
37 credits may be declared by the employee or other 
38 person than the number to which che employee or other 
39 person is entitled except as allowed under section 
40 3402(m)(1) of the Internal Revenue Code or is allowed 
41 uncer rules prescribed by the director for o~yme"ts of 
42 Qlimony or seoarate maintenance. The claiming oE 
43 Exemptions, alimony or separate maintenance payme"ts, 
44 or credits in excess of entitlement is a serious 
45 misdemeanor. 
46 Sec. 13. Section 422.21, unn~~bered paragraph 4, 
47 Code 1987, is amended to read as follows: 
48 The director shall determine fo~ the ~9~9 1989 and 
C9 subsequent calendar years the annual and cumulative 
50 inflation factors for those calendar years to be 
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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 inflation 
factor and round off the result to the nearest one 
dollar. The annual and cumulative inflation factors 
determined by the director are not rules as defined in 
section l7A.2, subsection 7. 

Sec. 14. Section 422.43, subsections 1, 2, 6, and 
10, Code 1987, are amended to read as follows: 

1. There is imposed a tax of fo~~ five percent 
upon the gross receipts from all sales-or-tangible 
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 se~vice of ga~7-eieeerieiey, 
water, heat, and communication service, including the 
gross receipts from such sales by any municipal 
corporation furnishing gas,-eieeerreieY7 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 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 eax-of-fo~r-pereene 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 999, 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-Ee 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.IO. 

6. There is imposed a eax-of-fo~p-pepeene like 
rate of tax upon the gross receipts from the saTeS of 
optional service or warranty contracts which provide 
for the furnishing of labor and materials and require 
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1 the furnishing of any taxable service enumerated under 
2 this section. The gross receipts are subject to tax 
3 even if some of the services furnished are not 
4 enumerated under this section. For the purpose of 
5 this division, the sale of an optional service or 
6 warranty contract is a sale of tangible personal 
7 property. Additional sales, services, or use tax 
a shall not be levied on services, parts, or labor 
9 provided under optional service or warranty contracts 

10 which are subject to tax under this section. 
11 10. There is imposed a tax of ~O~f five percent 
12 upon the gross receipts from the render~ 
13 furnishing, or performing of services as defined in 
14 section 422.42. 
15 Sec. 15. Section 422.45, Code 1987, is amended by 
16 adding the following new subsection: 
17 NEW SUBSECTION. The gross receipts from the sale, 
18 furniShing, or service of gas or electricity. 
19 Sec. 16. Section 422.47, Code 1987, is amended by 
20 adding the following new subsection: 
21 NEW SUBSECTION. Construction contracto.s may make 
22 application to the department for a refund of the 
23 additional one percent tax paid under this Givision or 
24 the additional one percent tax paid under chapter 423 
25 by reason of the increase in the tax from four to five 
26 percent for taxes paid on goods, wares, or merchandise 
27 under the following conditions: 
28 a. The goods, wares, or merchandise are 
29 incorporated into an improvement to real estate in 
30 fulfillment of a written contract fully executed prior 
31 to June 1, 1987. The refund shall not apply "0 
32 equipment transferred in fulfillment of a mixed 
33 construction contract. 
34 b. The contractor has paid to the department or to 
35 a retailer the full five percent tax. 
36 c. The claim is filed on forms provided by the 
37 department and is filed within one year of the date 
38 the tax is paid. 
39 A contractor who makes an erroneous application for 
40 r.efund is liable for payment of the excess ref~nd paid 
41 plus interest at the rate in effect under section 
<'2 421. 7. In addition, a contractor who ""i11El:11y makes 
43 a false application for refund is guilty of a simple 
44 misdemeanor and is liable Eor a penalty equal to 
45 seventy-Eive percent of the excess refund claimed. 
46 Excess refunds, penalties, a~d interest due under this 
47 subsection may be enforced and collected in the same 
43 manner as the tax imposed by this division. 
40 Sec. 17. Section 423.2, Code 1987, is amended to 
50 read as follows: 
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1 423.2 IMPOSITION OF TAX. 
2 An excise tax is imposed on the use in this state 
3 of tangible personal property purchased for use in 
4 this state, at the rate of fo~r five percent of the 
5 purchase price of the property. The excise tax is 
6 imposed upon every person using the property within 
7 this state until the tax has been paid directly to the 
8 county treasurer or the state department of 
9 transportation, to a retailer, or to the department. 

10 An excise tax is imposed on the use in this state of 
11 services enumerated in section 422.43 at the rate of 
12 £o~r five percent. This tax is applicable ~hepe if 
13 services are rendered, furnished, or performed in~his 
14 state or where if the product or result of the service 
15 is used in this-State. This tax is imposed on every 
16 person using the services or the product of the 
17 services in this state until the user has paid the tax 
18 either to an Iowa use tax permit holder or to the 
19 department. 
20 Sec. 18. This section applies in regard to the 
21 increase in the state sales, services, and use tax 
22 from four to five percent under sections 14 and 17 of 
23 this Act. The use tax rate of five percent applies to 
24 motor vehicles subject to registration which are 
25 registered on or after July 1, 1987. The five percent 
26 use tax rate will apply to the use of property when 
27 the first taxable use in this state occurs on or after 
28 July 1, 1987. The five percent rate will apply to the 
29 gross receipts from the sale, furnishing, or service 
30 of gas, electricity, water, heat, and communication 
31 service if the date of billing the customer is on or 
32 after July 1, 1987. In the case of a service contract 
33 entered into prior to July I, 1987 which contract 
34 calls for periodic payments, the five percent rate 
35 will apply to those payments made or due on or after 
36 July I, 1987. This periodic payment would apply, but 
37 not be limited to, tickets of admissions, private cl'"D 
38 membership fees, sources of amusement, equipment 
39 rental, dry cleaning, reducing salons, dance schools, 
40 and all other services subject to tax, except the 
41 aforementioned utility services which are subject to a 
42 special transitional rule. Unlike periodic paymen~~ 
43 under service contracts, installment sales of goods, 
44 wares, and merchandise are subject to the full amount 
45 of sales or use tax when the sales contrac~ is entered 
46 into or the property is used in Iowa. 
47 Sec. 19. Section 2 of this Act is retroactive to 
48 January I, 1987 for tax years beginning on or after 
49 that date but before January 1, 1938. Section 2 of 
50 this Act is repealed January I, 1988 Eor tax years 

--
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beginning on or after that date. 
2 Sec. 20. Section 3 of this Act is effective 
3 January I, 1988 for tax years beginning on or after 
4 that date. 
S Sec. 21. Sections 14 through 18 of this Act are 
6 effective July 1, 1987. 
7 Sec. 22. Sections 1 and 4 through 13 of this Act 
8 are retroactive to January 1, 1987 for tax years 
9 beginning on or after that date. 

10 Sec. 23. This Act, being deemed of immediate 
11 importance, is effective upon enactment." 
12 2. Title page, by striking lines 1 through 9 and 
13 inserting the following: "An Act relating to state 
14 taxes by altering the individual income tax rates, 
15 withholding, standard deductions, and personal 
16 exemptions and credits; increasing the state sales, 
17 services, and use tax, providing Ear refunds for 
18 certain contractors as a result of that increase, 
19 exempting from the tax the sale, Eurnishing or service 
20 of certain utilities; and providing effective dates." 

S-4119 
Filed June 4, 1987 BY BILL HUTCHINS 

ed out of order y. I~ ;. 
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S.F. 5"23 H.F. 

1 Section 1. Section 422.~, subsection 17, Code 1987, lS 

2 amended to read as follows: 

3 17. a. "Annual inflation factor" ffieaft~-eft-±ft~eX7 

4 ex~~es~ed-a5-a-~e~eentage7-dete~m±fted-~y-the-depa~tfflent-eae~ 

5 yea~-to-~e~~eet-t~e-?a~e~esing-?ewer-ef-the-deiiat-aa-e-~ea~~t 

6 e£-~n£iat±on-da~ing-the-?~eeed±ng-eeTendar-year~--Pet-the-l98l 

7 end-5tlbaeqaent-eeiendar-years7-llannaal-in£~at±en-£aetertl means 

8 an index, exp~essed as a pe~centage, determined by the 

9 department by October 15 of the calendar year preceding the 

10 calendar year for which the factor is determined to reflect 

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

12 during the fiscal year ending in the calendar year preceding 

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

14 determining the annual inflation factor, the department shall 

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

16 in the implicit price deflator for the gross national product 

17 computed £er-~he-wheTe-eaiendar-!eer-er for the second quarter 

18 of the calendar year7-±n-the-ee~e-e£-the-enntlai-i~£Tet±en 

19 ~aeter-fer-the-T98T-and-~tlbseqtlent-eeiendar-!ear~; by the 

20 bureau of economic analysis of the united States department of 

21 commerce and shall add two-fourths fe~-the-i98e-end-atlb~e~tlent 

22 eeienda~-years of that percent change to one hundred percent. 

23 ~he-anntla+-~nf~at~e~-£aeter-fe~-the-i9~9-ea+e~der-7ear-i5-o~e 

24 kand~ed-twe-peint-th~ee-pe~eent7 The annual inflation fac~or 

25 and the cumulative inflation factor shall each be expressed as 

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

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

28 percent. 

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

30 annual inflation factor for the i9~8 1987 calendar year and 

31 all annual inflation factors for subsequent calendar years as 

32 determined pursuant to this subsection. The cumulative 

33 inflation factor applies to all tax years beginning on or 

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

35 annual inflation factor has been determined. 
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1 c. The annual inflation factor for the ~9T8 1987 calendar 

2 year is one hundred percent. 

3 d. 

4 factor 

Notwithstanding 

under paragraph 

the computation of the annual inflation 

"a" of-t~i~-~tlb~eetie~. the annual 

5 inflation factor is one hundred pe:cent for any calendar year 

6 in which the unobligated state general fund balance cn :une 30 

7 ~~-eertified-by-t~e-d±reeter-of-re~entle-a~d-f±nanee-by 

8 September-±9-of-t~e-tisea±-ye~r-be9±nnin9-in-t~at-ea±endar 

9 year-i~-iess-t~e~-sixty-miltion-dottar~~--Howe~er,-Eor-t~e 

10 t98t-and-stlbseqtlent-eatendar-yeers7-the-anntl8~-inftat~on 

11 f~eter-±s-one-~tl~dred-pereent-for-any-eatend8r-year-±f-the 

12 tlnebli9ated-state-genera±-ftlnd-batanee-on-crtlne-39-of-the 

13 eetender-year-preeedin9-the-eatendar-year-for-whieh-t~e-faetor 

14 ±s-determined. as ce:tified by the director of revenue and 

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

16 Sec. 2. Section 422.5. subsection 1. paragraphs a through 

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

18 inserting in lieu t~ereof the following: 

19 a. For taxpayers other than married taxpayers filing 

20 separately. estates. and trusts. the tax rates are as follows: 

21 (1) On all taxable income from zero through five thousand 

22 dollars. three percent. 

23 (2) On all taxable income exceeding five thousand dOllars 

24 but not exceeding ten thousand dollars. four percent. 

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

26 but not exceeding forty-five thousand dollars, six and one-

27 half percent. 

28 (4) On all taxable :ncome exceeding forty-five thousand 

29 dollars, nine and one-half percent. 

30 b. For a married person filing separately. an estate. and 

31 a trust, the tax rates are as follows: 

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

33 five hundred dollars. three percent. 

34 (2) On all taxable income exceeding two thousand five 

35 hundred dollars but not exceeding five thousand dollars. four 
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1 percent. 

2 (3) On all taxable income exceeding five tho~sa~d dollars 

3 but not exceeding twenty-two tr.ousand five hundred dollars, 

4 six and one-half pe~cent. 

5 (4) On all taxable income exceeding twenty-twe thousand 

6 five hundred dollars, nine and one-half percent. 

7 For a taxpayer with taxable income in excess of twenty-five 

8 thousand dollars, the bene:~t of income taxed at the lowest 

9 two rates shall be added back at a rate of ~wo hundred fifty 

10 dollars for eve~y one :housand dollars in taxable inc~me 

11 exceeding twenty-five t~ousand dollars but not exceeding 

12 forty-five theusand dolla~s until the total value of the ,ate 

13 benefits are recovered. 

14 Sec. 3. Sectien 422.5, subsection 1, paragraph n, Code 

15 1987, is amended to read as follows: 

16 "c. The tax imposed upon the taxable :nco~e of a 

17 nonresident shall be computed by reducing the amount 

18 determined pursuant to pe~a~~ep~~ paragraph "a" t~~etl9h-umll or 

19 "b" by the amounts of nonrefundable credits ~nde~ this 

20 division and by multiplying this resulting amount by a 

21 fraction of which the nonresident's net income allocated to 

22 Iowa, as determined in section 422.8, subsection 2, is the 

23 numerator and the nonresident's total net income comp~ted 

24 under section 422.7 is the denominator. This provision a:so 

25 applies to individuals who are residents of Iowa for less than 

26 the entire tax year. 

27 Sec. 4. Sectien 422.5, subsection 1, paragraph 0, 

28 unnumbered paragraph 1, Code 1987, as amended by 1987 Iowa 

29 Acts, House File 153, section 3, is amended to read as 

30 follows: 

31 There is imposed upon every resident and nonresident of 

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

33 tax determined in paragraphs "a" through U n l1 "c" or the state 

34 alternative minimum tax equal to seventy-five percent of the 

35 maximum state individual income tax rate, rounded to the 
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1 nearest one-tenth of one percent, of the state alternative 

2 minimum taxable income of the taxpayer as computed under this 

3 paragraph. 

4 Sec. S. Section 422.5, subsection 1, paragraph 0, 

5 unnumbered paragraph 5, Code 1987, as amended by 1987 Iowa 

6 Acts, House File 153, sec:ion 3, is amended to read as 

7 follows: 

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

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

10 minimum tax is one hundred percent of the state alternative 

11 minimum tax ccmputed in this subsection. In the case of a 

12 nonresident, including a nonresident estate or trust, or an 

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

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

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

16 computed under this subsection, reduced by the applicable 

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

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

19 sum of state net income allocated to Iowa as determined in 

20 section 422.8, subsection 2, plus tax preference items, 

21 adjustments, and losses under subparagraph (1) attributable to 

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

23 computed under section 422.7 and all tax preference items, 

24 adjustments, and losses under subparagraph (1). Ir. computing 

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

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

27 Married taxpayers electing to file separate returns O~ 

28 ~epa~a~e~y-on-a-combinee-~ettl~n must allocate the minimum tax 

29 computed in this subsection in the proportion that each 

30 spouse's respective preference items, adjustments, and losses 

31 under subparagraph (1) bear to the combined preference items, 

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

33 spouses. 

34 Sec. 6. Section 422.5, subsection 2, Code 1987, as amended 

35 by 1987 Iowa Acts, House File 675, section 2, is amended to 
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1 read as follows: 

2 2. However. the tax 5nal~ ~ot be imposed on a resident or 

3 nonresident whose net income. as defined in section 422.7. is 

4 five seven thousa~d dollars or less; but in the event that :he 

5 payment of tax undec this division would reduce the net income 

6 to less than five seven thousand dollars. then the tax shall 

7 be reduced to that amount which would result in allowing the 

8 taxpayer 

9 dollars. 

10 trusts. 

to retain a net ~ncome of five seven thousand 

The preceding sentence does not apply to estates or 

For the p~rpose of this subsection. the entire net 

11 income, including any part of the net income nc: allocated to 

12 Iowa, shall be taKen into account. If the combined net incone 

13 of a husband and wife exceeds five seven thousand dollars, 

14 neither of them shall receive the benefit of this subsection, 

15 and it is immaterial whether they file a joint re:urn or 

16 separate returns. However, if a husband and wife file 

17 separate returns and have a combined net income of five seven 

18 thousand dollars or less, neither spouse shall receive the 

19 benefit of this paragraph, if one spouse has a net operati~g 

20 loss and elects to carry back or carry forward the loss as 

21 provided in section 422.9, subsection 3. A person who 1S 

22 claimed as a dependent by another person as defined in section 

23 422.12 shall not receive the benefit of this subsection of :he 

24 person claiming the dependent has net income exceeding f~ve 

25 seven thousand dollars or the person claiming the dependent 

26 and the person's spouse have combined net income exceeding 

27 five seven thousand dollars. 

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

29 amended by 1987 Iowa Acts, House File 153, section 4, are 

30 amended to read as follows: 

31 6. A person who is disabled, is sixty-cwo years of age or 

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

33 having an insurable interest in an individual who would have 

34 qualified for the exemption under this paragraph for this tax 

35 year and receives one or more annuities from ~he United States 
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1 civil service ~etirement and disability trust fund, and whose 

2 net income, as defined in sectior. 422.7, is sufficient :0 

3 require that the tax be lmposed upon it u~der this section, 

4 may determine final taxable income for purposes of imposition 

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

6 the United States civil service retirement a~d disability 

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

8 income, as defined in section 422.7, up to a Daximum each tax 

9 year of five thousand fi~e-~~~d~ed six hu~dred twenty-seven 

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

11 return and eight thousand one hundred eighty-four docla,s 

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

13 return. ~owever, a s~rvivi~g spouse who is not disabled or 

14 sixty-two years of age or older can only exclude the amo~nt of 

15 annuities received as a result of the death oE the other 

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

17 amount of any social security bene:its received. For the 

18 purpose of this section, the amount of annuities receive~ from 

19 the United States civil service retirement and disabili:;' 

20 trust fund taxable under the Internal Revenue Code shall be 

21 included in net income for purposes of determining eligibility 

22 under the f±~e seven thousand dollar or less exclusion. 

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

24 section, a tax is imposed on the amount of a lump sum 

25 distribution for which the taxpayer has elected under section 

26 402(e) of the Internal Revenue Code to be separately taxed for 

27 federal income tax purposes for the tax year. The rate of tax 

28 is equal to twenty-five percent of the separate federal tax 

29 imposed on the amount of the lump sum distribution. A 

30 nonresident is liable for this tax only on that portion of the 

31 lump sum distribution allocable to Iowa. The total amount of 

32 the lump sum distribu~ion subject to separate federal tax 

33 shall be included in net income for purposes of determining 

34 eligibility under the f~ve seven thousand dollar or less 

35 exclusion. 
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1 Sec. 8. Section 422.5. subsecticn 7. Code 1987, is amended 

2 to read as follows: 

3 7. Cpon determination of the latest cumu:ative inflation 

4 factor, the director shal: multiply each dollar amount set 

5 forth in subsect~on :. paragraphs "a" th~e~9~-umu and "b" of 

6 this section, and each dollar amount specified in this section 

7 as the maximum amount of annuities received which may be 

8 excluded in determining final taxable income, by this 

9 cumulative inflation factor. shall round off the resulting 

10 product to the nearest one dollar, and shall incorporate the 

11 result in:o the income tax forms and instructions for each tax 

12 year. 

13 Sec. 9. Section 422.7, subsections 6, 8, and 19, Code 

14 1987. as amended by 1987 Iowa Acts. House File 153, section 7, 

15 are amended to read as follows: 

16 6. Individual taxpayers and married taxpayers who file a 

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

18 return, or separate returns er-ee?e~eee-f±=±~9-e~-e-ee~oinee 

19 r~tarn for Iowa income tax purposes, may avail themselves of 

20 the disability income exclusion and shall compute the amcunt 

21 of the disability income eXClusion subject to the limitations 

22 for joint federal income tax return filers provided by section 

23 105(d) of the Internal Revenue Code. The disability income 

24 exclusion provided in section 105(d) of the Internal Revenue 

25 Code, as amended up to and including December 31, 1982, 

26 continues to apply for state income tax purposes for tax years 

27 beginning on or after January 1, 1984. 

28 8. Married taxpayers who file a jOint federal income tax 

29 return and who elect to file separate returns er-5e?arate 

30 fiiin9-en-a-eembine~-rettlrn for Iowa income tax purposes, may 

31 avail themselves of the expensing of business assets and 

32 capital loss provisions of sections 179(a) and 1211(b) 

33 respectively of the Internal Revenue Code and shall compute 

34 the amount of expensing of business assets and capital loss 

35 subject to the limitations for joint federal income tax return 
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1 filers provided by sec~~c~s 179(0) and 121l(b) respectively of 

2 the Inte=r.al Revenue CJde. 

3 19. Married taxpayers. who file a joint federal income tax 

4 return and who elect to file separate returns e~-whe-eieee 

5 ~ep6~6~e-f~i~~g-ert-a-ee~b~~ed-~ettlr~ for state income tax 

6 purposes, shall include in net income any social security 

7 benefits received to the same extent as those benefits are 

8 taxable on the taxpayer's joint federal return for that year 

9 under section 86 of the Internal Revenue Code. The benefits 

10 included in net income must be allocated between the spouses 

11 in the ratio of the social security benefits received by each 

12 spouse to the total of these benefits received by both 

13 spouses. 

14 Sec. 10. Section 422.8, subsection 2. Code 1987, is 

15 amended to read as follows: 

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

17 income, or portion thereof. Which is derived from a business, 

18 trade. profession, or occupation carried on within this state 

19 or income from any property, trust, esta~e, or other source 

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

21 occupation is carried on partly within and partly witnout the 

22 state, only the portion of the net income wnich is fairly and 

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

24 profession, or occupation carried on within the state is 

25 allocated to Iowa for purposes of section 422.5. subsection 1, 

26 paragraph ~"u "c" and section 422.13 and income from any 

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

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

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

30 interest-bearing obligations, and dividends are allocated to 

31 Iowa only to the extent to which they are derived from a 

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

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

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

35 income is subject to an income tax imposed by the state where 
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1 the individual res~des, and if the state of residence allows a 

2 similar exclusion for inco~e ~eceived 1n that state by 

3 residents of Iowa. :n order :0 lmplement the exclusions, the 

4 director shall des~gnate by ru:e the states which allow a 

5 simllar exclusion for income ~eceived by residents of Iowa, 

6 and may enter into agreements with othe, states to provide 

7 that similar exclusions w~ll be allowed, and to provide 

8 suitable withholding requirements in each state. 

9 Sec. 11. Section 422.12, sLbsection 2, unnumbered 

10 paragraph 2, Code 1987, is amended to read as follows: 

l~ Married taxpayers electing to file separate returns e~ 

12 ~il~~g-~e~a~a~e=y-en-e-eembi"ed-~e~~rn must allocate the child 

13 and dependent care credit to each spouse in the proportion 

14 that each spouse's respective net income bears :0 the total 

15 combined net income. Taxpayers affected by the allocation 

l6 prOVisions of section 422.8 shall be pernitted a deduction for 

17 the credit only in the amount fairly and equitably allocable 

18 to Iowa under rules prescribed by the d~rector. 

19 Sec. 12. Section 422.12, Code 1987, :s amended by adding 

20 the following new subsection: 

21 NEW SUBSECTION. A two-earner credit for married taxpayers 

22 filing jointly. The credit is equal to three and one-half 

23 percent of the qualified earned income of the spo~se with the 

24 lower qualified earned income not to exceed one h~ndred 

25 seventy-five dolla~s. For p~rposes of thlS credit the term 

26 "qualified earned income" means the same as provided in 

27 section 221 of the Internal Reve~ue Code in effect on December 

28 31, 1986, except that only qualified earned income from Iowa 

29 sources shall be considered for :he credit. Nonresidents may 

30 claim the credit only to the extent that both spouses have 

31 qualified earned income from Iowa sources. 

32 Sec. 13. Section 422.13, subsection 1, paragraph b, Code 

33 1987, is amended to read as follows: 

34 b. The individual has net income of ~etlr seven thousand 

35 dollars or more for the tax year from sources taxable under 
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1 this division. 

2 Sec. 14. Section 422.21, ~nnumbered paragraph 4, Code 

3 1987, is amended to read as :o11ows: 

4 The director shall deter~ine for the ~919 1988 and 

5 subsequent calendar years the annual and cumulative :nflation 

6 factors for those calendar years to be applled to tax years 

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

8 director shall compute the new dOLlar amounts as specified 

9 therein ~o be adjusted in section 422.5 by the latest 

10 cumulative inflation factor and round off the result to the 

11 nearest one dollar. The annual and cumulative inflation 

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

13 section 17A.2, subsection 7. 

14 Sec. 15. Section 422.43, Code 1987, is amended by adding 

15 the following new unnumbered paragraph: 

16 NEW UNNUMBERED PARAGRAPH. In addition to :he tax at the 

17 rate of four percent imposed under this section, there is 

18 imposed an additional tax at the rate of one-~alf of one 

19 percent to be added to the exis~ing tax rate. This additional 

20 one-half of one percent tax shall be imposed for the period 

21 beginning August 1, 1987 and ending Se9tember 30, 1988. 

22 Sec. 16. Section 423.2, Code 1987, is amended by adding 

23 the following new unnumbered paragraph: 

24 NEW UNNUMBERED PARAGRAPH. In addition to :he tax at the 

25 rate of four percent imposed under this section, there is 

26 imposed an additional tax at the rate of one-half of one 

27 percent to be added to the existing tax rate. This additional 

28 one-half of one percent tax shall be imposed for the period 

29 beginning August 1, 1987 and ending September 30, 1988. 

30 Sec. 17. This section applies in regard to the increase in 

31 the state sales, services, and use tax from four to four and 

32 one-half percent under sections 15 and :6 for the period 

33 beginning August 1, 1987 and ending September 30, 1988. The 

34 use tax rate of four and one-half percent applies to motor 

35 vehicles subject to registration which are registered on or 
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1 after August I, 1987 but before August I, 1988. The four and 

2 one-half percent ~se tax ra:e wlll apply to the use of 

3 property when the first taxable use in this state occurs on or 

4 after August i, 1987 but before August I, 1988. The four and 

5 one-half percent rate wi~l apply to the gross receipts from 

6 the sale, fur~ishing, or service of gas, electricity, water, 

7 heat, and cowmunication service if the date of billing the 

8 customer is on or after August :, 1987 but before August 1, 

9 1988. In the case of a service contract entered into prior to 

10 August ~, :987 which contract calls for periodic payments, the 

11 four and one-half percent rate will apply to those payments 

12 made or due on or after August I, 1987 but before August I, 

13 1988. This periodic pay~ent would apply, but not be limited 

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

15 sources of amusement, equipment rental, dry c:eaning, redUCing 

16 salons, dance schocls, and a!l other services subject to tax, 

17 except the aforementioned utility services which are subject 

18 to a special transitional rule. Unlike periodic payments 

19 under serVlce contracts, instal:~e~t sales of goods, wares, 

20 and merchandise are subject to the full amount of sales or use 

21 tax when the sales contract is entered into or the property is 

22 used in Iowa. 

23 Sec. 18. Sections 1 through 14 of this Act are retroactive 

24 to January 1, 1987 for tax years beginning on cr after that 

25 date. 

26 Sec. 19. This Act, being deemed of immediate importance, 

27 is effective upon enactment. 

28 

29 

30 

31 

32 

33 

34 

35 
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SENATE FILE 523 
eH-4388 

1 Amend Senate File 523 as a~ended, passed and 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

-~ ~J 
26 
27 

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

.H 

reprinted by the Senate, as follows: 
1. By striking everything after the enacting 

clause and inserting the following: 
"Section 1. Section 98.6, subsection 2, Code 1987, 

is amended to read as follOws: 
2. Notwithstanding subsection 1, there is imposed 

and shall be collected and paid to the department a 
tax on all cigarettes used or otherwise disposed of in 
this state for any purpose a~-~he-~ate-ef-nine-mi~±~ 
en-eaeh-ei9arette-fer-the-?~ried-be9innin9-dtltY"l7 
~98Y-6nd-endin9-se?teMoer-3e7-i985-end at the rdte of 
thirteen fifteen and one-half mills on each cigarette 
beginning 6eteber July 1, y985 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 held for resale on the effective date 
of an increase in the tax rate on 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 business 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 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 98.6, 98.8, 
98.12, or 98.43 after the tax increase except that in 
computing the rate o~ the inventory tax any discount 
allowed or allowable under section 98.8 shall not be 
considered. 

Sec. 3. Section 422.4, subsection 17, Code 1987, 
is amended to read as follOWS: 

17. d. "Annual inflation factor" mean~-an-index7 
exp~e~~ed-6~-e-pereentage7-determined-by-the 
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1 depa~tme~t-eeeh-yea~-te-~efieet-the-~~~cha5i"g-p~~er 
2 of-the-de±ie~-a5-a-~e~~~t-e€-~nflatien-d'1~in~-the 
3 preeed±"9-eaiendar-yee~~--Per-the-l96i-e"~-sabseqae"~ 
4 ealendar-year~,-Va""~al-inElation-=aetorV means an 
5 index, expressed as a percentage, determined by the 
6 department by October 15 of the calendar year 
7 preceding the calendar year for which the factor is 
8 determined to reflect the purchasing power of the 
9 dollar as a result of inflation during the fiscal year 

10 ending in the calendar year preceding the calend~r 
11 year for which the factor is determined. In 
12 determining the annual inflation factor, the 
13 department shall use the annual percent change, but 
14 not less than zero percent, in the implicit price 
15 deflator for the gross national product computed fer 
16 thc-whele-eaicneer-year-er for tne second quarter of 
17 the calendar year,-±"-the-ease-oE-the-a"naal-in~letien 
18 faete~-fer-the-i96l-and-sab~eqaent-e~lenear-year~, by 
19 the bureau of economic analysis of the united States 
20 department of commerce and shall add two-fourths !:O~ 
21 ~ke-l99S-and-5~bseq~ent-eaieftdar-yeare of that percent 
22 change to one hundred percent. ~he-annaai-inE~at±on 
23 Eae~or-~or-the-l9f9-eaieftdar-yea~-i~-ene-htlnd~ed-twe 
24 pe~n~-three-pereeRt7 The annual inflation factor and 
25 tte cumulative inflation factor shall each be 
26 expressed as a percentage rounded to the nearest o~e-
27 tenth of one percent. The annual inflation factor 
28 shall not be less than one hundred percent. 
29 b. "Cumulative inflation factor" means the product 
30 of the annual inflation factor for the 1918 1987 
3l calendar year and all annual inElation factors for 
32 subsequent calendar years as determined pursuant to 
33 this subsection. The cumulative inflation factor 
34 applies to all tax years beginning on or after January 
35 1 of the calendar year for which the latest ar.nual 
36 inflation factor has been determined. 
37 c. The annllal inflacion factor for the i9i8 1987 
38 calendar year is one hundred percent. 
39 d. Notwithstanding the computation of the annual 
40 inflation factor under paragraph "a" of-this 
41 3tlbseetion, the annual inflation factor is one hundr~d 
42 perc~nt for any calendar year in which the unobligat~d 
43 state general fund balance on June 30 as-e~rt±f±ee-~y 
(4 ~k~-d~ree~ot-et-reve"~e-8~d-E±n8~ee-by-5~ptembe~-~e-~f 
(5 ~~~-~i~e8i-ye~r-~e1iH"i~g-±n-tha~-eaieft~8r-yeer-~8 
46 i0~~-t~6M-5i~~Y-'~~~~~o~-clel~ers~--Heweve~7-~o~-the 
47 i98l-a~d-s~bseq~~~t-eale~da~-7eg~S~-t~e-a"~~~~ 
45 ~~0±a~±on-faetor-i5-e~e-hn~dred-pe~een~-for-~n7 
~y ca±ender-yea~-i!-~he-anebl±gated-s~8t~-generai-fH"d 
50 ba~ance-e"-dtine-38-ef-the-ee!ender-year-~reced±n9-th~ 
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H-4388 .a Page Three 
,..,1 ea%endor-year-for-w~±eh-the-faetor-i~-determined, as 

2 certified by the dlrector of revenue and finance by 
3 October 10, is less than sixty million dollars. 
4 Sec. 4. Section 422.5, subsect:on 1, paragraphs a 
:; through m, Code 1987, are amended by striking the 
6 paragraphs and inserting in lieu thereof the 
7 following: 
8 a. For taxpayers other than married taxpayers 
9 filing separately, estates, and trusts, the tax ,ates 

10 are as follows: 
11 (1) On all taxable income from zero ~r.rough five 
12 thousand dollars, one and one-half perce~t. 
13 (2) On all taxable income exceeding five thousand 
14 dollars but not exceeding ten thousand do:1ars, four 
15 percent. 
16 (3) On all taxable income exceeding ~en thousand 
17 dollars but not exceeding seventy thousand dollars, 
18 six and one-half percent. 
19 (4) On all taxable income exceeding seventy 
20 thousand dollars, six and nine-tenths percent. 
21 b. For a married person filing separately, an 
22 estate, and a trust, the tax rates are as follows: 
23 (1) On all taxable income from zero through two 
24 thousand five hundred dollars, one and one-halE 

(-2265 percent. ,.., (2) On all taxable income exceeding two thousand 
27 five hundred dollars but not exceeding five thousand 
28 dollars, four percent. 
29 (3) On all taxable income exceeding five thousand 
30 dollars but not exceeding thirty-five thousand 
31 dollars, six and one-half percent. 
32 (4) On all taxable income exceeding thirty-f:ve 
33 thousand dollars, six and nine-tenths percent. 
34 Sec. 5. Section 422.5, subsection 1, paragraph n, 
35 Code 1987, is amended to read as follOWS: 
36 n c. 7he tax imposed upon the taxable income ef a 
37 nonresident shall be computed by reducing the amounc 
38 determined pursuant to paraqraphs paragraph "a" 
39 t~rotl9~-llmll or "b" by the amounts of nonrefundable 
40 credits under this division and by multiplying this 
41 resulting amount by a fraction of which the 
42 nonresident's net income allocated to Iewa, as 
43 determlned in section 422.8, subsection 2, is tile 
44 numerator and the nonresident'S total net income 
45 computed under section 422.7 is the denominator. This 
46 provision also applies to individuals who are 
47 residents of Iowa for less than the entire tax year. 
48 Sec. 6. Section 422.5, subsection 1, paragraph 0, 
49 unnumbered paragraph 1, Code 1987, as amended by 1987 
50 Iowa Acts, House File 153, section 3, is amended to 
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1 read as follows: 

HOUSE CLTP SHRET 

2 There is imposed upon every resident and 
3 nonresident of this state, including estates and 
4 trusts, the greater of the tax determined in 
5 paragraphs "a" through uftu "c" or the state 
6 alternative minimum tax equal -to seventy-five percent 
7 of the maximum state illdividual income tax rate. 
8 rounded to the nearest one-tenth of Olle percent, 01' 
9 the state alternative minimum taxable income oE the 

10 taxpayer as computed under this paragraph. 
11 Sec. 7. Section 422.5, subsection 1, parasraph 0, 

12 unnumbered paragraph 5, Code 1987, as amended hy 1987 
13 Iowa Acts, House File 153, section 3, is amend2d to 
14 read as follows: 
15 In the case of a resident, including a resident 
16 estate or trust, the state's apportioned share of the 
17 state alternative minimum tax is one hundred percent 
18 of the state alternative minimum Lax computed in this 
19 subsection. In the case of a nonresident, including a 
20 nonresident estate or trust, or an individual, estate 
21 or trust that 1S domiciled in the state for less than 
22 the entire tax year, the state's apportioned share of 
23 the state alternative minimum tax is the amount of tax 
24 computed under this subsection, reduced by the 
25 applicable credits in sections 422.10, 422.11, 422.11A 
26 and 422.12 and this result multiplied by a fraction 
27 with a numerator of the sum of state net income 
28 allocated to Iowa as determined in section 422.8, 
29 subsection 2, plus tax pre:erence items, adjust~ents, 
30 and losses under subparagraph (1) attributable cO Iowa 
3) and with a denominator of the sum of total net income 
32 computed ullder section 422.7 and all tax preference 
33 items, adjustments, and losses under subparagraph (1). 
34 In computing this fraction, those items excludable 
35 under subparagraph (1) shall not be used in computing 
36 the tax preferen~e items. Married taxpayers electing 
37 to file separate returns er-3epa~a~e~y-e~-a-eembi~ed 
38 re~tlrn must allocate the minimum tax computed in this 
39 subsection in the proportion that each spouse's 
40 respective preference items, adjustments, and losses 
41 ullder subparagraph (1) bear to the combined preference 
42 items, adjustments, and losses under subparagraph (1) 
43 of both spouses. 
44 Sec. 8. Section 422.5, subsection 6, Code 1987, as 
45 amended by 1987 Iowa Aces, House file IS1, sectioll 4, 
46 is ~mended co read as follows: 
47 6. A person who is disabled, is sixty-two years of 
48 age or older or is the surviving spouse of an 
49 individual or survivor having an insurable interest 1n 
50 an individual who would have qualified Eor the 
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'~ exemption u!lder this paragraph for this tax year and 
2 receives one or ~ore annu,tles from the United States 
3 civil service :et!rement and dlsabil!tv trust fund. 
4 and whose net income. as defined in se~tion 422.7. is 
5 sufficient to require that the tax be imposed upon it 
6 under this sect!on. may determine final taxable income 
7 for purposes of impositlon of the tax by excluding t~e 
8 amount of annuities received from the Un!ted States 
9 civil service retirement and disab:lity tr~st fund. 

10 which are not already excluded in determining net 
11 income. as defined in section 422.7. ~p to a m~ximum 
12 each tax year of five thousand fi~e-~~~~~ed si~ 
13 hundred twenty-seven dollars for a person who :11es a 
14 separate state income tax return and e:ght chousand 
15 one hU!ldred eighty-four dollars tota! for a husband 
16 and wife who file a joint state income tax ret~rn. 
17 However. a surviving spouse who is not disabled or 
18 sixty-two years of age or older can o~1y exclude the 
c9 amount of annuities received as a res~lt of the death 
20 of the other spouse. The a~ount of the exemption 
21 shall be reduced by the amount of any social security 
22 benefits received. For the purpose of this section. 
23 the amount of annuities received from ~he United 
24 States civil service retirement and disability trust 

a~~6 fund taxable Linder the Interna.J Revenue> Code sha" 1 be 
~. included in net income for purposes of determining 

LI eligibility under the five thousand dollar or less 
28 exclusion. 
29 Sec. 9. Section 422.5, subsection 7. Code 1987. is 
30 amended to read as follows: 
3: 7. Upon determination of the latest cumulative 
32 i:"flation factor, the director shal;' multiply each 
33 dollar amount set forth in subsection 1. paragraphs 
34 "a" th~ou9h-umu and "b" of this section. and each 
35 dollar amount soecified in this sec:io~ as the maximum 
36 amount of annui~ies received which may be excluded in 
37 determining final taxable income. by this cumulative 
38 inflation factor. shall round off the resulting 
39 product to the nearest one dollar. a~d shall 
40 incorporate the result into the inco!r.e tax forms and 
41 instructions for each tax year. 
42 Sec. 10. Section 422.7. subsectlc':3 6.8. and 19, 
43 Code 1987. as amended by 1987 lowa Acrs. House ?l:e 
44 IS], sectio!1 7. are amended to rea2 3S follows; 
4S 6. rndivid~al taxpayers and married tdxpaY2{S W~~) 
46 file a joint federal income tax return a~d who elect 
47 to file a joint return, or separate returns O~ 
~8 ~ep8~8te-filin9-on-B-eembined-~ettl~n for Iowa income 
~9 tax purposes. may avail themselves of the disability e 50 income exclusion and shall compute the amount of the 
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1 disability income exclusion subject to the limitations 
2 for joint federal income tax return filers provided by 
3 section 105 (d) of the Internal Revenue Code. The 
4 disability income exclusion provided in section l05(d) 
5 of the Internal Revenue Code, as amended IIp to and 
6 including December 31, 1982, continues to apply for 
7 state income tax purposes for tax years beginning on 
8 or after January I, 1984. 
9 8. Married taxpayers who file a joint federal 

10 income tax return and who elect to file separate 
11 returns er-'H~!;'8r8te-fB'±!'!9-en-8-ee1!lb±!'!ed-!'e~tln\ for 
12 Iowa income tax purposes, may avail themselves of the 
13 expensing of business assets and capital loss 
14 provisions of sections 179(a) and 1211(b) respectively 
15 of the Internal Revenue Code and shall compute the 
16 amount of expensing of business assets and capital 
17 loss subject to the limitations for joint federal 
18 income tax return filers provided by sections 179(b) 
19 and 1211(b) respectively of the Internal Revenue Code. 
20 19. Married taxpayers, who file a joint federal 
21 income tax return and who elect to file separate 
22 returns er-whe-e~eet-se!;'8~8~e-f±~i!'!9-eft-a-eeffib±ned 
23 rettlrn for state income tax purposes, shall include in 
24 net income any social security benefits received to 
25 the same extent as those benefits are taxable on the 
26 taxpayer's joint federal return for that year under 
27 section 86 of the Internal Revenue Code. The benefits 
28 included in net income must be allocated between the 
29 spouses in the ratio of the social security benefits 
30 received by each spouse to the total of these benefits 
31 received by both spouses. 
32 Sec. 11. Section 422.8, subsection 2, Code 1987, 
33 is amended to read as follows: 
34 2. Nonresident's net income allocated to Iowa is 
35 the net income, or portion thereof, whiCh is derived 
36 from a business, trade, profession, or occupation 
37 carried on within this state Or income from any 
38 property, trust, estate, or other source within Iowa. 
39 If any business, trade, profession, or occupation is 
40 carried on partly within and partly without the state, 
41 only the portion of the net income which is fairly and 
42 equitably attributable to that part of the business, 
43 trade, profession, or occupation carried on witilin the 
44 state is allocated to Iowa for pu~poses of section 
45 422.~r subsection 1, paragraph llnll licit and section 
46 422.13 and income from any property~trust, estale, or 
47 other source partly within and partly without the 
48 state is allocated to Iowa in the same manner, except 
49 that annuities, interest on bank deposits and 
50 interest-bearing obligations, and dividends are 
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~l allocated to Iowa only to the extent to which they are 
2 derived from a business, trade, profession, or 
3 occupation carried on within the state. However, 
4 income received by an individual who is a resident of 
5 another state is no~ allocated to Iowa if the income 
6 is subject to an income tax imposed by the state where 
7 the individual resides, and if the state of residence 
8 allows a similar exclusion for income received in that 
9 state by residents of Iowa. In order to imple~ent the 

10 exclusions, the director shall designate by rIlle the 
11 states which allow a similar exclusion for income 
12 received by residents of Iowa, and may enter i~to 
13 agreements with other states to provide that similar 
14 exclusions will be allowed, and to provide suitable 
15 withholding requirements in each state. 
16 Sec. 12. Section 422.9, subsection 1, unnumbered 
17 paragraph 1, Code 1987, as amended by 1987 Iowa Acts, 
18 House File 153, section 11, is amended to read as 
19 follOWS: 
20 An optional standard deduction of fifteen percent 
21 of the net income af~er-ded~e~~on-ot-tedera~-~neome 
22 tax, not to exceed one tho~sand two hundred do:lars 
23 for a married person who files sepatately, one 

_
24 thousand two hundred dollars Eor a single person or 

.' 25 three thousand dollars for a husband and wife who file 
26 a joint return, a surviving spouse as defined ." 
27 section 2 of the Internal Revenue Code, or an 
28 unmarried head of household as defined in the Internal 
29 Revenue Code. 
30 Sec. 13. Section 422.9, subsection 1, Code 1987, 
31 is amended by adding the following new unnumbered 
32 paragraph: 
33 NEW UNNUMBERED PARAGRAPH. However, for tax years 
34 beginning on or af:er Janua~y 1, 1987 but before 
35 January 1, 1988, deduct only the amount of federal 
36 income tax paid during the ~ax year for the previous 
37 tax year. Federal illcome ~ax paid in estimated tax 
38 payments during the tax year for the previous tax yeac 
39 shall not be deducted. For tax years beginning on Or 
40 after January 1, 1987 but before January 1, 1988, add 
41 only the amount of federal income tax cefllnd recelved 
42 during the tax year to the extent that the federal 
43 income tax that was refunded had been deducted on a 
44 return for a tax year beginning prior to January l, 
45 1987. Married persons who have filed a joint federal 
46 income tax return and who have filed separate state 
47 returns shall divide the federal income tax paid or 
48 the federal income tax refund between the spouses in 
49 the ratio of the federal adjusted gross income of eac~ 
50 spouse to the adjusted gross income of both spouses 
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1 for the tax year which resulted in the income tax 
2 payment or the income tax refund. 
3 Sec. 14. Section 422.9, subsection 2, paragraph b, 
4 Code 1987, is amended by striking the paragraph and 
5 inserting in lieu thereof the following: 
6 b. For tax years beginning on or after January 1, 
7 1987 but before January 1, 1988, add the amount of 
8 federal income tax paid during the tax year for the 
9 previous tax year except for federal income tax paid 

10 in estimated tax payments. For tax years beginning on 
11 or after January 1, 1987 but before January 1, 1988, 
12 subtract the amount of federal income tax refund 
13 received during the tax year to the extent that the 
14 federal income tax that was refunded had been deducted 
15 on a return for a tax year beginning prior to January 
16 1, 1987. Married persons who have filed a joint 
17 federal income tax return and who have filed separate 
18 state returns shall divide the federal income tax paid 
19 or the federal income tax refund between the spouses 
20 in the ratio of the federal adjusted gross income of 
21 each spouse to the adjusted gross income of both 
22 spouses for the tax year which resulted in the income 
23 tax payment or the income tax refund. 
24 Sec. 15. Section 422.12, subsection 2, unnumbered 
25 paragraph 2, Code 1987, is amended to read as follows: 
26 Married taxpayers electing to file separate returns 
27 o~-filin9-separately-on-a-eefflbi"ed-rettlrn must 
28 allocate the child and dependent care credit to each 
29 spouse in the proportion that each spouse's respective 
30 net income bears to the total combined net income. 
31 Taxpayers affected by the allocation provisions of 
32 section 422.8 shall be permitted a deduction for the 
33 credit only in the amount fairly and equitably 
34 allocable to Iowa under rules prescribed by the 
35 director. 
36 Sec. 16. Section 422.12, Code 1987, is amended by 
37 adding the following new subsection: 
38 NEW SUBSECTION. A two-earner credit for married 
39 taxpayers filing jointly. The credit is equal to 
40 three percent of the qualified earned income of the 
41 spouse with the lower qualified earned income not to 
42 exceed one hundred fifty dollars. For purposes of 
43 this credit the term "qualified earned income" means 
44 the same as provided in section 221 of the Internal 
45 Revenue Code in effect on December 31, 1986, except 
46 tllat only qualified earned income from Iowa sources 
47 shall be considered for the credit. Nonresidents may 
48 claim the credit only to the extent that both spouses 
49 have qualified earned income from Iowa sources. For 
50 married taxpayers Eiling jointly with adjusted gross 
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.. ~ 1 income in excess of seventy-five thousand dollars. tne 
2 
3 
4 
5 
6 
7 
8 
9 

10 

allowable amount of the two-earner credit shall be 
reduced. but not below zero. by ten percent of the 
credit for each one thousand dollars that the adjusted 
gross income of the married taxpayers exceeds seventy­
five thousand dollars. 

Sec. 17. Section 422.13. subsection 1. paragraph 
b. Code 1987. is amended to read as follows: 

b. The individual has net income of fou~ ~ive 
thousand dollars or more for the tax year ~,:).,.. sources 

11 taxable under this d:vision. 
12 Sec. 18. Section 422.21. unnumbered paragr~9h 4. 
13 Code 1987. is amended to read as follows: 
14 The director shall determine for the i9?9 1988 and 
15 subsequent calendar years the annual and cumulative 
16 inflation factors for those calendar years to be 

applied to tax years beginning on or after January 1 
of that calendar year. The director shal: compute the 
new dollar amounts as specified therein to be adjusted 
in section 422.5 by the latest cumulative inflation 
factor and round off the result to the neares~ one 
dollar. The annual and cumulative inflation factors 
determined by the director are not rules as deflned in 
section 17A.2. subsection 7. 

17 
18 
19 
20 
21 
22 
23 

_
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Sec. 19. 1987 Iowa Acts. House File 675. sections 
4 and 13. are repealed. 

Sec. 20. 1987 Iowa Acts. House File 377. section 
10. is amended to read as follOWS: 

SEC. 10. This Act takes effect January 1. 1988. 
Sections 4 7 through 6 9 apply to tax returns filed 
for tax yea~s beginning-on or after =anuary 1. 1987. 
However, in determining the allocation between the 
political candidates fund and the Iowa election 
campaign fund of funds from the returns for the three 
tax years beginning on or after January 1. 1987. 1988. 
and 1989, only the first two hundred sixty thO\lSand 
dollars received for the tax returns of each of those 
years shall be deposited in the Iowa election campaign 
fund and the remainder shall be deposited in the 
political candidates fund. In order to ~egister for a 
restricted campaign in 1988. a candidate's commi~tee 
existing in 1987 must characterlze its December 31. 
1987. balance as provided in section 56.33. subsect:on 
10. and provide that information to the commission 
with the report filed in January. 1988. 

Sec. 21. Sections 3 through 11 and 13 through ~8 
of this Act are retroactive to January 1. 1987 for tax 
years beginning on or after that date. 

Sec. 22. Section 1 of this Act is effective July 
1.1987. 
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1 Sec. 23. Section 12 of this Act is effective 
2 January 1, 1988 for tax years beginn.ng on or after 
3 that date. 
4 Sec. 24. This Act, being deemed of immediate 
5 importance, is effective lIpan enactment." 
6 2. Title page, by striking lines 1 through 6 a~d 
7 inserting the following: "An Act relating to stat\~ 
8 taxes by revising the state cigarette and little cigar 
9 tax by increasing the tax and imposing an inventory 

10 tax on cigarettes and little cigars, unused tax stamps 
11 and metered imprints; and by revising the state 
12 individual income tax by altering the tax brackets and 
13 rates; disallowing married persons filing separately 
14 on combined returns; eliminating the deduction for 
15 federal income taxes paid; providing a two-earner tax 
16 credit; maintaining the due dates for estimated tax 
17 payments; and providing effective dates." 

H-4388 FILED JUNE 4, 1987 
ADOPTED ~-" - .3 i (T p) 

t; 

BY CO:V:~lITTEE ON \~j\.YS AND MEANS 

SENATE FILE 523 
H-43B9 

1 Amend the Committee amendment, H-4388, to Senate 
2 File 523, as amended, oassed, and reprinted by the 
3 Senate, as follows: . 
4 1. Page 9, by inserting after line 24 ehe 
5 following: 
6 "Sec. . 1987 Iowa Acts, Senate File 511, 
7 sections 493 and 494, are repealed. 
8 Sec. 1987 Iowa Acts, Senate File 511, section 
9 498, is amended to read as follows: 

10 SEC. 498. Sections 122, 207, 209, 210, 211, 220, 
11 304, 305, 409, 411, 412, and 449 of this Act, being 
12 deemed of i~nediate importance, take ef:ect upon their 
13 enactment. See~~ons-493-and-q94-o~-~h±s-Aet-a~e 
14 ~e~~oaet~~e-to-~antla~Y-!7-!98~-and-a~p!r-~o-ta~-y@a~s 
15 beg±nninq-on-o~-aft@~-~hee-dateT· 

H-4389 FILED JUNE 4, 1987 BY CARPENTER of Polk 
LOS',' (.1- /7) 
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1 Amend amendment H-4388. to Senate File 523 as 
2 amended, passed. and reprinted by the Senate as 
3 follows: 
4 1. Page 9. by inserting after line 24. ~r." 
5 following: 
6 "Sec. 55. State departments or agencies handling 
7 or in charge of the com:::uni ty economic bet ~erment 
8 account of the Iowa plan fund. the RISE f:;nd. ~he jobs 
9 training programs under chapters 7B. 280B. and 280C. 

10 and other funds or programs for providing assIstance 
11 to business in furtherance of economic ce'jelc"",ent 
12 shall not provide assistance fro;r, those Lr'cs c: 'Vncer 
13 those programs until the depar:ment or ag~ncy has 
14 studied the effect of s'Vcr. assistance on the 
15 competitiveness of the business comparee with ex:sting 
16 businesses and the potential for the dis~lnce~enl of 
17 jobs from other businesses in the state. 
18 In determining which businesses are tc receive the 
19 assistance from these funds or programs. consideration 
20 should be given to the quality of jobs to be provided. 
21 Jobs that have a higher wage scale. have a lower 
22 turnover rate. are full-time, or are career-type 
23 positions are considered higher in qualiry. When the 
24 assistance is in the form of grants. bus:nesses that 
25 have wage scales substantially below that of existing 
26 Iowa businesses should be rated as providing ~he 
27 lowest quality of jobs and should therefore b~ given 
28 the lowest ranking for providing such assistance. 
29 Sec. 1987 Iowa ActS. House File 658, sectlon 
30 4. subsection 2. is amended by adding the followir.g 
31 new unnumbered paragraph: 
32 Effective Ju~e 1. 1987. no taxable certiflcate5 and 
33 no nontaxable certificates which are pa~: of the state 
34 ceiling shall be allocated in excess of :he amount of 
35 ninety thousand dollars issued in furt~<ance of a :ob 
36 training agreement executed after June ;. 1987. 'Vnder 
37 chapter 280B for the benefit of a~y si~g:e plant or 
38 facility of an industry, as defi~ed un6~~ sectlO~ 
39 2803.2, subsection 14. engaged cn pork GC bee: 
40 slaughter, pork or beef packing. or pork 2[ beef 
41 processing, unless the industry is a sma,l bUSiness as 
42 defined in section 220.1. sub5ectio~ 28 dod nO more 
43 than one issue of such certificates may be issued 
44 under the ceiling for any such plant or facility." 
45 2. Page 9, by inserting after line 48. the 
46 following: 
47 "Sec. Section 55 of this Act is retroactive 
48 to May 1,1987." 

H-4392 FILED JUNE 4, 1987 BY LUNDBY of T,inn 
NO'l' GERHANE. ~10TION TO SUSPEND RULES TO CO)JS TDER LOST C;i> ",) .' 
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SEr.:ATE !"ILE 523 
H-4390 
1 Amend the Committee amendment, H-4388, to Senate 
2 File 523 as amended, passed, and reprinted by the 
3 Senate, as follows: 
4 1. Page 6, by inserting after line 31, the 
5 following: 
6 "Sec. 60. Section 422.7, Code 1987, is amended by 
7 adding the following new SUbsection: 
8 NEW SUBSECTION. Except as otherwise provided in 
9 section 97A.12, 97B.39, 411.13, or 602.9109 or this 

10 section, deduct fifty percent of the first fifteen 
11 thousand dollars received from a pension or retirement 
12 system or plan." 
13 2. Page 9, line 46, by inserting after the figure 
14 "11" the following: ", 60". 

H-4390 FIT.ED JUNE 4, 1987 
LOST (. ,7) 

l' 

BY HALVORSON of Clayton 
HARBOR of ~hlls 
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-\~22 SENATE FILE 523 

1 Amend Senate File 523 as amendec, passed and 
2 reprinted by the Senate, as foll~ws: 
3 1. By striKing everything afte~ the enacting 
4 clause and inserting the following: 
5 "Section 1. Section 98.6, subsection 2. Code 1987, 
6 is amended to read as follows: 
7 2. Notwithstanding subsection 1, there is imposed 
8 and shall be collected and paid to the depactment a 
9 tax on all cigacettes used or otherWlse disposed of in 

10 this state for any purpose at-tke-:a~e-of-~~"e-miii~ 
:: e~-eBch-ci9B~ette-for-t~e-periee-ee;inn~n9-a~iy-i7 
:2 :98I-Bnd-endin9-September-3e7-:ge5-~nd at the rate of 
13 thirteen fifteen a~d one-half mi:ls on each cigarette 
:i.4 beginn~ng ectobe .. ;uly 1, B85 1987. 
l5 Sec. 2. ~EW SECTION. 98.40 INVENTORY TAX. 
16 ~. All oersons rea~ired to be licer.sed under 
17 section 98.i3 as dist(lbutors having in thei~ 
18 posseSSion and held Ear resale on :!Ie effective date 
19 of an increase in the tax rate on cigarettes or little 
20 cigars upon which the tax under sec~ion 98.6 or 98.43 
21 
22 

_. 23 
;~'.24 

. 25 

26 
27 
28 
29 
30 
3l 
32 
33 
34 
35 
36 
37 
38 
39 
40 

has been paid, un~sed 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 s~bject to an inventory tax on the items as 
provided in this section. 

2. Pe~sons subject to the inventory tax imposed 
under thlS section shall take an inventory as of the 
close of the business 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 ,eport the tax on 
forms provided by the department of revenue anC 
fina~ce a~d remit the tax due within thirty days of 
the prescribed inventory date. The department of 
revenue and finance shall adopt rules as are Ilecessary 
to cacry out this sec~ion. 

3. 7he 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 pald on 
each item under section 98.6. 98.8, 98.12, or 98.43 

~l prior to the tax increase and the a~ount that is to be 
42 paid on each similar item under section 98.6, 98.8, 
43 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. 

44 
45 
46 
47 

_. 48 
[:.49 

50 

Sec. 3. Section 422.4. subsection 17. Code 1987. 
is amended to read as follows: 

17. a. "Annual inflation factor" mea~~-an-index7 
expre~~ed-a~-a-pereentaqe7-eetermi~ed-by-the 
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8-4122 Pg. 2 
1 dep8~emene-eae~-ye8~-eo-~efieee-e~e-p~~eh8~in9-powe~ 
2 of-ehe-doiia~-a~-8-~e~~ie-of-infi8eion-d~~in9-ehe 
3 p~eeedin9-eaienda~-ye8~~--Po~-ehe-i9ai-8nd-~~b~eq~ene 
4 e8iend8~-year~7-llann~ai-infi8eior-faeeo~ll means an 
5 index, expressed as a percentage, determined by the 
6 department by October 15 of the calendar year 
7 preceding the calendar year for which the factor is 
8 determined to reflect the purchasing power of the 
9 dollar as a result of inflation during the fiscal year 

10 ending in the calendar year preceding the calendar 
11 year for which the factor is determined. In 
12 determining the annual inflation factor, the 
13 department shall use the annual percent change, but 
14 not less than zero percent, in the implicit price 
15 deflator for the gross national product computed fo~ 
16 ehe-whoie-eaiendar-year-or for the second quarter of 
17 the calendar year7-in-ehe-e8~e-of-ehe-8nn~8i-infiaeion 
18 faeeor-fo~-ehe-i98i-and-~~b~eq~ene-eaiendar-yea~~7 by 
19 the bureau of economic analysis of the United States 
20 department of commerce and shall add two-fourths for 
21 ehe-i98e-8nd-~~b~eq~ene-eaienda~-yea~~ of that percent 
22 change to one hundred percent. ~~e-ann~ai-infi8eion 
23 f8eeor-for-ehe-i9~9-eaiendar-year-i~-ene-h~nd~ed-ewo 
24 poine-eh~ee-pereene~ The annual inflation factor and 
25 the cumulative inflation factor shall each be 
26 expressed as a percentage rounded to the nearest one-
27 tenth of one percent. The annual inflation factor 
28 shall not be less than one hundred percent. 
29 b. "Cumulative inflation factor" means the product 
30 of the annual inflation factor for the i9~8 1987 
31 calendar year and all annual inflation factors for 
32 subsequent calendar years as determined pursuant to 
33 this subsection. The cumulative inflation factor 
34 applies to all tax years beginning on or after January 
35 1 of the calendar year for which the latest annual 
36 inflation factor has been determined. 
37 c. The annual inflation factor for the i9~8 1987 
38 calendar year is one hundred percent. 
39 d. Notwithstanding the computation of the annual 
40 inflation factor under paragraph "a" of-ehi~ 
41 ~~b~eeeion, the annual inflation factor is one hundred 
42 percent for any calendar year in which the unobligated 
43 state general fund balance on June 30 a~-eereified-by 
44 ehe-di~eeeo~-of-~e~en~e-and-finanee-by-Sepeembe~-ie-ef 
45 ehe-fi~e8i-yea~-be9innin9-in-ehae-eaienda~-yea~-i~ 
46 ie~~-ehan-~ixey-miiiion-doiia~~~--Howe~e~7-fo~-ehe 
47 i98i-and-~~b~eq~ene-eaiendar-yea~~7-ehe-8nn~ai 
48 infi8eion-faeeo~-i~-one-h~nd~ed-pe~eene-fo~-any 
49 e8ienda~-yea~-if-ehe-~nobii9aeed-~eaee-gene~ai-£~nd 
50 bai8nee-on-a~ne-38-o£-ehe-e8iend8~-yea~-p~eeedin9-ehe 
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2 

~~!e~~e~-yee~-for-wn~eh-t~e-fecte~-±~-dete~~ined, as 
ce=tif~ed by the di:ec~cr o! revenue and fi~ance by 
October :0, is less t~an sixty mi:lion dollars. 

Sec. 4. Sectio~ 422.5, subsection 1, pa[ag~aphs a 
througn m, Code 1987, are amended by striking the 
paragraphs and inserting in iieu thereof the 

a. For taxpayers other than married taxpayers 
:i11n9 separately, estates, and trusts, the tax rates 
are as fellows: 

(:) On all taxab:e income from zero through five 
tho~sa~d dollars, one and o~e-half percent. 

~ 

, , 
(2) On all taxabie income exceeding five thousand 

d~:lars but not exceeding ten thousand dollars, four 
.:..'J percent. 

(3) On all taxable income exceeding ten ,housand 
17 do!lars b~~ root exceed:~g seve~ty thousa~d dollars, 
18 SlY. and one-half per~er.t. 
19 (4) On all taxab:e income exceeding seventy 
20 thousand dollars, six and nine-tenths percent. 
2l 

23 
24 

D. for a married person fillng separately, an 
22 es~ate, and a trust, the tax rates are as follows: 

(1) On all taxable income from zero through two 
thousand five hundred dollars, one and one-half 
percent. .-~? • "0 

• 27 
(2) On all taxab:e income exceeding two thousand 

five hundred dollars but no~ exceedlng five thousand 
dollars, four percen:. 28 

29 
30 
31 

(3) On all taxable inco~e exceeding five thousand 
dollars but not exceeding thirty-five thousand 
dollars, six and one-ha:f percent. 

32 (4) On all taxab:e income exceeding thirty-five 
33 tho~sand dollars, six and nine-tenths percent. 

Sec. S. Section ~22.S, subsection 1, paragraph n, 
35 Code 1987, is amended to read as follows: 
36 n c. 7he tax i~oosed upon tne taxable income of a 
37 nonreSlcent shall b~ computed by redUCing the amount 
38 determined pursuant to paraq~ap~~ paragraph "a" 
39 thr~~eh-~mll or "b" by the amounts of nonrefundable 

credi~s under this d:vision and by multiplying thlS 
41 resulting amount by a fraction of whiCh the 
42 nonresident'S net income allocated to Iowa, as 
43 determined in section 422.8, subsection 2, is the 

45 
46 
47 
48 
49 

44 numerator and the nonresiden:'s total net income 
computed under section 422.7 is the denominator. 
provision also applies to individuals who are 
residents of Iowa for less than the entire tax year. 

This 

_SO Sec. 6. Section 422.5, subsection 1, paragraph 0, 
unnumbered paragraph 1, Code 1987, as amended by 1987 
Iowa Acts, House File 153, section 3, is amended to 
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1 read as follows: 
2 There is imposed upon every resident and 
3 nonresident of this state, including estates and 
4 trusts, the greater of the tax determined in 
5 paragraphs "a" through u~u ·c" or the state 
6 alternative minimum tax equar-to seventy-five percent 
7 of the maximum state individual income tax rate, 
8 rounded to the nearest one-tenth of one perce~t, of 
9 the state alternative minimum taxable income of the 

10 taxpayer as computed ur.der this paragraph. 
11 Sec. 7. Section 422.5, subsection 1, paragraph 0, 

12 unnumbered paragraph 5, Code 1987, as amended by 1987 
13 Iowa Acts, House File 153, section 3, is amended to 
14 read as follows: 
15 In the case of a resident, including a resident 
16 estate or trust, the state's apportioned share of the 
17 state alternative mir.~rnum tax is one hundred percen~ 
18 of the state alternative minimum tax computed In this 
19 subsection. In the case of a nonresident, inc~uding a 
20 nonresident estate or trust, or an individual, estate 
21 or trust that is domiciled in the state for less thar. 
22 the entire tax year, the state's apportioned share of 
23 the state alternat:ve minimum tax is the amo~nt 0: tax 
24 computed under this subsection, reduced by the 
2S applicable credits in sections 422.10, 422.11, 422.11A 
26 and 422.12 and this result multiplied by a fractio~ 
27 with a numerator of the sum of state net income 
28 allocated to Iowa as determined in section 422.8, 
29 subsection 2, plus tax preference items, adjustme~ts, 
30 and losses under subparagraph (1) attributable to Iowa 
31 and with a denominator of the sum of total net income 
32 computed under section 422.7 and all tax preference 
33 items, adjustments, and losses under subparag~aph (1). 
34 In computing this fraction, those items excl~daDle 
35 under subparagraph (1) shall not be used in co~putir.g 
36 the tax preference items. Married taxpayers electi~g 
37 to file separate returns er-~e~arate~y-o~-a-ee~~~~ee 
38 rettlr~ must allocate the minimum tax comDuted i~ thlS 
39 subsection in the proportion that each spouse's 
40 respective preference items, adjustments, and losses 
41 under subparagraph Il) bear to the combined pr~~ere~ce 
42 items, adjustments, and losses under subparagraph (1) 
43 of both spouses. 
44 Sec. 8. Section 422.5, subsection 6, Code ~987, as 
45 amended by 1987 Iowa Acts, Ho~se File 153, section 4, 
46 is amended to read as follows: 
47 6. A person who is disabled, is sixty-two years of 
48 age or older or is the surviving spouse of an 
49 individual or survivor having an insurable interest in 
50 an individual who would have qualified for the 

J 
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'e50 

exemption under this paragraph fo~ this tax year an~ 
receives one Or more annuities f~~rr the Unitec States 
civil service retirement and dlsability tr~s[ fund. 
and whose net income. as defined i~ sectlo:, 422.7. IS 

sufficient to require that the tax be imposed upon 1~ 
under this section, may determi~e ~inal ~axable i~c?rre 
for purposes of impositio~ of the tax by exc!uding tnl 
amount of annuities received frcc. the United States 
civil service retirement and disability tr~s: ~cnd. 
which are not already exc:uded in determining ~et 
income. as defined In section 422.7, up to a ~axi~~~ 
each tax year of five thousand £~~e-h~~d~ec six 
hu~dred twenty-sever. d01:ars ~or a pe:scr: \..':-:0 files d 

separate state income tax ret~~~ a~d eig~~ tho~Sa!1d 

one hundred eighty-fo~r do!!ars total for a husDa~d 
and wife who file ~ ]c!nt sta~e income tax :etur~. 
However. a survivIng s?~~se who is not disab:ed or 
sixty-two years of age or older can only excl~de the 
amcunt of anrl~ities received as a :esult of t~e death 
of the other spouse. The amount of the exempt~on 
shall be reduced by the amo~nt of any socia: secur~ty 
benefits received. For the purpose of this sect:on, 
the amount of annuities recelved from the United 
States civil service retirement and disability t'U5~ 
fund taxable under the :nternal Revenue Code shall be 
included in ne~ inco~e fo: p~rpcses of determi~i~g 
eligibility under the five thousand dollar or less 

1 • eXC_USlon. 
Sec. 9. Section 422.5. subsection 7, Code 1987. is 

amended to read as follows: 
7. Upon dete:mination of the latest cumulative 

inflation factor. the director shall mu~tiply each 
dollar amo~nt set forth In subsection 1. paragraphs 
"a" thf"ot:!gh-.u~J..i. and "b" of this section, ar.c ~ac~ 
dollar amount specified in this section as the rnaxi~~~ 
amount of an~uities received whic~ may be exc:uded i~ 
determining final taxab:e income. by this cumu:a:ive 
inflation facto:, stall round off the resul~:ng 
product to the nearest one dollar. and shal: 
incorporate the result into the lncome tax forms a~d 
instructions for each tax year. 

Sec. 10. Sect:on 422.7. subsections 6, 8. and 19. 
Code 1987, as amended by 1987 Iowa Acts. House File 
153. section 7. are amended :0 read as fOllows: 

6. Individual :axpayers and married taxpayers w~c 
file a joint :ederal income tax return and who elect 
to flle a jOint return, or separate retucns e~ 
~e~e~ate-f±iing-en-e-eemb±ned-reenrn for rowa income 
tax purposes. may avail themselves of the disabllity 
income exclusion and shall compute the amount of the 
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1 disability income exclusion subject to the limitations 
2 for joint federal income tax return filers p.ov~ded by 
3 section 105(d) of the Internal Revenue Code. The 
4 disability income exclusion prov~ded in sectio~ 1C5(0) 
5 of the Internal Revenue Code, as amended up to and 
6 including December 31, 1982, con:inues to apply fo= 
7 state income tax purposes for tax years beginn~ng on 
8 or after January 1, 1984. 
9 8. Married taxpayers who file a joint federal 

10 income tax return and who e:ect to file separate 
11 returns or-~~parate-fi!i"9-0"-e-co~bi"e~-rettlrn fGr 
12 Iowa income tax purposes, may avail themselves of the 
13 expensing of business assets and capital loss 
14 provisions of sections 179(2) and 1211(b) respec:~vely 
15 of the Internal Revenue Code and shall compute the 
16 amount of expensing of business assets and capita: 
17 loss subject to the limitations for joint federa: 
18 income tax return file=s provided by sections 179(b) 
19 and 1211(b) respectively of the Internal Reven~e Code. 
20 19. Married taxpayers, who file a Joint federal 
21 income tax return and who elect to file separate 
22 returns or-who-eiect-separate-fi~i"g-o~-B-co~~i"eo 
23 ~~t~~" for state income tax purposes, shall include :n 
24 net income any social security benefits received to 
25 the same extent as those benef:ts are taxable on the 
26 taxpayer's joint federal re:urn ~or that year ~nder 
27 section 86 of the Internal Revenue Code. The benefits 
28 included in net income must be allocated between the 
29 spouses in the ratio of the social security benefits 
30 received by each spouse to the total of these benefits 
31 received by both spouses. 
32 Sec. 11. Section 422.8, subsection 2, Code 1987, 
33 is amended to read as follows: 
34 2. Nonresident'S net inco~e allocated to Iowa is 
35 the net income, or pertion thereof, which is derlved 
36 from a business, trade, profession, or occupatio:: 
37 carried on within this state or income fro~ a~y 
38 property, trust, estate, or other source within :cwa. 
39 If any business, trade, prc:~ssi8~, or occupa~icn 15 

40 carried on partly within anc partly without the sta:e, 
41 only the portion of the net inccme wh:ch is faIrly and 
42 equitably attrib~table to tr.at part of the b~si~e~s, 
43 trade, profeSSion, or occupation carried en within the 
44 state is allocated to Iowa for purposes of section 
45 422~5, subsecticn 1, pa~agraph ~nu-I'c'l and sec~io~ 
46 422.13 and income frorr. any prope~ty~rust, esta~e, or 
47 other source partly within and partly without the 
48 state is allocated to Iowa in the same manner, except 
49 that annuities, interest on bank deposits and 
50 interest-bearing obligations, and dividends are 

• 
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',.., allocated to Iowa only to the extent to w~ich they are 
2 derived from a business, trade, profession, or 
3 occupation carried on within the state. However, 
4 income received by an indiv1dua: who is a resident of 
5 another state is not allocated to Iowa if the income 
6 is subject to an income tax i~posed by the state where 
7 the individual resides, and i~ the state of residence 
8 allows a similar exclusion for income received in that 
9 state by residents of Iowa. In order to implement the 

10 exclusions, the director shall designate by rule the 
•• states which allow a similar exclusion for income 
12 recelved by residents of Iowa, and may enter into 
13 agreements with other states (0 provide that similar 
14 exclusions will be allowed, and to provide suitable 
15 withholding requirements in each state. 

Sec. 12. Section 422.9, subsection 1, unnumbered 
17 paragraph 1, Code 1987, as amended by 1987 Iowa Acts, 

House File 153, section 11, 1S amended to read as 

16 

18 
19 follows: 
20 An optional standard deduction of fifteen percent 
21 
22 
23 

_
24 

. . 25 
, 26 

27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

-~~ 

of the net income a~t~~-dedtlctton-o~-~ede~ai-ineo~e 
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 de:ined in 
section 2 of the Internal Revenue Code, or an 
unmarried head of household as defined in the Internal 
Reven:Je Code. 

Sec. 13. Section 422.9, subsection 1, Code 1987, 
is amended by adding the following new unnumbered 
pa,agraph: 

NEW UNNU~B£R£D ?ARAGRAPH. However, for tax years 
beginn:ng on or after January 1, 1987 but before 
January:, 1988, deduct only the amount of federal 
income tax paid dur:ng the tax year Eor the prevlous 
tax year. Federal income tax paid in esti~ated tax 
payments during the tax year for the previous tax year 
sha:1 not be deducted. For tax years beginning on or 
after January 1, 1987 but before January 1, 1988, add 
only the amount of federal income tax refund received 
during the tax yea: to the extent that the fede:a: 
1ncome tax that was refunded had been deducted on a 
return for a tax year beginning prior to January 1, 
1987. Married persons whc have filed a jo~nt federal 
!ncome tax return and who have filed separate state 
returns Shall divide the federal income-tax paid or 
the federal income tax refund between the spouses in 
the ratio of the federal adjusted gross income of each 
spouse to the adjusted gross income of both spouses 
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1 for the tax year which resulted in the income tax 
2 payment o~ the income tax refund. 
3 Sec. 14. Section 422.9, subsection 2, paragraph b, 
4 Code 1987, is a~e~ded by strikins the paragraph and 
5 inserting in lieu thereof the following: 
6 b. For tax years beginning on or after January 1, 
7 1987 bu: before January 1, 1988, add the amoun: of 
8 federal lncome tax paid during the tax year for the 
9 previous tax year except for federal income tax paid 

10 in estimated tax pay~en(s. For tax years begi~ning on 
11 or after January:, 1987 but before January 1. 1988, 
12 subtract the amount of federal income tax refund 
13 received d~~ing the tax year to the extent that the 
14 federal ~nco~e ~ax that was refunded had been deducted 
15 on a return for a tax year beginning prior to January 
16 1, 1987. ~arr:ed ce:sons who have filed a joint 
17 federal income tax"return and who have filed separate 
18 state returns shall divide the federal income tax paid 
19 or the federal income tax refund between the spouses 
20 in the ratio of the federal adjusted gross income of 
21 each spouse to the adjusted gross income of both 
22 spouses fer the tax year which resulted in the income 
23 tax payme~t or the income tax refund. 
24 Sec. 15, Section 422.12, subsection 2, unnumbered 
25 paragraph 2, Code 1987, is amended to read as follows: 
26 Mar~ied taxpayers electing to file separate returns 
27 or-f±~±~g-~epera~~~y-o~-a-eomb~~~d-r~t~r~ must 
28 allocate the child and dependent care credit to each 
29 spouse in the proportion that each spouse's respective 
30 net income bears to the total combined net inco~e, 
31 Taxpayers affected by the allocation provisions of 
32 section 422.8 shall be permitted a deduction :or the 
33 credi~ only in the amount fairly and equitably 
34 allocao:e to Iowa under rules prescribed by the 
35 director, 
36 Sec. 16. Section 422.12, Code 1987, is amended by 
37 add:ng the following new subsection: 
38 NEW SUBSECTION, A two-earner credit for married 
39 taxpayers filing jointly. The credit is equal to 
40 three percent of ~he qualIfied earned income or the 
41 spouse with the lower qualified earned income not to 
42 exceed one hundred fifty dollars, For purposes of 
43 this credit the term "oualified earned income" means 
44 the sa~e as provided i~ section 221 of the Internal 
45 Revenue Code 1n effect on December 31, 1986, except 
46 that only qualified ear~ed inco~e fro~ Iowa sources 
47 shall be conside~ed for the credit. Nonresidents may 
48 claim the credit only to the extent that both spouses 
49 have qualified earned income from Iowa sources. For 
50 married taxpayers filing jointly with adjusted gross 

• 
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1 income IiI excess of seventy-five thousand dollars. the 
2 allowaole amount of the two-earner credit sha!l be 
3 reduced. but not below ~ero. by ten percent of the 
4 credit for each one thousand dol:ars that the adjusted 
5 gross ir.come of the married taxpayers exceeds seventy-
6 five thousand dol:ars. 
7 Sec. 17. Section 422.13. subsection 1, paragraph 
8 b. Code 1987, is amended to read as follows: 
9 b. The individual has net income of fo~~ five 

10 thousand do:lars or more fo: the tax year from sources 
11 taxab!e under thiS diVision. 
12 Sec. 18. Sectio>. 422.21. unnumbered paragraph 4. 
13 Code :987. is amended to read as follows: 
14 7ne director shall determine for the i9~9 1988 and 
15 subsequeilt calenda~ years the annual and cumulative 
16 inflation factors for those calendar years to be 
17 applied to tax years beginning on or after January 1 
18 of that calendar year. The director shall compute the 
19 new dellar amounts as specified therein to be adjusted 
20 in section 422.5 by the latest cumulative inflation 
21 :acto[ and round oEf the result to the nearest one 
22 dellar. The annual a~d c~m~:ative inflation factors 
23 determined by the director are not rules as defined in 
24 sectio~ 17A.2, subsection 7. 

_ 25 Sec. 19. 1987 Iowa Acts, House File 675. sections 
'~26 ~ and 13, are repealed. 

27 Sec. 20. 1987 Iowa Acts. House File 377, section 
28 10. is amended to read as follows: 
29 SEC. 10. This Act takes effect January 1, 1988. 
30 Sections 4 7 thro~gh 6 9 apply to tax returns filed 
31 for tax years beginning-on or after January 1, 1987. 
32 However, in determining the allocation betwee~ the 
33 political candida:es fund and the Iowa election 
34 campa:gn fund 0: funds fro"- the returns for the three 
35 tax years beginning on or after ~anuary 1. 1987. 1988. 
36 and 1989, only the first two hundred sixty tho~sand 
37 dollars received for the tax ret~rns of each of those 
38 years shall be deposited in the Iowa election campaign 
39 fund and the remainder shall be deposited in the 
40 political candidates fund. In order to register for a 
41 restricted campaign in 1988. a candidate's co~ittee 
42 eXisting in 1987 must charae:erlze its December 31, 
43 1987. balance as provided in section 56.33, subsection 
44 10. and provide that information to the co~~ission 
45 
46 
47 
48 
49 ;_50 

With the report filed in January, 1988. 
Sec. 21. Sections 3 through 11 and 13 through 18 

of thiS Act are retroactive to January 1, 1987 for tax 
years beginning on or after that date. 

Sec. 22. Section 1 of this Act is effective July 
1, 1987. 
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1 Sec. 23. Section 12 of this Act is effective 
2 January 1, 1988 for tax years beginning on or after 
3 that date. 
4 Sec. 24. This Act, being deemed of immediate 
5 importance, is effective upon enactment." 
6 2. Title page, by striking lInes 1 through 6 and 
7 inserting the following: "An Act relating to state 
8 taxes by revising the state cigarette and little cigar 
9 tax by increasing the tax and imposing an inventory 

10 tax on cigarettes and :i:tle cigars, unused tax stamps 
11 and metered imprints; a~d by revising the state 
12 individual income tax by altering the tax brackets and 
13 rates; disallowing ~arried persons filing separately 
14 on combined returns; e:irninating the deduction for 
15 federal income taxes paid; providing a two-earner tax 
16 credit; maintaining t~e cue dates for estimated tax 
17 payments; and providi~.9 effective dates." 

5-4122 
Filed June 5, 1987 
Concurred as amended k;- 'IU"I (j. -'~ } 

RECEIVED FROY! THE HOUSE 
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i Amend the House amendment, 5-4122, to Senate File 
2 523, as amended, passed, and reprinted by the Senate, 
3 as follows; 

1. By striking page 1, line 5 through page la, 
5 line 17, and inserting the following: 
6 ··Section 1. Section 422.4, subsection 17, Code 
7 1987, is amended to read as follows: 
8 17. a. "Annual inflat!on factor" ~~e~~-en-~nde~7 
9 ex?re~s~d-e~-a-?ere~n~ege7-de~erm±ned-b1-t~e 

10 de?ar~men~-eae~-y~ar-to-r~~ieet-t~e-?tlre~a~ing-power 
11 e~-~he-doiiar-as-a-r~s~it-of-infiation-dttr~n9-th~ 
~2 ?reeedin9-eaiendar-y~ar~--Por-the-i98i-end-s~beeq~ent 
13 eaiendar-yeare7-uannttai-infiet±on-feeto~U means an 
14 ~ndex, expressed as a percentage, determined by the 
15 department by October 15 of the calendar year 
16 preceding the calendar year for which the factor is 
17 determined to reflect the purchasing power of the 
18 dollar as a result of inflation d~ring the fiscal year 
~9 ending in the calendar year preceding che calendar 
20 year for which the factor is determinec. In 
21 determining the annual inflation facto" t~e 
22 department shall use the annual percen~ change, but 
23 not less than zero percent, in the implicit price 
24 deflator for the gross national product computed ror 
25 t~e-w~o~e-ea;endar-7ear-or for the second quarter of 
26 the calendar year7-~n-th~-ea~e-of-the-J~~~a~-~neiat±on 
27 ~aeto~-for-the-=98i-and-~ttb~eq~~~t-earendar-y~are7 by 
28 the bureau of economic analvsis of the 0nieed States 
29 department of commerce and shall add two-fourths rot' 
30 t~e-~gee-and-5~b~eq~~nt-ca~endar-7~e~~ of that percent 
31 change to one hundred percent. ~he-ann~ai-±neiation 
32 eeeto~-eer-~he-i9~9-caiendar-year-ia-one-h~ndred-twe 
33 pe±nt-th~ee-~~teent~ The annual inflation factor and 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

6 49 

'9 50 

the cumulative inflation factor 5ha~l each be 
expressed as a percentage rounded to the nearest one­
tenth of one percent. The annual inflat:on factor 
shall not be less than one hundred percent. 

b. "Cumulat i ve inflation factor" means the product 
of the annual inflation factor for the i9~8 1987 
calendar year and all annual inflation ~actors 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 ±9~8 1987 
calendar year is one hundred gercent. 

d. Notwithstanding the computation of the annual 
inflation factor under paragraph "a· ef-~h~~ 
a~bseet~on, the annual inflation factor is one hundred 
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1 percent for any calendar year in which the u~obliqated 
2 state general fund balance on June 30 as-eertif±eo-6Y 
3 e~e-oireeeor-of-reven~e-and-finanee-by-Se~eembe~-~e-or 
4 ehe-fiseai-year-be9inning-in-thae-eaiendar-!eer-i5 
5 ie3s-than-s±~ey-Miiiien-doiiBrs~--Heweyer7-!e~-the 
6 i96i-and-s~bseq~ent-eaiendar-yearsT-the-a~ntt&~ 
7 ±n£iation-faetor-is-one-hundred-pereeftt-~o:-any 
8 eaiendar-year-±f-the-unobii98ted-sesee-geMerai-fund 
9 ba±anee-on-a~ne-3e-of-the-eatenda~-year-preeedi~9-ehe 

10 eaiendar-year-for-wh±eh-the-faeter-±s-dete~ffi±"eO, as 
11 certified by the director of revenue and finance by 
12 October 10, is less than sixty million dollars. 
13 Sec. 2. Section 422.5, subsection 1, paragraphs a 
14 through m, Code 1987, are amended by striking the 
15 paragraphs and inserting in lieu thereof the 
16 following: 
17 a. For taxpayers other than married taxpayers 
18 filing separately, estates. and trusts, the tax rates 
19 are as follows: 
20 (1) On all taxable income from zero through five 
21 thousand dollars, three percent. 
22 (2) On all taxable income exceeding five thOUSand 
23 dollars but not exceeding ten thousand dollars, four 
24 percent. 
25 (3) On all taxable income exceeding ten thousand 
26 dollars but not exceeding forty-five thousand dollars, 
27 six and one-half percent. 
28 (4) On all taxable income exceeding forty-five 
29 thousand dollars, nine and one-half percent. 
30 h. For a married person filing separately, an 
31 estate, and a trust, the tax rates are as follows: 
32 (1) On all taxable income from zero through two 
33 thousand five hundred dollars, three percent. 
34 (2) On all taxable income exceeding two thousand 
35 five hundred dollars but not exceeding five thousand 
36 dollars, four percent. 
37 (3) On all taxable income exceeding five thousand 
38 dollars but not exceeding twenty-two thousand five 
39 hundred dollars, six and one-halE percent. 
40 (4) On all taxable income exceeding twenty-two 
41 thousand five hundred dollars, nine and one-half 
42 percent. 
43 For a taxpayer with taxable income in excess of 
44 twenty-five thousand dollars, the benefit of income 
45 taxed at the lowest two rates shall be added back at a 
46 rate of two hundred fifty dollars for everyone 
47 thousand dollars in taxable income exceeding twenty-
48 five thousand dollars but not exceeding forty-five 
49 thousand dollars until the total value of the rate 
50 benefits are recovered. 
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1 Sec. 3. Section 422.5, subsection 1, paragraph n, 
2 Code 1987, is amended to read as follows: 
3 n c. The tax imposed upon the taxable income of a 
4 nonresident shall be computed by reducing the amounc 
5 determined pursuant to l'el:'e<;l:'epr . ...; paragra~ ",," 
6 thrOtt9h-~mu or "b" by the amounts of nonrefundable 
7 credits under this division and by multiplying this 
8 resulting amount by a fraction of which the 
9 nonresident's net income allocated to Iowa, as 

10 determined in section 422.8, subsection 2, is the 
11 numerator and the nonresident's total net income 
12 computed under section 422.7 is the denominator. This 
13 provision also applies to individuals who are 
14 residents of Iowa Eor :ess than the entire tax year. 
IS Sec. 4. Sec~ion 422.5, subsection 1, paragraph 0, 
16 unnumbered paragraph 1, Code 1987, as amended by 1987 
17 Iowa Acts, House F;le 153, section 3, is amended to 
18 read as follows: 
19 There is imposed upon every resident and 
20 nonresident of this state, including estates and 
21 trusts, the greater of the tax determined in 
22 paragraphs "a" through lLn U "CO or the state 
23 alternative minimum tax equar-to seventy-five percent 
24 of the maximum state individual income tax rate, 
25 rounded to the nearest one-tenth of one percent, of 
26 the state alternative minimum taxable income of the 
27 taxpayer as computed under this paragraph. 
28 Sec. 5. Section 422.5, subsection 1, paragraph 0, 

29 unnumbered paragraph 5, Code 1987, as amended by 1987 
30 Iowa Acts, House File 153, section 3, is amended to 
31 read as follows: 
32 In the case of a res~de~t, i~cluding a resident 
33 estate or trust, the state's apportioned share of the 
34 state alternative ~inimu~ tax is one hundred percent 
35 of the state alternative xini~um tax computed in this 
36 subsection. In the case of a nonresident, including a 
37 nonresident estate or t:us:, or an individual, estate 
38 or trust that is domiciled in the state for less than 
39 the entire tax year, :he state's apportioned share of 
40 the state alternative minimum tax is the amount of tax 
41 computed under this subseccion, reduced by the 
42 applicable credits in sections 422.l0, 422.11, 422.11A 
43 and 422.12 and this result xultiplied by a fraction 
44 with a numerator of the sum of state net income 
45 allocated to Iowa as determined in section 422.8, 
46 subsection 2, plus tax pre:erence items, adjustments, 
47 and losses under subparagraph (1) attributable to Iowa 
48 and with a denominator of the sum of total net income 
49 computed under section 422.7 and all tax preference 
50 items, adjustments, and losses under subparagraph (l). 
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1 In computing this fraction, those items excludable 
2 under subparagraph (1) shall not be used in computing 
3 the tax preference items. Married taxpayers electing 
4 to file separate returns er-sepo"dtety-on-a-cemb±neci 
5 retttrn must allocate the minimum tax computed in this 
6 subsection in the proportion that each spouse's 
7 respective preference items, adjustments, and losses 
8 under subparagraph (1) bear to the combined preference 
9 items, adjustments, and losses under subparagraph (1) 

10 of both spouses. 
11 Sec. 6. Section 422.5, subsection 2, Code 1987, as 
12 amended by 1987 Iowa Acts, House File 675, section 2, 
13 is amended to read as follows: 
14 2. However, the tax shall not be imposed on a 
15 resident or nonresident whose net income, as defined 
16 in section 422.7, is f±~e seven thousand dollars or 
17 less; but in the event that the payment of tax under 
18 this division would reduce the net income to less than 
19 £±~e seven thousand dollars, then the tax shall be 
20 reduced to that amount which would result in allowing 
21 the taxpayer to retain a net income of £~~e seven 
22 thousand dollars. The preceding sentence does not 
23 apply to estates or trusts. For the purpose of this 
24 subsection, the entire net income, including any part 
25 of the net income not al:ocated to Iowa, shall be 
26 taken into account, If the combined net income of a 
27 husband and wife exceeds Ei~e seven thousand dollars, 
28 neither of them shall receive the benefit of this 
29 SUbsection, and it is immaterial whether they file a 
30 joint return or separate returns. However, if a 
31 husband and wife file separate returns and have a 
32 combined net income of ~±~e seven thousand dollars or 
33 less, neither spouse shall receive the benefit of this 
34 paragraph, if one spouse has a net operating loss and 
35 elects to carry back or carry forward the loss as 
36 provided in section 422.9, subsection 3. A person who 
37 is Claimed as a dependent by another person as defined 
38 in section 422.12 Shall not receive the benefit of 
39 this subsection if the person claiming the dependent 
40 has net income exceeding E±~e seven thousand dollars 
41 or the person claiming the dependent and the person's 
42 spouse have combined net income exceeding ~±~e seven 
43 thousand dollars. 
44 Sec. 7. Section 422.5, subsections 6 and 10, Code 
45 1987, as amended by 1987 Iowa Ac:s, House File 153, 
46 section 4, are amended to read as follows: 
47 6. A person who is disabled, is sixty-two years of 
48 age or older or is the surviving spouse of an 
49 individual or survivor having an insurable interest in 
50 an individual who would have qualified for the 
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exemption under this paragraph for this tax year and 
receives one or more annuities from the united States 
civil service retirement and disability trust fund, 
and whose net income, as defined in section 422.7, is 
sufficient ~o require that the tbX be imposed upon it 
under this section, may determine final taxable income 
for purposes of imposition of the tax by excludi~g 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 maxim~m 
each tax year of five thousand f~~e-ha"dred six 
hundred twenty-seven dollars for a person w:-:o files a 
separate state income tax return and eight thousand 
one hundred eichtv-four dollars total for a husband 
and wife who file"a joint state income tax re:~rn. 
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 socia: security 
benefits received. For the purpose of this section, 
the amount of annuities received from the Jnited 
States civil service retirement and disability trust 
fund taxable under the Internal Revenue Code shall be 
included in net income for purposes of determining 
eligibility under the f~~e seven thousand dollar or 
less exclusion. 

10. In addition to the other taxes imposed by t~is 
section, a tax is imposed on the amount of a lump s~m 
distribution Eor which the taxpayer has elected under 
section 402(e) of the Internal Revenue Code to be 
separately taxed for federal income tax pur?oses for 
the tax year. The rate of tax is equal to twenty-five 
percen~ 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 
s~m distribution allocable to Iowa. The to,al amount 
of the lump sum distribution subject to separate 
federal tax shall be included in net income for 
purposes of determining eligibility under the f±~e 
seven thousand dollar or less exclusion. 

Sec. 8. Section 422.5, subsection 7, Code 1987, is 
amended to read as follows: 

7. Upon determination of the latest cumulative 
inflation factor, the director shall mUltiply each 
dollar amount set forth in subsection 1, paragraphs 
"a" thro~gh-llmll and "b" of this section, and each 
dollar amount specified in this section as the maximum 
amount of annuities received which may be excl~ded in 
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1 determining final taxable income, by this cumulative 
2 inflation factor, shall round off the resulting 
3 product to the nearest one dollar, and shall 
4 incorporate the result into the income tax forms and 
5 instructions for each tax year. 
6 Sec. 9. Section 422.7, subsections 6, 8, and 19, 
7 Code 1987, as amended by 1987 Iowa Acts, House F~le 
8 153, section 7, are amended to read as follows: 
9 6. Individual taxpayers and married taxpaye:s who 

10 file a joint federal income tax return and ':1:--.0 elect 
11 to file a joint return, or separate returns er 
12 5epara~e-~i!~"~-o"-a-eomb±"erl-reetlr" for ~owa income 
13 tax purposes, may avail themselves of the disability 
14 income exclusion and shall compute the amount of th~ 
15 disability income exclusion subject to the limitations 
16 for joint federal income tax return filers provided by 
17 section 105(d) of the Internal Revenue Code. The 
18 disability income exclusion provided in section 10S(d) 
19 of the Internal Revenue Code, as amended up to and 
20 including December 31, 1982, continues to apply for 
21 state income tax purposes for tax years beginni"g on 
22 or after January 1, 1984. 
23 8. Married taxpayers who file a joint federal 
24 income tax return and who elect to file separate 
25 returns or-separBte-fi%±"9-~"-a-eomb±nerl-rectl~n for 
26 Iowa income tax purposes, may avail themselves of the 
27 expensing of business assets and capital loss 
28 provisions of sections 179(a) and 1211{b) respectively 
29 of the Internal Revenue Code and shall compute the 
30 amount of expensing of business assets and capital 
31 loss subject to the limitations for joint federal 
32 income tax return filers provided by sections 179(b) 
33 and 121l(b) respectively of the Internal Revenue Code. 
34 19. Married taxpayers, who file a joint federal 
35 income tax return and who elect to file separate 
36 returns or-who-e%eet-~epara~e-~i%±n9-0"-a-eombined 
37 reetlrn for state income tax purposes, shall include 1n 
38 net income any social security benefits received to 
39 the same extent as those benefits are taxable on the 
40 taxpayer's joint federal return for that year under 
41 section 86 of the Internal Revenue Code. The oenefits 
42 included in net income must be allocated between the 
43 spouses in the ratio of the social security benefits 
44 received by each spouse to the total of these benefits 
4S received by both spouses. 
46 Sec. 10. Section 422.8, subsection 2, Code 1987, 
47 is amended to read as follows: 
48 2. Nonresident's net income allocated to Iowa is 
49 the net income, or portion thereof, whiCh is derived 
50 from a business, trade, profession, or occupation 
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carried on within this state or income from any 
property, trust,estate, or other source within Iowa. 
if any business, trade, profession, or occupation is 
carried on partly within and partly without the state, 
only the portion of the net inco~.e which is fairly and 
eqllitably 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 unu "c· and section 
422.13 and income from any property~rust, estate, or 
other source partly within and partly without the 
state is allocated to Iowa in the same manner, except 
that annuities, interest on ban~ deposits and 
interest-bearing obligations, and dividends are 
allocated to Iowa only to the extent to whiCh they are 
derived from a business, trace, profession, or 

17 occupation carried on within the state. However, 
18 income received by un individual who is a resident of 
19 another state is not allocated to Iowa if the income 
20 is subject to an income tax imposed by the state where 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31. 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

the individual resides, and if the state of residence 
allows 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 which allow a similar exclusion for income 
received by residents of Iowa, and may ente, into 
agreements with other stales to provide that similar 
exclusions will be allowed, and to provide suitable 
withholding requirements in each state. 

Sec. 11. Section 422.12, SUbsection 2, unnumbered 
paragraph 2, Code 1987, is amended to read as follows: 

Married taxpayers electing to file separate returns 
e~-t±i±n9-~e~aratefy-on-a-eomb~~ed-~et~r~ m~st 
allocate the child and dependenc care credit to each 
spouse in the proportion that each spouse's respective 
net income bears to the total combined net income. 
Taxpayers affected by the allocation prov~sions of 
section 422.8 shall be permitted a deduction for the 
credit only in the amount fairly and equitably 
allocable to Iowa under rules prescribed by the 
director. 

Sec. 12. Section 422.12, Code 1987, is amended by 
adding the following new subsection: 

_50 
NEW SUBSECTION. A two-earner credit for married 

taxpayers filing jointly. The credit is equal to 
three and one-half percent of the qualified earned 
income of the spouse with the lower qualified earned 
income not to exceed one hundred seventy-five dollars. 
For purposes of this credit the term "qualified earned 
income" means the same as provided in section 221 of 
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1 the Internal Revenue Code in effect on December 31, 
2 1986, except that only qualified earned income from 
3 Iowa sources shall be considered for the credit. 
4 Nonresidents may claim the credit only to the extent 
5 that both spouses have qualified earned inc~me from 
6 Iowa sources. 
7 Sec. 13. Section 422.13, subsection 1, paragraph 
8 b, Code 1987, is amended to read as follows: 
9 b. The individual has net income of ~otlr seven 

10 thousand dollars or more for the tax year from sources 
11 taxable under this division. 
12 Sec. 14. Section 422.21, unnumbered paragraph 4, 
13 Code 1987, is amended to read as follows: 
14 The director shall determine for the t979 1988 and 
15 subsequent calendar years the annual and cumulative 
16 inflation factors for those calendar years to be 
17 applied to tax years beginning on or after January 1 
18 of that calendar year. The director shall compute the 
19 new dollar amounts as specified therein to be adjusted 
20 in section 422.5 by the latest cumulative inflation 
21 factor and round off the result to the nearest one 
22 dollar. The annual and cumulative inflation faceors 
23 determined by the director are not rules as defined in 
24 section 17A.2, subsection 7. 
25 Sec. 15. Section 422.43, subsections 1, 2, 6, and 
26 10, Code 1987, are amended to read as follows: 
27 1. There is imposed a tax of ~otlr five percent 
28 upon the gross receipts from all sales-oe-tangible 
29 personal property, consisting of goods, wares, or 
30 merchandise, except as otherwise provided in this 
31 division, sold at retail in the state to consumers or 
32 users; a like rate of tax upon the gross receipts from 
33 the sales, furnishing or service of gasT-e~eetr±e±ty, 
34 water, heat, and communication service, including the 
35 gross receipts from such sales by any municipal 
36 corporation furnishing 9a~7-e±eeer±e±er7 water, heat, 
37 and communication service to the public in its 
38 proprietary capacity, except as otherwise provided in 
39 this division, when sold at retail in the state to 
40 consumers or users; a like rate of tax upon the gross 
41 receipts from all sales of tickets or admissions to 
42 places of amusement, fairs, and athletic events except 
43 those of elementary and secondary educational 
44 institutions; and a like rate of tax upon that part of 
45 private club memberShip fees or charges paid for the 
46 privilege of participating in any athletic sports 
47 provided club members. 
48 2. There is imposed a tex-ef-fOtlr-~ereent like 
49 rate of tax upon the gross receipts derived from the 
50 operation of all forms of amusement devices and games 

• 
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1 of skill, games of chance, raffles, and bingo games as 
2 defined in chapter 99B, operated or conducted within 
3 the state of Iowa, the tax to be collected from the 
4 operator in the same ~anner as is provided for ,he 
5 collection of taxes upon the gro~s receipts of ticKets 
6 or admission fees as orovided in this section. The 
7 tax shall also be imp~sed upon the gross receipts 
8 derived from the sale of lottery tickets or shares 
9 pursuant to chapter 99E. The tax on the lottery 

10 tickets or shares shall be included in the sales price 
11 and distributed to the general fund as provided in 
12 section 99E.IO. 
13 6. There is imposed a tax-o£-£Ott~-peree"t like 
14 rate of tax upon the gross receipts from the sa:es of 
15 optional service or warranty contracts which provide 
16 for the furnishing 0: labor and materials and require 
17 the furnishing of any taxable service enumerated under 
18 this section. The gross receipts are subject to tax 
19 even if some of the services furnished are not 
20 enumerated under this section. For the puroose of 
21 this division, the sale of an optional service or 
22 warranty contract is a sale of tangible persona: 
23 property. Additiona: sales, services, or use tax 
24 shall not be levied on services, parts, or labor 
25 provided under optional service or warranty contracts 
26 which are subject to tax under this section. 
27 10. There is imposed a tax of £Ott~ five percent 
28 upon the gross receipts from the rendering, 
29 furnishing, or performing of services as defined in 
30 section 422.42. 
31 Sec. 16. Section 422.45, Code 1987, is amended by 
32 adding the following new subsection: 
33 NEW SUBSECTION. The gross receipts from the sale, 
34 furnishing, or service of gas or electricity. 
35 Sec. 17. Section 422.47, Code 1987, is amended by 
36 adding the following new subsection: 
37 NEW SUBSECTION. Construction contractors may make 
38 applica~ion to the department for a refund of ~he 
39 additional one percent tax paid under this division or 
40 the additional one percent tax paid under chapter 423 
41 by reason of the increase in the tax from four to five 
42 percent for taxes paid on goods, wares, or merchandise 
43 under the following conditions: 
44 a. The goods, wares, or merchandise are 
45 incorporated into an improvement to real estate in 
46 fulfillment of a written contract fully executed prior 
47 to June 1, 1987. The refund shall not apply to 
48 equipment transferred in fulfillment of a mixed 
49 construction contract. 
50 b. The contractor has paid to the department or to 
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1 a retailer the full five percent tax. 
2 c. The claim is filed on forms provided by the 
3 department and is filed within one year of the date 
4 the tax is paid. 
S A contractor who makes an erro~eous applicacio~ for 
6 refund is liable for payment of the excess ref,'nd paid 
7 olus interest at the rate in effect under sec=ion 
8 ~21.7. In addition, a contractor who willfully makes 
9 a false application for refund is guilty of a simple 

10 misdemeanor and is liable for a penalty equal to 
11 seventy-five percent of the excess refund claimed. 
12 Excess refunds, penalties, and interest due under this 
13 subsection may be enforced and collected in the same 
14 manner as the tax imposed by this division. 
15 Sec. 18. Section 423.2, Code 1987, is amended to 
16 read as follows: 
17 423.2 IMPOSITION OF TAX. 
18 An excise tax is imposed on the use in this state 
19 of tangible personal property purchased for use in 
20 this state, at the rate of foa~ five percent of the 
21 purchase price of the property. The excise tax is 
22 imposed upon every person using the property within 
23 this state until the tax has been paid directly to the 
24 county treasurer or the state department of 
25 transportation, to a retailer, or to the departme~t. 
26 An excise tax is imposed on the use in this state of 
27 services enumerated in section 422.43 at the rate of 
28 fon~ five percent. This tax is applicable w~e~e if 
29 services are rendered, furnished, or performed in~his 
30 state or w"e~e if the product or result of the service 
31 is used in this state. This tax is imposed on every 
32 person using the services or the product of the 
33 services in this state until the user has paid the tax 
34 either to an Iowa use tax permit holder or to the 
35 department. 
36 Sec. 19. This section applies in regard to the 
37 increase in the state sales, services, and use tax 
38 from four to five percent under sections 15 and 18 of 
39 this Act. The use tax rate of Eive percent applies to 
40 motor vehicles subject to registration which are 
41 registered on or aEter July 1, 1987. The Eive percent 
42 use tax rate will apply to the use of property when 
43 the first taxable use in this state occurs on or after 
44 July 1, 1987. The five percent rate will apply to the 
45 gross receipts Erom the sale, furnishing, or service 
46 of gas, electricity, water, heat, and communicatio~ 
47 service if the date of billing the customer is on or 
48 aEter July 1, 1987. In the case of a service cont:act 
49 entered into prior to July 1, 1987 which contract 
50 calls for periodic payments, the five percent rate 
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1 will apply to those payments made or due on or aEter 

~2 July 1, 1.987. This periodic payment would apply, out 
'~3 not be Ilmi~ed to, tickets of admissions, private club 

4 membership :ees, sources of amusement, equipment 
S rental, dry cleani~g, reducing salons, dance sc~ools, 
6 and all other services subject to tux, except th~ 
7 aforementior.ed utility services which ace sub:ect to a 
8 special transitional rule. Unlike periodic paYffients 
9 under service contracts, installment sales of goods, 

10 wares, and merchandise are s~bject to the full a~ount 
11 of sales or use tax when the sales contract is entered 
12 into or the property is used in Iowa. 
13 Sec. 20. Sections 1 through 14 of ~his Ac: are 
14 retroactive to January 1, 1987 for tax years beg:nning 
15 on or after that da:e. 
16 Sec. 21. Sections 15 through 19 of this Act are 
17 e!fective JU!v 1, 1987. 
18 Sec. 22. This Act, oelng deemed of i~~ecla:e 
19 importance, is e~fective upon enactment." 
20 2. Title page, line 5, by striking the word 
21 "temporarily". 
22 3. Title page, line 5 by inserting after the wo~d 
23 "tax" the following: ", providing for refunds for 
24 certain contractors as a result of the increase, and 
25 exempting from the tax the sale, furnishing, and 

6 service of certain utilities"." 

BY GEORGE KINLEY EUGENE FRAISE 
BILL Hl'TCHDiS ALVIN ,-1ILLER 
EMIL J. HCS.;K DAVID READINGER 
BERL E. PRIEBE v!ALLY E. HORe" 
JOHK E. SOORHOLTZ JACK RIFE 
KENl'IETH SCOTT C. JOSEPH COLEt1AN 
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Amend the House amendment, S-4122, to Senate File 
523, as amended, passed, and reprinted by the Senate, 
as follows: 

1. Page 9, by inserting after line 24 the 
following: 

oo~ec. __ 1987 Iowa Acts, Senate File 511, 
sectlons 493 and 494, are repealed. 

Se~. ___ . 1987 Iowa Acts, Senate File 511, section 
498, lS amended to read as follows: 

SEC. 498. Sections 122, 207, 209, 210, 211, 220, 
304, 305, 409, ~11, 412, and 449 of this Act, being 
deemed of lmmedl~te importance, take effect upon their 
enactment. Seet~on~-493-~nd-.9.-ot-thi~-A~t-~~e 

ret:o~~t~~e-to-aan~ary-l,-l98~-and-apply-to-t~x-ye~r~ 
be9~nn~ng-on-or-~t~er-th~t-da~eT" 

5-4125 
Flled June 5, 1987 
Ruled out of order (,~ .,~) 

.. - '"";'---', ;-~.- ...... 

. ~/ . 

BY TO~l MANN, JR. 
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;:. ........ ·':n~u .... 1- At:. '-"'l'1' ,.... •• p ..... ,.- .. tle 9 ou:-ocses C ... cOi.lo"..!\,..l.ng .... !1e .;;:z ............... -.J ... .... <,...0 •• ".d.; ~ ... ~ ...... ,', ..... 

10 ~et~iie~ ~nde= ;ubsectio~ t, fo: each transact:on in 
:1 ~~ic~ t~e ourchaser does ;:Ot ~ay the cc:al gross . 

. , ;:. --. ~;:'~r~~~c~ o~ "~e i2 receiots 0.:: the time 0 ... t!1e sa~e -::r: ~e~ \"" .. n.lU" ~ ....... .1_ 

" '. 1-" • ....1· .. he ,... .. ~··,..,c .. ·I"" .... ..... :::.., :3 serv.:.ce c1r.C ti.e :el..d!..:..er .:.:s ..... .j , •• 1 .... ,(,.,_,,.. ","\/ ....... ...:> ~~ •• 

~~ account ~cceivab~e, the :ax d~e is co~p~;ted on ~he 
.r ~"'-'ss 'e~'~;~""- a" the ~'~e actuall~ receLved 8V :;ne _:> j~'-" L .............. :-'~ • .::> '- " __ ", • • 

~6 :-etai~er." 

2 . Re~u~be: as necessary. 

5-<:132 
filed JU:1e 5, 1987 ADOPTED'{""") BY Ei·iIL - ;JUSt·.K 

SENATE FiLE 523 

$-4233 

1 &~end the amendment, S-~129, to the Rouse 
amendment, S-4122, to Senate File 523, as amended, 
passed, and reprinted by the Senate, as follows: 

2 
3 
4 1. ?age 11, by inserting after line 12 the 
5 fOllowing: 
6 ·Sec. 1987 lova Acts, Senate File 511, 
7 sections 493 and 494, are repealed. 
8 Sec. 1987 Iowa Acts, Senate File 511, sectio~ 
9 498, is amended to read as fo~lows: 

10 
11 
12 
13 
14 
15 

SEC. 498. Sections 122, 207, 209, 210, 2U, 220, 
304, 305, 409, 411, 412, and 449 of this Act, being 
deemed of immediate importance, take effect upon their 
enactment. Seeeio~~-49~-anci-~9~-of-eh±~-Aee-a~e 
reeroaet±~e-~o-dan~arY-:7-:96T-anci-ap?:y-to-tax-year3 
beg~~n~n9-on-or-~ft~r-~h~t-date~'f 

5-4133 
filed June 5, 1987 Lost (,,-," ) -- .' BY TO!'! ~"1Ap,'N, JR. 

SENATE FILE 523 
5-4134 

~T.end the amendment, 5-4129, to the House 
2 amendment, S-4122, to Senate File 523, as amended, 
3 passed and ~eprinted by the Senate as follows: 
4 1. Page 9, .i.ine 34, by inserti'ng after the word 
5 "gas" the following: ", L? gas, home heating oil, and 
6 a~y other fuels ~sed by residential or co~~ercial 
,. customers,". 

S-4134 
Filed June 5, 1987 Adopted y ~'-, ) BY E~IIL J. HUSAK 

BILL HUTCHINS 
BERL E. PRIEBE 
KENNETH D. SCOTT 



HOUSE CLIP SHEET 

:;F.::;\TL ,';';'~i!';:\~~':E:\)'l' TO HO:':SE /\!"1E;(Di'1ENT T(~ Sr:;\i\'7[ ;- ." S2 J 
:1-,1393 
, 
• ,l..llend t~e :fouse a:neccdment, S-4122, ~C) Senar:e "lie 
2 S23, as ame:lded, passed, d~d ~e?r:n~ed oy :~@ .;enate, 
3 as :0::0"15: 
4 l. By s~(:'i<ing ?age 1, L:'ne 5 thrc:J(]h ?aqe :0, 
5 :in~ :7, 2~d i~serti~g the f·)~:~winq: 
6 '·"Secti~~l:. S~ctiur\ 422.~, subsect:cn :7, C~(i~ 
7 ;.987, :s a:ne~ded ~8 read as Eo:lcws: 
8 L7. d. "Arl~ual i~flat:'on factor" ~e~n~-8~-~n~~~7 
J exp~~~~eci-~~-a-pe~een~8ge7-~ete~~~~e~-~1-~~e 

III depa~t~en~-'~de~-y~a~-'~~-~e~~eet-th~-?~~e~e~~n~-?~we~ 
i: of-~he-do±±~~-~~-~-~~~~±e-~f-~~f!et~~~-dtl~r~g--~e 

L3 
:4 

c~~e~dd~-7e~~~7-ll~nnc~~-~~~i~t%on-f8eeoru medrlS a~ 

i~dex, exprpssed as a pe~c~:ltage, dete:~ined by :he 
15 depa~t~~~t ~y Oct8ber L5 of ~he ca:e~dar year 
16 9:eceding ~~e calenda~ yedr ~cr which ~he fac:~r .5 

:8 
19 
20 

'e' 21 
, , 

22 
23 

~ 7 dete~;ni.:1t?(! :-:::; :-eflect the !-'urcr.as ~ng po' .... e~ ~: 7:;e 
dollar as ~ re5~:~ of inE:atlon dur~ng the fis=a: yedr 
ending t~ ~~e cale~dar year ?recedi~g the calelldar 
!ea~ Eor ~hlcn ~~e ~ac:cr .$ de~ermined. :0 

:nfla~io~ facto~, 
rjt?Pdr~;ne:-:t 3ta~1 use t:,e an:l~dl percent. c:,an~e( 0;~t 
~ot :ess ~~2l1 zero pe:cent, ~n the lxpl:ci~ pr:ce 
deElatGr [or the g:css na:iQ~a: praduc: compu~~d ~e~ 24 

25 ~he-""~d=~-~~le~~e:r-7e!i::--~!" ::')r ::;e seccr.d quar~::-r ,-:t 

27 
28 
29 
30 
31 
32 
]] 

34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

-~ 48 
49 
50 

~8etor-~o~-~~e-±98i-~nd-~nb~eqtie~t-ed±~~da!"-7ed~~~ hy 
~he bur~a\; ~f econcmic ana:ysis of the Jni:ed S~~:~S 
depart.ment "~E ccmmerce and scali add t'..Jc-:Qur::·,::; ~:'!'~ 
the-~989-d~d-~ob~eq~e~~-ee~~~d6~-y~a~~ ~E ~~d: ~~~(:e!lt 
cha~ge ~c a~e hundred perce~t. ~he-~~~~ei-~"f~ct~~e~ 
Eeetor-Eo~-~he-i9~9-e~ten~~~-7e~r-~~-o~e-~~Md~~~--we 
poi"t-three-pe~ee~t~ ~he an~ual inflation faC:8!" and 
:he cumulat:ve inflation factor Shdll eac~ be 
expressec as a percentage rounded ~J t~e neares: )~e­

~enth of one percent. ~he annual inElati~n ~~c~J~ 
shall not oe ~ess than one h'lndred percent. 

b. "C'lmulatlve inflation factor" means the prJduct 
of the annual lnflation facto: :or the ~918 1987 
calenda~ ye~r a~d all an~ual inflation fac:ors-[~~ 
subsequent calendar years as determined ?;J:sua~t :~ 
~hlS subsection. The cu~ula~i~e inflat~on fac:or 
applies to all tax yeats beginning on 0: after Ja~';ary 
L of the calendar vea: Ear ~hlCh the la~est an~ua~ 
inflation Eactor has been determined. 

c. 7he annual inflation fac:or for the ~9~8 1987 
calendar year 15 one hundred percent. 

d. Notw,thstanding the computation oE the ann~al 
inflation factor ander paragraph "a" of-thi~ 
~~b~e~t~oM, the annual inflation Eactor is one hundred 

-1-
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1 percen~ Eor any cale~dar yeac i~ WhICh the UIloblLgateu 
2 state general fund bd:~I\C~ ~n June 20 ~~-~er~~fied-b7 
3 ~he-d~~~~t~~-ef-~eve~~e-8~d-tina~ee-by-Se~t~rnbe~-l6-cE 
4 th~-E~~e~l-r~~~-oeg±~"r~q-~~-~~~t-~. t~~6e~-yetl~-~~ 
5 te~9-~nen-~~x~y-~~~~r~n-de~~e~5.--~~y,e~e~,-~~r-t~c 
6 t96t-a"d-stlbs~~tle"e-ee±eMde~-yee~~7-~~e-e~"tle~ 
I i~t=a~~~~-feeto~-~~-~~~-ha~d~e~-re~ee~~-~~~-~~y 
8 e~tendtt~-ye5~-~f-~~~-~~~bi%~tl~ed-5~~~e-~~~e~a~-f~~d 
9 b8!a~ee-o~-dH"e-39-~~-~~e-e~~e~d~~-ye~r-~reee~~ng-~~e 

LO ~e~~~d6r-1~e~-fe~-w~~eh-~"e-edete~-~3-~ete~~r~~d, ~3 
11 cer~iEied by che dir~ct~~ cE revenue and findnce ~y 
:2 October LO, is less :~dn sixty million dollars. 
13 Sec. 7. Section ·122.5, subsection ~, ;:ldraqrapr.s a 
l4 through ~, Code 1~87, are amended by striklng the 
:5 paragraphs and inser::ng in iieu tnereof ~he 
~6 :ol~owing: 
17 3. Fer taxPdyers ocher than married taxpayers 
18 :illng separately, esta~2s, and tr~scs, the tax rates 
:9 are as :olcows: 
20 (1) On all taxable ,ncome from zero thrcugh ::ve 
21 thousand dollars, three percent. 
22 (2) On all taxable income exceeding five thOUSd~d 
2] dol~ars b~t not exceedi~g ten thcuSdnd do:la:s, ~cur 
24 percenc. 
2S (3) On al~ ta~abie income exceeding te~ :hOUSd~d 
26 dcl:~r~ but not exceeding forty-five thcusa~d do::ars, 
27 SiX and ~ne-ha!f perce~t. 
28 (4) On all taxable i~corne exceeding ~~~:j-fi~e 
29 thousand ~ollars, nine and one-half percent. 
10 b. ?or a marrled person filing separately, an 
31 estate, and a trust, the tax rates are as :01:0W5: 
32 I:) Orl all taxable income from zer~ thrc~(Jh t~o 

31 thousand five hundred do:lars, ~nree percent. 
34 (2) On all taxable inccme exceeding two :~I)usand 
35 five h,jndred dollars but no~ exceeding five :~.Jusdnd 
36 doliars, four percent. 
37 (3) On aLl taxable income exceeding five ::'8"sar~d 
38 dollars but not exceeding twenty-two tneusand five 
39 hundred dolla~s, six and one-halE ~ercent. 
40 (4) On all taxable income exceeding twenty-two 
41 thousand flve hundred dollars, nine and ene-half 
42 percent. 
43 For a taxpayer With taxabce ir.c~me in excess Qf 
44 twenty-five thousand dolcars, the beneEit of ;ncome 
45 taxed at the lowest two rates snaIL be added oaCK at a 
46 rate of two hundred fifty dollars for everyone 
47 thousand dolLars in taxable LAcarne exceeding twenty-
48 five thousand dollars but not exceeding farty-five 
49 thousand dollars until the total value of the rate 
50 benefits are recovered. 

-2-
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1 Sec. 3 . 
2 C~df? 1.98"7, 

Sec~~cn 422.5, 5ub5ec~:~n ~, ?aragrdph Of 
:'5 amp.!"'.<ied t::. !"ead as :-:); ~;"')''';S; 

3 t"'! c. Th~ !".ax .:T:.DGSe(! :~:.Jor: -.:-:e ·,-~.('1;-,:t:' ~:1c::me ::;f a - . .. -, . ' 

4 nonre$ldent s~all be cc;n;Ju::ec oy :-r-::~...:c:;:g t~e diit(H..!r1t 

~. de".,rm: ~ed pursua~t .. .--., ........ ".t"! ... ·O;..4 "'"' - .. "· ... ao ... "a" .J ~_ •• ..;.., l ,. ... ....... !:" ........... l., .............. wu •. J.':i' ... H 

6 eh~o~qh-UmU ~r "b" by th~ -3~ounts 0~ ncnrefa~dab:e 

c~edi~s under th~~ dlVisLc!~ and by muit:9:ii~g :h:s 
8 :esulting a:nount by d f::-dCr: .'.Jr1 0:: ''';:'<C~l :;~e 
9 nonresident's net .. ncome a::acated to :cwa, as 
o de:e:~~ned i~ sec~:~n 422.8, s~bsect:~r. 2, is :~e 
1 ~umerato( and t~e ncnreside~t'5 t0~a~ [Ie: incc~e 

compu;:ec: :lnce::- sectlon ;22. -: :':3 !:.~E:' de:iOhl':":".at·:::::. 2 
3 

>1 
15 

?rOviS:Cfl dIsc app:ies :c ~~div~d\la~S who are 
resid~:lt5 of :2wa ~8~ l~ss than thp en:i:e :ax y~dro 

Sec. 4. Sec:ccn ';22.), subsec:,:::n 1, para9capr. 8, 
15 unn'lmDe~ed par39raph ~, COIle 1987, as ame~ded by i987 
~7 :owoa oo\cts, !-!CUSE' ::~le lSJ, sect'!'Gn ), is ame:1ced ....... 
18 read as follows: 
19 ~here is imposed upon every :es~~e~t a~d 
20 nonresLde~t ~~ this sta~e, ~~c:~di~S ~states dnd 

24 ,_25 
7S :; ./ 

21 trusts, the g:eate~ of :he :ax de:er~~ned i~ 
pa::-aq!:'aphs "a" th::-c:Jgh :.L:-t u ."c lt 

'.)[ '."".:--.e s~ate 
al~er~aci'le ~i~imum tax eq~d! ~~ 3el;e~ty-five pe:ce~~ 
of the maximum sta~e individl~al ~~ccme :ax rate, 
::-ounded t~ the ~earest ~~e-~enth of ~~e perce~~, 8f 
:he state alternat':'o,t? mi.:--:!:Tlum ':.dxdtJle ~nc()rr.e of: the 
~dxpaye::- 3S compu~ed under :~is pa~~qr2p~. 

22 
2J 

28 
29 
)0 

Sec. 5. Sect~on 422.5, subsec:-.:-:,:,:r. i. 9d::-as:-a?h ), 
unnumbered paragraph 5, Code 1987, as a~e~ded by 19B7 
IQ'...:a ,:\C:SI House File IS3, sec:.:..on 3, :s 5me:-:ded t:) 

31 ~ead dS Eo:lows: 
32 :n the case at a r-esl.cent, :.nc.!..~d:.:1g a :.-esiden::. 
]3 es~ate or trust, :he state's apper:~8~ed sh~re 0t ~~e 
34 state alterna:ive mi~imum :ax lS 0ne h~ndced pe~cen~ 
35 of the state alterna:ive minimum :ax c8mpu:ed :n :h:~ 

36 subsect18". rr. the case oE d '"'.cnresident, ~:1C~'j(i:ng d 
37 nonresident estate or t:us:, or an Lndivid~3L, ~sta~e 

or t~ust ~hat is domiciled :n the s~a:e :c( Less than 38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

'eso 

the entire ~ax year, the s::.ate's apportioned share oi 
the s::.ate al~ernative mini~um tax :5 ~~e a~c~nt of tax 
computed under this subsection, red~ced by :he 
applicable credits in sections 422.10, 422.1:, 422.11A 
and 422.12 and this result multLplied by a fract~en 
with a numerator of the sum of state net :~come 
allocated to Iewa as determL~ed in section 422.8, 
subsection 2, plus tax pre:erence items, adjustments, 
and losses under subparagraph (1) attributaole ~o Io~a 
and with a denominator of the sum of total ~et income 
computed under section 422.7 and all tax preference 
items, adjustments, and losses under subparagraph (L). 

-]-
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in cOmptl~ing th~s Eraction, those items excluda~:e 
2 ~lnder :Jt~bpart.l<;[apr. (~) :;nd.:l rlct be ,lsed in CC.nputl\lg 
3 t~e tax preference ~tems. ~ar:ied tdxpayers ~10(~:~~g 
4 t~ file separate re~~[~s o~-~@~~~a~e~y-~n-8-eo~b~:~eci 
"' re~tl~~ mus~ a~lccate t:le ~inimum (ax computed ir! ::his 
6 subsection In ~ne pr~port1on :hdt each spouse's 
7 respecti";e 9reEerence ~~ems, ddjustme~t3, and iQsses 
S llnder slibpacagrdph ill jea: to the combined preEe~ence 
J items, a(j~u5tmentS, and losses ~nder silbparagrdph ~l) 

10 of bc~h 390~ses. 
L. Sec. 6. Section 422.~, subsectio:l 2, Code ~387, as 
12 amended by 1~87 :cwa Acts, House ~ile 675, sec~i')rl 2, 
13 is amended t~ reaci as f'Jllows: 
14 2. However, :he "ax sna:l not be imposed C~ d 

15 reside"t or nOllr~siden: whose net in"cme, as det:ned 
to in St:?ctior. 422.7, is E-t-ve seven ~housand dolld:'s or 
17 less; but i~ the event ~h~~ the pay~e~t of tax ~nder 
18 this division W'ol!ld reJ:!ce the ~et i:1ccme t'J less r:han 
1) f~ve ~even thousand dol,Lars, :he~ the tdX shall be 
20 reduced ~c that dmOlint which ~ould result ill al~nwi~g 

2~ tne taxcaver to retain a net :~co~e DE E~we 3e~en 
22 thousar.d dollars. 'r'he precedinc: sente:~ce does :1CC 
73 d9P1y ~o estdtes cr trusts. For ~~e p!~rpcse c~ ~:his 
21 sllbsec:io~, the e[ltire ~et income, i:1cl:lding any part 
25 of ~he net i~come not a:lccat~d :0 r:~wa, sha:l ~e 
26 ::.~ke:'! in"oo account. ::: t:1e cCr:1b1..ned :1e~ ~nccrr:e ;::~ d 

2-: husband .J:ld '.¥i.~e exceeds ~-!-'1e se·/p';' :-0:--.(.-:-:,~;"j:1d. de':' ~.=i~oS, 
28 ne':'t~e::- 0E ::,em sha':'l !.""ecei·"e ~:,e ::;e~e:':'- "~-:: -::I!..~ 
29 silbspct~Gn, dr.d ~t lS ':"rnma!:ertal f""or:er:-:er ::h~l' :~':"e a 
30 j-:;~nt re:,~rr. cr separate retur;js. t-icwe-;e::-, :":,J 

3: h:lsba:!d dl:d ~iEe ~i:e 3epara~e re[ur~s and hd~~ ~ 
32 c~mbined net income of f±~~ seven ~housail(i Jcl;.irs :)r 
]3 :ess, ~either spouse shall receive the b@neEi: ·)E this 
34 paragrapn, i~ one spouse has a net operating loss ~~d 
3S elects to carry back or carry :orward tne loss as 
16 provided In section 422.9, subsection 3. A persoll who 
37 1S claimed as a dependent by ano~her person as jef~ced 
38 in section 422.12 shall not receive the benefit of 
39 thls subsection if the person claimi~g the depe~dent 
40 has net income exceeding Eive seven thousand dollars 
41 or the person claimlng the dependent and the person's 
42 spouse have combined net income exceeding E~¥e seven 
43 t~ousand dollars. -----
44 Sec. 7. Sectlon 422.5, subsections 6 and 10, Code 
4S 1987, as amended by 1987 Iowa Acts, ~ouse File 153, 
46 section 4, a.e amended to read as fOllows: 
47 6. A person who is disabled, is aixty-twc years of 
48 age or older or is the surviv:ng spouse of an 
49 individual or survivor having an insurable interes~ in 
50 an indlvidual who would have qualified for the 

-4-



e 

PAGE FIVE. JUNE 6. 1987 HOUSE CLIP SlIE!':':' 

;;-4293 
?,1qC ? i.ve 

~ exe~ption unde~ ~~~S Pdragra~h for :his tax ye~= a~d 
2 recetves one nr ~c:e 3~nulties f~cm the United Sta~es 
J C1V~: serVice r~tir~me~t d~(i J:Sdbti~~y tr~s~ :_.~d, 
~ d:lC ;..rncse ne:: ~~ccr;:e, .3.5 de: l:1ed :n sect ion ";22.; ~ ':"!.3 

S s;j:~ic:"e;!t ~o re~ui::,e ,:r-.a: ::--.e ~dX ...,e impcse<i ~~cn :.t 
6 under t~iS secticn, may 1ete:mtne el:1a! taxah~e .ncume 

8 
9 

lJ , 
:2 
~ 3 
, .'. 
L' 

:5 
~f) 

~; 

,8 

~" 
20 
) , 
"" 
22 
23 

2 ". 25 
26 
,~ " . 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
.. 0 
H 
.. 2 
43 
H 
45 
46 
47 
48 
49 
50 

for ?urposes ,')f imposi ~ :o~ cE ~he tax by e:<c:d<j~;;g the 
amOUi1t of dnn::i:-.~es :ece':'IJec :ror.1 t:1e United S~at~s 
ctvLl serv:Ce re~ire~e~t -l~d d~sabilLty :::-ust ~~ndf 
~hic~ are nut already excl~ded i~ d~:e:mini~g ~et 
~ncome, as deEi~ed in sec:icn 422.7, up ~o a maXlmU~ 
each ~dX ~ea~ ~~ five ~~o!;5a~d f~~e-~~"dreci si~ 

~ -.. ~-
h~nd~p(i ~werl~V-5eve~ dO::3~S ~or a gerson wnc ~::es a 
Se?ardCe state ~:~c8me ~dX :et~rn a~d eight ~~c:lsa~d 
""0 -....)' ..... c·re~ '=';--''''''''y_F/"' or' '"' ..... 'arS' r~t'· 'or a -"""--""-n" --',"~ .1 ..... 1 •• \ .. ~ ... ::t..:..:..'- L .... ·~:':. -...4............. .'-J '-' .... I... ; ...... :=...Ja •. .,. 

a~d w:fe who ~ile a :c~nt sta~e l~CGne ~ax ret~~n. 
Ho~eve:, a surv~~i~g p011~2 ~~c ~s ~ot disab~ed or 
S~xty-twa years ~E age or ··lde: can only ex~~~de ~~e 
amcun: of annuit~e5 rec.·:!~P~ 35 a re5~1: of the death 
of t~e othe: spo~se. The J~011nt of the exenpt~=n 
s~all be :edl~cec b:1 ":.r.e ar,::U:1t: 0~ a:;':/ SCC:'d.~ :.;ec;...:r~~y 
benet:ts received. :O~ t~e ~v:pcse Jf ~his sect:~n, 
t~e amount of annuities :~~eived E:-~~ the ~nit~d 
States civil se:vice reti~~reent and disabi: ... :y :~~st 
f!l~d taxable under the :n~er~al Rev~~~e Cede s~ail be 
included in net income ~':'):: purposes ,;t je:e:-:T.i:ling 
eligibility tInder ~~e ~~~e se'Je~ th';',sa,,': ~~i:,lr ~r 
1~5S exc':usion. 

10. In additio~ to the other tax~s ixpcsed by this 
section, a :ax is imposed on ~he am~\l!lt cE a !Jrep sum 
distr~bution for wh~ch the :axraye~ has e:ec~ed under 
sectlon 402(e) of the :nte<~al ?eve~~e Code :c ~e 
separate:y taxed for E~decdl ~ncome tdX pu'pcse~ EQr 
tne tdX year. The ~ate of tax is eqtlal to :~enty-five 
percen~ of the separate federal :ax ~~posed en ~jle 
amount of the lunp su~ dis:~ib\ltLcn. A ~on:esL,~ent is 
l:able for this tax o~iy on that po:~icn oE ~he :~mp 
sum distribution allocable := :owa. !he total amount 
of the lump sum distrib~tion subject to 5epa~ate 
federal tax shall be included 1n ne~ income :o~ 
~ur~oses of determining eligibility under ~he ~~ve 
seven thousand dollar Or less excl~sion . 

Sec. 8. Section 422.5. suosectio:1 7. Code ~987. 15 

amended to read as EOllows: 
7. Uoon determination 0: the latest cumulative 

inflation factor. the director shall multiply each 
dollar amount set forth i~ subsectio~ 1. paragraphs 
"a" ~krOtt9h-umll and "b" of thiS section. and each 
dollar amount specified i~ t~IS sect:on as the maximum 
amount of annuities received WhICh may be excluded in 

-5-
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L dete~mLr~lng Eindl tdxable income, by this cumui~l:ve 
2 ~~fldtion ~actor, shali ~ound ~~f the resulting 
J prcd\!ct to ::-:e nedres: one do.!.la:-, and sha ... .!. 
4 
5 
6 

~ncorporate :he result i~tQ :he ~ncome ~ax fcr~~ ~nd 
lnstruc~:cns E~r each tax ,edc. 

Sec. 9. Section 422.7, subsections 6, S, anG ~:;f 
7 Cede :98'7, as ame~ded by 198'7 Iowa Acts, HOIlse fi:.e 
8 l)3, sect,,)n 7, are amended ::> read as :01:0WS: 
9 6. rndLvLdual taxpayers and married taxpayers who 

lO file u ~G:~~ federal ~nccme tax r~t~rn and who el~ct 
~L to fiLe a JOLnt return7 or separate ret~rns e~ 
,2 9"!"IH'at ... -E·'~~!"lq-~"-i:l-eel!\er"ed-:-e"""." Eor Iowa :ncome 
lJ ~dX purposes, may avaLl :~emsel~es of :he disabil:ty 
1¢ income exclUSion a~d shall compllte the amount of the 
:s disability ~ncome eXClusion subject to the ll:nita~ions 
L6 for joint Eede~al inc/me ~dX re":urn filers pr<lvided by 
:7 section :05(d) of the :ntecnal Revenue Cede. :he 
18 dlsability :.:come exc!~sion prov~ded in secti~n l05(d) 
19 of the [nterna! Revenue Code. as amended up t:> and 
20 incl~dinq gecember 31, 1~82, con~inues to apply Eor 
2: state income tax purposes fo~ ~ax year3 begin::ing on 
22 Or after January 1, 1)84. 
2] 8. Mar~:ed taxpayers wno Ei!~ a ;o:nt :edecal 
24 income cax return and who elect '0 :ile sepcirace 
2S returns ~r-~e~a~6t~-~~!!~g-e~-6-ee~6!~ed-~~~~~n :~r 
26 :owa income tax purposes, may avail the~~e:';es of the 
27 expensi~g of business assets and c~p:-a: L<;-:S 

28 provisions of sections ~79(a) an(~ L211(b) ·~:;?ect~vely 
29 of the Interna: Revenue Code and 5~dll compute tne 
]0 amount)f expensing of business assets and cao:ta: 
31 :055 s~lb~ect to the l~mitations ~·)r ~cint ~ede:~l 
32 income ~ax ret~rn filers provided by sectlo~S :79:b) 
33 and l21!(b) respective:y of the :nternai Revenue Cede. 
34 19. ~arried taxpayers, who ~:ie d join~ E~deral 
35 income ~ax return and who elect :~ t.le separ~te 
36 returns or-w~o-e±~e~-~ep~r~ee-~~±~~q-e~-e-ee~o~"ed 
37 re~tlr~ tor state lnC8me :ax purposes, shall i~cl~de ~~ 
38 net income any social security beneEita received :0 
39 the same extent as those oeneEits are caxabie on che 
40 taxpayer's joint federal return for that year under 
41 section 86 of the Internal Revenue Code. ~he oenef,:s 
42 (ncluded in net income must be a:located betweer. ~he 
~3 spouses in the ratio of :he scc~al security beneE~:s 
44 received by each spouse cO the totai of these benefits 
45 received by both spouses. 
46 Sec. 10. Section 422.8, subsect,on 2, Code 1987, 
47 is amended to read as fOllows: 
48 2. Nonresident's net income allocated to Iowa is 
49 the net income, or portion thereof, which is derived 
50 from a business, trade, professlon, or occupation 

-6-
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car:-ied c:~ :.Jl~;:~~ th.i..S 3cate ::>f :ncome fc:)m any 
2 ?roper~y, ~.r.l:J:-., esta~e, :)t" '-Jt~er source ~ithin Iowa. 
3 rf 3ny ~us~~ess, ~rdde, prcEess:an, or occupation is 
4 carr led :,)r'. Pdr::~y ' .... i.r:hin a:1d t:'a.r~ly '!i.thcut :he state, 
S only the port.cn of the :let .ncome which LS fairly and 
6 equLtably attributable :0 that part of the bUSiness. 
7 trade, 9ccfessio[1, O~ ncc~pat~?n carried an within :he 
8 s:at~ is <3~loca:ed to rewa ~or purposes of section 
9 422.5, subsectlcn ~, caracraph u~~ "e" and 5ectio~ 

~O 422.lJ <3:1d :r;csme f!"o;n d:1Y ?fOpe:ty-:---tr 1jst, esta:e, ;:)r 
1: other source par~ly ~it~~~ and Pdr~ly witho~~ the 
12 state _5 .1:2ca~ed to :owa In the same mannec, except 
lJ ~.hdt. a:1~ll' t :es. !.r.teres: on bank depos: ts ar.d 
:4 ~~t~re5~-8ear~;~g obl:(~at:ons, d~d dividends are 
is a::ocated ~~ :owa only tQ the extent to wh~c~ they a~e 
16 der~~ed E:~m a business. tracie, profession. or 
,~ 

• I 

18 
19 
20 
2: 
22 
23 
24 
25 
26 
27 
2!l 
29 
30 
, 1 
J. 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

OCCu9dt!On ca~:ied on ~ithi~ the state. HOWe~erf 
income :eceived by an i~~~vidua: who is d cesident of 
another S:3te ~s ~ct aliacated ~o Iowa if the :ncome 
is s~bject t8 d~ income tdX ~mposed by the state where 
the ~r.divid~a~ :esides, a~d :f :~e state ~f residence 
allows a s:ml:a: ~xclus~on ~or :ncome :eceived in that 
state by ces:de~~s of Iowa. :n cede: to LmpLe~e~t ~he 
exclusicns, the director sha:: designate by r~:e the 
stdtes ~hich 3::0W a simiiar exclusion for i~ccme 
received by res~dents cE :awd, dnd ~ay e;lter ~nto 
agreeme~ts ~i:~ ~ther s:ates t~ pr8v:de t~a: similar 
exclusicns ~i:l be a:lcwed, and cO 9[ovide sJ!taoie 
withholding :equire~e~ts i~ each s~ate. 

Sec. 11. Sec:::i.cr1 ~22.l2, Si..lbsectior. 2, unn'Jmbered 
paragraph 2, Cede 1987. ~s amended to read as ecllows: 

Mar:ied taxpayers electi~g ta tile sepa~d:e re~u:~s 
o~-fi~r~q-~e?tl~tlte~Y-~M-~-eomb~~ed-reett~M InL5t 

allocate t~e chiLd and depe~cent care credit to edch 
spouse in the pcopcr:~cn :hdt each spouse's respecti~e 
net income bea~s ~8 :he tcta: ~GDbi~ed net income. 
Taxpayers affected by the al:ocatioll prov~sions of 
section 422_8 sha:l be permi~ted a deduct~on ~or the 
credit only i~ the amount fairly a~d equitabLy 
allocable to rewa under rules prescribed by :he 
director_ 

Sec. 12_ Section 422_12. Code 19a? is amended oy 
adding the following new subsection: 

eSO 

NEW SU9SEC':'ION_ A two-earner credit for marrled 
taxpayers fillng jointly_ ~he credit is equal to 
three and one-half percent of the qualified earned 
income of the spouse wich che lower qualified earned 
income not to exceed one hundred seventy-five dollars_ 
For purposes of this credit the term "qualified earned 
income" means the same as provided in section 221 of 

" .. 
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L the Interndl Revenue Code r eEfect On Decemb~r J:~ 
2 ~98fi, exce9t ~hat on:y qua i~ied ear~~d income E:om 
J ~owa S8~rces shall ~e cons Je~ed foc ~he credit . 
. ~ Non:es tder1':s r."tay cla:..m ~r.e c::,~dit c ':l·! to t[;~, '2;~ .e:lt 
i tjat jo~~ spouses hdve qUdl~~ied earned income E:"on 
6 10w<I sources. 
7 Sp..:. 13. Secti()!1 422.:3, s':.lbsec<::.i.::y: l., paragraph 
8 b, Code 1987, is dme:1ded to read 305 ECliiows: 
9 b. The i~div~dua: has ne': ~ncome ~f fetir seven 

LO thousand dcl.!.ar:s cr mere fQr the cax 'reao:: froIt '3c.ur:c~s 
il taxable ~nrte[ thlS d~vls,on. 
12 Sec. :.4. Section 122.21, unnu~be[ed p<lragra?h 4. 
l3 Cede 1987, ~s ame::ded to read as :ol1:::ws: 
14 T~e di:ec~Jr 5tdl~ d@:p~m!~e fQ~ ~~e ~919 1988 and 
L~ subs€quent ca::'endar "/2a:s -:he ann:Ja::" dnd cuml.!:at:ve 
:'6 i.nf~ati.cn tac~ot"s fer these ca:'endd:- /ea~s to be 
II applied to tax yedfs 6eg~n~inq on or ~fter Janua~y L 
18 of that cale~daf year. ':h~ di~ec~or shall co~p~te :he 
l~ new dolla~ amou[~cs as spec~~ied t~ere~~ :0 be a(jjus~ed 
20 in section 422.5 by ~he ~~:es~ Gumu~a::ve ~nEla~:~n 
2! factor a~d round off ~he r2s~1~ to ~he nearesl: ";n~ 

22 doI.iar. ~~e annual and c~mu13~~ve ~~~la:ion ~a=~Grs 
<1etermined O'j the direc:cr 2.:'0 r.ct ::-'J~cS as def~:;;.::d ':'c 
section 17A.2, subsectio~ 7. 

Sec. lS. Sectio!'l <l22.43 i 3:1bsec':":i/~:.?, :../ 2, 6, and 
26 10, Code 1987, afe a:nended :~,~ =-,=3d <3,:::> :.:~~~)ws: 

27 
28 
29 
30 

~her~ ;5 ;mpo-e(~ - - ',. ~t- aA __ - '0 ~~rc~"-
.l.' ~ _ ~ _ :::> ~ <:t .... :~ of, '..' ... ,_ '- :_.:. • ~:~ 1::-''- '- <I L 

:"iiJon t::P. grGss rece~;::t.~ ::r!Y~. 3':"_ ,-ja':"i:-:."; :::~ Ca:1g1:) ... e 
personilL property, ccn5~stir:g :)t gCOU5, ~are~:, or 
merch2~dise, except as ?therwi,~e 9rov:~ed In ~h~s 

3~ divislun f scld a: recail 10 ~~~~ s~a~e -~ cons~~e~s ~r 
32 users; d iiKe :ate of tax ~~cn ~te qr")ss ~ecej~t5 frcm 
3! the s2~es, fu~nishi:lg or ser"Jicp ~f qa~7-ei~et~i~±~7; 
.34 water, heat, and commun:'cat!':::\ ~e::-v:"Cl;?f :,ncl:ldi::c; t~e 
.15 
16 
37 
38 
39 
40 
41 
42 
43 
44 

46 
47 
48 
49 
50 

gross receipts from such salp5 by any ~llnicip21 
corporation e:lr:lls~i~g ge~7-et~ee~~e~~Y7 water, ~€2t, 
and communication se:";i.ce :,~, ~:te ?ubl:c 1.:1 its 
proprietary capacity, exce9t as 8~herwise provided :~ 
this division, when sold at re:d~~ in the state to 
consumers or :.tserSi d l:'ke rate G: :.ax ilpcn the gross 
receipts from all sa:es of ticKets or admissions to 
places of amuse!1\ent. fal.rs. and a:hletic events except 
those of elementary dnd sec8nddcy educationa: 
institutions; and a like rate of tax upon that ?art of 
prtvate ccub membership fees ~r cnarges paid for t~e 
privilege of participat:ng in any athietic sports 
provided Clllb members. 

2. There is lmposed a tex-~f-fetlr-?ereent like 
rate oE tax upon the gross rece.pts derived from tne 
operation of all forms of amu5eme~t devices and games 

-8-
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of s~:ll, games of chance, raE:les, and bingo games as 
2 de~lned l~ cnaptec ,9B, ~gerated ~r conducted within 
3 t~e sta~~ of Iowa, ~he ~ax to be ccl:ec~ed ~rom the 
4 operator ~n the same manner as is pr0vided ~or the 
5 cc:lectlcn of taxes upon the ~:oss receipts of tickets 
6 or ddmiS5~on fees as provided l~ :his section. The 
~ tax shall also be impcsed upon ~~e gross receipts 
8 de~ived from the sa!e of lottery t~ckets or shares 
) ~U~3uant t~ chapter 99E. The tax en :h~ ~ottery 

! : --
LO t:ckets or shares shalt be included Ln ~he sales price 

and d~stc~b~:ed to :he ge~eral ~~nd as 9rovLded in 
12 , , . " . , 
;""f 

15 
16 
:7 
1.8 
L9 
20 
2: 
22 
2J 
24 
25 

e;~ 
28 
29 
30 
3~ 
32 
33 
34 
35 
36 
]7 
38 
39 
40 
4t 
42 
43 
44 
4S 
46 
47 
48 
49 
50 

'e 

sl?c:ivn ~9E.10. 

G. T:,p,r-= is ~:nposed a !:6:x-ee-~:::~nj!"-t'e~ee!'!t like 
r.~te ~t :ax upon the ~:oss rece~9t5 ~~cm the sales of 
cp:'I.-o;1dl ser:vice or war:-anty eel,traCts .... hich provide 
far t~e f~rnishing of ~abor and ~d~e~~als a~d require 
the E~rnish,lnq of any :axable serVLce enume~ated under 
~h:s section. The gross receipts dre subject to tax 
e~en if some of the services furn~shed dre ~ot 

eil~me~at~d ~ndec this section. 
th:s div~sio~, the sa:e of an cptLonaL serVice ~r 

~ar~anty contract is a sale of t~~gibie persona: 
prope~ty. Additicna: sales, ser~ice5, Or ~se tax 
shall no~ be ~evied On ~er?ices, par:~, Or iabor 
provided ~nder optlonal service or ~a[ranty contracts 
w~ich are subject to tax .;~de: this ~ec:~cn. 

:0. ';'!1ere is imposed 3 t<L{ C;.: ~""~ :: '"Je percent 
upcrl ~~e gross rece~pts ~r~n :~e ~e~Jering, 
E~r~ishi~g, or perform:~g aE services as defined i~ 
section 422.42. 

Sec. : 6 . Sec~ ion 422." 5, ·:od.e L 98:, : 5 dme:1ded by 
adding the following ne~ 311bsec:io~: 

~E~ S08SECTION. ;~e g~~ss ,ece:9ts :rcm :he sa~e, 
furnishi~g, O~ servLce cf gas, L? gas, ~ome heating 
aii, and any other fuels ~5ed by resLde~tiai or 
co~e[cial custcme~s, or elec~~ic~ty. 

Sec."7 Secti~~ 422.n, :cde 19i1~, :s dme"ded by 
adding t~e Eollowing ~~w 5ubsection: 

NEW SUBSEC~ION. Const,uc~:cn cont,dcccrs may make 
apolication to the department Ear a refund of the 
a~~itional one percen~ tax pa~d under this division or 
t!1e addi:ional one percent tax paid u~de, c!1apter .23 
by reason of the inctease ~n :he ~ax from four to f:ve 
percent for :axes ?aid on goods, wares, or merChandise 
under the following conditions: 

a. The goods, wares, or merc!1andise ace 
incorporated into a~ improvement to real es:ate in 
fulfillment of a written cont,act fully executed prior 
to JUlie 1, 1987. The refund shal~ not apply to 
equipment transferred in fulfillment of a mlxed 

-9-
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2 b. The contractor has paid to the department or to 
J a reta~~er ~he full flve percent ~ax. 

4 c. The clalm ~s fl:ed on forms provided by [he 
s depa~~ment and is filed within one fear of the d~te 
6 the ~ax :s paid. 
7 A contractor who makes an erroneous applicaticn for 
K refund LS llable Eor payment of the excess refund paid 
9 p:"s lnterest at the rate in effect under sect~o~ 

10 421.7. :n addition, d contractor who willfully makes 
d false app~ication Eor refund is guilty of a simple 

12 misdemeanor and is liable fer a ?enalty equal to 
13 s~venry-~ive percent ~f the excess ~efund claimed. 
:~ E~ceS5 ref~nds, penalt:es, and interest due under this 
:5 5~bsection may oe enforced and collected in the same 
16 marIner as the tax Imposed by this division. 
17 Sec. 18. Section .22.51, Code 1387, is amended by 
La adding the ~ollowlng !leW subsection: 
1<) NEW SUBSECTION. Beglnr.ing July L 1~87 for 
20 purposes of computing the amount ~f ~ax due from the 
2~ retai:er undeL 5ubsect~on 1, for each t~ansdction :n 
22 which the purchaser does not pay ~he total gross 
21 receipts at the tine a~ the sale ~r performance of the 
24 service and the reral:er ~is:s the transaction as an 
25 account recelvaole, the tax due IS computed on the 
26 gross receipts at the :!xe actually received by the 
27 ~etai:er. 

28 
29 
30 

Sec. i'!. Sect lOr. ~ L 3 • 2, Cede 
read as tollows: 

423.2 I~POS=TION OF TAX. 

198"', is amended to 

3l An excise tax is i~posed ~n the ~s~ in this state 
12 of tanq~.ble pe~sc)nal 9~ogerty purChased Eor use in 
33 chis state, at ~he r4:e of ~etl~ :l'le percent of the 
34 purcnase price of the property. The excise tax is 
JS Lmposed upon every person ~sing toe property wi~hin 
36 this state unti~ the tax has been paid directly t~ t~e 
37 county treasurer or the state departmenc of 
38 transpor:at~on, to a retal:er, or to the departm~nt. 
J'! An excise tax cs imposed on the use in this state of 
40 services enumerated in section 422.43 at the rate of 
41 fon~ five percent. This tax is applicable where if 
42 services are rendered, furnished, or performed in-this 
43 state or whe~e :f tte ?roduc~ or result of the service 
~~ ~s used in :hisstate. This ~ax is imposed on every 
45 person using the services or the product of the 
46 services in this state until the user has paid the t2X 
47 either to an Iowa use tax permit holder or to the 
48 department. 
~9 Sec. 20. Th:s sect:on applies in regard to the 
50 increase in the state sales, services, and use tax 

-10-
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from four to Eive percent under sections 15 and 18 of 
. this Act. The use tax rate of ~ive percent applies to 
J motor vehicles subject to reg~st[ation which are 
4 registered on ?r after July ~,~987 The five percent 
5 use tax ra=e wlll apply to the ~se of property when 
6 the first :axab:e use in this state occurs on or a[ter 
: July 1, 1987. The five percent rate will apply to the 
8 gross receipts from the sa:e, f~rnishLng. or service 
9 of gas. electr:cl:Y. '"ater, :1ea~, and communication 

:0 service 1f the date 0: billing :he customer is on or 
11 after July ~. 1987. ::1 the case of a service contract 
12 entered into prior to July I, :387 ~hich contract 
13 calls for periodic payme:1ts. the five percent rate 
14 will apply to those cayme:1ts made or due on or aEter 
:5 July l. 1987. ~h~s periodic paymen~ would apply. but 
16 not be limited te, ~i(~keC5 oE admissions, private c],ub 
17 membership fees, SGurc~s ~f amusement, equipment 
18 rental, dry cleani~g, [2ducing salons, dance schools, 
19 and all other servIces subject :0 tax, except the 
20 aforementi0ned utl~lty services which are subject to a 
21 special transitional rule. ~n:i~e periodic Pdyme~ts 
22 under serVlce contracts. tnsla:l~ent sales of goods, 
23 wares, and merchandise are 3\;b~ect ~o the full amount 
24 of sales or use tax when the sa_es contract is entered 

• 

,nto or the property is ~lsed in re ..... a. 
.. Sec. 21. Sec~io~5 l ~hr~ugh 14 of this Act are 

L retroactive to Jan\la~y I, 1987 ~or tax years begi~ning 
28 on or after tnat date. 
29 Sec. 22. Sect:ons 15 throuqn 20 of this Act are 
30 effective July:. 1987. 
31 Sec. 23. Th:s Ac:. being deemed of immediate 
32 importance. is ef~ec:'ve ~pen enact~ent." 
33 2. Titie page. li~e 5, ~y s:riKing the ..... ord 
34 "temporarily". 
35 3. Title page. l:,:e G ~y inserting after the word 
36 "tax" the Eollowing: ", providi~g ~or refunds for 
37 certain contractors as a result of the increase, and 
38 exempting from the tax ~ne sale. :urnishing, and 
39 service of certain utlILties"." 
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STATE OF IOWA 

FISCAL NOTE 
BRU"ER 
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In compliance wich a writcen request received June 4, 1987, a fiscal noce for 
SENATK FILE 523 i. hereby submitced pursuant cO Joinc Rule 17. Data used in 
developing chis fiscal note are available from the Legislative fiscal Bureau 
to members of che Legislature upon request. 

FILED JUN 41987 

Senate File 523 makes several changes to state tax r~venue9. The bill (1) 
aLters the tax rates of the individual income tax, (2) creates a t~o-income 
household cax credit, () raises caxes for cigarettes and little cigars, (4) 
establishes an invent~ry tax for cigarette distributors, (5) allows for a 
cransicion from federal deductibility, ar.d (6) appoints an incerim co~~ictee 
study on the effects of the tax legislacion enacced by the 1987 Extraordinary 
Session. 

Income Tax Rates For tax year ,987, the following tax rates and taxable 
brackets apply: 

SINGLE TAXPAYERS HARRIED TAXPAYERS 
Taubl e lncome Rate (%) Taxable lncome Rate Ct) 

$ 0 5,000 1.5 s a 2,500 1.5 
5,000 10,000 4.0 2,500 5,000 4.0 

10,000 70,000 6.5 5,000 - 35,000 6.5 
a.bove 70,000 6.9 above 35,000 6.9 

Income Tax Credic for Married Taxpayers 

The bill allows up to a $150 tax credit for married taxpayers filing jointly, 
but imposes cercain limits: for every $1,000 of combined income over $75,000 
for the household, the tax credic LS reduced by 10%. Thus, c~O income 
households wich $85,000 or mOre combined income wouLd not be eligible for any 
portion of chis tax credit. 

The amount 
the spouse 
ca.n be used 
yields a $150 

of the credit lS determined by taking )% of the salary earned by 
with the lower income. No more than $5,000 of the earned Lncome 

in determining the amount of the credic: thu" 3% of $5,000 
credit, 3% of $4,000 yields a $120 credit, etc. 

Cigarette Ta~ Increase and Cigarette rnvento~y Tax 

The bilt raises the caxes on cigarettes and little cigars from 13 mills per 
cigarette or little cigar (26 cents per pack of cigaretces) cO 15.5 mills per 
cigarette or little cigar (31 cents per pack of cigarecces). The bilt also 
provides for an inventory tax on discributors of cigarettes Or little cigars 
which takes effect June 1, 1987. 

T~angition 

The bill provides for a one year transition related to the eliminacion of 
federal deductibility. 
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1. Pull "coupling" 
1986. 

<.lith the tax law changes made in the Ta~ Reform Act of 

2. rederal deductibiLity is eliminated. 

3. Married filing separately is eliminated. 

4. The effect of ~he tax rate chang~s under the bill 15 expected to be the 
same in FY 1988 and FY 1989. 

Under current 
S847 million. 

1 a .... f 1987 indi'Jidua1 income tax liability is estimated to be 
Under t~e bill, an additional S9l.4 million <.Iou'd be collected. 

Cig3rette and Inventor~ax Provisions 

Cigarette and litt:e clgar sales tax revenues are estimated ~o increase by 
Sl2.S million. 

The precise lmpact of 
distributors is unknown, 

the inventory 
but not expected 

tax for cigarette and little clgar 
to be significant. 

OVERALL FISCAL EFFECT 

Coupling--rndividual Income 
Tax Credit Adjustment 
Timing Adjustment 

Subtotal 

Cigar.ette ra~ Increase 
TOTAL 

Transition from Federal 
Deductibility 

TOTAL 

SOURCE: Department of Revenue and Finance 

$65.0 
17.4 
9.0 

91.4 

S12.5 
$103.9 

<S 9.0) 

$ 94.9 

'ill~'1"t.g;, PDD ) 

!,iscal Director 
Legislativp Fiscal Bureau 

Date: & Ltjf7 
I 

'-1 
I 
i 

1 
1 
i 
j 

<d "1 , 
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REPORT OF THE CONFERENCE CO~~ITTEE 

ON SENATE FILE 523 

To the Ptesident of the Senate an~ the Speak.:r o~ :he RQu~~ 

of Representatives: 

We, the undersigned Ir.embers of the conEerer.ce ::J!-:'Jr':' ttep 

appointed to ~esolve the differe~ces between ~he S~~a:e a[~.· 

the House of Representatives on Senate File 523, a bi:.: -=,. -.... '. 

Act re:ating to state taxes by revisins the state i~divid~"~: 

income tax by altering the tax brackets and rates; disal:~/i~~ 

mar:ied pe~so~s fiiing separately on combinec ret~~~s: 

increasing the amount ~e:ow which no tax is owed; provic;ns 

two-earner- tax credi t: ~r.d by tempora;- ily increasi;ig the sta'· 

sales, services, and US2 ~ax; and providing effect~ve dates, 

respectfully make the fol:owing report: 

1. That the Senate recede from its amendment, H-4393, to 

the House amendment, S-~122, to Senate File 523, as a~enJec, 

passed, and reprinted by the Senate. 

2. That the House recede from its amendment, $-4122, to 

Senate file 523, as amended, passed, ano reprinted by the 

Senate. 

3. That Senate F:le 523, as amended, passed, and reprinted 

by the Senate, be amended as follows: 

1. By striking every:hing after the enacting clause and 

inserting the following: 

"Section 1. Section 422.C, subsection 17, paragraph c, 

Code 1987, is amended to read as fo:lows: 

c. The annual inflacion factor Eor the 1978 calendar year 

is one hundred percent. Notwithstanding the compucati~n of 

the annual inflation faccor under caragraoh "a", the annual 

inflation factor for the 1987 calendar year is one hundred 

oercent . . 
Sec. 2. Section 422.5, subsection 1, paragraph 0, 

subparagraph (4), Code 1987, is amended by striking the 

subparagraph. 
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Sec. 3. Section 422.7, Code 1987, is amended by adding the 

following new subsection: 

NEW SUBSECTION. In determining the taxpayer's net income, 

the adjusted gross income computed for federal tax purposes 

shall be adjusted to reflect the following: 

a. BUSINESS MEALS, TRAVEL, AND ENTERTAINMENT. Deductions 

for expenses incurred for meals, travel, and entertainment for 

business purposes shall be determined under sections 170 and 

274 of the Internal Revenue Code in effect on January 1, 1987 

and all other provisions of the Internal Revenue Code in 

effect on January I, 1987 relating to such deductions. 

b. DEPRECIATION. Deductions for depreciation for property 

used for business pur~oses shall be determined under section" 

46, 167, 178, 179, 280, 291, 312, 465, 467, 514, 751, 1245, 

4162, 6111, and 7701 of the Internal Revenue Code in effect on 

January I, 1987 and all other provisions of the I~terne] 

Revenue Code in effect on January 1, 1987 relating to such 

deductions. 

c. CAPITALIZATION RULES. Capitalization rules for 

inventory, construction, and development costs as they relate 

to business activities shall be determined under sectic~s 46, 

263A, 312, 471, 267, 447, and 464 of the Intprnal Revenue Coce 

in effect on January I, 1987 and all other p:~visions of the 

Internal Revenue Code in ef!ect on January I, 1987 relating to 

such capitalization rules. 

d. PASSIVE INVESTMENT ACTIVITIES. Deductions for passive 

investment activities shall be determined under St~ction 4rs of 

the Internal Revenue Code in effect on January if 1937 a~d all 

other provisions of the Internal Revenue Code in 2ffecc on 

January I, 1987 relating to passive investment activities. 

e. LONG-TE~~ CONTRACTS. Rules for determining the amount 

of deductions for long-term contracts relating to business 

activities Shall be determined under sections 460 and 804 of 

the Internal Revenue Code in effect on January l, 1967 and all 

other provisions of the Internal Revenue Code in effect on 

January 1, 1987 relating to such long-term contracts. 

CCR -2-



-'.' ",'" 
,". 

SENATE 4 
JUNE 8, 1937 

f. DISCHARGE OF INDEBTEDNESS. T~eatnent of income of a 

farmer resulting from the discharge of the fa(~er's 

indebted~ess shall be determined under section 108(9) of ~he 

Internal Revenue Code in effect on January 1, 1987. 

Sec. 4. Section 422.13, subsec"ion 1, paragraph b, Code 

i987, is amended to read as follows: 

b. The individual has net income of fo~~ five thousand 

dollars or more for the tax year from sources taxable unde~ 

this division. 

Sec. 5. Section 422.32, subsections 4 and Code 1987, 

are amended to read as follows: 

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

corporations as defined in section lS04(a) of ~he Internal 

Revenue Code of-~954. 

11. Por-p~~po~e~-o~-seetio~-4rr~37-s~e~eet±on-57-the 

~nterna~-Reventle-Eode-of-~954-~~a%~-be-±nterpreted-to-±ne~tlde 

the-p~ov~~±on~-of-Ptlb~-b~-No7-ge-4~ "Internal Revenue Code" 

means the Internal Revenue Code of 1954, prior to the date of 

its redesiqnation as the Internal Reve .. ue 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. 6. Section 422.33, subsection 4, Code :987, is 

amended by striking the subsection and insertir.g in lieu 

thereof the following: 

4. In addition to all taxes imposed ~nder :his division, 

there is imposed upon each corporation doing business within 

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

paragraphs "a" through "dO or the state alternative minimum 

tax equal to sixty percent of the maximum state corporate 

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

percent, of the state alternative minimum taxable income of 

the taxpayer computed under this subsection. 

The state alternative minimum taxable income of a taxpayer 

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

with the adjustments in section 422.35 and with the following 

adjustments: 

CCR -3-



SENATE 5 
JUNE 8, 1987 

a. Add items of tax preference included i~ ~2d€r21 

alternative minimum taxable income under sec:i~n 57, except 

subsections (a)(l) and (a){S), of the Interna: ~ev2n~2 Co6e, 

make i:h2 adjustmer.ts included ir; feo,8=al a::ec.iative r:l:n:':Jum 

taxable income un~er sectio~ 56: e =2pt subse=~~o~s (a: ~4) ~nd 

~d}: of the Inter~al Revenue 

by sec:ior. 58 of the Internal Rever:.ue Code~ :;::.:-~ :TIc;":: ~~; t_,~ 

coes; interest and dividends from ~eder2~ sec~:~ties net of 
amortization of any discount or premium shall be subtrac::e6. 

b. l'.pplythe allocation and apportionmenc provisioi"!s of 

subsection 2. 

c. Subtract an exemption amount of forty thousand dollars 

This exemption amount shall be reduced, but not below zero, by 

an amount equal to tWenty-five percent of the amount by wnich 

the alternative minimum taxable income of the taxpayer, 

computed without regard to the exemption amount in this 

paragraph, exceeds one hundred fifty thousand dOllars. 

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

year beginning after December 31, 1986 which is carried back 

or carried forward to the current taxable year, the net 

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

preference and adjustments arising in the tax year which is 

taken into account in computing the net operating loss in 

section 422.35, subsection l3. The deduction for a net 

operating loss for a tax year beginning aEter December 31, 

1986 which is carried back or carried forwa=d to the current 

taxable year shall not exceed ninety percent of the 

alternative minimum taxable income determined wittout regard 

Eor the net operating loss deduction. 

Sec. 7. Section 422.33, subsection 5, Code 1987, is 

amended to read as follows: 

5. The taxes imposed under this division shall be reduced 

by a state tax credit for increasing research activities in 

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

apportioned share of the qualifying expenditures for 

increasing research activities. The state's apportioned share 
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of the qualifying expenditures for increasi~s research 

activities is a percent equal to the ratio 0-. ~ualif~.e~ 

resea~ch ~xpenditu[es in this state ~o t~le ~~cdi qualifi2d 

research expenditures. For purposes of :h~s s~~S~Cti0~, 

I'qualifying expenditures for incr@ ~~i~~ resea:c-. activ~:~~s!' 

~ea~s ~r.e quali:ying expenditures as define~ fo: 

credit Eo: increasing research ac~iv~-_ics w~ic~ ~o~i·~ be 

allowable under section 39 41 of the :nterna: Revenue Code of 

~9547-~~-eEfeet-on-dan~a~Y-~7-~9S5. 

Any credit i~ excess of the tax liabili~y Eo: the :~xa~ie 

yea~ shall be refunded with interest computed ur.der section 

~22.25. In lieu oE claiming a refund, a taxpayer may e:ect ~o 

have the overpayment shown on its fi~al, completed return 

credited co the tax liabili~y for the following taxable year. 

Sec. 8. 

follows: 

Section 422.35, Code 1987, is ame~ded to read as 

422.35 NET INCOME OF CORPORATION -- ~OW COMPUTED. 

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

net operating loss deduction, as prope~ly computed for federal 

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

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 :he Internal Revenue Code 

of-i9S4. 

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

or gains or losses from property othe~ than capital assets, 

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

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

made, under rules and regulae ions prescribed by the director, 

to refleot the difference resulting from the use of a basis of 

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

allowed or allowable, whichever is higher. Provided that the 

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

depreciation allowed or allowable, in the case of property 
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acq~ired prior to that date if use of a pric: ~~SlS ~s 

declared to be invalid. 

4. Subtract fifty percent of the feder21 i~come ~axes paid 

or accrued, as the case may be, during 

by any federal income tax reEunds: 2nd add t~e :owa incom2 t~x 

deducted in computing said taxable inco;r.e. 

!'.reendmel"lt!! - Aet-o f -:r 9 6 ~ - to - the - e l! i::e l'! t: - e hSi~ - s ti d, - S;:.(~d i': ~ - ",~.~ "':; t; 

t:he-!'i~~-eJftol::tnt - of-ehe -spe~~BT-oee1t%et ~O~ - t!:r !:o~~~o. -ei~-t'~:,;e - bs:; ~:.: 

e£-~he-a~o~~~-br-whie~-the-depree~eb~e-ba5±~-of-stleh-q~~~ifi~~ 

prope~'ey-was-reqaire~-to-be-redaeed-for-deppee±d'e~e"-p~rposE~ 

l%nder'- t!o\e-'frd:er I'lB;'-Re'Jer.t:ie-Eoee-AI:\endmer: 'es- .... e'e-o~ -:i:9 52. - -'Ph€> 

ul"let-emotll"l'e-oE-the-spee±Bi-ded~e'e±el"lll-~hBii-be-eeMpated-by 

'eB~±ng-'ehe-el%ffl-oE-the-amOtint5-by-wh±eh-'ehe-ba~±e-ef-qtia=~f±ed 

pr'oper''ey-we~-~eqtl±red-'eo-be-deer'eBsed-Eor-depr'eeiBt±on 

ptt~po~e~-eor'-~he-year3-i96~-Bl"ld-i963-end-~~ber'ae~ing-from-it 

ehe-~ttm-of-ehe-aaotlnes-by-wh±eh-the-bas±9-of-s~eh-pr'ope~'ey-wa~ 

reql%ired-'eo-be-il"lereased,-pr±er-eo-t9647-for-depreeieeioft-or 

d±eposi'eiol"l-ptl~po~es-~nder'-'ehe-fl"l'eer'nBi-Re~en~e-eode 

Ameftdmen'es-Ae'e-oe-t9621. 

6. Subtract the amount of the jobs tax credit allowable 

for the tax year ~nder section 51 of the Internal Revenue Code 

of-t954 to the extent that the credit increased federal 

taxable income. 

7. If the taxpayer is a small business corporation, 

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

individuals named in paragraphs "a", "b", and "c" who were 

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

for work done in this state: 

a. A handicapped individual domiciled in this state at the 

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

(1) Has a physical or mental impairment which 

substantially limits one or more major life activities. 

(2) Has a record of that impairment. 

(3) Is regarded as having that impairment. 
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b. An indiv:dual domiciled in this state at the time of 

the hiring who meets any of the following conaitions; 

(1) Has bee~ convicted of a felony in this or any othe, 

state or the District of Columbia. 

(2) Is on parole pursuan: to c apter 906. 

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

offense other than a simple misdemea~cr. 

(4) Is in a work release program pursuant to chapte~ 2(~. 

division IX. 

c. An individual, whether or no~ domiciled in this s~a~~ 

at the time of the hiri~g, who is on parole or probatio~ dnc 

to whom the inters~ate prcbation and parole compact unde, 

section 907A.l appliEs. 

This deduction is a2'.owed for the wages paid to the 

individuals successf~:ly cOffiple~i~g a p~obationary period 

named in paragraphs lIa", "b ll , and "e" duri:19 the twelve months 

following the date of firs: 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 me~ta~ retardation, organic brain 

syndrome, emotional or mental illness and specific learr.ing 

disabilities. 

For purposes of this subsection, "small business" means 

small business as defined in section 220.:, subsection 28, 

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

8. Subtract the amount of the alcohol :uel credit 

allowable for the tax year under section 40 of the Internal 

Revenue Code oE-i954 to the extent that the credit increased 

federal taxable income. 

9. Add the amounts deducted and subtract the amounts 

included in income as a result of the treatment provided sale­

leaseback agreements under section 168(f)(8) of the Internal 

Revenue Code oE-i954 for prooerty placed in service by the 

transferee prior to January 1, 1986 to the extent that the 
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amounts deducted and the amounts included in ir2o~e are not 

otherwise deductible or included in income under the other 

provisions of the Internal Revenue Code of-t95q as amenced to 

and including December 31, 1985. Entitlement to dep~eciation 

on any property involved in a sale-:easeback agreeme~t whic~ 

is placec in service by the transferee orior ~ __ ~ j"~:1~ary :..; 

1986 shail be determined under the !rternal ~3ve~l:~ ~ad? ~0 

t95~ as amended to and including ~ecembe: 3~; :"9ES. ~~:C'--~:-S 

sectio~ 16S:f)(Bl in making the determinatio~ 

10. Add the amount of windfall profits tax deduc~ed ~nde~ 

section 164(a) of the Internal Revenue Code e~-±~5~. 

11. Add the combined net losses from passive farming 

activity in excess of twenty-five thousand dollars that of Ese 

income rrom other sou:ces. Net losses under section 155 o~ 

the Internal Revenue Code ef-t954, exclusive of net gains 

incurred passively from the operation of a farming business, 

as defined in section 464{e) of the Internal Reverue Code of 

r954, are to be combined from businesses, rents, partne,ships, 

corporations, estates or trusts except losses under sections 

1211 and 1231 of the Internal Revenue Code ef-i954. Farming 

activity is passive if the taxpayer does noc materially 

participate in the activity nor provide substantial services 

to the farming business. A loss from an aCLivity that is 

disallowed under this subsection shall be tre~ted as a 

deduction allowable to that activity in the first succeeding 

tax year. 

12. Add the percentage depletion amount detecminect wi:h 

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

section 613 of the Internal Revenue Code ef-i954 that is in 

excess of the cost depletion amount determined under section 

611 of the Internal Revenue Code ef-:954. 

13. If after applying all of the adjustments provided for 

in this section and the allocation and apportionment 

provisions of section 422.33, the Iowa taxable income results 

in a net operating loss, such net operating loss shall be 
deducted as follows: 
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a. The Iowa net operating loss shall be Carried back three 

taxable years or to the taxable year in which [he coc?oration 

first COffi.":1enced doing busi:1ess in ::his state, wnichever :'5 

later. 

b. The iowa net operating loss emaining dEeer being 

car~~ed back as required in parag:aph "a" of ~his subsection 

or i~ not required to be carried back shall be ca[[ie~ forwa=d 

fi~teen taxable years. 

c. !f the election under section :72(b)(3; :C~ of ~he 

Inte:-na: Rever:ue Code o~-::95~ is made, the :lc',.:,a ;,;e'.: o!?e:~-~ :!,:; 

loss sha:l be ca~ried forward fif~een taxab:e yea~s. 

d. No portio~ of ~ ne~ operati~s loss Which was sustained 

from that po~:ion of he :rade or business carriad O~ outside 

the state of Iowa shall ~e deducted. 

Provided, however, that a corporation af:ected by ~ne 

allocation provisions oE section C22.33 shall be pe~mi::~d to 

deduct only such portion of the deductions Eor net operating 

loss and Eederai income taxes as is fairlY anc equitably 

allocable to rowa, under rules prescribed by the dire~tor. 

Sec. 9. Section 422.35, subsection 2, Code 1987, is 

";",'::- amended to =ead as follows: 

2. Add interest and dividends ero~ foreign securit:es~ anci 

Erom secu=ities of state and other political subdi'lisions, and 

from regulated investment comoanies exempt from :ederal income 

tax under the In:ernal Revenue Cede of-±954. 
Sec. 10. Section 422.35, subsection 11, Code 1987, is 

amended by str:king the subsection. 

Sec. 11. Section 422.35, Code 1987, is amended by adding 

the following new subsection: 

NEW SUBSECTION. Subtract the loss on the sale or exchange 

of a share oE a regulated investment company held for six 

months or less to the extent the loss was disallowed under 

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

Sec. 12. Section 422.36, subsection 5, Code 1987, is 

amended to read as follows: 

S. Where a corporation is not subject to income tax and 

the stockholders of such corporation are taxed on the 
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SENATE 11 
JU"E 8, 1987 

corporation'.s incorr.e under the provis.:or.s of 'c:~e !;)~er~a:!. 

Revenue Code of-iSS., the same tax treatment ~nali apply to 

such corporatio~ and such stockholders for Iowa i~come tax 

purposes. 

Sec. 13. Section 422.37, subse-~ion 7, Cede 1987, is 

amended to read as follows: 

7. The computation of consolidated taxab!e ~ncom~ ~o: .- ;., '.:I. .... ...... 
memoers of an affiliated group of corpo=2~io~s subject tc t2X 

shal~ b2 made in the same manner and u~oet the Sen2 

procedures, including all intercompany adjustments and 

eliminations, as are required for consolidating t~le ~nco~es 0: 

affiliated co[porat~ons for the taxable year for federal 

income tax purposes in accordance with section lS02 of che 

Internal Revenue Code ~f-±95~. 

Sec. 14. Section 422.60, Code 1987, is amende~ by st=iking 

the section and inserting in lieu thereof the Eollowins: 

422.60 IMPOSITION OF TAX. 

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

is imposed on financial institutions for the privilege of 

doing business in this state as financial institutions. 

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

t~ere is imposed upon each financial institution doing 

business wi~hin the state the greater of the tax determined in 

section 422.63 or the state alternative minimum tax equal to 

sixty percent of the max:mum state :ranchise tax ,ate, rounded 

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

alternative minimum taxable income of the taxpayer computed 

under this subsection. 

The state alternative minimum taxable income of a taxpayer 

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

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

the following adjustments: 

a. Add items of tax preference included in federal 

alternative minimum taxable income under section 57, except 

subsections (a)(l) and (a){5), of the Internal Revenue Code, 

make the adjustments included in federal alternative minimum 

taxable income under section 56, except subsections (a)(4), 
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(c)(l), (d), (E), and (g), of the Internal Revenue Code, and 

add losses as required by section 58 of the In~ernal Revenue 

Code. 

b. Make the adjustments provided in section 56(c)(1) of 

the Internal Revenue Code, except ~hat in makins the 

calculation under sections 56(f)(1) and 56(g)(i) sf the 

Internal Revenue Code the state alternative minimum taxable 

income, computed without regard to the adjustmer:ts made by 

this paragraph, the exemption provided for ir: paragraph "d". 

and the state alternative tax net operating loss described in 

paragraph "e", shall be substituted for the items described in 

sections 56(f)(I)(8) and 56(g)(1)(8) of the Interna: Revenue 

Code. 

c. Apply the allocation and apportion~ent provisions of 

section 422.60. 

d. Subtract an exemption amount of forty thousand dellars. 

This exemption amount shall be reduced, but not below zero, by 

an amount equal to twenty-five percent of the amount by which 

:he alternative minimum taxable income of the taxpayer, 

computed without regard to the exemption amount in this 

paragraph, exceeds one hundred fifty thousand dollars. 

e. In the case of a net operating loss beginning after 

December 3:. 1986 which is carried back or carried forward to 

the current taxable year, the net operat~~g ~oss shall be 

reduced by the amount of items of tax ?reference and 

adj~stments arising in the tax year whiCh ~as taken into 

account in computing the net operating :055 in section 422.35, 

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

tax year beginning aiter December 31. 1986 which is carried 

back or carried forward to the current taxable year shall not 

exceed ninety percent of the alternacive minimum taxable 

income determined without regard for the net operating loss 

deduction. 

Sec. 15. Section 422.61, subsection 2, Code 1987, is 

amended to read as fOllows: 

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

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

CCR -11-



SENATE 13 
JUNE 8, 1987 

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

twelve mo~ths if, under the Inte~nal Revenue Code o~-~9S~, a 

corporation is required to file a tax return covering a tax 

period of less than twelve months. 

Sec. 16. Section 422.61, subsec~ion 4, Cede 1987, is 

amended to read as follows: 

4. "Net income" means the net income of the financial 

institution computed in accordance with section 422.35, 

the exception that interest and dividends from federal 

securities shall not be subtracted, no federal income t~x8S 

paid or accrued shall not be subtracted, and notwithstanding 

the provisions of sections 262.41 and 262.51 or any other 

provisions of the law, income from obligations of the state 

and its political subdivisions and any amount of franchise 

taxes paid or accrued under this division during the taxable 

year shall be added. Any deduction disallowed under section 

265(b) or 291(e)(1)(B) of the Internal Revenue Code shall be 

subtracted. 

Sec. 17. Section 450A.l, Code 1987, is amended to read as 

follows: 

450A.1 DEFINITIONS. 

As used in this chapter, unless the context otherwise 

requires: 

1. "Generation skipping transfer" means the generation 

skipping transfer as defined in section 2611 of ~he Internal 

Revenue Code o~-~954. 

2. "Internal Revenue Code of-t954" means the same as the 

term is defined in section 422.3. 

3. uBeemed-tra~sferoru-means-t~e-deemed-t~ans~~ro~-as 

defined-±n-seetion-~6i~-o~-t~e-fn~ernai-Reventte-€ode-of-i9547 

47 "Director" means the director of the department of 

revenue and finance. 

57--uSenera~ion-5~i~pin~-trttstU-means-a-generaeion-s~iPpin9 

trHs~-as-defined-±n-seet±on-~6~t-o~-the-rn~erna±-Reventte-Eode 

of-i:95~7 

67--U6enerae±on-s~±ppin9-~rtlst-eqtt±va~aneu-~ea~s-a 

~eneration-s~±ppin9-trtlst-eqtl±vai:ent-as-de~±ned-±n-seetion 

~6i:i:-of-ehe-~n~ernai:-rteventle-eode-of-~9547 
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1 4. "B±~t~~btltee Transferee " means a person receiving 

property in a generation skipp:ng transfer. 

S 5. "Depart~ent" means the department of reve~ue and 

finance. 

6. "Direct skip" means the same as the term 1S defined in 

section 2612(c) of the Internal Revenue Code. 

7. "~axable term~nation" means the same as the term lS 

defined in section 26:2(a) of the Internal Revenue Code. 

8. "Taxable distribu:ion" means the same as the term lS 

defined in section 26:2(b) of the Interna: Revenue Code. 

9. "Transferor", I'trust", "trustee" and "interest " means 

the same as those re~?ective te~ms are de:inec in section 265" 

of the Internal Revenue Code. 

Sec. 18. Section 450A.2, Code 1987, 1S 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 skiD, 

occurring at the same time a~~-o~-after7 and as a result of 

the death of t"e-deemed-trensferor an individual, eqtla±-~o-the 

in an au-ount of egual to the maximum fede~al credit allowable 

~nder section i6e~tett5ttBt 2604 of the Internal Revenue Code 

iegeeY7-or-Stleee~~~on-tex the q~neration s~ippinq transfer tax 

actuallv paid ~o the state In respect of any property included 

in the generation skipping transfer. 

Where the deemed transferor is a resident of ~owa and all 

proper~y included in a genera:lon skipping transfer that is 

subject to tax under this secc:cn has a situs in Iowa, or is 

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

equal to the total credit as allowed under the Internal 

Revenue Code of-~954 shall be paid to the state of Iowa. 

Where the deemed transferor is a nonresident or where the 

property included in a generation skipping trans:er that is 

subject to tax under this section has a situs outside the 

state of Iowa and not subject to the jurisdiction of Iowa 

Courts, the tax shall be prorated on the basis that the value 
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of Iowa property included in the generation skipp~ng transfer 

bears to the total value of property included in the 

generation skipping transfer. 

Sec. 19. Section 45011..3, Code 1987, is amended to read as 

follows: 

450A.3 VALUE OF PROPERTY. 

The value of property, included in a generation skipping 

transfer, shall be the same as determined for federal 

generation skipping transfer tax purposes under the Internal 

Revenue Code of-i9S •• 

Sec. 20. Section 45011..4, Code 1987, is amended to read as 

follows: 

45011..4 PAYMENT OF THE TAX. 

The tax imposed by this chapter shall be paid withi~-tw~~~~ 

mOnt~9 on or before the last day of the ninth mont~ after the 

dea th of the deemed-et'Bl'I9fet'or -~f-i:he-tren5 l"e".-eee:H's-ai: -ehat: 

i:ime,-~r-if-~aee~7-'ehe-eay-wh~eh-i9-'ewet~e-month$-dfter-the 

clay-on-whieh-s~eh-~enerai:~on-s~i~~in9-er~n5£er-~eettrred 

individual whose death is the event causing the generation 

skipping transfer which is eligible for the credit for state 

taxes paid under section 2604 of the Internal Revenue Code. 

?or-~ttr~oges-e~-ehig-che~i:er7-any-~~o~er~7-e~ang~erred-d~r±l'I9 

the-i:hree-7eBr-per~od-endinq-on-t~e-da~e-of-t:;e-de~med 

~~an3fe~or~9-de~~~-en~-wh~e"-~S-~Meitided-~"-~-;er.e~ae±on 

~hi~~ing-t~e"ofer-~nder-the-~neer~a!-Re~en~e-eode-oE-~95~ 

sha!!-be-eonsidered-as-trans€erred-on-the-deemeci-transf~ra=~s 

death-;-

Sec. 21. Section 45011..5, Code 1987, is amended to read as 

follows: 

45011..5 LIABILITY FOR THE TAX. 

The di9tr~bHeee transferee of the property included in the 

generation skipping transfer shall be personally liable for 

the tax to the extent of the-fair-mat'ket its value, determined 

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

of the distrib~e±onT-o~-ehe-~t'o~er~y-reeei~ed-in-the 

di5triotleion generation skipping transfer. If the tax :5 

attributable to a taxable termination, as defined in section 
CCR-14-
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~6i3 2612(a) of the Internal Revenue Code o~-~954, 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. 22. Section 450A.6, Code '987, 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, oenalty and interest due and-±nee~e~e7-±~-anY7 shal~ 

release the lien and discharge the d±~t~±btltee transferee and 

trustee of personal liability. Unless the lien has been 

< .. : perfected by recording, a transfer by the d±se~i:btltee 

transferee or the trustee to a bona fide purchaser for value 

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

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

have priority over all subsequent mortgages, purchases or 

judgment creditors. The department may release the lien prior 

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

of the tax is given. 
Sec. 23. Section 450A.lO, 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 collect the tax. The director shall have the 

power to bring suit against any person liable for the payment 

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

lien of the tax in the same manner as is now prescribed for 

the foreclosure of real estate mortgages and upon judgment may 

cause execution to be issued to sell so much of the property 

necessary to satisfy the tax, penalty, interest and costs due. 

Sec. 24. Section 450A.ll, Code 1987, is amended to read as 

follows: 

450A.ll DUTY TO CLAIM MAXIMUM CREDIT. 

CCR -15-
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It shall be the duty of any person liable for ~he payment 

of the tax to claim the maximum federal credie allowable for 

that portion of the state eSi:8t:e7-lcMl'led:eal'lc:e7-re(;ae:r~r 

~~eeess%on generation skipping transfer tax paid in respect of 

any property included in a taxable generation s~ipping 

transfer. Claiming on a federal return a sum less than the 

maximum federal credit allowable shall not relieve any person 

liable for the tax of the duty to pay the tax imposed under 

this chapter. 

If an amended or supplemental return is filed with the 

inter~al revenue service which results in a change in the 

amount of tax owing under this chapter, the perso~s 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 result of such change. 

If any federal generation skipping transfer tax has been 

paid before the enactment of this chapter, the persons liable 

for the payment of the tax under this chapter shall file an 

amended federal return claiming the maximum federal credit 

allowable and file the 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 

1S the later. 

Sec. 25. Notwithstandi~g section 8.55, ~he moneys in che 

Iowa economic emergency fund on July l, 1987 are t,ans:erred 

to the general Eund of the state. Funds transferred to the 

general fund of the state shall be used to defray expenses 

incurred for the fiscal year beginning July 1, 1987 and ending 
June 30, 1988. 

Sec. 26. 1987 Iowa Acts, House File 675, sections 4 and 

13, are repealed. 

Sec. 27. 1987 Iowa Acts, House File 377, section 10, is 

amended to read as follows: 

SEC. 10. This Act takes effect January 1, 1988. Sections 

4 7 through 6 9 apply to tax returns filed for tax years 

beginning on or after January 1, 1987. However,:n 

determining the allocation between the political candidates 
CCR -16-
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fund and the Iowa election campaign fund of funds from the 

returns for the three tax years beginning on or after January 

1, 1987, 1988, and 1989, only the first two hundred sixty 

thousand dollars received for the tax returns of each of those 

years shall be deposited in the Iowa election campaign fund 

and the remainder shall be deposited in the political 

candidates fund. In order to register for a restricted 

campaign in 1988, a candidate's committee existing in 1987 

must characterize its December 31, 1987, balance as provided 

in section 56.33, subsection 10, and provide that information 

to the commission with the report Eiled in January, 1988. 

Sec. 28. 1987 Iowa Acts, House File 153, sections 1 

through 23, are repealed. 

Sec. 29. 1987 Iowa Acts, House File 153, sections 57 and 

58, are amended to read as follows: 

SEC. 57. Sections i,-~,-4,-5,-6,-~,-ii,-i5-~~~O~9h 24, 26, 

27, 31, 32, 34, and 36 of this Act are retroactive to January 

1, 1986 for tax years beginning on or after that date. 

SEC. 58. Sections 3,-8,-9,-i8,-:2,-:3,-:4, 25, 28, 29, 30, 

33, and 35 of this Act are retroactive to January 1, 1987 for 

tax years beginning on or after that date. 

Sec. 30. Sections 5, 7, 8, 12, 13, and 15 of this Act are 

retroactive to January 1, 1986 for tax years beginning on or 

after that date. 

Sec. 31. Sections 2, 3, 4, 6, 9, 10, 11, 14, and 16 of 

this Act are retroactive to January 1, 1987 Eor tax years 

beginning on or after that date. 

Sec. 32. Sections 17 through 24 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. 33. This Act, being deemed of immediate importance, 

is effective upon enactment." 

2. Title page, by striking lines 1 through 6 and 

inserting the following: "An Act relating to state finances 

CCR-17-
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by conforming its corporate income tax, franchise tax, and 
generation skipping transfer tax to the new federal tax 

provisions; only conforming its individual income tax to the 

new federal tax provisions in those areas dealing with trade, 

business, and investment activities; setting the latest 

cumulative inflation factor for purposes of individual income 

tax rates at the previous rate; changing the criteria for who 

must file an individual income tax return; forestalling the 

transfer of funds from the general fund to the Iowa economic 
emergency fund; and providing effective dates," 

ON THE PART OF THE SENATE: 

BILL HUTCHINS, Chairperson 
GEORGE R. KINLEY 
CHARLES BRU;<iER 

Filed June 6, 1987 CCR -18-
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RELAT[N~ TO STAT~ F1NAH~:l:S E'-{ COm"ORHING !TS CORP0;~;'"Tl-: INCOI'Il-: 

TAX, FRANCA IS:: T;'X, ANI> G:;:NtRAT ION SK I ?i' ING TR.;~sn;R 

TAX TO THE ~EW E-'E:DfRAL TAX PROVISIONS; O~t.'{ CONf'OR.~JNr. ITS 

INl)IVID!JAL INCO!o!f: TAX ro TilE ~EI<I' n:I)~;RAL TAX ?~Oy[SiO}\S u: 
THOse AREf.S DEALI NG W!'i't-: TRADE, BUS I NtSS, AN~ INVf.STM£NT 

ACTIVITIES; SY.1"i'I~G TilE I,A't',;ST CllMULATIVi: I~FLATION ItACTOR 

FOA PURPOSES OF" INDIVIDUAl. I~COME TAX RATES AT TII!: PREVIOUS 

RATE: CHANGING THE CRITERIA FOR '"HO MUST FILE AN INDIVIDUAl. 

I~COK.R TAX RETUR~; FORf:STALLING THE TRI.NSfER Of" FUNDS F"ROii 

THB GENERAL FUND TO THE IOWA ECONOMIC EMERGENCY FUND; AND 

PROVIDING EFFECTIVE DATES. 

BE I T ENACTED B'i THt: Gf.NERAL ASSEMBI. \. or TnE STATf: OF IcYtiA: 

Section 1. Section 42:2.4. subsection 17, paraqraph c. Code 

1987. is amended to read as follows: 

c. 'i'he annual infldti~n factor for the 1978 calendar year 

is onp. hundred percent. Not,\, .. iths.ta~~~~.£ol'!'lputation of 

the_.annual .!nf)ation (af".t'?.!... under pat&9[aoh "a~.!.~Shf! annual 

inflatiq.n ~act~~. for the 1987 calendar_Le~is one.~~.~!,dred 

percent. 

Sec. 2. Section 422.5. 5ub&ection 1, paragraph 0, 

subparaqraph {4}, Code 1987, is anended by strikinq the 

subparaqraph. 

Sec. 3. Section 42'2.7, ::'ode 1987. is ac::-·ended 'by adding the 

tollo~inq new subsection 

~~~ SUDS~C;.!.ION. In determininq the taxpayer's net ~ocome. 

the adjusted gross income computed for fe1eral tax purposes 

shall be adjusted to reflect toe followlnq; 

d. BUSINESS foi.EALS, TRAVE.L, AND El'rER1AINMENt. Oed·.lctions 

for expenses incurred ~or ~('d1s, tr4~el. and entertainm~~t for 

bllSlne9s purposes shall Of' determif'.ed ur.der section!> 170 and 

- ., 
Se~dte ?le 52), p. 7 

27: ~ t,he [ntern~l Revenue Code In ~ffect o~ Janaary 1, 19~~ 

an= l~ ~th"r "ravis.ons ot the Interndl Rev~nu~ C0~e In 

crt~ct on Janudry 1. 1987 relating to SUCh deductIons. 

ll. DEPRECIATION. Oec'..lctions tor deprec~3tiC"n fer prop~~;,i 

\l!'!oed tor husiness purposea sh .. ~1 be detera:.:nec unoe: sl'ct.ior.::, 

~6, 16"1, ~78. 179, 180, 191. 312. 465, 467. 501-,. ;~:, 124':>. 

.J162, 6111, <Inc 7701 of the Intern~'l Revenue Cedt.' in e~~p.ct cn 

January ~, 1987 and all other provisions of the Inte(na~ 

Hevenue Code 1n effect on January 1. 1987 !"elaUnc; to such 

deduct 100S. 

c. CAPITALIZATION RULES. Capitalization rules foe 

inventory, const ruct ion. and deve 10(X'l'len t cost 5 as they re 1 a t (' 

to business activi.ties shall be dete[~ined under s~ctions 48, 

26]A, 312. '71, 267. 447. and 464 of the Internal Revenue COOP. 

in effect on January 1, 19B7 and all other provisions of the 

Internal Revenue Code in effect on January 1, 1987 relatin9 to 

such capHalization rules. 

d. PASSIVE INVESTMENT AC"rIVI'I'IES. Deductions for passive 

inve5t~ent activities shall be determined under section 469 of 

the Internal Revenue Code in effect on January I, 1987 and ail 

other provisions of the Internal Revenue Code in effect on 

January 1, 1987 relatinq to 

e. LONG-TERM CONTRACTS. 

paasive investment activities. 

Rules for determining the arooun~, 

of deductions for lonQ-term contract8 relatinQ to business 

activities shall be determined under sections 460 and 604 of 

the Internal Revenue Code in effect on January 1, 1987 and al} 

otner provisiona of the Internal Revenue Code in effect on 

January 1, 1987 relatinq to auch lonQ-ter~ contracts. 

f. DISCHARGE OF INDEBTEDNESS. Treatment of income of a 

farner resultinq fro~ the discharQe of the far~er's 

indebtedness shall be determined under section 108(q) of the 

Internal Revenue Code in effect on January 1, 1987. 

Sec. 4. Section 422.1], subsection 1. paraqraph b. Code 

1987. is amended to read as follows: 

b. the individual has net income of fo'Of' ~.~:!..e: thousand 

do: ~,~'!j or rcore (or the tax year fr0fl'l sources taxable under 

th~~ ':ivisi.or.. 

en 
"II 
U\ 
N 
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S.~c. 5. S~C'tion ~22.32, subsection!; 4 i.l~,d 11. Code- 198':. 

~:i' ~~e~ded to read as follc~s 

4. the tern "at!iliated qroup·' rcans a qroup of 

c,-~rporatlons as deti.ned in section 150~(a) of the Internal 

r.evcnue Cede ot-i9S4. 

11. ~ot-pa~po~~s-~l-~~~tie"-.22~37-~~b~~e~io"-Sl-~he 

i~~er"~k-Re.~"~e-€od~-of-iiS+-'kai~-b~-:nee~preted-to-inci~de 

~n~ ··Pt'o," t~i on, 'of- Pod: .. -b.,. -No.,. - 99 -4 ': ~_~!'_~.'!.3:~_ R(!venlle._Sode'~ 

"~.I:'IS th~ L'!.~ecn.ll Rp.v~nue Co_~~ __ of 11S,:, . ..p~t'2...._~t?e dat~_.2....f 

.iJ:.~ __ ~p.d~~i.9n..:!~i_~~. __ ~!! .. ~!!~_..!.I).t_~.f~~....!.....B.~~_I).l!e CO?~. ?f 1986 by ~t":e 

":'.d.X _?~f9..!....~~:t. _2.L~~_~~ar.~~~~£..!:I.~L Revef}~~~9de ~~ 
.i..?~_~.~~~!,d_~d ~~---1ne 1 ud 11}9._.~nua!' Y • . ~L...!.~!_ :::!~ i chp.·/~_~.)?, 
,~_EP1 icab.~~!. 

Sec. 6. Section 422.33, subsection 4, Code 1987, ~s 

,)."":"I<:ndt;f! cy strikinc; the subsection and insertinq 1n lieu 

t'hi~reof tht'!' folloioling: 

4. In a~1dition to all taxes ir,posed under this division, 

th~I'~ ir_ t:'n?Osec! upon each corp:>rat.ion doinq business .... ithln 

the stJ~e the greate: of thp tax determined 1n subsection 1. 

paragraphs "a" through "d" or the stAte alternative ::'Iinimum 

t.ax "qual to sixty percent of the naximum s.tate corporate 

income tax cate. rounded to the neatest aile-tenth of one 

FE!rccnt. of the state alternative ninimu:'n taxable ancone of 

the ta~payer co~puted undpt this subsecticn. 

The state alternative :tinim",m taxable lncome Qf cl taxpayer 

13 equal to the tllxpayer's state taxdb~e Income as cc:nj) .... ced 

with the adjustments in section '22,lS and ~ith the ~o11ow!~q 
.ld ps t.r:tc:ot s: 

d. ;"cd itemr. ef tax ?retcrenc~ i;-,cJudt.'d ir. fedt"a1 

-.llter:1 .. ~i ... c l'Iini:n'-.lr. ta:o:a!):l' ~~co,-~ u:-.der section 5',', E!xC'(!p-:: 

f'.lt~;~ct~();")s (a)ll) .1:;d (a)(S), ()~ the ;nt,p~f~~l F.evP:-,;.le ecoe, 

l~dke t:,j) ddj"..lstr.lI~;"\ts included i;', feJ~r ... l al~(-rn,lt!· .. e ::'ir.i:num 

ta:qblt- ;,;)cornc ;Jnder 5ect~o;" ~~. (~xc~pt sU~~H .• ct.ionf, la)(~) clnd 

,:dJ. ,)~ thf! IlOt~'rr,;",,~ ;:l:l'venlJ~ C'o6~', a~6 <ld(: l05s~s a" r~q'_1i red 

bi" ~.r:(:t.~o:-. <i.e :)f l:lf~ Int~:-n<li Rev(!;")u~ (,)d('. !:-t m<7," \ :lg : ~'lt'!' 

cldj~utme~l u:;dcc ~ccti.on ~6!~J()' of t~p Internal Revc:ouc 

-- -

Sc~a~c P:le 52J. ~. 

Cc~(-. intE!rest and d:vidends f[o~ ~ed~r.l seeuritles nct of 

itr.>or:,u!at:o:; ot any di5("()Un~ or ~!:l'::liun shall be ~·Jb~ract.~o, 

b. A:;:.p1y the allc,"Atlon and clPFHtionmer.t provl~ions or 

5l,.;bser::tion 1. 

c, Suotract ar. exc;':lption amount of ferty thO\l!.and dc,!LHS. 

?r.is e;(t~mptl.on amo .... nt !>t'.d.ll be tccl.:cE!d. ~\It r.ot oelo .... 'H'ro. bi' 

<:1:1 amount pqual to t .... ent:y-five fE!rCent 0f thl' amour.t by "'-hich 

U~e altcrnat ive l'I11nl;.lUrr, taxable incolr..e of the taxpayer. 

co:nr-uted .... itho .... t regdrd to the p.xerr.~tion amount in tois 

par,,~raph. exceeds on~ hundt'cd fifty thousand dol~atl">. 

d. In the case of J. net opera':.i~g 105s cO:"lputed for a taX 

y<'><lr beqinning J.fter DecE!mlll!'c 31, ~986 which is carried cae!.; 

or carried torward to the current taxable year, the net 

cper.~t in«; :'oss !;hal1 be- reduced by ttH~ al!'.ount of items of t,lx 

pr~ference and .1djustr.ents ar:'s~n9 :r. tt":e tax year \lhich is 

~ak(!~ in~o acceunc in co~putin~ t~e net, cperatinq luss i~ 

s~ction C22.3~, ~\Ibsection il. ru.' deduct ion (or a net 

c~e~Rtinq loss fo: it (,ax year beqinn!ns after Dece~ter 31, 

1986 .... hich is carri(!~ tack or carried forward to the current 

tollxab1e YE!ar shall not ~x(':~ed r.lr.(>t'l percent of th~ 

,l~terl',ati'/e ninim'.Jm ta;.;abl.e ~.n(":'or,(- determiner) .... ithout tcgaro 

for the net operatinq loss deduction. 

Sec. '. S<:ction 422.1J. sub!>ection !), Cede 1987, is 

.1mended to rc,\d a!> follows: 

S, Tt',e taxes inpcsed unopr this division shall be reduced 

by a state tax cr~dit fer ~ncrcasing research activities in 

::llS state equal to six and or.e-ha1t percent of the statE!'s 

ap?2>rtionp.d sha!l~ of t.he qualifying ('xpenditutes for 

~:".cr(>asinq researr::h act l·.-j t i<.>s, ·~h.~ st:ate' s apport loned $t\lll'e 

of :he qUcll~fyi.r.q E.'xp~:"'ldit·Jri..'s fo: increasi;)q tcsClirch 

~ct~viti~u .S & rC[ce~t' cq~~l t.o t~c :ati~ of quaiifled 

~~scarch expPnditures in ~h~s ~tate to the to~al qualified 

research ex~p'"diturl'~~. For p~ltposes ('d' tr.i.s sl.:bsection, 

"quQ:~ifyinc; E!xr-E.':"'ldi>;: .... rt·s tor ~f"-·I'eGslnq :cSP!Hch acti·}itie~·· 

m~clns ~~c G~alifY~:"'lg eY~~n~i:Jre~ a& ciefi~ed tor the ~ede:ai 

c:',:dlt f(';~ ir~cceasla<; ff~,:>(!.:srr..', .:.I(."tI· .. itiE!~. ''''l':~ct": .... cu~c be 
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allc~a~le under section 39 ~~ ot t~e Inter~al Hevenue Code of 

k9S.T-t"-~ffee~-o"-a~"aary-:;-r9a~. 

r\ny credit in ClCce!>s of th~ tell( liabi.lity for the tax .. bl~ 

yea! shall be refunded ."ith interest r;or,)put~d under section 

422.25. [n lieu or claiMinG' a retund, a tdxpayec cay elect to 

have the overpaY:'I'Ient sho .... o on its fi.nal. cC:TIplE!ted tcturn 

credited to the tax liability for the following tax~ble y.ar. 

Sec. 8. Section 422.35. Code 19~7, is amended to read as 

follown: 

422.35 NET lNCOME OF CORPORATION -- HO" COMFUTF.D. 

The term "net inco:ne" lr'Ieans the taxablE! incoe.e before the 

net operatinq loss deduction, as properly computed fa: federal 
incc~e tax purposes under the Intern~l Revenue Code of-l9S •• 

with the following .djustments: 

1. Subtract interest and dividends frc~ federal 

seclI:"ities. 

2. Add interest and dividends frolt'_ (ore-ign securities and 

from securities of state and other political subdivision~ 

exempt tr~ federal inco~e tax under the Internal Revenue C~oe 

or-t9S". 
3. Where the net income includes capital qains or losses, 

or gains or losses frc~ property other than capital assets. 

and such 9ains or losses have been deterfftir.ed bi' usin9 a b.1SlS 

established prior to January 1. 1934, dO a~just~ent ~ay be 

made, und~r roles and re9ulations prescribed by the director, 

to refl~ct the difference r~sultinq !ro::, the use of a bas-if) of 

cost or January 1, 1934, fair mar'l.:et value. less depreciation 

allowed or a 1l0'c0'41lie, whic;hever i~ hi9her. Provided tnat tne 

baSIS shaH be fa~r tr.adcet value dS of Ja~u.HJ 1, 195,). ItJ5s 

depreciation allo~ed or ~llowable, in the case of property 

acquired prior ~o that date i! use of a prlor ba~i$ IS 

declared to be invalid. 

4. Subtract fifty percent of the feceral incc;o,e taxes paid 

or accrueo. dS t.he c,\se lI'I.(:Iy be. dunnq the t.:lX year, adjust;:.J 

by any federal incC'm~ t.ax CP~J(\d!;; and add the Io .... c\ incol'\e ':4X 

deducted in computinq :3.3id laxable Inco(':,e-

., ., 
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S~"'-Add-the-amott~t-b,-vh~eh-th~-b~~t~-of-qn&}~f~ed 

eepree:a~i~-p~~~ertr-;~-~~~a~red-to-be-t"ere4,ed-for 

del'r~e:i: at ;'er "'pa rpo,e~ -tll'ld~ r -th~-t I'Iterna! - "e'fl!l'Iae-€oct': 

AAe~d~.e:":t:~ ··JI.ct '·of - i964· to - tne -eoo:t tl'lt: "thet -,'Ce"-a~oant·· et;'::~ 1 ~ 

the-net-tufleunt -of - ttle - ~['er;a ~ -dedact ;'o"l-a 1 ~(),,~6-el'l .. the - !!Ie, i, 

of-th~-e~Otl~t-b1-whteh-th~-d~p~ee~eb}e-be~t,-ef-,~e~-q11~~~ft~~ 

l'r o9~ r ty - Wll~ - r eqn;' red - t e'· be - r edt':e er.J - f('\l"" depr e eion t; Otl -OPt': :'~~, e, 

t:lnder -the"':: nter I\tI t -Re"'ent1e -eode -Al'Iel'ldl!'.el'lt~ -Aet-ef"t96 i!'; - - "i'hf! 

~ne~-aMotlnt-of-the-,peet~i-dedt:let;()I'I"-'hei!-be-~OM~\1tt':"-by 

tak!n~-the·'tl~-o€-the-a~o~nt'-by-wh;eh··~ne-~a't,-of-qtte~;'ftee 

Pl"OP~l"ty-wa~-r~q"Cl';~ed-to·be-deel"ea,ed-€or-d~pl"eetstion 

perpo,e'-fol"-the-yeal"'-t96i!-ano-!963-ftnd-e~bt~aettl'lq-f~OM-tt 

to he - ,1:211\ - of - the -el'l'.otll\t e - by- vh ten - t~H~-i>e:, i ~ - of - ,ueh- pl"Or~ ~ t Y -va, 

requtl"ed-to-be-il\erea,edT-prtOl"-te-196.;-for-depree;'~t10r,-Ol" 

dt~po~i~ton-pl:2~po,e~-~nder-t~e·f~te~n~l-Re.entle·€ode 

M,e-ndl!'ent:!! -Aet -of-196 iT 

6. Subtract the amount of the jobs tax credit allo .... able 

for the- tax year unde-r sect ion 51 of the Cntcrnal Revenue Cede 

of-i9S. to the e:<tent that the credit incndscd federal 

taxable income. 

7, If the taxpay(>r i~J a small business corporation, 

subtract an amount equal to fifty pe-rcent of the .... ages pJ.id to 

in(n·.:idua~~ na::o:ed in paragraphs "a", "b", a::d "c" \Inc .... erl! 

hired for the first time bi the taxpayer during the tax year 

for .... ork don(~ in this state: 

a. P. handicapi>ed indi ... idual dO!Diciled in this state ilt the 

time of the hirinq .... ho meets any of the following cc"di~,ion~: 

(1) Has a physical or mental 

substa~tially li~i.ts or.1! oc :"",ore 

impairr.:ent 

tn~ior :Ice 

(2) HA~ a tecord of t~at i~rai!me~t. 

.... nict: 

dctivit!.(>s. 

(3) Is reqarded as t'.lV~~q that, IIr'IMit:-.e:-.l. 

b. "n indivic ... Hll do:nlciled i:l thiS state at the tic.e of 

the hirl:,:q .... ho meets clny of the fcllc .... inq condltions: 

11) l-ta!"> been convicted o{ a felony III t":'lis or allY other 

s:ate or the District of Columbi~. 

(2) !s on par0le pur5;,,;an~ t,o chap~e~ 906. 

(f) 
." 
U1 
I\) 

"" 
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1,11 is on ?:obation ?ursuant to Ch~ptcr 907, for a~ 

offensp. other than a 

(oil Isina.orl<; 

division IX. 

sinpll' ml sdl'!:';"IearlO~. 

release program ptlrSuClnt to chaptt!r H6, 

c. A~ ind:'vidual, wheth~c or not domiCLled in this stat(' 

!It. the time of the hiring, .... ho is on yarole or probat:ion and 

to whom tfltl Interstate probCltion and parole cOI"",paet under 

$~ction 907A.t appli~s. 

This deduction 18 allowed for the wages paid to the 

individuals successfully completin9 d. probationary peried 

:\<l:r·.ed in paragraphs "a", "b", and "c" durinq the twelvp. months 

folloving the d~te of first e~ployment by the taxp~y~r and 

sh.ld bl" deducted i.n the tax years when pai.d. 

For purposes of this subsect ion. "physical or !"Iental 

:;':l~klirr::ent" med.:\s any physiologi.cal discrder or condition, 

cos~etic dlsfiqurement. or anato~ical loss affcctin9 one or 

"ore of the bcdy systems or any rre-Ilt.,l or psycholoqical 

di:;order, including :".ental retardation, orc;"nic brain 

s,ndrotlle. e:r.otional or r"".ental i.llness and specific leacning 

disabilities. 

For purFoses of this subsection, "small business" ;r.e-ans 

st':'all bu!>ines$ as defined in section :220.1. subsection 28. 

p.xcept that it shall also include the operation of a farm. 

S. Subtract th~ ar:.ount of the- alcohol tuel credit 

(illowable foe the tax year under seeriot: 40 of the Interr:al 

Re"'enue Co(!e of-l9S4 to the extent that tr.e credit i~.c~ec15ed 

federal tax~ble income. 

~. Add ~~e amounts deduct~d and subt ract the amount!> 

i:~c~udcd Ln i.ncome as a eesult oC tt-.e trcatlt'ent provid~d S<\~.!­

i~asl"back ~9cee~e~ts under section 168(f)(8) o! the !nter"al 

Rl'Venue Cod/)' of"~954 !.?L_£'!..2.£_~.~_~.E~a.Sl'c. If"? .. ~ec·:,~....£i'_ t_~! 

t£il.!,S~~_~.l?!...!....c_~ .. ..!...Q....-!.~fluary __ ~ •. 198.~ to th~ extent that the 

~rt'.'")U/lt$ deducted and the alT'.ounts ir,cluded in inco'lle are not 

oth~rvise cieductible or Lr.clud!.:d in inccrne under th(> othe~ 

pr(:'~'If;ions of tile !"tCC:',c!ll Rcvpnuo? Code ot'-i9S4 !!.:~_ ~me!:.de(! t.:: 

~~~ 1~~~;ldi.~1.D~-::~r-~e:-_)~...!.......!..2..~:>. t-::"'ltitlernent to dppr('clcl~ .,);, 

e -

::;en.lte rile )2], p. B 

on an, ptupcrty icYolved In it :>;jle-l~<\aeback f.greer,p.n~ ':':'~'lic~ 

.1 a p.l ... c.e~i . ..i .. I2..... ~.~.£:::i.£.~_.-=lL~~~ .. t:.=~f, (1}.!~·'£"""'pF_i_,?!_~_ -?~.n.":l.~.l.!. 
~_~~..§. s~all be deterc.ined un<!er the Illte:nal Revenue Ceo>? of 

19S. ~_~_<1!."-~!l4.~'£"'!..~_:'Ind_.~cl_~~ .P'.~c(!:"Ib.~.~_ }~.~8.?, (~xcl\Jd I ng 

s.ction 168It)(S) in making the deter~inallon. 

10. Add th~ ;\llIcunl of windta11 pecti::!; :,.1); (leduct~d I,;nc;,." 

~;ectlon 16{(a) of t.oe Internal fh~~·t.'m;~ Ccc(- ~f-t9C:". 

11. Add tt.e combined net lCasP'~ trom p,~ssiye far;ning 

activity in excess of lwenty-fi~e thousand dollars that off5e~ 

income fr~m other so~uces. N~t losses unde~ s~ction 16') c~ 

the Intf1rnal ~ev~nue Code of-i9S4. cxc:'usiv(> of net <Jelil\$ 

incurred passively trc~ the operilt ion of a f<lrrninq busint!ss, 

as defined in section 464lC) of the ~ntecnal Revenue Code of 

t9S4. ace to be ccmblned from busit~e!)$(1s. rents, partr:ersh:ps, 

corporations, estateti or trusts except losseg under sections 

12il and 1231 of th<: Int~rnal Revenue Code of-i9S4. l'a:,"'lInq 

activitj' IS passive if the: lc!.xpi\ycr d)e!; not r:'.lleria)ly 

participate 1(\ the clcti.· .. ity ncr provid~ substantial serYic~s 

to the farminq business. A loss tram ell\ activity that IS 

riisallowe~ under this subsection shal: ~e treated as a 

ceduct:on allowable to that activity in tr.e first succe~dl.ng 

tax year. 

12. Add the percent.lge de-pletion clmount determined ...,ith 

respect to an oil, qa~, or geotr.eratal ""ell usinq ~ethc-ds in 

sectlon 613 of the lnten'al Revenue Cede of-i9S4 that is i;; 

excess of the cost depleti.on ctmO\lnt deterMined under secti(ln 

611 of th~ !nternal Rpvenue Cod~ of-i9S •. 

13. If after applyinq all of tne adjustnents provi<!ed fo: 

In t(,I!> s(,ction and the allocation a"d appo:'tlonrnent 

prc~i5ions of section ~22.)1, the Iowa taxable ~nca~e results 

In.n net 0ge:ating 10fis. 5uch net oppr3t~n9 loss !.>hall b.:­

ci~ducted .as f0Uo·",$.: 

a. The I8· ... <\ net o!,prat.~n9 loss ~hall be carried baCK U·.:~t! 

tillCdl'h.' years or to tht; t,l:«lb~~ ye.H in 'which the corpOfc1ti01 

ti:'!.~. com;:'_~n=ed dOinq busint..~s.!; in ttl!!! ;;tZlte, wh:'chp.v('f is 

1 a tl...' ~ • 

e 
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b '!'h~ !o'J.a net ,,;",erat Ing lo~>s :ernC\lnlnq <'.flf!!' beln<; 

carried back as required i~ pc\r~qraph "a" cf this s~bsecti0n 

0{ if not required to ce carried ba~k shall be carried forw~r(l 

flfteen taxable years. 
c. I! th~ elect10n 

Internai Revenue Code 

under section L71[b) (llfe) of t~e 

~f-i9S4 is made, t~c :owa ~et op~r~t1n9 

i.os~ shall be carried for...,ard fifteen tax,lbi~ year~. 

(:. ~o port ion cf a net cperating joss which Wit:) sU$tair.£!d 

from that portion of the trade or business cJ.cried on cutside 

tr.e state of 10"'01 shall be deducted. 

~rovlded. r.owever. that ~ c~rporativn affected by the 

allocation provisions of section 422.)] shall be perl'1itted to 

deduct only such p<Jrtion at the deductions for nct operating 

),0::''5 and federal l.ncoa".e- taxes 8!5 i.s fairly and equitably 

.11;.:::cable t.o IO'ola, under rul~(, prescribed by the director. 

Sec. 9. Section 422.35. 8~bsectio~ ~, Cod~ l~al, i~ 

,~r.end~d to rt~ad as follows: 

1. Add interest and dlvider.ds frol'\ foreign sec-.Hitie~.;.~ lind 

ftom. securiti.es of st,lle and othet poiitical subdi.visions!. lI.!.I.::! 

.u..~~_~e9ulated iny~.!~m~n.!--.£~£.<!.!'_ie~ (>xC'mpt from. fed(>('.'ll I!Kcr~(> 

tax under the Internal Revenue Code of-t9S". 

Sec. 10. Section 422.3!>. sUbscction 11. Code 1987, is 

a~ended by striki.oq the sc.i)!;ect. iet' .. 

Sec. 11. Section 422.35, Code ~~8·!, I!; ar-,endcci by addin(j 

:he following ne~ 8ubsection: 

~Kt!..§~SEC7IQ~. Subt.ract the los!> on the l".c'lle (~r exchan<;e 

of It sha.c of a re~ulated invewtment conpany ne1d fo~ ~ix 

rnontr.s or less to th~ extent the 10$s ·"as di~.311c"'·ed I.!nder 

scc-uon A52(b)(4)(B) of the Int.ernal Revenue C0de. 

~ec. 12. Section ~22.36, subsection ~), ecce 198·:, i~i 

arr:ence6 tc read as fo~lows; 

S. Where a corporAticn ~s not subjcc: to incore tax and 

t~e stockholders of such CO~PGrdl;ion ,EC taxed on the 

corpoca~~or:'s i.ncome under :'tlC lH<Jvis1on!", of th.· l:H.err.al 

Revenue Code of-i9S~. the $~~C :dX t:eAt~a~t aha~l apply =0 

suc~ corporation anc such !'!t.oc;'-'hOi.C(,fS for ~o""a jneome ta:o: 

purposc'S. 

- -
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St;f:'. LL Sectic~ 42:'.3'1, S\lose':~loc -;, Coo.le 1987, is 

~lm(>;'ldcci to read <'IS to)l.:":Io'!;: 

i. The CQO?utclt. io~ of consol ~d(lt(.'d t,;p;;.ble incere fo:: the 

~~~bcrs ot ~n af£iliat~d group of c():por3tion~ subject to ta~ 

!l)lall be r.:.ade in the: same m~n{)er and undo.:-: the same 

procedures. including all inte::cc~p~ny adluRl~ent~ a~d 

~li~inations, as are requ~red tor consclld~tin9 tne Inco~es ot 

affiliated corpordl~on3 for tne taxable 'l~ac for federal 

income tax purposes in accordJlnc~ wlth sectivr: 1':;.02 of the 

Internal Revenue Cede n~-i9S •. 
Sec. 14. Secticr. <122.50. ("..ode 1987, i.s amen<!.ed by strilnnq 

the section and inserting in lieu thereof the fo110winq: 

422.60 IMPOSITION Of TAX. 

1. A franchise tax accordinq to and measured by net loco:;c 

is i~_posed on financial i.nstlt.utions for t.he privile-q-e of 

doinq bURinp.ss In this state as financial institutions. 

2. In addition to all taxes l~posed under thi!5 olvision, 

there is imposed upon each fi!l.;)ocial insti~'-ltion doing 

business within the ~:ate the qreater of the tax determined 1n 

section 422.63 or the state alternative nini~uc tax equal to 

sixty percent c-f the ma:drrum state franchise tax rate. rounded 

to the lle,Hest or\e-t(~nth of or.e percent, of the !5tate 

.:J.lt~rnati ... e mir.~murr. taxable ir.come o~ the taxpayer computed 

o...:noef this subsection. 

The ~tale ~lte(native ~lnimu~ taxabl~ lnco~e of a taxpay~r 

1S ~qliol to tr.p taxpclY(>c'S st.-.tP t .... xable lnco:ne as ,::,,:~,p'-1t.e~! 

.... ith the adjustments in section ~22.61. subsection .;, and · ... ith 

the follo .... lnq .=tdjlJstnents: 

a. Add ~te~s of tax pref.rpnce included in federal 

alt.ernative m~r.irnllm taxaoic ~ncome under section SI. except 

&llb5ect.ions ;a) (1) and (a)CS), of the IntP!r.al Rpve~ue Cede. 

1'll.1'.!.C thl! "djl.l!:t.:"lents ir.c~ud~d 1r. federal a~t.rnative mH'll:nu:;. 

tax~ble inco~e under section S6, except subsections (a)(4}. 

(c)(I), (d). C:J, and Ig), of t~H' Intern,,: ReVen·.le Ced!!, "nc 

acid losscs ~s =eq\l~rpd by seC:lon ~8 of th~ Internal Revenu~ 

Code. 

(fj .., 
01 
I\) 

'" 
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b. !ot-'tkc t~~ ad;usttT\c:-.~,~ :)(cvided If' "I)r.-ti,)~, ~,6rc){1:' 

t~f' Inte.ndi.. Re'/e~·.Je ('ode, ~xcept tl1at 1:1 ·~a\<lng ~he 

cJ.lculatio:'l undo?r section" S6(tH1) ar.d '>6(s)(1) or t'l.c 

!ntf?rnal Revenue Code the ~cate alt~:nativ~ minimum ta~ab!~ 

ii!COme, c0mp~'.::l!'d ·.tithout reg.lroi to t~p ad)"lstmerts 1T,1dp hy 

tllis ~)clr.,grap~. the cxcmp: ion prov~::(od tor ~n FHc\<;ra£).'l "<\", 

and the s~at~ ~lter~ative ta~ net ope:dtinq ~QSS described In 

9,Ha<:lrtlpl~ "e", 3hal1 be :!>ubstituted fer til", iters d0scr:bcu :. 

s.ctions ~6(f)(lJCB) and 56(g.(1)(B) o~ the Intcrnil1 ~evcnue 

Cede. 

e, Apply the allocation and appo:tior.:'Il.er.t prc .... islons cf 

st.'cUon (,2'2.60, 

(:. Subt~act an eXCt:lption (\mcunt of forty tho'~!;and dollars, 

:"'i5 exer.o.pUon amount shall bt"! t"educed, but ~,ot hl'lc;.o ze:o, bl 

<!; luno;;nt eq~lal to t ... ·enty-iive percE-nt, cf tt-P. a:TlC\lnt :'y ...,hic."! 

the altetnatl'/e lDiniC':':u(!", t..,xab1e ir,corne of till: tiJX~y"'c, 

corc.pllted .;iUlout :eq.nd to the p.xerr.ption al1\Qunt in this 

paraqcaph, exceeds one h~ndred fifty thous~:'ld dolla(s, 

e. In th~ ca5~ of a net operating loss beginning afte: 

Decc~ber 31. 1984 which is carried ~ack or carrie<! forward to 

the current taxable yea.r. the net operating !.:)s~ 5/1" t ~ '[":p 

reduced by th~ alfl~unt at items of tax preferenCE! ano 

adjl.lst~entr; arising in the tax }'eClr lIhLen ""as t.a~en into 

account in eomputlng the net operatin9 laDS in section 422.35, 

subsection 1). The deducti.on for & np.t oyeratir.9 loss for c. 

t.ax year bp.gi:minq aft.er Oecenber 31, 1986 wh~ch is ciltricd 

b~ck cr cal"ri~d for .... ard to the current tax .. blt~ }'car ;.;)1.11: not 

C'x:"!'<:'d n:':-.ct:· t·ercent of t~',e .:.i..te(nalive mi.{a~~lIm :::Cl.xal!~e 

i~come d~termined wltho~~ regard for the net oper~tl~9 1059 

c!e'iuct ion. 

Spc. ~S. Se.:Uon 422.61. su~se~ti:):) 2, ~()de 19.~·.1, i!'i 

ame~d('d to :cdd ~5 tollows: 

2. "'i'axab:e year" 1'!It~an:> ':.he ca 1.endclr y€!ilr vr tl".e fisc.,l 

year t>r:dinq durin<l a calencar /p.ar, cor '~'hlrh the tax .!J 

::.1ydbl.~ "1"\ S,-:,I 1 Il'.:!.r" ir'('ludcs il til.;.. ';:E!ri.o:-d '.'t les!) th.:. 

':""€'~'J>.!' m(":.\t~li> it, ~H~de( t;H' :ntl':~,ll Rl· .. :e,,~:~ ('('"ie ~t"4,.S" 

e 

:;.~r"llf? f~le ::'2.1, r'. l2 

cnrp~c~tlO~ is required to t~lE! a tax =et~r~ cc~p.':~~ a tax 

r~riod of 1~5S :har twelve m0nt~5, 

5~(;, 16. St!::lio:"l 422 f.l, su::o~e(;tio'l -1, ecc.e 1987, 13 

ampnd~d to read as ~~Jlows; 

•• "l~et ~nco:Tle" rr.e,!I1$ :he iH,t }:"lj,.'I)II,e of the findnCltl1 

i::$t:icution :':omputer. i:, acc;;)cd'r'ce ..... ~~., !j~ct.:');") ~22.]'::, ... itl", 

t.lle ('xcep~.o:'l l:lat ;;"'~=e~.t and (~:· .. idp.:,d~· ~CC:1; f,~"':t'r<l,1 

aecllfitlP.!; !j{)al1 :"':(;t !;(~ !)o.;l;tr<;.c:t~d, n~ ~fder3\ Incc·me taxes 

p<lid 01' accl'U(.'>l ~t·.,1~1 ~(.?...!: Of! !,<l'Ht<lCt,ed, dn~ nf)~I.·i':.r,s:cln(:in;; 

the prcvi!'lior.~ 0: S.t!ctIGr~~) 26?~1 'tr.d 262.51 or a~i' c~h(!r 

I=rovisio:'";s of th(> 1.:.11.', incolT~ ~r0m 0~:igati:);)s ~,f tht.' 5tate 

,:n'l it$ political 5ubdiv.SI0;lS .mc .1nl ai'')Ullt, of frd."c~i,,(! 

tb~e~ palJ or accr,;cd Ilodec :~is oivision dur~ng th~ taxa~lc 

"i~1I r !lha 11 r I~ .:.I<!der.!. ~.L ... ~.e{:.':1':-..!'i..2!:' ... ~ ~.?~~ 1 c~.e~I_.~nc!!_.!!e.:=.:.i.~ 

.2.~.( It L0...!....?~ .:.l...!J. (.~.Ll..!!} ... ~?~. _t. .~_t!......l.!~ t.~~ .. n_~l.....::'p~v~n.I;l_f'.:.....f'?~.~. ~.~.;,!..~!:J! 
~':.:.b.~ract('d':. 

S~C. 17, Se(;t~ ... .,;") ;ISt.>A.l, (,(,de 1')8:', ,: •• 1mcndt?c. to r~lIti ./:IS 

follO~fj: 

4S0A.l DEFINITI(:NS. 

As used In this ch~pter, ~nleDS th~ ~Q~text ct~erw~se 

requires; 

1. "Gen'~ration sKlppi.ng tl'clJlsfer" :-:'leans the qenecatlor, 

!'>kippint; transfer as defined 11"\ f;ecticn 261~ of tr.e Internal 

kcvenue Code of-i'954. 

2. ~Int.er~al It/tvenue Cede nf .. :t9S"·' means the S~lme as thp. 

~1I! . .i5 defint'!d in section 422.3. 

1. ~eee~ed-tre"$fe~o~~-M~ft~~-the 'd~ewcd-t~e"~fer~r-e~ 

riefin~d-~n-~eeti~~-?6~~-ot-~h~-f"~~r~~1-R~.~~~e-eod~-of-i~~'7 

~~ nO~reetorN ~ea~s the d~reclor cf the ,jepartre~t at 

revenue and finAnc~. 

S7--u~e:~~re~i~n'~~i~p*nq-t~u~~~-~ee"~'n-q~"~~etin~_~~~pp!r9 

~r~~t-~~"deti~~d-i"'~ee~!e"-i~~~'e~-tn~"inter"a~"R~¥enae-Ee~~ 

~f-t<}5". 

67--~~e"eYntie~-~~~~ptn9·trn~t-eqe~¥~t~nt"-m~n~~-~ 

q~,er~t*o~-~k~pp*~q-t:~~t'rqei~~~e~t-~~ ·drf:ned-i~·~~=t!O~ 

1:6 ~ ~ -of - ":~~ .. t I":t e'!'~ft t -Re~efl~e f:!')d~ -"'" - t 9~.;· 
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:'~. "e1:~trrbotee !£!'I)§:f!..!!.:.!:" means a ppcson recei.ving 

pccperty ~n a generation sk:pping transfer. 

S~. ":lepa~tfl'lent" means the department of revcno.:p and 

finance. 
~ __ :.:..~ ~~~.£S __ ~~~!",!!......!.~_~~~_~_c __ ~ the t ~_~!!!_...!1!._.~i_~.~ i, n e c_~ 

~~~_~9...!L?6l !i£l_9_f. . .!:.~~_~!.~~_ Reven~~ .. _~.ode. 
L. __ :'.~'!~_~~!! __ terrn!..n8t lon~ __ ~'!.!).L~~!!_ sal'!l!.. .. ~J tne, ._ter.~_!~ 

~~f i n~_~~.~~.~_t..).on 261.lli) of t h~ __ l.!l.~_~ r.c\ 1 ~~X~.£I.~_~.~~~.· 

fl. "Taxable ?J..~ti.o_n" ~eclns---.!~_same a~ .. t!:!.~~UO 

~efi!!.~~t in section 2612(b) ,of the Internal ~evem~_~_.~_2..9:!"':' 

~ansferor". "trust", "tru!ltee" a!!~Jn:eres!...." __ ~~rj~ 

~I)e sar.:e as those resFec_~..ivE" term .. are defi~ed_.}.!:!. sectlQ..ry_2.~_S2 

of the lnte[nal Reyenue cod~~ 

Sec. l8. Section ~SOA.2, Code 1987, ia amended to r~ad as 

tallows: 

450A.2 IMPOSITION OF TAX. 

A tax lS i.r-.pospd on the transfer of any property, incluced 

lI\ a generation IIkipping tran!ifer.!...._2~l:'er tl:!.ap.._~.di.[e~.!:.J._~ir~ 

cccurring at the same til':)e aaT-or-oftet'T and~~~_~ __ oJ. 

the death at tne-deelBed-tr8r'1!feror ~i~_C!~J.' eqalli-to-t"~ 

~_n an ar:.::>unt of e9ua~ to the nuu:ic:'lurn federal credit allowable 

oJnder sect ion "6(titett5ttBt 26~. of the Internal Revenue Code 

of-t9~., tor t"at-p~rtton-of-atate-e~tate7-in"eritanee1 

~eqdeY7-or-~nece~~~on-hx .~.l).e 9~:-·eutJon~i..ppJ_~g._tralll!~_e_~ .~ 

.ac~ .. ':!.H.li paid ~.!:.~.~_state in respect at any property included 

in the 9cneratlon s~ippin9 ~ransfer. 

Where th~ d~~~ed transferor is a resi.dent of Iowa ~nd ~~l 

pro;:.ecty incluced In 4 qeneratlon skipping transftlf ~hat i.s 

p~I~;f!'_<:!._'!:"£"'~ __ I.!.!'j.!!~~_~!.s .. _~~;tio~ has a s~tus in :o· ... a, 0: i!i 

subj(>ct :;0 thE- ju:-isd~ction of the COl.;rts ot Iowa. an amol.;nt. 

equal to the total credlt as allcwed ~nder tne Internal 

Revenu~ Code er-i9S4 shall b~ paid to t.he state of Iowa. 

I;)le-te thE" de~~.e-d transferor i~ <\ ncncesident cc ... ·j-lere !:..tee: 

prof.ero;:y ir"lcluQPd in J. "ienera~ ion sldpp~r.g t.r':'~!ifer thZlt_ ~~. 

.~~it7:::::.~ __ ~":..::_t.'1X_~~.<::'_.~_h_l~ S~~!29..:~ tlelS a :'>~lu!". outside t.ht­

state ot :c· .. ·a lI:-.d r.ot s_wJec: to t.r.e i\lrisd~-:-tioll of :0',,101 

-
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courts, the tax shall be pror~tcd on the basis that the val~? 

of Iowa property inc~uded in the generation s~ippinq :.ransfcr 

bears to t~e total value of property included in the 

generation s~ipping transfe~_ 

Sec. 19. Section .. SO".:!., :':c(~e 1':187, is arr.endcd tc r(:ad 1I~ 

follows' 

4S0A. 3 VJ\(.U~: OF VROI·E~TY. 

The value of prop<.!rty, inc~uded in cO generati.on Sl:ippinq 

tcansfer, shdll be the same a~ deternined tor federal 

generat;'on sk ippin9 transfer tax purposes under the Internal 

Revenue Cod~ of-~954. 

Sec. 20. 

follows: 

Section 4S0A.4, Code 1987, is amended to rcad as 

~SOA. 4 PJ,IM£NT or ?HE TAX. 

The tax imposed by this chapter shaH be paid within-twehe 

e'.o"tn~ ~.~_ . .2.~_~.9_~~.the lelst d<.~y ~t_.~_~~ n~nlh rr.0ntt'! after tlle 

death of the d~em~d-tra"$feror-~f-the-t~e~$fe~-oeeur$-e~-thftt 

tt"e7-or-"l·f-iat~r1-the-d~,.-w"i:eh-i$-t"e7.,e-I'I!.On,:"s-t!l:f~er-the 

day-o~-vhte"-$tteh-genereti:on-~ktp~tnq-~ran~te~-oeedrr~d 

!nd~!.dual whose death i~_"!0_~_.evelll Celus';'~.9....._~!'...£_..9~~~~:",!~.i.~~ 

~~.-Le.PlJ29~t"!§.~.r which is...E_~_i.9.i_l?).~_(or t.he credlt (~r_~.~~ 

taxe!> paid unc!~._2~9_t_Lon 260<0 ~~._ ~.he._~nt.ernal Revenue Code. 

POI' -Ptf!' po ~e !\I-of - tn1: $ -e ht!l:pt-e ~ T -a I'IY - ~r 0l'~ r t Y - t t" I\n $ f er red·· dd t' t~, 

the-three-yee!'-I'eriod-enninq-o~-tne-date-of-~he-dee~~d 

ttan~fer~r~s-death-and-whreh-i$-;ne}dd~d-:n-a-ge~@ratton 

~ktrrtn9-trt!l:"~fet"-ttnde-r-t-he-internat-Re.~~tte-eode-of-i9S. 

~naii-be-eo"$ide!'ed-a~-~ran~fer~ed-on-th~-d~e~eo-~rftn~f~rer~~ 

e.eatl'l. 

Sec. 21. Section 450';.5, Code 19Si. is amerjded to I'ead el5 

(ollows: 

4S0A.S LIABIt.l':Y FOR T;U-: TAX_ 

The dhtrrtHztee !..!_~~~~_~~.!'t:: of t.he property ~.!:.'.c:lude'£l_~_~ 

9...~!l!.~~!_on skiEpinq t~~.!:!~_E..£.r_ sha11 be ~ersonl'llly hahl>'! for 

the tax ~o t~e extent o~ the"~air-~erket ~~~ val~e, determllle~ 

~:~~-'.2...t;_c::..~. ~.~!l __ 2_~ _~~ __ 9.~ __ t_,!~_J_r: ~.t:.~ ~'.<;l_~ :"(e~~~I:!_~ ..c.?2~ as oft he t ~If,e 

of the d;strib~tio"l-of-th~-propert,-r~et"i.~o-in-the 

III 
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(jt~tttb~hon ~.~.~.r.!'....!..!.~..l..:~.~::'£p'I::'2.....~r!-ns~.n...!. :f the tax i.':> 

~tt:~butable to a taxabie t~rmination. as 1e!::led ~n section 

?6B ?6.,! . .?J.!!J. of the !;')::erna: Re· .. enue Code ef-:~5". the t)':..;ste~ 

!,.:~-'!~..!..£2.n.!il..'!!~..£ shall be personally liabie for t.he t.ax to 

~he extent Q.t.J..~~~.~ ot :,t'.e poperti' Sllbj~ct to tax under 
tt:e trUi.Otee's control. 

Sec. 22. Sect ion 4~(O;".b. Cede 1987, .S i.lmend£:'d to fe.1d as 
fellows: 

~50A.6 LIEN or THE TAX. 

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

property subject to the tax tOt a period of ten yeats from the 

t~;IIe the generation skipping transfer occurs. J'ull p,lyr"lent of 

the tax!_.pe!)a~~:",ter . .£!! d~e lHtd-tMe"e~ti'-tf'ef'tY7 shall 

r"iease the lien and discha!:qe the dbtdbIltee ~.a.fl.~f~..::~ anc 

r,r~stee of personal liability. Unless the lien ha~ bpen 

~erfe~tPd by recordinq, ~ tr<!nsfer ~y the d*~t~*b~~ee 

.~~~;::;ff'!I'e~ or the tr-.;stee t~ Q bond Lid .. purchaser for vaiue 

s:"lajl divest the property o~ thp lien. 'If toe i.ip.;') LS 

pe~fected by recordLng. th~ ri9ht.~ of the state undor the !i~n 
have priority over all subs€-quent ~ortgaq~s. ;:urcfl.H',eS o~ 

judqment creditors. The department nay [elease the lien pcier 

to the pay~cnt of the tax du~ if adequate seclltity for p.lymen; 

of t~e tax is given. 

Sec. 21. Section "5011..10. Code 19137, IS ,'l,mpnded to read as 
follows: 

4SOA.10 DIRECTOR TO ENfORCE COt.Lf:C';'lOl'.·. 

It shall be the duty of :he director tc enforcp collection 

')~ ~;,e tcl:< iwpose~ hy this Chclpt~'I' and !;hdll · ... it.h .. Ili. tne 

rlllht::> of a party in lntereSt. I'epresc •. t thp !>tat.e ln itny 

p[cce~dinq5 to colle~t the tax. Tt'.e dHPC'tor 5tHll! tlc.'\ve t:'l':­

p~wer to bring s'lit against an~ person li~ble for the pay~ent 

cf the tCl:X, E.!..!!..<!..!...!..Y., lnterest lind =osts and ;',.1y forpclose the 

IIp.r: of the tJ..ll 1n the ~"l,ne :"'anner <18 15 :"\.;.;- ... prescriopd tOI 

~he foreclosure of rpel! c~tate ~ortqage5 and ~po~ j~dq~unt m~y 
ca~5P exeCUlLon to be Lssue~ to sell so much ()f thp prc~erty 

n(>cess.lcy to satisfy ::l(~ ttl ... p.~n~!...!:..::'.'. In~f.'re'">t and Cc~ .• t!'> due. 

- -
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Sec. 2.;. 

!Oilow5: 
Sect lon 4~,(JA.ll, C-yje l~C". :'5 ar::enced to ~~~dC a" 

450A. d I>UTY TO CLAIM .v.AXIMUM CRt:~I'l. 

rt 5hall be the duty of dny rec~on liab~p for the pay~en! 

of the tax to c!.<li~. the ll'.ilxi:11u!i'\ f'edeclll <':I'edit .,1:,) .... dO~(> fo~ 
that pon,lon of the s~<!te ~~l:l!:l:e;,.t"h~r!:ton~~;-i:~q"e!,-er 

~tleee~stol't g~.!!!E.a.!:.i?r~c,~.!!l1).!E..sI. . .!:...£~:.af~~.f, t,}X paid ~n r('S¥ec~ ~f 
ani prcperty :ncll.;ded !:) ,1 .~J._x_ab~ generi.d,lOn ~k:ppln~ 

tr~n8fer. Clal~i~g or; a fedoraJ retJrn a sum i~~s th.~ the 

lI1.!1x:mu:n federal credit allowable Shdl: not. :L"lit~ve ar:y pers0n 

l i,lole for the tdX of the duty to pay t:h~ tax imposed uncier 
tlllg chapter. 

H an a:nended or supplement",l return is filed witn tMe 

internal revenue service which results in a change ~~ the 

C!n<ount of tax owillg und~r thi:. Chi:H:t~:, thp persons liable t<..'r 

t.he pay.ent of the tax shall SU':):"'Iit all a:n('nd~d :~turn, en 

toens p:escrihed by t.ne direclor. ~:)dl::<:!tirl':; t~lf': al"',:)unt of t,:W 

t~lX then o· ... ing as a re"ul~, of follct! '~:liJlh'je. 

If a:,.y federal ge;'',l'ration Sk.Ppin9 transfe: tell{ h35 b('p.n 

paid before the enll.ct .... enl: of ~his cMil,pter. ttw pers(")ns 1 iable 

CDC the paym~nt of the tax und(>c this C\'lc1pter shall file an 

~nended federal return ciai~inq the n~.llirur ~pderal credit 

allowable and file tn~ lava returr:s ~pecifled i~ sectio~ 

~SOA.8 ""ithin !lix r.tonths after !,he l'ndc~:nent of this chapte! 

cr within the time li~it prov~dcd in sect~Q:l 4S0A.4 wh~cMever 
I!; the l.ner. 

Sec. 2S. NOtwithstandinq sect)on 8.:)5, the ~:)!'Py$ I:~ thl:' 

:~~a economic e~prgency (lInd on July 1. :987 arp trans!errc1 

t:) the gener~~ fund ()f che scate. ?unds tra~sterrej :,0 the 

~enc-ral fund .;f the statC' sha~l "l' 1\t;CC 1.0 dl'fray E-'XpenSb; 

incur:ed for t.he fiscal year be9in~ir:g July 

J~ne 30. !~a8. 
1987 <1.-.0 ell<:'ln:; 

S~C. 26. ~~87 10 ...... ,'\c':s, House rile 67S. sect ions ~ and 
1J, "re repealp.d. 

Sec. :n. 1987 Iowa Act!;, HO'.l~~e rile 377, .sect ion 10, :s 
C!/TIPIlc,ed to (Cue. <-IS tol!(,'w's: 
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SEC. 10. This Act t.dkc-s effect. January I, 1988. Sections 

" 1 through 6 2 apply to t .. x retucns filed !oc tax yetll's 

beginning on or after January ~, 1967. However. 10 

determining the allocation between thl" politlcal cJ.ndi(!~tes 

fund and the Iowa election cclf".paiqn funu of funds f~()n tilt-: 

returns tOI' the three tax years beginning on or aftp.:" ,J,lr.U.HY 

I, 1987, 1986, and 1989, only the first two hundr.:-d.six~y 

thousand dollars received for the tax returns of each of those 
years shall be deposited in the 10'0""1 election caMpai.gn (',lI\d 

and the remainder shall be deposi.t~d in the political 

candidates fund. In order to register for a reslricted 

c8r.'1paign in 1988, a candidate's cOllU':'littee eX1slinq in 19f17 

must characterize its D~cember 31. 1967. balance as provided 
in section 56.33, subsection 10. and provide that info(lr.ation 
to the commission with the report, filed in January. 198R. 

Sec. 28. 1987 10'00'3 Acts, !lous~ file 153, sections 1 

through 23. are repealed. 
Sec. 29. 1987 lowa Acts, House Fi le 153. sections 5i and 

56, are ar.-:ended to read as follm .. s: 

Sf£. 57. Sections ~7-rj-.7-S7-6.-77-i17-is-~nroD~h 24, 26, 

27. 31, 32, 34, and 36 of this Act are retroactive to January 

1, 1986 for tax years beginnlnq on or after that date. 
SEC. 58. Sections 3T-87-9-.. -10T-H,-i3.-HT 25, 28, 29. 30, 

33, and 35 of this Act are r~troactive to January 1, 1981 Ear 

tax years beqinnitl9 on or after that date. 
Sec. 30. Sections 5. 7, a, 12, 13. and lS of this Act are 

retroactive to January 1, 1986 for tax years beginning on or 

after that date. 
Sec. 31. Sections 2. 1. 4. 6. 9. 10, ll, 14. ana 16 of 

this Act are retroactive to J./Inuary 1, 198'} for tax ye<'Jrs 

beqinninq on or after that date. 
Sec. 32. Sections 17 through 24 o! this Act are 

retroactive to October 22. 1986 for generation Skippin9 

transfers which are eliqiblc Ear t~e credit for state tax~s 
under section 2604 oE the lnternai R~vcnue Co6~ and ar~ made 

after Octob~( 22, 1986, sut.ject' to the speci.d rules o! 
sect!on 14Jl(b) of Public LA.· ... 9<)-;'14. 

- -
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SoP'.:. )L This Act. bf>:inq dce;nccl of llMlcciil,te )'mporli!nc(o. 

1$ eft'.'c::IVC IIpon enactlllc;')t. 

JO A}W Z I M."!E~~J\~J 

President of the Senatc 

DONALD D. AVENSON 

Speaker of the House 

1 hp.reby certify that this bill ori9inated in the Senate and 
15 known as Senate File 523. Seventy-second General AsseDbly. 
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TL~FY E. BRA~$TAO 

Governor 

JOHl: F. D;.j1ER 
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