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A BliL FOR

An Act relating to state taxes by revising the state cigarette
and little cigar tax by increasing the tax and imposing an
inventory tax on cigarettes and little cigars, unused tax
stamps and metered imprints; and by revising the state
individual income tax by altering the tax brackets and rates;
disallowing married persons filing separately on combined
returns; eliminating the deduction for federal income taxes
paid; providing a two-earner tax credit; and providing
effective dates.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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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 at-the-rate-ef-nine-mitis-on-each-cigarette-for-the
pertod-beginning-duty-17--398i-and-ending-September-30;-1985
and at the rate of thirteem fifteen and one-half mills on each

cigarette beginning 6cteber 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 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 :mposed under this
section shall take an inventory as of the close of the busi-
ness day next preceding the effective date of the increased
tax rate of those items subject to the inventory tax for the
purpose of determining the tax due. These persons shall
report the tax ¢on forms provided by the department of revenue
and finance and remit the tax due within thirty days of the
prescribed inventory date. The department of revenue and
finance shall adopt rules as are necessary to carry out this
section.

3. The rate of zthe inventory tax on each item subject to
the tax as specified in supsection 1 is equai to the
difference between the amount paid on each item under section
98.5, 98.8, 98.12, or 98.43 prior to the tax increase and the
amourt that is to be paid on each similar item under section

98.6, 98.8, 98.12, or 928.43 after the tax increase axcedt that
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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 1987, is
amended to read as follows:

17. a. "Annual inflation factor" means-an-indexy
expressed-as-a-percentagey-determinec-by-the-department-each
year-to-refieect-the-purehasing-power-of-the-dorlar-as-s-resule
of-inflation-durtng-the-preceding-catendar-year---For-the-28%
and-subeequent-calendar-yearsy-tanngat-tnfiacion-factort means
an index, expressed as a percentage, determined by the
department by October 15 of the caiendar year preceding tine
calendar year {or which the factor is determined to reflect
the purchasing power of the dollar as a result of inflation
during the fiscal year ending in the calendar year preceding
the calendar year for which the factor 1s determined. In
determining the annual inflation factor., the department shall
use the annual percent change, but not less than zero percent,
in the rmplicit price deflator for the gross national product
computed for-the-whole-catendar-year-=¢ for the seccnd quarcer
of the calencar year;-tn-the-cgse-of-the-annnegi-infiarcisn
factor-for~the-1981-and-subsequent-catendar-yeara; by the
bureau of econoric analysis of the United States department of
commerce and shall add two-fourths fer-thae-1986-and-3ubseguaent
catendar-years cf that percent change -¢ one nhundred perccenrt.
Pre-annuat-inftation-factor~-for-che-1979%-carendar-year-is-one
Aundred-two-petnt-three-percents The annual inflaticn factor
and the cumulative inflation factor shall each be expressed as
a percentage rounded o the nearest one-tenth of one percent.
The annual inflation factor shall not be Iess thar one hundred
percent,

0. "Cumuiative inflation factor" means the product of the

annua. infiatlion factor for the 19%8 1987 calendar ye
ail annual inflation factors for subseqguent cale

determined pursuvant ¢ this subsection. The cumul
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inflation factor applies to all tax years peginning on or .
after January 1 of the calendar year for which the latest
annual inflation factor has been determined.

¢. The annual inflation factor for the 1978 1987 calendar
year is one hundred percent.

d. Notwithstanding the computation of the annual inflation
factor under paragraph "a" of-this-subsectien, the annual
inflation factor is one hundred percent for any calendar year
in which the unobligated state general fund balance on June 30
as-certified-by-the-dizpetor-of-revenue-and-£finance-by
September-16-of-the-£iueai-year-beginning-in-that-caiendar
year-is-less-than-sixey-mitiien-dottars---However;-for-the
1981-and-subsequent-catendar-yeara;-the-annuat-inftatien
facter-tu-one-hundred-percent-for-any-eatendar-year-rf-the
unobiigated-state-generai-fund-batance-on-June-36-of-the
catendar-year-preceding-the-catendar-year-for-whiech-the-factor
ta-derermined, as certified by the director of revenue and .
finance by October 10, is less than sixty million dollars.

Sec. 4. Section 422.5, subsection 1, paragraphs a through
m, Code 1987, are amended by striking the paragraphs and
inserting in lieu thereof the foliowing:

a. For taxpayers other than married taxpayers filing
separateiy, estates, and trusts, the fax rates are as follows:

(1Y On all taxable income from zero through five thousanrd
doilars, one and one-half percent.

{2y On all taxable income exceeding f£ive thousand dollars
but not exceeding ten thousand dollars, four percent. 1

{3) ©On ail taxable income exceeding ten thousand cdolliars ‘
but not exceeding seventy thousand dollars, six and one-half
percent.

(4) On all taxab.e income exceeding seventy thousand
doiltars, six and nine-cenths percenc.

0. For a married person filing separatelv, an estate, and .

A4 trust, The %tax rates are as fnilows:

(L) On a.l taxable income from zers through two thousand

_3_




L = T = R S Ry SV R o)
Lo S =TT - SN T ) N - UV S S R =

o]
-J

k)
L

4
a

20
21
22
23
24
25
26
27
28
29
30

1
ES

32
33
34
35

s.r. 523 =H.F.

five hundred dollars, one and one-half percent.

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

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

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

n c. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to peragraphs paragraph "a" through-“m% or
"b" by the amounts of nonrefundable credits under this
division and by multiplying this resulting amount by a
fraction of which the nonresident's net income allocated to
Iowa, as determined in section 422.8, subsection 2, 1s the
numeratcor and the nonresident's total net income computed
under section 422.7 is the denominator. This provision also
applies to indivicduals who are residents of Iowa for less than
the entire tax year.

Sec, 6. Secticn 422.5, subsection l, paragrabn ¢,
unnumbered paragrapit 1, Code 1987, as amended by 1987 Iowa
Acts, House File 153, section 3, is amended to read as
follows:

There is impcsed upon every resident and nonresident of
this state, inciuding estates and trusts, the greater of the
tax determined in paragrapns “"a" through 4na® “c" or the state
ailternative minimum tax equal t¢ seventy-five perc

iv 2
maximum state individual income tax rate, rounded to th
e

a
minimum taxable iacome of the taxpayer as computed urnder this
paragragh.

1

Sec. 7. Section 422.5, subsec:ticén 1, paragraph o,
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unnumbered paragraph S, Code 1987, as amended by 1987 Iowa
Acts, House Flle 153, section 3, is amended to read as
follows:

In the case of a resident, including a resident estate or
trust, the state's apportioned share of the state alternative
minimum tax is one hundred percent of the state alternative
minimum tax computed in this subsection. In the case of a
nonresident, Lncluding a nonresident estate or trust, or an
individual, estate or trust that is domiciled in the state for
less than the entire tax year, the state's apportioned share
of the state alterrative minimum tax is the amount of tax
computed under this subsection, reduced by the applicable
credits in sections 422.10, 422.11, 422.11A andéd 422.12 and
this resul®* multiplied by a fraction with a numerator of the
sum oI state net 1ircome allocated to Iowa as determined in
section 422.8, subsection 2, plus tax preference items,
adjustments, and losses under subparagraph {1) attributable to
lowa and with a denominator of the sum of total net income
computed under section 422,7 and all tax preference items,
adjusiments, and losses under subparagraph (1}. In computing
this frac-ion, those items excludable under subparagrapn (1)
shall not be used in computing the tax preference items,
Married taxpayers electing to file separate returns or
separeteiy-on-ag-combined-return must allocate the minimum tax
computed In this subsection in the proportien that each
Spouse's respective preference items, adjustments, and losses
under subparagraph (1) bear to the combined preference items,
adjustments, and losses under subparagraph (1) oI botnr
spouses.

Sec. 8. Section 422.,5, supsecticn 6, Code 1987, as amended
by 1987 Icwa Acts, House File 153, section 4, is amended Lo
read &s follows:

6. A person who 1s disabled, is sixty-two years of age or
older o 13 tne surviving spouse of an individual or survivor

having an insurable Interest in an individual who wou.d have

e
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qualified for the exemption under this paragraph for this tax

year and receives one or more annuities from the United States
civil service retirement and disability trust fund, and whose
net income, as defined in section 422.7, is sufficient to
require that the tax be imposed upon it under this section,
may determine final taxable income for purposes of imposition
of the tax by excluding the amount of annuities received from
the United States civil service retirement anc 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 €ive-hundred six hundred twenty-seven

dollars for a person who files a separate state income tax

return and eight thousand one hundred eighty-four doiiars

total for a husband and wife who file a joint state income tax
return., However, a surviving spouse who 1s not disabled ox
sixty-two years of age or older can only exclude the amount of
annuities received as a result of the death of the other
speuse, The amount of the exemption shall be recduced by the
amount of any soclal security benefits received. For the
purpose of this section, the amount of annuitles received from
the United States civil service retirement and disability
trust fund taxable under the Internal Revenue Code shall be

"

included in net income for purposes of determining eligibili-y

[

under the five :housand dollar or less excliusion.

Sec. 9. Section 422.5, subsection 7, Code 1987, is amended
to read as foliows:

7. Upecr determination of the latest cumulative infiation
factor, the director shall multiply each doilar amount set
forth in subsection 1, paragraphs "a”" #hrough-tm? snd "b" of
this section, and each doliar amount specified in this section
as the maximum amount of annuities received which may be
excludecd in determining final taxable income, by this
cumulative inflation factor, snall round off the resulting
product o the nearest one dollar, and shall incerporate the

result 1nto thke income tax forms and imstructions for each tax
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year. .

Sec. 10. Section 422.7, subsections 6, 8, and 19, Cocde
1987, as amended by 1987 Iowa Acts, House File 153, section 7,
are amended to read as follows:

6. Individual taxpayers and married taxpayers who file a
joint federal income tax return and who elect to file a joint
returny Or separate returns er-sepazate-friing-on-a-combined
return for Iowa income tax purposes, may avail themselives of
the disability income exclusion and shall compute the amount

of the disability income exclusion subject to the limitations

’_J
ST Vo B s - T S R & O 7Y I O T o

1 for joint federal income tax return filers provided by section
105(d; of the Internal Revenue Code. The disability income

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

e
£ W K

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

4

continues to apply for state income tax purposes for tax years

beginning on or after January 1, 1984,
8. Married taxpayers who file a joint federal income tax .

return and who elect to file separate returns er-ssparate

-

e
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[
O X

fiiimc-on-a-combimed-rezurn for Iowa income tax purposes, may
ava:l tnemselves of “he expensing of business assets and

capital :o0s8s provisions of sections 179(a) and 1211(b)

NN N
N O

respectively of the Internal Revenue Code and shall compute

>
(W8]

the amount of expensinc of business assets and capital loss

N
£

subject to the iimitations for joint federal income tax return

filers provided by sections 179(b) and 1211(b) respectively of

[ B W]
aan

the Internal Revenue Code.

38 ]
~b

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

return and who elect to file separate returns or-who-etect

[ B W
LYo N o]

separste-friing-on-a-combined-recurn for state income tax

purposes, shall include in net inccme any social security

beneflts received to the same exten:t as those benefits are

taxable on the taxpayer's joint federal return for zhat vyear

under section 86 of the Internal Revenue Code. The benefi:s .

inciucz2d in net income must be allocated be:zween the spouses

W o W o
= S N =]
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in the ratio of thne social security benefits recelved by each
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spouse to the total of these benefits received by both
spouses.

Sec. 11. Section 422.8, subsection 2, Code 1987, 1is
amended to read as follows:

2. Nonresident's net income aliocated 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
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 income which 1s fairly and
equitably attributable to that part of the business, trade,
profession, or occupation carried on within the state 1s
allocated to Iowa for purposes of section 422.5, subsection 1,
paragraph #pt "c" and section 422.13 and income from any
property, trust, estate, or other source partly within and
partly without the state is allocated to Iowa in the same
manner, except that annuities, interest on bank deposits and
interest-bearing obligaticns, and dividends are allocated to
Iowa oniy tc the extent to which they are derived from a
business, trade, profession, or occupation carried on within
the state. However, income received by an individual who 1is a
resident of another state is not allocated to Iowa if the
income 1s subject to an income tax imposed by the state where
the individual resides, and if the state of residence aiicws a
similar exclusion for income received in that state by
residents of Iowa. In order to implement the exclusions, the
directocr shall desigrate by rule the states which allow a
similar exclusion for income received by residents of Iowa,
and may enter into agreements with other states %0 provide
that similar exclusions will be allowed, and tc provide
suitable withholding requirements in each state.

Sec. 12. Section 422.9, subsection 1, unnumbered paragrapn
1, Code 1987, as amended by 1987 Iowa Acts, House Tile 153,

secticn 11, 1s amended to read as follows:

-8-
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An optional standard deduction of fifteen percent of the
net income after-deduction-of-federatr-inceme-tax, not to
exceed one thousand two hundred dollars for a married person
who files separately, one thousand two hundred dollars for a
single person or three thousand dollars for a husband and wife
who file a joint return, a surviving spouse as defined in
section 2 of the Internal Revenue Code, or an unmarried head
of hcusehold as defined in the Internal Revenue Code.

Sec. 13. Section 422.9, subsection 2, paragraph b, Code
1987, is amendecd by striking the paragraph and inserting in
lieu thereof the foliowing:

b. 1987 but

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

For tax years beginning on or after Januvary 1,

paid during the tax year for the previous tax year, except for
federal income tax paid in estimated tax payments, to the
extent that the federal income tax paid was not the result of
an adjustment to the return for the previous tax year. For
tax years beginning on or after Jaonuary 1, 1987, add the

is

amount of federai income tax paid during the tax year which

the result of an adjustment to a federal return for a tax year
1987. Subtract
federai income tax refund received during the tax year to the
that

decducted on a return for a prior tax vyear.

beginning prior to January 1, the amount of

extent that the federal income tax was refunded had been

Married persons

who have [iled a joint federal income tax return and who file
separa-ely shall divide the federal income tax paid or zae
federa: income tax refund between them in the ratic of :the
federal adiusted gross income of each spouse to the adiusted
gross income cf botn spouses £or the tax year which resulted
in the income tax payment or the income tax refund.

14. annumbered

paragraph 2,

Section 422.12, subsection 2,

Code 1987,

Sec.
15 amended to read as follows:

Married taxpayers electing o file separate returns er

s

1 must allcoccat

ot}

Eriing-sevarately-on-n-combined-rany

1
nd demendent care credit to each spcuse in the

-9-
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that each spouse's respective net income bears to the total
combined net income. Taxpayers affected by the allocation
provisions of section 422.8 shall be permitted a deduction for
the credit only in the amount fairly and equitably allocable
to Towa under rules prescribed by the director.

Sec. 15. Section 422.12, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. A two-earner credit for married taxpayers

filing jointly. The credit is equal to three percent of the
qualified earned income of the spouse with the lower qualified
earned income not to exceed one hundred fifty dollars. For
purposes of this credit the term "qualified earned income"
means the same as provided in section 221 of the Internal
Revenue Code in effect on December 31, 1986, except that only
qualified earned income from Iowa sources shall be considered

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

extent that both spouses have qualified earned income from
Iowa sources. For married taxpayers filing jointly with
adjusted gross income in excess of seventy-five thousand
dollars, the allowable amount of the two-earner credit shall
be reduced, but not below zero, by fifteen dollars for each
one thousand dollars that the adjusted gross income of the
married taxpayers exceeds seventy-five thousand dollars.

Sec. 16. Section 422.21, unnumbered paragraph 4, Code
1987, is amended to read as follows:

The director shall determine for the 1979 1988 and
subseguent calendar.years the annual and cumulative inflation
factors for those calendar years to be applied to tax years
beginning on or after January 1 of that calendar year. The
director shall compute the new dollar amounts as specified
therein to be adjusted in section 422.5 by the latest
cumulative 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 17A,2, subsection 7. |

..lo_
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Sec. 17. Sections 3 through 16 of this Act are retroactive
to January 1, 1987 for tax years beginning on or after that
date. :

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

Sec. 1%. This Act, being deemed of immediate importance,
is effective upon enactment.

EXPLANATION

Sections 1 and 2 of the bill increase the tax rate on
cigarettes and little cigars from thirteen mills per cigarette
or little cigar (26 cents per pack) to fifteen and one-half
mills per cigarette or little cigar (31 cents per pack)
effective July 1, 1987 and provides for an inventory tax the
provision of which takes effect upon enactment.

Section 4 sets the brackets and rates for the 1987 and
subsequent tax years.

Sections 7, 10, and 14 eliminate married taxpayers filing
separately on combined returns.

Sectionsg 12 and 13 eliminate deductibility of federal
income taxes.

Section 15 allows a two-earner credit for married taxpayers
filing jointly with the amount of the credit reduced for those
whose adjusted gross income exceeds a certain amount.

Sections 3, 5, 6, 8, 9, 11, and 16 are coordinating
amendments.

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

LSB 2997sC 72
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Amend Serate File 523, as fcllows:

1. Page 9, by inserting after line 8 the
foilowing:

"Sec. 30. Section 422.9, subsection 1, Code 1987,
is amended by adding the following new unnumbered
paragraph:

NEW UNNUMBERED PARAGRAPH. Hcowever, for tax years
neginning on or after January 1, 1987 but before
January 1, 1988, deduct only the amount of federal
income tax paid during the tax year for tne previous
tax year. Federal income tax paid in estimated tux
payments during the tax year for the previous tax year
shall not be deducted. For tax years beginning on cr
after January i, 1987 but before Janvary 1, 1988, add
only the amount of federal income tax refund received
during the tax year to the exient that the federal
income tax that was refunded had been deducted on a
return for a tax year beginning prlor Lo Januvary 1,
1687. Married persons who have filed a joint federal
income 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 adlusted gross inccme cf each
spouse to the adiusted gross income of both spouses
for the tax year which resulted in the income tax
payment or the income tax refund.,®

2. Page 9, by striking iines 12 through 30 and
insertiag the folliowing:

"b. For tax years beginning on or after January 1,
1987 but before January 1, 1988, add the amcunt of
federal inccme tax paid during the tax year for th
previous tax year except for federal :income tax paid
1n eztimated tax payments. T[For tax years beginning on
or after January 1, 1987 but befcre January I, 1988,
subtract the amount of federal income tax refund
rece.ved during the tax year to the extent that the
federal income tax that was refunded had been decducted
on & return for a tax year beginning pricr to January
1, 1987. Married persons who have f£iled a2 joint
federal 1income tax return and who have filed separate
state returns shall divide the federal income tax paid
or the federal income tax refund between tnhe spouses
in the ratio of the federal adiusted grcss inccme of
each spouse to the adjusted gross income of both
spouses for the tax year which resulted in the income
tax payment or the income tax refund."”

3. Page 10, line 21, by striking the words
"fifteen dollars" and inserting the following:
percent of the credii"”.

4. Page 10, py inserting after line 23 the

r
{V
3
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Filed June 4, 1987 BY COMMITTRE ‘ A
CHARLES =iRUNER, Thalrpsrson .

following:
"Sec. 35. Section 422.13, subsection 1, paragraph

b, Code 1987, is amended to read as follows:

b. The individual has net income of four five
thousand dollars or more for the tax year from sources
taxable under this division."

5. Page 10, by inserting after line 35 the

following:
"Sec, . The legislative council shall appoint

an interim study committee to study the effects of the
tax legislation enacted during the 1987 Extraordinary
Session. The interim study committee shall submit its
final report along with any recommendations to the
legislative council and the general assembly prior to
the convening of the 1988 session.”

6. Page 11, line 1, by striking the word and
figures: “3 through 16" and inserting the following:
"3 through 11, 13 through 16, 30, and 35".

7. Page 11, by inserting after line 4 the

following:
"Sec. . Section 12 of this Act is effective

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

T ON WAYS
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SENATE FILE 523
4117

Amend Senate File 523 as follows:

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

“Section 1. Section 422.4, subsection 17, Code
1987, 1s amended to read as follows:

17. a. "Annual inflation factor" means-sn-radexy
expressed-as-a-percentace;-determined-by-zne
department-each-year-to-refiect-the-purcnastng-power
of-the-dottar-as-a-resuit-of-rnflacron-during-the
precedrng-carendar-years--Por-the-:98%-and-subseguent
catendar-yeara;-Yannuat-tnftation-factor® means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor is
determined to reflect the purchasing power of the
doilar as a result of inflation during the fiscal year
ending in the calendar year preceding the calendar
year for which the factor is determined. 1In
determining the annual inflation factor, the
department shall use the annual percent change, but
not less than zero percent, in the implilicit price
cdeflator for the gross national product computed £or
the-whole-caiendar-year-ar for the second quarter of
the calendar years-in-the~case-of-che~annuarz-infiatczon
tactor—for-the-198t-and-avbasegqueant-carendar-yearss by
the bureau of economic¢ analysis of the United States
department of commerce and shall add two-fourths fer
the-:988-and-snbsequent-catendar-years of that percent
change to one hundred percent. Fhe-annmaz-=nfiatzen
factor-£for-the-1979-catendar-year-ta-one-aunndrec-two
pornt-three-percents The annual inflation factor and
the cumulative inflation factor shail each be
expressed as a percentage rouncded to the nearest one-
tenth of one percent. The anauail inflation factor
shall not be less than one hundred percent.

b. "Cumulative inflation factor” means the product
of the annual inflation factor for the 378 1987
calendar year and all annual inflation factors for
sibsequent calendar years as determined pursuant Lo
this subsection. The cumulative inflation factor
applies to all tax years beginning on or after January
1 of the calendar year for which the latest annual
inflation factor has been determined.

c. The annual inflation factor for the 978 1987
calendar year is one hundred percent.

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" of-this
subsectron, the annual inflation factor is one hundred
percent for any calendar year in which the unobligated
state general fund balance on June 30 as-certified-by
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ene-drrector-of-reveaue-and-~finance-by-Seprember-16-6f
the-fiseat-yegr-beginning-in-that-catendar-year-23
less-than-sixey-mtition-doitarss~-Hewevery-£for-the
3281-and-subsequent-catendar-years;-the-annual
tnftatron-facter-is-one-hundred-perecent-for-any
catendar-year-+f-thne-unobligated-stare-general-Sund
hbetance-on-June-38-of-the-catendar-year-preceding-the
catendar-year-for-whteh-the-factor-rs-deternined, as
certified by the director of revenue and finrance py
October 10, 1s less than sixty million dolliars.

Sec. 2. Section 422.5, subsection 1, paragraphs a
through m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereof the
following:

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

{1) ©n all taxable income from zerc through five
thousand dollars, three percent.

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

{3) ©On all taxable income exceeding ten thousand
dollars but not exceeding forty-five thousand dollars,
six and one-half percent.

{4) ©On all taxable income exceeding forty-five
thousand dollars, nine and one-half percent.

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

{l1) ©Cn all taxable income from zero through two
thousand five hundred dollars, three percent.

{2) On all taxable inccme exceecing two tncusand
five hundred dollars but not exceeding five thousand
dollars, four percent.

(3) On all taxable income exceeding five thousand
dollars but not exceeding twenty-twc thousandé five
hundred dollars, six and ore-half percent.

{4) ©On all taxable income exceeding twenty-two
thousand five hundred dcllars, nine and one-half
percent.

FPor a taxpayer with taxable income in excess of
twenty-five thousand doilars, the benefit of income
taxed at the lowest twe rates shall be added back at a
rate of two hundred fifty doliars fcr every one
thousand dollars in taxable income exceecding Lweniy-
five thousand dollars but not exceeding forty-five
thousand dollars until the total value of the rate
benefits are recovered.

Sec. 3. Section 422.5, subsection 1, paragrapn n,
Code 1987, is amended to read as follows:
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1 ¢. The tax Imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paragrapns paragraph “a”
through-tm® or "b" by the amounts of nonrefundable
credits under this division and by multiplying this
resulting amount by a fraction of which the
nonresident's net income allocated to Iowa, as
determined in section 422.8, subsection 2, is the
numerator and the nonresident's total ne% income
computed under section 422.7 is the denominator. This
provision also appiies to individuals who are
residents of Iowa for less than the entire tax year.

- Sec. 4. Secticn 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Iowa Acts, House File 153, secticon 3, is amended to
read as follows:

There is imposed upon every resident and
nonresident of this state, including estates and
trusts, the greater of the tax determined in
paragraphs "a" through ¥n® “c" or the state
alternative minimum tax equal 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 ©f the
taxpayer as computed under this paragraph.

Sec. 5. Section 422.5, subsecticn 1, paragrapn o,
unnumberedé 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
estate or trust, the state's apportioned share of the
state alternative minimum fax 1s one hundred percent
of the state alternative minimum tax computed in this
subsection. In the case 0of a ncnresident, including a
nonresident estate or trusct, or an individual, escate
or trust that is domiciled in the state for less than
the entire tax year, the state's appeortioned 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 muitipiied 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 compuiing




1987

5-i117 Do, 4

the tax preference items. Married taxpayers ele

to file separate returns er-separaktely-onm-a-conbd
return must allocate the minimum tax computed in
subsection in the proportion that each spouse's
respective preference items, adjustments, and losses
under subparagraph (1) bear to the combined preference
items, adjustments, and losses under subparagrapn (1)
of both spouses.

Sec. 6. Section 422.5. subsection 2, Code 1987, as
amended by 1987 Iowa Acts, House File 675, section 2,
is amended tc read as follows:

2. However, the tax shall not be imposed cn a
resident or nonresident whose net income, as defined
in section 422.7, 1s £ive seven thousand delilars or
less; but in the event that the payment of tax under
this division would reduce the net income to less than
€ive seven thousand dollars, then the tax shall e
reduced to that amount which would result in allowing
the taxpayer to retain a net income cf £ive seven
thousand dollars. The preceding sentence does not
apply to estates or trusts. For the purpose of this
subsection, the entire net ilncome, including any part
of the net income not allocated to Iowa, shall be
taken into account. If the combined net income of a
hushand and wife exceeds #£+ve seven thousand dollars,
neither of them shall receive the benefit of this
subsection, and it is immaterial whether they file a
joint return or separate returns. However, if &
husband and wife file separate returns and have a
compined net income of f£ive seven thousand dollars or
less, neither spcuse shall receive the berefit of this
paragraph, if one spcuse has a net operacing less anc
elects to carry back or carry forward tne loss as
provided in section 422.9, subsection 3. A person who
is claimed as a dependent by another perscon as defined
in section 422.12 shall not receive the benefit of
this subsection 1f the person claiming the dependent
has net income exceeding £+vye seven thousand doilars
or the person claiming the dependent and the person’s
spouse have ccmbined net inccme exceeding £ive seven
thousand dollars.

Sec. 7. Section 422.5, subsections 6 and 10, Code
1987, as amended by 1987 Iowa Acts, House File 153,
section 4, are amended to read as follows:

6. A person who is disabled, is sixty-twc vears of
age or clder or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have gqualified for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
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civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to require that the tax be imposed upcn 1t
under this section, may determine filnal taxable income
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum
each tax year of five thousand five-hundred six
hundred twenty-sever dollars for a person who files a
separate state income tax return and eight thousand
one hundred eighty-four deollars tctal for a husband
and wife who file a joint state income tax return.
However, a surviving spouse who 1s not disabled or
sixty-two years of age or older can only exclude the
amount of annuities received as a result of the death
of the other spouse. The amount of the exemption
shall be reduced by the amount of any social security
benefits received. For the purpose of this sectica,
the amount of annuities received from the Uniced
States civil service retirement and disability trust
fund taxablie under the Internal Revenue Code shall be
included in net income for purposes of determining
eligibility under the £:ive seven thousand dollar or
less exclusion.

10. In addition to the other taxes imposed by this
section, a tax is imposed on the amount ¢f a lump sum
distribution for which the taxpayer has elected under
secticon 402{e) of the Internal Revenue Coade ¢ be
separately taxed for federal income tax purposes for
the tax year. he rate of tax ls equal toc twenty-five
percent of the separate federal tax imposed on the
amount of the lump sum distribution. A nonresident is
liable feor this tax only on that portion cf the lump
sum distribution allecable to Iowa. The total amount
of the lump sum distribution subject to separate
federal tax shall be included in net income for
purposes of determining eligibility under the frve
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 I, paragraphs
"a" ehrough-m" and "b" of this section, and each
dollar amount specified in this section as the maximum
amount of annuilties received which may be excluded in
determining £final taxable income, by this cumulative
inflation factor, shall round off the resulting
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product to the nearest one dollar, and shall
incorporate the result inte the income tax ferms and
instructions for each tax year.

Sec. 9. Section 422.7, subsections 6, 8, and 19,
Code 1987, as amencded by 1887 Iowa Acts, House Flle
153, section 7, are amended Lo read as follows:

6. Individual taxpayers and married taxpayers who
file a jecint federal income tax return and who elect
to file a joint returny Or separate returns er
saparete-£riing-on-a-combrned-recurn £or Iowa income
tax purposes, may avail themselves of the disability
income exclusion and shall compute the amount of the
disability income exclusion subject to the limitations
for joint federal income tax return filers provided by
section 105(d) of the Internal Revenue Ccde. The
disability income exclusion provided in secticn 105(d)
of the Internal Revenue Code, as amended up tec and
including December 31, 1982, continues to apply for
state income tax purposes for tax years beginning on
or after Jancary 1, 1984,

8. Married taxpayers who file a doint federal
1ncome tax return and wno elect Lo file separa:te
returns or-separate-fiting-on-a-combined-retrnrn for
Iowa income tax purposes, may avail themselves of the
expensing of business assets and capital loss
provisions of sections 179(a) and 1211(b) respectively
of the Internal Revenue Code and shall compute the
amount of expensing of business assets and capital
Lloss subject to the limitations for joint federal
income tax return f£filers provided by sections 179({b)
and 1211{b) respectively of the Internal Revenue Code.

9. HMarriec taxpayers, who file a joint federal
income tax return and who elect to file separate
returns sr-who-eiect-separcate-fiting-on—a-conbrned
return for state income tax purposes, shall inclucde in
net income any sccial security benefits received to
the same extent as those benefits are taxadle on the
taxpayer's joint federal re:turn for that year under
section 86 of the internal Revenue Code. The benefits
included in net income must be allccated between <the
spouses 1n the ratio of the social security benefits
received by each spouse to the total of these penefits
received by both spouses.

Sec. 106. Section 422.8, subsection 2, Code 1987,
is amenced to read as follows:

2. Nonresident's net income allocated to Iowa is
the net ilncome, ¢r portion thereof, which is derived
from a business, trade, profession, or occupation
carried on within this state or income from any
property, trust, estate, or other source within Iowa.
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If any business, trade, profession, or occupation is
carried on partly within and partly without the state,
only the portion of the net income which is fairly and
equitably attributable to that part of the business,
trade, profession, or cccupation carried on within the
state is allocated to Iowa for purposes of section
422.5, subsection 1, paragraph “n* "c" and section
422.13 and income from any property, trust, estate, or
other source partly within and partly without the
state is allocated to Iowa in the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are
allocated to Iowa only to the extent to which they are
derived from a business, trade, profession, or
occupation carried on within the state. However,
income received by an individual who is a resident of
another state is not allocated to Iowa if the income
is subject toc an income tax imposed by the state where
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 enter into
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitabple
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
or-ftitng-separateiy-on-a-combined-retusn mus:
allocate the child and dependent care credit to each
spouse 1in the proportlion that each spouse's respective
net income bears to the total combined net income.
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the
credit only 1in the amount fairly and equitably
allocable to Iowa under rules prescribed by thre
director.

Sec. i2. Section 422.12, Code 1987, is amended by
adding the following new subsection:

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
lncome 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
the Internal Revenue Code in effect on December 31,
1986, except that only qualified earned income from
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jowa sources shall be considered for the credit.
Nonresidents may claim the credit only to the extent
that both spouses have gqualified earned income frcm
Iowa sources.

Sec. 13. Section 422.13, subsection 1, paragraph
b, Code 1987, is amended to read as follows:

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

Sec. 14. Section 422.21, unnumbered paragraph 4,
Code 1987, is amended to read as follows:

The director shall determine for the 979 1988 and
subsequent calendar years the annual and cumulative
infiation factcrs for those calendar years to be
applied to tax years pbeginning on or after canuary 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 definead in
section 17A.2, subsection 7.

Sec. 1S5. Section 422.43, Code 1987, is amended by
adding the following new unnumbered paragraph:

NEW DNNUMBERED PARAGRAPH. In addition to the tax
at the rate of four percent imposed under this
section, there is imposed an additional tax at the
rate of one-half of one percent to be added to the
existing tax rate. This additional one-half of one
percent tax shall pe imposed for the period beginning
August 1, 1987 and ending September 30, 1988.

Sec. 16. Section 423.2, Code 1987, is amended by
foliowing new unnumbered paragraph:

JIMBERED PARAGRAPH. 1In addition to the tax
> of four percenc imposed under this
section, there is impcsed an additional tax at the
rate of one-half of one percent to be added to the
existing tax rate. This additional one-half of one
percent tax shall be imposed for the pericd heginning
August 1, 1987 and ending September 3C, 1988.

Sec. 17. This section applies in regard to the
increase in the state sales, services, and use tax
from four to four and one-half percent under sectlons
15 and L6 for the veriod beginning August 1. 1987 and
ending Septembar 30, 1988. The use tax rate of four
and one-half percent applies TO motor venicles subject
to registration which are registered on or aftex
August 1., 1987 but beiore Lugust 1, 198&8. The four
and one-naif percent use tax rate will apply tc the
use of property when the first taxable use in this
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;‘state occurs on or after August 1, 1987 but befcore
B August 1, 1988. The four and one-half percent rate
will apply to the gross receipts from the sale,
furnishing, or service of gas, electr.clty, water,
heat, and communication service :f the date of billing
the customer is on or after August I, 1987 but befcre
August 1, 1988. In the case 2f a service contract
entered intc prior to Acgust 1, 1987 which contract
calls for periodic payments, the four and one-half
percent rate will apply to those payments mace or cue
on or after August 1, 1987 but before August 1, 1988.
This periodic payment would apply, but not be limited
to, tickets of admissicns, private club membersihip
fees, sources of amusement, equipmen:z rental, drv
cleaning, reducing salons, dance schcols, and ali
other services subject to tax, excepi th
aforementicned utility services which are subject to &
special transitional rule. Unlike pericdic payments
under service contracts, installment sales of goods,
wares, and merchandise are subiect to the full amount
of sales or use tax when the sales contract is entered
into or the property is used in Iowa.

Sec. 18. Sections 1 througn 14 ¢f this Act are
retroactive to January 1, 1987 for tax years beginning
on or after that date,.

Sec. 1%. This Ac¢t, being deemecd of Immediate
importance, is effecrive upon enactment."”

2. itle page, by striking lines I through 9 and
29 inserting the foilowing: "An Act relating to state
30 taxes by revising the state individual income tax by
31 altering the tax brackets and rates; disallcwing
32 married persons filling separately on combined returns;
33 increasing the amount below which nc tax is cwecg;

34 providing a two-earner tax credit; and by temporarily
35 increasing the state sales, services, and use tax; and

36 providing effective dates.”
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Amend the amendment, S-4117, to Senate File 523 as
follows:

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

""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 at-the-rate-ef-nime-milis
on-each-ctrgarette-for-the-pertod-begitnnrng-Juty-is
198i-and-ending-September-38;-3985-and at the rate cf
thireeen £fifteen and one-half mills on each cigarette
beginning Becteber July 1, %385 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 secticn 98.12
shall be subject to an inventory tax on the items as
provided in this section,

2. Persons subject to the inventory tax lmposed
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
revenuye 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 %8.6, 98.8,
98.12, or 98.43 after the tax increase except that in
computing the rate of the inventory tax any discount
allowed or allowable under section 98.8 shall not be
considered. ,

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

17. a. "Annual inflation factor" means-an-indexs;
expressed-as-a-percentager-determrned-by-—the
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department-each-year-to-refiact-the-purchasing-power
of-the-dotitar-as—a-resutt-of-inflatiton-during-the
preceding-catendar-year---For-the-198i-and-subzequent
catendar-years;-lannuai-infiation-factor? means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor 1is
determined to reflect the purchasing power of the
dollar as a result of inflation during the fiscal year
ending in the calendar year preceding the calendar
year for which the factor is determined. In
determining the annual inflation factor, the
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross national product computed for
the-whoete-calendar-year-or for the second quarter of
the calendar years-in-the-case-cf-the-annualt-infiation
factor-for-the-1981-and-subsegquent-catendar-yearss by
the bureau of economic analysis of the United States
department of commerce and shall add two-fourths fer
the-1980-and-subsequent-catendar-years of that percent
change to one hundred percent. PFhe-annuat-infiation
factor-for-the-1975-catendar-year-is-one-hundred-twe
point-three-pereents The annual inflation factor and
the cumulative inflation factor shall each be
expressed as a percentage rounded to the nearest one-
tenth of one percent. The annual inflation factor
shall not be less than one hundred percent.

b. "Cumulative inflation factor"” means the product
of the annual inflation factor for the 1978 1987
calendar year and all annual inflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
applies to all tax years beginning on or after January
1 of the calendar year for which the latest annual
inflation factor has been determined.

¢. The annual inflation factor for the #5378 1987
calendar year is one hundred percent.

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" ef-+his
subseetion, the annual inflation factor is one hundred
percent for any calendar year in which the unobligated
state general fund balance on June 30 as-certified-by
the-directeor-of-revenue-and-£finance-by-September-1g-of
the-fisecat-year-beginning-in-that-catendar-year-+a
tess-than-stxty-mititon-dotiarss--Howevers-for-the
981-and-subsequent-carendar-years;-the-annuat
tnfiation-factor-is-one-hundred-percent-for-any
catendar-year-if-the-unobiigated-state-genarat-£fund
batance-on-June-38-ef-the-catendar-year-preceding-the

.
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caiendar-year-for-whicn-the-factor-ta-determined, as
certified by the director of revenue and finance by
October 10, is less than sixty million deliars.

Sec. 4. Section 422.5, subsection l, paragrapihs a
through m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereof the
following:

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

(1) On all taxable income from zero through five
tnousand dollars, one and one-half percent.

(2) ©On all taxable income exceeding five thousand
dollars but not exceeding ten thousand dellars, four
percent.

(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
thouvsand 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
five hundred dollars but not exceeding five thousand
doliars, 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-tenths percent.
Sec. 5. Section 422.5, subsection i, paragraph n,

Code 1987, is amended to read as follows:

n c. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paragrapns paragraph -
tarough-*m% or “b" by the amounts of nonrefundable
credits under this division and by multiplying this
resulting amount by a fraction of which the
nonresident's net income 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.

Sec. 6. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Ilowa Acts, House File 153, section 3, is amended to
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read as follows:

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 tn* "c" or the state
alternative minimum tax equal to seventy-five percent
of the maximum stace individual inccme 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. 7. Section 422.5, subsection l, paragraph o,
unnumbered paragraph 5, Code 1987, as amended by 1987
Iowa Acts, House File 153, section 3, 1s amended to
read as follows:

In the case of a resident, including a resident
estate or trust, the state's apportioned share cf the
state alternative minimum tax is one hundred percent
of the state alternative minimum tax computed in this
subsection. In the case of a nonresident, including a
nonresident estate or trust, or an individuai, estate
or trust that is domiciled in the state for less than
the entire tax year, the state's apportioned share of
the state alternative minimum tax is the amount of tax
computed under this subsection, reduced by the
applicable credits in sectlons 422.10, 422.11, 422.11a
and 422,12 and this result multiplied by a fraction
with a numerator of the sum of state net income
allocated to Iowa as determined in section 422.8,
subsection 2, 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 secticn 422.7 and all tax preference
items, adijustments, and losses under subparagraoh {1).
In computing this fract:ion, those items excludable
under subparagraph (1) shall not be used in computing
the tax preference items. Married taxpayers electing
te file separate returns er-separately-on-a-combined
re=urn must allocate the minimum tax computed in this
subsection in the proportion that each spouse's
respective preference items, adjustments, and losses
under subparagraph (1) bear to the combined preference
items, adjustments, and losses under subparagrapn (1)
of both spouses.

Sec. 8. Section 422.5, subsection 6, Code 1987, as
amended by 1987 Icwa Acts, House File 153, section 4,
is amended to read as follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
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exemption under this paragrapn for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to require that the tax be imposed upon it
under this section, may determine final taxabie 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 excludec in determining net
income, as defined in section 422.7, up to a maximun
each tax year of f£ive thousand £ive-hundred s.x
hundred twenty-seven dollars for a person who files a
separate state income tax return and eight thousand
one hundred eighty-four dollars total for a husband
and wife who file a jolnt state income tax return.
However, a surviving spouse who is not disabled or
sixty-two vears of age or older can only exclude the
amount of annuities received as a result of the death
of the other spouse. The amount of the exemption
shall be reduced by the amount of any social security
benefits received. For the purpose cf this section,
the amount of annuities received from the United
States c¢ivil 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 thousand dollar or less
exclusion,

Sec. 9. 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
doilar amount set forth iIn subsecticn 1, paragraphs
"a" ehrough-%m2 and "b" of this section, and each
dollar amount specified in this section as the maximum
amount of annuities received which may be exciudeé in
determining final taxable income, by this cumulative
inflation factor, shall round ofFf the resulting
product to the nearest one dollar, and shall
incorporate the result into the inceme tax forms and
instructions for each tax year.

Sec, 10. Section 422.7, subsect:ions 6, 8, and 19,
Code 1987, as amended by 1987 Iowa Acts, House File
153, section 7, are amended to read as follows:

6. Individual taxpayers and married taxpayers who
file a joint federal income tax return and who elect
to file a joint returny or separate returns or
separate-friing-on—a-eombsined-recurn for Iowa income
tax purposes, may avall themselves of the disability
income exclusion and shall compute the amount of the
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disablility income exclusion subject to the limitations
for joint federal income tax return filers provided by
section 105(d) of the Internal Revenue Code. The
disability income exclusion provided in section 105(d)
of the Internal Revenue Code, as amended up to and
including December 31, 1982, continues to apply for
state income tax purposes for tax years beginning on
or after January 1, 1984.

8. Married taxpayers who file a joint federal
income tax return and who elect to file separate
returns er-separate-fiiting-on-a-combined-return for
Iowa income tax purposes, may avail themselves of the
expensing of business assets and capital loss
provisions of sections 179(a}) and 1211(b) respectively
of the Internal Revenue Code and shall compute the
amount ©of expensing of business assets and capital
loss subject to the limitations for joint federal
income tax return filers prcvided by sections 1738(b)
and 1211(b) respectively of the Internai Revenue Code.

19. Married taxpayers, who file a jeint federal
income tax return and who elect to file separate
returns or-who-etect-separate-fiting-on-a-combrned
=eturn for state income tax purposes, shall include in
net income any social security benefits received to
the same extent as those benefits are taxable on the
taxpayer's joint federal return for that yezar under
section 86 of the Internal Revenue Code. The benefits
included in net income must be allocated between thne
spouses in the ratio of the social security benefits
received by each spouse to the total of these benefit
received by both spouses.

Sec. 1l. Section 422.8, subsection 2, Code 1987,
1s amended to read as follows:

2. Nonresident's net income allocated to Iowa is
the net income, or portion thereof, wnich is derived
from a business, trade, profession, or occupation
carried on within this state cr income from any
property, trust, estate, or other scource 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 income which 1s fairly and
equltably attributable to that part of the business,
trade, profession, or occupation carried on within the
state 1s allocated to Iowa for purposes of section
422.5, subsection 1, paragraph #ak "¢" and section
422.13 and income from any property, trust, estate, or
other source partly within and partly without the
state is allocated to Iowa in the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are

-
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allocated to Iowa only to the extent to which they are
derived from a business, trade, profession, or
occupation carried on within the state. However,
income received by an individual who is a resident of
another state 1s not allocated to Iowa if the income
is subject to an income tax imposed by the state where
the individual resides, and if the state of 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 enter into
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitable
withholding requirements in each state,

Sec. 12. Section 422.9, subsection 1, unnumbered
paragraph 1, Code 1987, as amended by 1987 Iowa Acts,
House File 153, section 11, is amended to read as
follows:

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

Sec. 13. Section 422.9, subsection i, Code 1987,
is amended by adding the following new unnumbered
paragraph:

NEW UNNUMBERED PARAGRAPH. However, for tax years
beginning on or after January 1, 1987 but before
January 1, 1988, deduct only the amount of federal
income tax paid during the tax year for the previous
tax year. Federal income tax paid in estimated tax
payments during :the tax year for the previous tax year
shall not be decducted. For tax years beginning on or
after January 1, 1987 but before January 1, 1988, add
only the amount of federal income tax refund recelved
during the tax year tc the extent that the federal
income tax that was refunded had been deducted on a
return for a tax year beginning prior to January 1,
1987. Married persons who have filed a joint federal
income tax return and who have filed separate state
returns shall divide the federal inccme 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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for the tax year which resulted in the income tax
payment or the income tax refund.

Sec. l4. Section 422.9, subsection 2, paragraph b,
Code 1987, is amended by striking the paragraph and
inserting in lieu thereof the following:

b. For tax years beginning on or after January 1,
1987 but before January 1, 1988, add the amount of
federal income tax paid during the tax year for the
previous tax year except for federal income tax paid
10 in estimated tax payments. For tax years beginning op
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 fiied separate
18 state returns shall divide the federal income tax paid
19 or the federal income tax refund between the spcuses
20 in the ratio of the federal adjusted gross income of
21 each spouse to the adjusted gross income of bdoth
22 spouses for the tax year which resulted in the income
23 tax payment or the income tax refund,

MWW~ Wk

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 ot-frirng-aeparateiy-on-a-combrned-return nust

28 allocate the c¢hild 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 £or 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 gualified earned income of the

1 spouse with the lower gqualified earned income not to
42 exceed one hundred fifty dollars. ~Ffor purpcses 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
347 shall be considered for the credit. Nonresidents mav
48 claim the credit only to the extenc that both spouses
4% have gualified earned income from Iowa sources. For
50 married taxpayers £iling jointly with adjusted gross
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income 1n excess of seventy-five thousand dol.ars, “he
ailowable amount of the two-earner credit shall be
reduced, but not below zero, by ten percent of the
credit for each one thousand dcilars that the adiusted
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 £ollows:

b. The individual has net income of four five
thousand dollars or more for the tax year from sources
taxable under this divisicn.

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

The director shall determine for the %979 1988 and
subseguent calendar years the annual and cumulative
inflation factors Zor tnhose calencar years to be
applied to tax years beginning on or after January 1
of that calendar year. The director shall compute the
new dcllar amcunts as specified therein to be ad-usted
in section 422.5 by the latest cumulative inflation
factor and round off the result to the neares- one
deollar. The annual and cumulative inflatlon factors
determined by the director are not rules as defined in
section 174.2, subsection 7.

Sec. 19. Sections 3 through 1l and 13 through 18
of this Act are retroactive to January 1, 1987 for tax
years beglnning on or after that date.

Sec. 20. Section I of thilis Act is effective July

1%87.

Sec. 21. Section 1l
January 1, 1988 for ta
that cate.

Sec. 22. Thls Act, being deemed o
importance, is effective upon enacime

2
X

this Act is effective
rs beginning on or af:ter
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FISCAL NOTE Staff 1D. POD
QPEC. BY SENATOR HUTCHINS SENATE FILE 523, hAmend. $-4119

In compiiance with a written request reccived June 4, 1987, a fiscal ncte for
SF 523 AS AMENDED BY $-4119 is herehv submitted pursuant to Joint Rule 17.
Data used in developing this fiscal note are gvailable from the Legislarive
Fiscal Bureau to members of the Legislature upon request.

FILEG LN 47387

Amendment  $-4119 makes several changes £o state tax revenues and
expenditures., The amendment alters the personal exemptions, standard
deductions, withholding, and tax rates of the individual income tax.
Amendment $-4119 so increases the state sales, services and use [ax by
one cent, and exempts from the sales tax the saic of electrical and gas
utilities.

Amendment $-4119 so provides for certain contractors to receilve refunds
as a resuit of the sales, services and use tax ilncrease. Lhe amendment
updates references to the f{ederal Internal Revenue Code, and allows
taxpayers to deduct federal taxes paid from the Jowa return.

INDIVIDUAL INCOME TAX

Assumptions

i. Federal deductibility is allowed,
' 2. Married filing separately cn a combined return is disallowed.

3. The minimum adjusted gross income exemption 1s disallowed.

Tax rates--For tax year 1987, the following tax rates and taxable incecme
brackets apply under Amendment S$-4119,

SINGLE TAXPAYERS MARRIED JOINT MARRIED SEPARATE
Taxable Income Rate Taxable Income Rate Tzxable Income Rate
s 0 - 3,000 4% $ 0 - 4,500 47 $ 0 -12,250 47

3 - 11,000 6 4,500 - 16,500 6 2,250 - 8,250 6
above -11,000 10.5 above 16,500 10.5 above 8,250 10.5

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

SINGLE TAXPAYERS MARRIED JOINT MARRIED SEPARATE
Taxable Income Rate Taxable Income Rate Taxable Income Rate
$ 0 - 2,000 4% $ &6 - 3,000 4% $ & - 1,500 4%

2 - 11,000 6 3 - 16,500 & 1,560 - 8,250 &
above 11,000 16.5 above 16,500 10.5 above 8,250 i0.5

The amendment also provides that the standard deduction and the personal
exemption for JIowa purposes will be the same as the federal standard
deduction and personal exempticn. For the 1§87 tax year, the standard
deduction will be $3,800 on a joint return and $2,570 for an uamarried
individual; for tax year 1988 and beycnd, the amounts are §$5,000 and
$3,0006, respectively.
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Fiscal Effect. Under current law, individual iacome tax liability is
estimated to be $846.9 million ¥ Total individual

¢r tax year 1987,
income tax liability under the ame

million for tax year 1987, 2 decrease of $8.4 million,

SALES TaXx

rdment is estimated to be $838.5

$-4119 also provides for an Lncrease in the state sales, services and

use tax from four percent o five percent. The sale
gas utilities 1s exempted from the sales tax.

of electrical and

Construction contraciors wmay apply o the Departmen: of Reverue and

Finance for a refund of
conditions} the fiscal effec

Assumption

the addivional tax paid wunder certain
of this specific 1s unknown.

1. Approximately 12Z of total sales tax revenues is attributable to

the sale of gas and electricity.

Fiscal Eifect. Currentliy, it s estiimated that $638 millicn in sales

tax revenues will ge to the general fund for FY
increase 1in the rax were 1mpose the estimated base

1988. If a peany
would increase to

ed,
approximately $798 miliion, The amendment e¢xempts from the sales and
t

use tax the sales of gas and eirec ‘c:y, reducing the

an estimated 12% or $96 million.

r|"|,

increased base by

fne ba.ance of the increase cnder the

amendment would be 5702 miiition, which is a $64 million increase over

the current estimated sales tax revenuzs,

Use tax vrevenues were estimated £¢ be $100 million in FY 1988. A one
cent use tax increase would gensrate approximateiy $20 million in

additional revenues for the general fund.

Road use tax fund: By increasing the use tax by one cent, an estimated

$20 million 1n additicnal revenue will be deposited
tax fund in FY 1988.

Total Szles and Use Tax Impact

Increase {millions)

Sales Tax S 64

Use Tax _26

Total General Fund $ 90
Road Use Tax Fund 5 20

SOURCE: Departmenz of Revenue and Finance //j

into the road use

(LS8 29975~ PDD)

/\’AZZ/z/vv;-o C?/ ’L«Z,

Fiscal
Legislative
Date:

Director

/f al Bureau
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1 Amend Senate File 523 as follows:
2 1. By striking everything after the enracting
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" means-an-rndex;
7 expreased-as-a-percentagey-determined-by-the

8 department-each-year-to-refiect-the~purchasing-power
9 of-the-dotiar-as-a-resutt-of-infiatron-during-the

10 preceding-catendar-year---Por-the-:98i-and-supsequent

11 ecatendar-years;-“annuat-infiarien-£actard means an
12 index, expressed as a percentage, determined by the
13 department by October 15 of the calendar year
l4 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. 1In
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 fer
A".23 the-whoie-catendar-year-o¢ for the second quarter of
. 24 the calendar yeary-+n-the-case-of-the-anncai-infiastron
2S5 factor-for-the-198i-and-subsequent-catendar-years; by
i 26 the bureau of economic analysis of the United States
o 27 department of commerce and shall add two—-fourths fer
28 the-1388-and-subsequent-cateandar-years of that percent
29 change to one hundred percent. ¢fhe-annuai-infiacion
30 factor-for-the-1939-catendar-year-is-one-hundred-twe
31 poetnt-three-pereents: The annual inflation factor and
32 the cumulative inflation factor shall each be
33 expressed as a percentage rounded to the nearest cne-
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 13378 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 3978 1988
45 calendar year is one hundred percent.
46 d. Notwithstanding the computation of the annual
; 47 inflation factor under paragraph "a" of-thtis
i 48 subsectron, 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 as-certifted-by
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the-directar-of-revenue-and-fingance-by-September-10-68
the-£iseai-year-beginning-in-that-catendar-year—+i9
tesg-than-sixty-miitten-dottarss--Howevery-£or-the
$98i-and-subsequent-calendar-yearsy—the-annnat
tnfiation~fackor-+s-one-hundred-percent-£for—any
catendar-year-zf-che-znobligatad-gstate-generai-£fund
batance-on~June-3g-of-the-catendar-year-preceding—the
estendar-yesr-for-which-+he-€factor-ts-detrrmired, as
certified by the director of revenue and finance by
October 10, is less than sixty millicn dollars.

Sec. 2. Secticn 422.5, subsection 1, paragraphs a
through m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereocf the
following:

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

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

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

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

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

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

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

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

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

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

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

{3) ©On all taxable income exceeding eignt thousand
twc hundred f£ifty dollars, ten and one-half percent.

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

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

9
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a. For a single person other than a head of
household, the tax rates are as follows:

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

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

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

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

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

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

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

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

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

{2 ©On all taxable income exceeding one thousand
five hundred dollars but not exceeding eight thcousand
two hundred fifty dollars, six percent.

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

The tax rates and bracket amounts in paragraghs "a"
through "c" are effective for tax years beginning on
or after January 1, 1588.

Sec. 4. Section 422.5, subsection 1, paragraph 1o,
Code 1987, 1s amended to read as follows:

n d. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paragraphs "a" through #m4 “c¢”
by the amounts of nonrefundable credits under this
division and by multiplying this resulting amount by a
fraction of which the nonresident's net income
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.

Sec. 5. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Iowa Acts, House File 153, section 3, is amended to
read as follows:




S
J

—
QWO Ea W

el
W b

=
-~ N

-

-

NN
N O

[, ]
(P2

L b B RO RS B RD
e JRYeREr IR I ¢ BNV B - 8

[#S IR VY Iy ¥ Iy ¥ I P
(% LI - OV B I

L W L
D~

L £ L
W b B9 00 0

L -5
o

W o
2= TR Ve e RS

ENATE 27
une S5, 1%87
-4119 Pg. 4

There is imposed upon every resident and
nonresident of this state, including estates and
trustsg, the greater of the tax determined in
paragraphs "a" through %n# "d" or the state
alternative minimum tax equal 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. 6. Section 422.5, subsection §, Code 1987, as
amended by 1987 Iowa Acts, House File 1S53, section 4,

i amended to read as follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have gualified for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust £fund,
and whose net income, as defined in section 422.7. is
sufficient to requires that the tax be impocsed upon it
under this section, may determine final taxable income
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
which are not already excluded irn determining net
income, as defined in section 422.7, up te a maximum
each tax year of five thousand £ive-hundred six
hundzed twenty-seven dollars for a person who files &
separate state 1ncome tax return and eight thousand
one hundred eighty-four dollars total for a husband
and wife who file a joint state income tax return.
However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the
amount of annuities recejved as a result of the death
of the other spouse. Thne amcunt of the exemption
shall be reduced by the amcunt of any social securicy
cenefits received. For the purpose of this section,
the amount of annuities received from the United
States c¢ivil service retirement and disability trust
fund taxable under the Internal Revenue Ccde shall be
inciuded in net income for purposes of determining
eligibility under the five thousand dollar or less
exclusion.

Sec. 7. Section 42Z.5, subsection 7, Code 1937, is
amended to read as follows:

7. Upon determination of the latest cumulztive
inflation factor, the director shall multiply each
dollar amcunt set forth in subsection 1, paragraphs
"a"® through “m# "c" of this section, and each dollar
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amount specified in this section as the maximum amount
of annuities received which may be excluded in
determining final taxable income, by this cumulative
inflation factor, shall round off the resulting
product to the nearest one dollar, and shall
incorporate the result into the income tax forms and
instructions for each tax year,

Sec. 8., Section 422.8, subsection 2, Code 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 within lowa.
If any business, trade, profession, or occupation is
carried on partly within and partly without the state,
only the portion of the net income which is fairly and
equitably attributable to that part of the business,
trade, profession, or occupation carried on within the
state is allocated to Iowa for purposes of section
422.5, subsection 1, paragraph %a® “d" and section
422.13 and income from any property, trust, estate, or
other source partly within and partly without the
state 13 allocated to Iowa in the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are
allocated to Iowa only to the extent to which they are
derived from a business, trade, profession, or
occupation carried on within the state. However,
income received by an individual who is a resident of
another state 1s not allocated to lIowa if the income
1s subject to an income tax imposed by the state where
the individual resides, and if the state of residence
allows a similar exclusion for 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 enter into
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitable
withholding requirements in each state.

Sec. 9. Section 422.9, subsection 1, unnumbered
paragraph 1, Code 1987, as amended by 1987 lowa Acts,
House File 153, section 11, is amended by striking the
paragraph and inserting in lieu thereof the following:

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

Sec. 10. Section 422.9, Code 1987, is amended by
adding after subsgection 2 the following new subsection
and renumbering the other subsections:

NEW SUBSECTICON. 3. In addition to the amount
deducted under subsection 1 or 2, the taxpayar may
deduct the amount of the applicable personal
exemptions allowed under section 151 or &42{b) of the
Internal Revenue Code.

Sec. 1l. Section 422.12, subsection 1, Code 1987,
as amended by 1587 Iowa Acts, House File 152, section
16, is amended by striking the subsection.

Sec. 12. Section 422.16, subsection 1, unnumbered
paragraph 1, Code 1987, as amended by 1987 Iowa Acts,
House File 193, section 19, is amended to read as
follows:

Every withholding agent and every employer as
defined in this chapter and further defined in the
Internal Revenue Code, with respect to income tax
collected at source, making payment of wages to a
nonresident employee working 1n Iowa, ¢r to a resident
employee, shall deduct and withhold from the wages an
amount which will approximate the employee’s annual
tax liability on a calendar year basis, calculated on
the basis of tables to be prepared by the department
and schedules or percentage rates, based on tae wagss,
to be prescribed by the department. EZvery employee or
other person shall declare to the employer or
withholding agent the number oOf the employee's or
other perscn's personal exemptions and dependency
exemptions or credits to be used in z2pplying the
tables and schedules or percentage rates. Bowever, no
greater number of perscnal or dependency exemptions or
credits may be declared by the empleoyee or other
person than the number to which the emgloyee or other
person is entitled except as allowed under section
2402{m) {1} ¢f the Internal Revenue Codz or is allowed
uncder tules prescribed by the director for gayments of
alimeonly or separate maintenance., The claiming of
exemptions, alimcony Or separate maintenance payments,

cr credits in excess of entitlement is a serious
misdemeanor.

Sec. 12, Section 422.21, unnumbered paragraph 4,
Code 1587, 1is amended to read as follows:

The director gshall determine for the *$7% 188% and
subsequent calendar years the annual znd cumulative
inflation factors for those calendar years Lo 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 cff the result to the nearest one
dollar. The annual and cumulative inflation factors
determined by the director are not rules as defined in
section 17A.2, subsection 7.

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

1. There 1is imposed a tax of feur five percent
upon the gross receipts from all sales of 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 sezvice of gasy-etectricitys;
water, heat, and communication secvice, including the
gross receipts from such sales by any municipal
corporation furnishing gasy-etectrtcity; 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 Cr 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 a3 tax-of-fovr-percent like
rate of tax upon the gross receipts derived from the
operation of all forms of amusement devices and games
of skill, games of chance, raffles, and bingo games as
defined in chapter 99B, operated or conducted within
the state of Iowa, the tax to be collected from the
operator in the same manner as is provided for the
collection of taxes upon the gross receipts of tickets
or admission fees as provided in this section. The
tax shall also be imposed upon the gross receipts
derived from the sale of lottery tickets or shares
pursuant to chapter 99E. The tax on the lottery
tickets or shares shall be included in the sales price
and distributed to the general fund as provided in
section 99E.10.

6. There 1s imposed a tax-of-four-percent like
rate of tax upon the gross receipts from the sales of
optional service or warranty contracts which provide
for the furnishing of labor and materials and require
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the furnishing of any taxable service enumerated under
this section. The gross receipts are subject to tax
even if some of the services furnished are not
enumerated under this section. FPFor the purpose of
this division, the sale of an opticnal service or
warranty contract 1s a sale of tangible perscral
property. Additional sales, services, or use tax
shall not be levied on services, parts, or labor
provided under optional service or warranty contracts
which are subject te tax under this sectiocn.

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

Sec. 15. Section 422.45, Code 1987, 1is amended by
adding the following new subsection:

NEW SUBSECTION. The gross receipts from the sale,
furnishing, or service of gas or electricity.

Sec. 16. Section 422.47, Code 1687, is amended by
adding the fcllowing new subsection:

NEW SUBSECTICN. Cocnstruction contractors may make
application to the department for a refund of the
additional one percent tax paid under this division or
the additional one percent tax paid under chapter 423
by reason of the increase in the tax from four te five
percent for taxes paid on goods, wares, or merchandlse
under the following conditions:

a. The gcods, wares, or merchandise are
incorporated into an improvement to real estate in
fulfillment of a written contract fully executed priocr
te June 1, 1987. The refund shall not apply to
equipment transferred in fulfillment of a mixed
construction contract.

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

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

A contractor who makes an erroaeous application for
refund is liable for payment of the excess refund paid
pius interest at the rate in effect under sesctiocn
¢21.7. In addition, a contractor who wiilfully makes
a false application for refund 1s gquiltv of 2 simple
misdemeancr and is liable for a penalty equal to
seventy-five percent of the excess refund claimed.
Excess refunds, penalties, and interest due under thig
supsection may be enforced and colizcted in the sams
manner as the tax imposed by this division.

Sec. 17. Section 423.2, Code 1987, is amended to
read as follows:
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423.2 IMPOSITICN OF TAX.

An excise tax is imposed on the use in this state
of tangible personal property purchased for use in
this state, at the rate of feur five percent of the
purchase price of the property. The excise tax is
imposed upon every person using the property within
this state until the tax has been paid directly to the
county treasurer or the state department of
transportation, to a retailer, or to the department.
An excise tax is imposed on the use in this state of
services enumerated in section 422.43 at the rate of
feur five percent. Thls tax is applicable ~<here if
services are rendered, furnished, or performed in this
state or where if the product or result of the service
is used in this state. This tax is imposed on every
person using the services or the product of the
services 1n this state until the user has paid the tax
either to an Iowa use tax permit holder or to the
department.

Sec. 18. This section applies in regard to the
increase in the state sales, services, and use tax
from four to five percent under sections 14 and 17 of
this Act. The use tax rate cf five percent applies to
motor vehicles subject to registration which are
registered on or after July 1, 1987. The five percent
use tax rate will apply to the use of property when
the first taxable use in this state occurs on or after
July 1, 1987. The five percent rate will zpply to the
gross receipts from the sale, furnishing, or service
of gas, electricity, water, heat, and communication
service if the date of billing the customer is on or
after July 1, 1987. 1In the case of a service contract
entered into prior to July 1, 1987 which contract
cails for periodic payments, the five percent rate
will apply to those payments made or due on or after
July 1, 1987. This pericdic payment would apply, but
not be limited to, tickets of admissions, private clus
membership fees, sources of amusement, equipment
rental, dry cleaning, reducing saions, dance schools,
and all other services subject to tax, except the
aforementioned utility services which are subject to a
special transitional rule. Unlike periodic payments
under service contracts, installment sales of goods,
waresg, and merchandise are subject to the fyll amount

f sales or use tax witen the sales contract is enterad
intc or the property is used in Iowa.

Sec. 19. Secticn 2 of this Act is retroactive to
January 1, 1987 for taxz years beginning on or after
that date but before January 1, 1988. Section Z of
this Act is repealed January 1, 1988 for tax years




SENATE 33
June 5, 1987

‘_-4119 Pg. 10
beginning on or after that date.

Sec. 20, Section 3 of this Act is effective
January 1, 1988 for tax years beginning on or after
that date.

Sec. 21. Sections 14 through 18 of this Act are
effective July 1, 1987.

Sec. 22. Sections 1l and 4 through 13 of this Act
are retrcoactive to January 1, 1987 for tax years
beginning on or after that date.

Sec. 23. This Act, being deemed of immediate
importance, 1s effective upon enactment.”

2. Title page, by striking lines 1 through 9 and
inserting the following: "An Act relating to state
taxes by altering the individual income tax rates,
withholding, standard deductions, and personal
exemptions and credits; increasing the state sales,
services, and use tax, providing for refunds for
certain contractors as a result of that increase,
exempting from the tax the sale, furnishing or service
of certain utilities; and providing effective dates.”

S-4119
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Section 1. Section 422.4, subsection 17, Code 1987, ls
amended to read as follows:

17. a. "Annual inflation factcr"” means-an-zndexs;
expressed-as-a-perecentage;-determined-by-the-department-each
year-to-refiect—the~purerasing-pewer-of-the-doiiar-as-a-reanie
af-inflatiton-during-the-preceding-catendar-years--For-the-158%
and-subseguent-caiendar-vears;-‘annuat-infietren-factor” means
an index, expressed as a percentage, determined by the
department by October 15 of the calendar year preceding the
calendar year for which the factor is determined to reflect
the purchasing power of the dollar as a result of inflation
during the fiscal year ending in the calendar year preceding
the calendar year for which the factor is determined. In
determining the annual inflation factor, the department shall
use the annual percent change, but not less than zero percent,
in the implicit price deflator for the gross national product
computed for-+the-whete-caiendar-year-or for the second quarter
0f the calendar year;-in-the-ease-of-the-arnual-imftation
factor-for-the-1381-and-subseguent-eatendar-years; by the
bureau of economic analysis of the United States department of
commerce and shall add two-fourths fer-the-1980-and-subseqguent
catendar-years of that percent change to one hundred percent.
Phe-annuai-rnéiatton-£factor-for-the-1979-ecatenrdar-year-re~sne
hundred-two-point-three-percent: The annual inflation factor
and the cumulative inflation factor shall each be expressed as
a percentage rounded to the nearest one-tenth of one percent.
The annual inflation factor shall not be less than cone hundred
percent.

b. "Cumulative inflation factor" means the product of the
annual inflation factor for the 1978 1987 calendar year and
all annual inflation factors for subsequent calendar years as
determined pursuant to this subsection. The cumulative
inflation factor applies to all tax years beginning on or
after January 1 of the calendar year for which the latest

annual inflation factor has been determined.

-1-
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c. The annual inflation factor for the %938 1987 calendar
year is one hundred percent.

d. Notwithstanding the computation of the annual inflation
factor under pafagraph "a" ef-thts-subsection, the annual
inflation factor 1s one hundred percent for any calendar year
in which the unobligated state general fund balance cn June 30
as-certified-by-the-director-of-revenue-and-£finance-by
September-18-of-eche-£fiscai-year-pbeginning-tn-that-catendar
vear-is-tess-than-aixty-mittren-doatlarss-~-Hawever;-for-the
158r-and-subseqguent-catendar-yearsy-thne-annuat-infiacion
factor-ia-one-hrundred-percent-for-any-catendar-year-i£f-the
umobiigated-atate-generat-fund-batance-oen-gune-36-of-the
carendar-year-precedtng-the-catendar-year-for-which-the-£factor
+s-determined, as certified by the director of revenue and
finance by October 10, is less than sixty million dollars.

Sec. 2. Section 422.5, subsectieon 1, paragraphs a thricugh
m, Code 1987, are amended by striking the paragraphs and
inserting in lieu thereof the following:

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

{1) On all taxable income from zero through five thcusand
dollars, three percent.

{2) On all taxable income exceeding five thousand dcllars
but not exceeding ten thousand dollars, four percent.

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

(4) On all taxable income exceeding forty-five thousand
dollars, nine and one-half 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, three percent.

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

-2-




[+ IR S I + AT ¥ | I L7 S I

1l
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

s.F. 923 H.F.

percent.

(3) On all taxable income exceeding five thousand dollars
but not exceeding twenty-two thcusand five hundred dollars,
siz and one-half percent.

(4) ©On all taxable income exceeding twentv-twc thousand
five hundred dollars, nine and cne-half percent.

For a taxpayer with taxable income in excess cf twenty-five
thousand dcllars, the benefit of income taxed at the lowest
two rates shall be added back at a rate of two hundred fifty
dollars for every cne zhousand dollars in taxable income
exceeding twenty-five thousand dollars but not exceeding
forty-five thcusand dollars until the total value of the rate
benefits are recovered.

Sec. 3. Secticn 422.5, subsectiocn 1, paragraph n, Code
1987, 1s amended to read as follows:

n c. The tax imposed upon the taxable Income of a
nonresident shall be computed by reducing the amount .

determined pursuant to paragraphs paragraph "a" threagh-tm! or
"b" by the amcunts of nonrefundabie credits under this
division and by multiplying this resulting amount by a
fraction of which the nonresident's net inccme allocated to
Towa, as determined in section 422.8, subsection 2, is the
numerator and the nonresident's total ne:t income computed
under section 422.7 is the deaominator. This provision alisc
applies tco individuals who are residents of Iowa for less than
the entire tax year.

Sec. 4. Secticn 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987 Iowa
Acts, House File 153, section 3, is amended to read as
follows:

There is imposed upon every resident and nonresident of
this state, including estates and trusts, the greater of the
tax determined in paragraphs "a" through *n%* "c" or the state
alternative minimum tax equal to seventy-five percent of the .
maximum state individual income tax rate, rounded to the

_3_
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nearest one~tenth of one percent, of the state alternative
minimum taxable income cf the taxpayer as computed under this
paragraph.

Sec. 5. Section 422.5, subsection 1, paragraph o,
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 estate or
trust, the state's apport:i:oned share of the state alternative
minimum tax is one hundred percent of the state alternative
minimum tax computed in this subsection. In the case of a
nonresident, including a nonresident estate or trust, or an
individual, estate or trust that is domiciled in the state for
less than the entire tax year, the state's apportioned share
of the state alternative minimum tax is the amount of tax
computed under this subsection, reduced by the applicable
credits in sections 422.10, 422.11, 422.11A and 422.12 and
this result multiplied by a fraction with a numerator of the
sum of state net income allocated to Iowa as determinecd 1in
section 422.8, subsection 2, plus tax preference items,
adjustments, and losses under subparagraph (1) attributable to
Towa 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 subdbparagraph (l). In computing
this fraction, those items excludable under subparagraph (1)}
shall not be used in computing the tax preference items.
Married taxpayers electing to file separate returns er
separatety-on-a-combimed-return must allocate the minimum tax
computed in this subsection in the proportion that each
spouse's respective preference items, adjustments, and losses
under subparagraph (1) bear to the combined preference items,
adjustments, and losses under subparagraph (1) of both
spouses.

Sec. 6. Section 422.5, subsection 2, Code 1987, as amended
by 1987 Iowa Acts, House File 675, section 2, is amended to

...4_




0~ N B B W g

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
3s

read as follows:

2. However, the tax shal:. not be impcsed on a resident or
ncnresident whose net income, as defined in section 422.7, is
five seven thousand dcllars or less; but in the event that <he
payment of tax under this division wculd reduce the net income
to less than £+ve seven thousand dollars, then the tax shall
be reduced to that amount which would result in alicwing the
taxpayer tc retain a net Income of five seven thousand
dollars. The preceding¢ sentence does not apply to estates or
trusts. For the purpose of this subsecrtion, the entire net
income, irncluding any part of the net inccme nct allocated to
Iowa, shall be taken into account. If the combined net incomne
of a husband and wife exceeds five seven thcusand dcllars,
neither c¢f them shall receive the benefit of this subsection,
and it is$ immaterial whether they file a joint re:turn or
separate returns. However, if a husband ané wife file
separate returns and have a combined net income cf £ive seven
thousand dollars cor less, neither spouse shall receive the
benefit of this paragraph, if cne spouse has a net cperating
loss and elects to carry back or carry forward the 1oss as
provided in section 422.9, subsection 3. A person who is
claimed as a dependent by another person as defined in section
422.12 shall not receive the benefit of this subsectien If the
perscon claiming the dependent has net income exceeding £+ve
seven thousand dollars or the person claiming the dependent
and the person's spouse have combined net income exceeding
five seven thousand dellars.

Sec. 7. Section 422.5, subsections 6 and 10, Ccde 1987, as
amended by 1987 Iowa Acts, House File 153, secticn 4, are
amended to read as follows:

6. A person who is disabied, is sixty-two years of age or
older or is the surviving spouse of an individual or survivor
having an insurable interest in an individual who would have
qualified for the exemption under this paragraph for this tax

year and receives one or more annuities from the United States

_5_
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civil service retirement and disability trust fund, and whose
net income, as defined in section 422.7, is sufficient :c
require that the tax be imposed upon it uncder 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 £ive-hundred six hundred twenty-seven

dollars for a person who files a separate state income tax

return and eight thousand one hundred eighty-four dollars

tetal for a husband ané wife who file a joint state income tax
return, However, a surviving spouse who 1s not disabled or
sixty-two years of age or older can oniy 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 scocial security benefits received. For the

rn
r
)
3

purpose of this section, the amount of annuities receivecd
the United States civil service retirement and disabili=y
trust fund taxable under the Internal Revenue Ccde shall be
included in net income for purposes of determining eligibility
under the £ive seven thousand dollar or less exclusion.

10. In addition to the other taxes imposed by this
section, a tax is imposed on the amount of a lump sum
distribution for which the taxpayer has elected under section
402(e) of the Internal Revenue Code to be separately taxed for
federal income tax purposes for the tax year. The rate of tax
is equal to twenty-five percent of the separate federal tax
imposed on the amount cf the lump sum distribution. A
nonresident is liable for this tax only on that portion ¢f the
lump sum distribution allocable to Iowa. The total amount cof
the lump sum distribution subject to separate federal tax
shall be included in net income for purposes of determining
eligibility under the fivwe seven thousand dollar or less

exclusion.
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Sec. 8. Section 422.5, subsecticn 7, Code 1987, 1s zmended
to read as follows:

7. Upcn determination of the latest cumulative inflation
factor, the director shail multiply each dcliar amount set
forth 1n subsecticn ., paragraphs "a" threugh-4m2 and "b" of
this section, and each dellar amount specified in this section
as the maximum amcunt of annuities received which may be
excluded in determining finel taxable income, by this
cumulative inflation factor, shall round off the resulting
product to the nearest cne dollar, and shall incorporate the
result into the income tax forms and instructions for each tax
year.,

Sec. 8. Section 422.7, subsecticns 6, 8, and 19, Coce
1987, as amended by 1987 Iowa Acts, House File 153, section 7,
are amended to read as fcliows:

6. Individual taxpayers and married taxpayers whe £ile a
joint federal income tax return and who elect to file a Joint
return;y or separate returns er-ceperave-fiiing-on-a-cenpined
return for Iowa lncome tax purpeses, may avall themselives of
the disability income exclusion and shall ccmpute the amcunt
of the disability income exclusion subject to the limitations
for joint federal income tax return filers provided by secticn
105(4) of the Internal Revenue Code. The disability income
exclusicn provided in section 105(d) of the Internal Revenue
Code, as amended up to and including December 31, 1982,
continues to apply for state income tax purposes for tax years
beginning on or after January 1, 1984.

8. Married taxpavers who file a joint federal income tax
return and who elect to file separate returns er-separate
friing-on-a-combined-rezurn for Iowa income tax purposes, may
avail themselves of the expensing of business assets and
capital loss provisions of sections 17%(a) and 1211(b)
respectively of the Internal Revenue Code and shall compute
the amount of expensing of business assets and capital loss

subject to the limitations for joint federal income tax return

-7—
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filers provided by secticns 179(b) and 1211(b) respectively of
the Internal Revenue Conde.

19, Married taxpayers, who file a joint federal income tax
return and who elect to file separate returns er-whe-eieee
separate-£+ting-on-a-combined-returr £Or ctate income tax
purposes, shall include in net income any social security
benefits received to the same extent as those benefits are
taxable on the taxpayer's jcint federal return for that year
under section 86 ¢f the Internal Revenue Code. The penefits
included in net income must be alleoccated between the spouses
in the ratio of the social security benefits received by each
spouse to the total of these benefits received by both
spouses.

Sec. 10. Section 422.8, subsection 2, Code 1987, is
amended to read as follows:

2. Nonresident's net income alleccated to lowa is the net
income, or portion thereof, which is derived from a business,
trade, profession, or occupation carried on within this state
or income from any property, trust, estate, or other source
within Iowa., If any business, trade, profession, or
occupaticn is carried on partly within and partly without the
state, only the portion of the net income wnich is fairly and
equitably attributable to that part of the business, trade,
profession, or occupation carried cn within the state is
allocated to Iowa for purposes of section 422.5, subsection 1,
paragraph #a# "c" and section 422.12 and income from any
property, trust, estate, or other source partly within and
partly without the state is allocated to Iowa in the same
manner, except that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are allocated to
Iowa only to the extent to which they are derived from a
business, trade, profession, or occupation carried on within
the state. However, lncome received by an individual who is a
resident of another state is not allocated to Iowa if the
income is subject to an income tax imposed by the state where

_8...
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the irdividual resides, and if the state of residence allows a .
similar exclusion f£or income received in that state by
residents of Iowa. In order to implement the exclusions, the
director shall desigrate by rule the states which allow a
similar exclusion fc¢r inccme received by residents of Icwa,
and may enter into agreements with other states to provide
that similar exclusions will be allowed, and to provide
suitable withholding requirements in each state.
Sec. 11. Section 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, is amended to read as fcllows: |
Married taxpayers electing to file separate returns ers |
filrng-separateiy-on-ag-combined-resurn must allocate the child
and dependent care credit to each spouse in the proportion
that each spouse's respective net income bears to the total |
combined net income. Taxpayers affected by the alliocation
provisions of secticon 422.8 shall be permitted a deduction for
the credit only in the amount fairly and eqguitably allccable

to Iowa under rules prescribed by the director.
Sec. 12. Section 422.12, Code 1987, is amenced by adding

NEW SUBSECTION. A two-earner credit for married taxpayers

|
|
\
the following new subsection: I
|
filing jointly. The credit is equal to three and one-half l
percent of the qualified earned income of the spouse with the
lower qualified earned inccome not to exceed one hundred |
seventy-five dollars. For purpocses of this credit the term |
"qualified earned income" means the same as provided in
section 221 of the Internal Revenue Code in effect on December
31, 1986, except that only qualified earned income from Iowa
sources shall be considered for the credit. Nonresidents may
claim the credit only to the extent that both spouses have
qualified earned income from Iowa sources.
Sec. 13. Section 422,13, subsection 1, paragraph b, Code
1987, is amended to read as follows:
b. The individual has net income of fsur seven thousand

dollars or more for the tax year from sources taxable under

-9-




this divisicn.

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

The director shall determine for the 3979 1988 and
subsequent calendar years the annual and cumulative inflation
facters for those calendar years to be applied to tax years
beginning on or after January 1 of that calendar year. The
director shall compute the new dcllar 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 cne dollar. The annual and cumulative inflation
factors determined by the director are not rules as defined in
secticn 17A.2, subsection 7.

Sec. 15. Section 422.43, Code 1987, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH, 1In addition to the tax at the

rate of four percent imposed under this section, there is
imposed an additional tax at the rate of one-half of one
percent to be added to the existing tax rate. This additional
one-half of one percent tax shall be imposed for the period
beginning August 1, 1987 and ending September 30, 1988.

Sec. 16. Section 423.2, Code 1987, is amended by adding
the folleowing new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. 1In addition to the tax at the

rate of four percent imposed under this section, there is
imposed an additional tax at the rate of cne-half c¢f one
percent to be added to the existing tax rate. This additicnal
one-half of one percent tax shall be imposed for the period
beginning August 1, 1987 and ending September 30, 1988.

Sec. 17. This section applies in regard to the increase in
the state sales, services, and use tax from four to four and
one-half percent under sections 15 and 16 for the period
beginning August 1, 1987 and ending September 30, 1988. The

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

vehicles subject to registration which are registered on or

_lo_
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afcer August 1, 1987 but befcre August 1, 1988, The four and
one-half percent use tax ra-e will apply tc the use of
property when the first taxable use in thls state cccurs on or
after August 1, ‘1987 but before August 1, 1988. The four and
one-half percent rate will apply to the gross recelpts from
the sale, furnishing, or service of gas, electricity, water,
heat, and communication service i1f the date of billing the
customer is on or after August 1, 1987 but before August 1,
1988. In the case of a service contract entered into pricr to
August 1, 1987 which contract calls for periodic payments, the
four and one-nalf percent rate will apply to those payments
made or due on or after Augqust 1, 1987 but before August 1,
1988. This periodic payment would apply., but not be limited
to, tickets of admissions, private club membership fees,
sources of amusement, equipment rental, dry cleaning, reducing
salons, dance scheoels, and all other services subiect to tax,
except the aforementioned utility services which are subject
to a special transitional rule. Unlike periodic payments
under service contracts, instaliment sales of gcods, wares,
and merchandise are subject to the full amount of sales or use
tax when the sales contract is entered into or the property is
used in Iowa.

Sec. 18. Sections 1 through 14 of this Act are retroactive
to January 1, 1987 for tax years beginning on c¢r after that
date.

Sec. 19. This Act, being deemed of immecdiate importance,

is effective upon enactment.

SF 523
-11- mg/cc/26
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Amend Senate File 523 as amended, passed and
reprinted by the Senate, as foliows:

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 at-the-rate-of-nine-mitis
on-each-cigarette-for-the-pertod-beginning-duty-i+
i98i—and—ending—September—39:-%985—and at the rate of
thirteen fifteen and one-half mills on each cigarette
beginning Setober July 1, 985 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 38.6 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 sectlion 98.12
shall be subject to an inventory tax on the items as
provided in this section.

2. Persons subject to the inventory tax imposecd
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 litem
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, 48.8,
98.12, or 98.43 after the tax increase except that in
computing the rate of the inventory tax any discount
allowed or allowable under section 98.8 shall not be
considered.

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

17. a. "Bnnual inflation factor" means-an-indexs
expressed—as—a-percentage7—determined—by-the

-1~
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department-each-year-to-refliect-the-perchastng-power
aof-ehe-dorligr-as—a-resutt-of-infipgtran-durtng-ohe
preceding-catzndar-years--For-the-1981-ané-subssquent
catendar-years;-*annuat-tnftation-Sfactsr® means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor is
determined to reflect the purchasing power of the
dollar as a result of 1nflation during the fiscal year
10 ending in the calendar year preceding the calendar

11 year for which the factor 1s 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 feor
16 the-whoie-calendar-year-or for the second quarter of
17 the calendar yeary-in-the-ease-of-the-annealt-irnflecron
13 factor-for-the-198i-and-subsegquent-entendar-yearssy by
19 the bureau of economic analysis of the United States
20 department of commerce and shall add two-fourths fer
21 ehe-1586-and-subsequent-catendar-years of that percent
22 change to one hundred percent. Phe-annuai-infiattion
23 taetor-for-the-19¥%-gatendar-year-ts-one-hundred-two
24 point-three-perecent~- The annual inflation factor and
25 the cumulative inflation factor shall each be

26 expressed as a percentage rounded to the nearest ore-
27 tenth of one percent. The annual inflation factor

28 shall not be less than one hundred percent.

26 b. "Cumulative inflation factor"” means the product
3¢ of the annual inflation factor for the 1978 1587

31 calendar year and all annual inflation factors {or

32 subsequent calendar years as determined pursuant o

33 this subsection. The cumulative inflation factor

34 appliies to all tax years beginning on or after January
35 1 of the calendar year for which the latest arnual

36 inflation factor has been determined.

[C- e I Y R Y S

37 c. The annual inflation factor for the %38 198&7
38 calendar year is one hundred percent.
33 d. Notwithstanding the computation cf the annual

40 inflation factor under paragraph "a" of-th:s
41 subseetion, the annual inflation factor 1s one hundre
42 percent for zny calendar year in which the unoblicate
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caiendar—ycar—for—which—the-factor-fs-determined, as

W ~dh i

certified by the director of revenue an finance by
October 10, is less than sixty million dolilars.

Sec. 4. Section 422.5, subsection 1, paragrapns a
through m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereof the
following:

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

{1) On all taxable income from zero through five
thousand dollars, one and one-half percent.

(2) ©On all taxable income exceeding five thousand
dollars but not exceeding ten thousand doilars, four
percent.

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

(4) On all taxable 1lncome exceeding seventy
thousand dollars, six and nine-tenths peccent.

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
five hundred dollars but not exceeding Eive 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-tenths percent.

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

n c. The tax imposed upon the taxable income cf a
nonresident shall be computed by reducing the amounc
determined pursuant to paragraphs paragrapn "a
through-4m# or "b" by the amounts of nonrefundable
credits under this division and by multiplying this
resulting amount by a fraction of which the
nonresident's net lacome allocated to Icwa, 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.

Sec. 6. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Iowa Acts, House File 153, section 3, is amended to
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read as follows:

There 1s imposed upon every resident and
nonresident of this state, including estates and
trusts, the greater of the tax determined in
paragraphs "a" through 4a¥ "c" or the state
alternative minimum tax equal 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. 7. Section 422.5. subsection 1, paracraph o,
unnumbered paragraph 5, Code 1987, as amended wy 1987
Iowa Acts, House File 153, section 3, is amended to
read as follows:

In the case of a resident, including a resident
estate or trust, the state's apportioned share of the
state alternative minimum tax is one hundred percent
of the state alternative minimum tax computed in this
subsection. In the case of a nonresicdent, including a
nonresident estate or trust, or an individual, estate
or trust that is domiciled in the state for less than
the entire tax year, the state's apportioned share of
the state alternative minimum tax is the amount of tax
computed under this subsection, reduced by the
applicable credits in sections 422.10, 422.11, 422.11A
and 422.12 and this result multipiied 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) attributakle to Iowa
and with a denominator of the sum of total net 1inccme
computed under section 422.7 and all tax preference
items, adjustments, and 1l1osses under subparagraph (1).
In computing this fraction, those items excludable
under subparagraph (1) shall not be used in computing
the tax preference items. Married taxpayers electing
to file separate returns or-separatety-on-a-combined
return must allocate the minimum tax computed in this
subsection in the proportion that each spouse's
respective preference items, adjustments, and losses
under subparagraph (1) bear to the comblned preference
items, adjustments, and losses under subparagraph (1)
of both spouses.

Sec. B. Secticn 422.5, subsection 6, Code 1987, as
amended by 1987 Iowa Acts, House File 153, section 4,
is amended (o read as follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
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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 to require that the tax be imposed upon 1t
under this section, may determine fina. taxable income
for purposes cf 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 excliuded in determining net
income, as defined in secticn 422.7, up to a maximum
each tax year of five thousand five-hundred s5ix
hurdred twenty-seven dollars for a person who IZiles a
separate state lncome tax return and eight thousand

ne hundred eighty-four dellars total for a husband
and wife who file a joint state income tax return,
However, a surviving spouse whe is not disabled or
sixty-two years of age or clder can only exclude the
amount of annuities received as a result of the death
of the other spouse. The amount c¢f the exemption
shall be reduced by the amount of any sccial Security
benefits received. For the purpose of this section,
the amount of annuities received from the United
States civil service retirement and disability trust
fund taxable under the Internai Revenu2 (Code shall be
inciuded in net income for purposes of determining
eligibility under the five thousand dollar or less
exclusion,

Sec. 9. Section 422.5, subsectiogn 7, Code 1987, is
amended to read as follows:

7. Jpon determination of the latest cunulative

flation factor, the director shall multiply each
dollar amount set forth in subsection !, paragraphs
"a" throngh-4m# and "b" of this secticn, and each
dollar amount soec1fled in this sectior as the maximum
amount of annuities received which may be excluded in
determining final taxable income, by this cumulative
inflation factor, shall round off the resulting
product to the nearest one doilar, and shall
incorporate the result into the income tax forms and
instructions for each tax year.

Sec. 10. Section 422.7, subsecticns 6, 8, and 19,
Code 1987, as amended by 1987 Iowa Acrs, House File
153, section 7, are amended to reac as follcows:

6. Individual taxpayers and married taxpavers who
file a joint federal income tax return and who elect
to file a joint returny or separate returns or
separate~-fiiing-on~a-combrned-return for Iowa :income
tax purposes, may avail themselves of the disability
income exclusion and shall compute the amount of the
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disability income exclusion subiect to the limitations
for joint federal income tax return filers provided by
section 105{(d) of the Internal Revenue Code. The
disability income exclusion provided in section 105(d)
of the Internal Revenue Code, as amended up to and
including December 31, 1982, continues to apply for
sState income tax purposes for tax years beginning on
or after January 1, 1984.

8. Married taxpayers who file a joint federal
income tax return and who elect to file separate
returns or-separate-friing-on-a-cembined-resurn for
Iowa income tax purposes, may avail themselves ¢f the
expensing of business assets and capital loss
provisions of sections 179(a) and 1211 (b) respectively
of the Internal Revenue Code and shall compute the
amount of expensing of business assets and capital
loss subject to the limitations for joint federal
income tax return filers provided by sections 179(b)
and 1211(b) respectively of the Internal Revenue Code.

19. Married taxpayers, who file a joint federal
income tax return and who elect to file separate
returns er-who-etect-separate-£fiting-en-a-corbined
return for state income tax purposes, shall include in
net income any social security benefits received to
the same extent as those benefits are taxable on thre
taxpayer's joint federal return for that year under
section 86 of the Internal Revenue Code. The benefits
included in net income must be allocated between the
spouses in the ratio of the social security benefits
received by each spouse to the total of these benefits
received by both spouses.

Sec. 1ll. Section 422.8, subsection 2, Code 1987,
1s 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 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 income which is fairly and
eqguitably attributable to that part of the business,
trade, profession, or occupation carried on witiin the
state is allocated to Towa for purposes of section
422.5, subsection 1, paragraph fa% "c" and section
422.13 and income from any propertv, trust, estatle, or
other source partly within an@ partly withouh the
state is allocated to Iowa in the same manner, excent
tnat annuities, interest on bank deposits and
interest-bearing obligations, and dividends are
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allocated to Iowa only to the extent to which thev are

derived from a business, trade, professicn, Or
occupation carried on within the state. However,
income received by an individual who is a resident of
another state is not allocated to Iowa if the income
is subject to an income tax imposed by the state where
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 tvule the
states which allow a similar exclusion for ircome
received by residents of iowa, and may enter 1nto
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitabie
withholding reguirements in each state.

Sec. 12. Section 422.9, subsection 1, unnurbered
paragraph 1, Code 1987, as amended by 1987 Jowa Acts,
House File 153, section 11, is amended to read as
follows:

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

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

NEW UNNUMBERED PARAGRAPH. However, for tax years
beginning on or after January 1, 1987 but before
January 1, 1988, deduct only the amount of federal
income tax paid during the tax year for the previous
tax year. Federal income tax paid in estimated tax
payments during the tax year for the previous tax year
shall not be deducted. For tax years beginning on or
after January 1, 1987 but before January 1, 1988, add
only the amount cf federal inccne tax refund received
during the tax year to the extent that the federal
income tax that was refunded had been deducted on a
return for a tax year beginning prior to January i,
1987. Married persons who have filed a joint federal
income 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 1in
the ratio of the federal adjusted gross income of each
spouse to the adjusted gross income of both spouses
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for the tax year which resulted in the income tax
payment or the income tax refund.

Sec. 14. Section 422.9, subsection 2, paragraph b,
Code 1987, is amended by striking the paragraph ang
inserting in lieu thereof the following:

b. For tax years beginning on or after January 1,
1987 but before January 1, 1988, add the amount of
federal income tax paid during the tax year for the
previous tax year except for federal income tax naid
in estimated tax payments. For tax years beginning on
or after January 1, 1987 but before January 1, 1988,
subtract the amount of federal income tax refund
received during the tax year to the extent that the
federal income tax that was refunded had been deducted
on a return for a tax year beginning prior to January
1, 1987. Married persons who have filed a joint
federal income 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 for the tax year which resulted in the income
tax payment or the income tax refund.

Sec. 15. Section 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, is amended to read as follows:

Married taxpayers electing to file separate returns
or-filing-separatety-on-a-combined-return must
allocate the child and dependent care credit to each
spouse in the proportion that each spouse's respective
net income bears to the total combined net income.
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the
credit only in the amount fairly and equitably
allocable to Iowa under rules prescribed by the
director.

Sec. 16. Section 422.12, Code 1987, is amended by
adding the following new subsection:

NEW SUBSECTION. A two-earner credit for married
taxpayers filing jointly. The credit is egual to
three percent of the qualified earned income of =he
spouse with the lower qualified earned income not to
exceed one hundred fifty dollars. For purposes of
this credit the term "qualified earned inceme® means
the same as provided in section 221 of the Internal
Revenue Code 1n effect on December 31, 1985, except
that only qualified earned income from Iowa sources
shall be considered for the credit. Nonresidents mey
claim the credit only to the extent that both SPOUSES
have quaiified earned income from lowa sources. For
married taxpayers filing jointly with adjusted gross
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income in excess of seventy-five thousand dollars, tne
allowable amount of the two-earner credit shali 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. i7. Secticn 422.13, subsection i, paraaraph
b, Code 1387, is amerded to read as fcllows:

b. The individual has net income of four five
thousand dollars or more for the tax year from soutrces
taxable under this division.

Sec. 18. Sectlon 422.21, unnumbered paragraph 4,
Code 1987, 1s amencded to read as follows:

The director shall determire for the 97?9 1988 and
subsegquent calendar years the anncal and cumulative
inflation factors for those calendar years tc 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 422.35 by the latest cumulative inflation
factor and round off the result to the rearest one
dollar, The annual and cumulative inflation facrors
determined by the director are not rules as defired 1n
section 17A.2, subsection 7.

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

Sec. 20. 1987 Iowa Acts, House File 377, sect:ion
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 yeats beginning on or after January 1, 13987.
However, in determining the allocation between the
political candidates fund and the Iowa election
campaign fund of funds from the returns for *he 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 electicn campalgn
fupd ané the remainder shall be deposited in the
pclitical candidates fund. In order to register tor a
restricted campaign in 1988, a candidate's committee
existing ina 1987 must characterize its December 31,
1987, balance as provided in section 56.33, subsection
10, and provide that information to the commisgsion
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 tor tax
years beginning on or after that date.

Sec. 22. Section 1 of this Act is effective July

1, 1987.
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Sec. 22. Section 12 of this Act is effective
January 1, 1988 for tax years beginning on or after
that date.

Sec. 24. 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
taxes by revising the state cigarette and little cigar
tax by increasing the tax and imposing an inventory
tax on cigarettes and little clgars, unused tax stamps
and metered imprints; and by revising the state
individual income tax by altering the tax brackets and
rates; disallowing married persons filing separately
on combined returns; eliminating the deduction for
federal income taxes paid; providing a two-earner tax
credit; maintaining the due dates for estimated tax
payments; and providing effective dates.”

4388 TILED JUNE 4, 1987 BY COMMITTEE ON WAYS AND MEANS
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SENATE FILE 523

4389

Amend the Committee amendmen:t, H-4388, to Senate
File 523, as amended, passed, and reprinted by the
Senate, as follows:

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

"Sec. . 1987 Iowa Acts, Senate File 511,
sections 483 and 494, are repeaied.

Sec. ___. 1987 Iowa Acts, Senate File 511, section
498, 1s amended to read as follows:

S2C. 4¢8. Sections 122, 267, 209, 210, 211, 220,
304, 305, 409, 411, 412, and 44% of this Acek, beling
deemed of immediate importance, take effect vpon their
enactment. Seecttons-493-and-4¢94-of-ehis-get-are
retroactive-to-danaary-1;-1987-and-appiy-te-tan-years
begirning-on-er-aftar-thar-dacac”

4388 FILED JUNE 4, 1987 BY CARPENTER of Polk
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FILE 523

Amend amendment H-4388, to Senate File 523 as
amended, passed, and reprinted by the Serate as
follows:

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

"gec. 55. State departments oOr agencies handling
or in charge of the communlty economic betterment
account of the Iowa plan fund, the RISE fund, the 10DS
training programs urnder chapters 78, 2805, and 280C,
and other funds or programs for providing zsgistance
to business in furtherance of economic developme!r
shall not provide assistance from those fends
those programs until the deparcment or agancy has
studied the effect of such assistance on the
competitiveness of the business comparec with ex:sting
businesses and the potent:ial for the disviacenment of
jobs from other businesses in the state.

In determining which businesses are to receive the
assistance from these funds or programs. consideration
should be given to the quality of jobs tc be previded.
Jobs that have a higher wage scale, have a lower
turnover rate, are full-time, or are career-type
positicns are considered higher 1in gualiity. Wnhen the
assistance is in the form of grants, businesses that
have wage scales substantially below that of existing
lowa businesses should be rated as providing the
lowest quality of jobs and should therefore be given
the lowest ranking for providirg such assistaace.

Sec. . 1987 lowa Acts, House Fiie 658, sect:i0n
4, subsection 2, l1s amended by adding the follewing
aew unnumbered paragraph:

Effective June 1, 1987, no taxable Ce
no nontaxable certificates which are par
ceiling shall be allocated in excess of
ninety thousand dollars issued in furth«
training agreement executed after June ..
crapter 280B for the benefit cf any sine.
facility of an 1industry, as defired under
2808.2, subsection 14, engaged in pork or ©
slaughter, porx oOf peef packing, or pork = beef
processing, unless the industry is a sma:il pusiness as
defined in section 220.1, subsection 28 anc no mere
than one issue of such certificates may be issued
under the ceiling for any such plant or facility.”

2. ©Page 9, by inserting after line 48, the
following:

“Sec. __ . Section 55 of this Act is retroactive
to May 1, 1987."%

H-4392 FILED JUNE 4, 1987 BY LUNDBY of Tinn |
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SENATE FILE 523
~4390

Amend the Committee amendment, H-4388, to Senate
File 523 as amended, passed, and reprinted by the
Senate, as follows:

1. Page 6, by inserting after line 31, the
following:

"Sec. 60. Section 422.7, Code 1987, is amended by
adding the following new subsection:

NEW SUBSECTION. Except as otherwise provided in
section 97A.12, 97B.39, 411.13, or 602.910% or this
section, deduct fifty percent of the first fifteen
thousand dollars received from a pension or retirement
system or plan.”

2. Page 9, line 46, by inserting after the figure
"11" the following: ", 60".

CEeE~JhunbH wr k- T

BY HALVORSON of Clayton
H-4390 FILED JUNE 4, 1987 HARBOR of Mills
LOST (s /77
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HOUSE AMENDMEWT TO
SENATE FILE 523

Amend Senate File 523 as amended, passed and
reprinted by the Senate, as follows:

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

“Sectien 1. Section 98.6, subsection 2, Ccde 1987,
1s 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 uged or otherwise disposed of in
this state for any purpose at-the-zace-of-nrna-miris
sn-each-cigarette-for-the-period-sesinning-Juzy-t7
198i-and-endtng-September-367-12385-and at the rate of
theceeen fifteen 2and one-half milis on each clgarette
oeqinning Getobers July 1, 985 1987.

Sec. 2. NEW SECTION. 98.40 INVENTORY TAX.

1. BAll persons reguired to be licensed under
section 98.13 as distributors having in their
possessicn and held for resale on the effect:ive date
of an increase in the tax rate on cigarettes or little
clgars upon which the tax uncder section 98.6 or 98.43
has been paid, unused cigarette tax stamps which have
been paid for under section 98.8, or unused netered
imprints which have been paid for under section 98.12
shall be subiject to an inventory tax on the items as
provided in this secticon.

2. Persons subiject to the inventory tax imposed
under this section shall take an inventory as of the
cicse of the pbusiness day next preceding the effective
date of tne increased tax rate of those items subject
tc the inventory tax for the purpose of determining
the tax due. These perscns shall report the rtax on
forms provided by the department of revenue and
finarce and remit the tax due wilthin thirty days of
the prescribed inventory date. The department of
revenye and finance shalil adopt rules as are necessary
to carry out this section.

3. The rate cf the inventory tax on each ijtem
subject to the tax as specified in subsection 1 is
egual tc the difference betweer the amgunt peid on
each item under section 98.6, 98.8, 98..2, or 98.43
prior to the tax increase ané 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 of the inventory tax any discount
aiiowed or allowable under section 98.8 shall not be
consicdered.

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

17. a. "annual inflation factor" means-an-:ndexsy
expressed-as-a-percentage;-determined-by-the
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department-each-year-to-refiect-the-purchasing-power
of-the-dotlar-as-a-resuit-of-infiation~during-the
preceding-catendar-years--For-the-1%81-and-subsegquent
catendar-years;-tannuai-inftatitor-faetor? means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor is
determined to reflect the purchasing power of the
dollar as a result of inflation during the fiscal year
ending in the calendar year preceding the calendar
year for which the factor is determined. In
determining the annual inflation factor, the
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross national product computed £or
the-whelte-catendar-year-or for the second quarter of
the calendar yearsy-in—the-case-of-the-annuai-infiation
factor-for-the-198i-and-subsequent-catendar-years; by
the bureau of economic analysis ©of the United States
department of commerce and shall add two-fourths fer
the-1560~-and-subseguent-catendar-years of that percent
change to one hundred percent. Phe-annuai-infiation
factor-for-the-1975-catendar-year-is-ene-hundred-twe
potnt-three-percents The annual inflation factor and
the cumulative inflation factor shall each be
expressed as a percentage rounded to the nearest one-
tenth of one percent. The annual inflation factor
shall not be less than one hundred percent.

b. "Cumulative inflation factor™ means the product
of the annual inflation factor for the 1978 1987
calendar year and all annual inflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
applies to all tax years beginning on or after January
1 of the calendar year for which the latest annual
inflation factor has been determined.

c. The annual inflation facter for the 1978 1987
calendar year is one hundred percent,

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" eof-this
subseetton, the annual inflation factor is one hundred
percent for any calendar year in which the unobligated
state general fund balance on June 30 as-certified-by
the-director-ocf-revenue-and-finance-by-September-1g-of
the-fiacat-year-beginning-tn-that-catendar-year-ia
tesa-than-sixcy-mittion-dotiarsc--Hewever;—for-the
1981-and-subsequent-catendar-years;-the-annuat
tnfiation-factor-is-one-hundred-percent-for-any
catendar-year-if-the-unebiigated-state-generat-£fund
batance-on-dune-36-of-the-caiendar-year-preceding-the

-
.
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facrmr-ta-deterrtned, as

catendar-year-for-which-the-
certified by the director of revenue and firance by
Octcber :0, is less than sixty million dollars.

Sec. 4. Section §22.5, subsection 1, paragraphs a
through ™, Code 1987, are amended by striking the
paragraphs and inserting in Lieu thereof the
foilowing:

a. For taxpayers other than married taxpayers
£iling separately, estates, and trusts, the tax rates
are as fcllows:

{1} Cn all taxable income from zero through five
thousand dollars, one and one-half percent.

{2) On all taxablie income exceeding £ive thousand
goilars but not exceeding ten thousand dollars, four
percent.

{3) On alil taxeble income exceeding ten thousand
dollars but not exceeding seventy thousand dollars,
six and cone-half percert.

(4) ©On all taxeble income exceeding seventy
thousand cdollars, six and nine-tenths percent.

0. for a married person £iling separately, an

estate, and a trust, the tax rates are as follows:

{i) On all taxable income from zero through two
tnousand five hundred dollars, one and one-half
percent.

(2) On all taxabie income exceeding two thou sand
five hundred dollars but no%t 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-ha.f percent.

{4) On all taxable income exceeding thirty-five
thousand dollars, six and nine-tenths percent.

Sec. 5. Section 422.5, subsecticn 1, paragraph n,
Code 1987, is amended to reac as follows:

c. The tax impcsed upon the taxable income of a
sident shall be computed by reducing the amount
mined pursuant £C parTsaraphs paragraph "a“

n-%m% or "b" by the amounts of nonrefundable

s under this division and by multiplylng this
ulting amount by 2 fracticn of which the
nonrecident’'s net income allcocated to Iowa, as
determined in section 422.8, subsection 2, 1s the
numeratcr and the nonresident’s otal net income
computed under section 422.7 15 the denominator. This
provision alsc applies to individuals whc are
residents of Iowa for less than the entire tax year.

Sec. 6. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Iowa Acts, House Fille 153, section 3, is amended to
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read as follows: .
There is imposed upon every resident ang ‘
nonresident of this state, including estates and
trusts, the greater of the tax determined in
paragraphs "a" through a# "c" or the state
alternative minimum tax equal to seventy-five percent
of the maximum state individual income tax rate,
rounded to the nearest cne-tenth of one percent, of
the state alternative minimum taxable income cf the
taxpayer as computed under this paragraph.
Sec. 7. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 5, Code 1987, as amended by 1987
Iowa Acts, House File 153, section 3, is amended tc
read as follows:
In the case of a resident, including a resident
estate or trust, the state's apportioned share cf the
state alternative minimum tax is one hundred percent
of the state alternative minimum tax computed 1n this
subsection. In the case of a nonresident, including a
nonresident estate or trust, or an individual, estate
or trust that 1s domiciled in the state for less than
the entire tax year, the state's apportioned share of
the state alternative minimum tax :1s the amcount o0f tax
computed under this subsection, reduced by the
applicable credits in sections 422.10, 422.11, 422.11A
and 422.12 and this result multiplied by a fraction :
with a numerator of the sum of state net income
allocated to 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 inccme
computed under section 422.7 and all tax preference
items, adjustments, and losses under subparagraph (1).
In computing this fraction, those items exclucable

under subparagraph (1) shall not be used in computing

the tax preference items. Married taxpavers electing |
to flle separate returns or-separatery-on-a-csmbined

reeurn must allocate the minimum tax computed in this

subsection in the proportion that each spouse's

respective preference items, acdjustments, ané losses

under subparagraph (1) bear to the combined preference

items, adjustments, and losses under subparagraph (1)

of both spouses.

Sec. 8. Section 422.5, subsectio
amended by 1987 Iowa Acts, House Pil
is amended to read as follows:

6. A person whce 1s disabied, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the .

n 6, Code 2687, as
e 1%3, secticn 4,
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exemption under this paragraph for this tax year ang
receives one or more annuitles from the United States
Civil service retirement and disabiiity trust fundg,
and whose net inccme, as definec in section 422.7,
sufficient to require that the tax be impcsed cpon i
under this section, may determine Zinal taxable incom
for purposes of imposition of the tex by excliuding ¢t
amount of annuities received frem the United States
civil service retirement and disability trust fund,
which are not already excluded irn ceterm1n1:; net
income, as defined 1n section 422. to a *axin;:
each tax year of five thousand €2

hundred twentv-sevenr dollars for

separate state i1ncome tax return i
one hundred eighty-four dollars total f
and wife who file » 5cint state income
However, a surviving spouse who 1s not disabled or
sixty-two years of acge or cider can only ex_l :de the
amcunt of annuities received as a result cf the death
of the cther spouse, Thre amount of the exempb.OH
shail be reduced by the amount of any social security
benefits received. For the purpcse of this secu-o.,
the amount of annuities received f[rom the Urited
States civil service retlrement and disability trust
fund taxable under the Internal Revenue Code shall be
included in net income fo: purpcses of determining
eligibility under the five thousand dollar or less
exclusion,

Sec. 9. Section 422.5, subsection 7, Code 1987, is
amended to read as follows:

7. Upcon determination of the latest cumulative
tnflation factor, the directer shall muitipiy each
dollar amount set forth in subsection 1, paracraphs
"a" throaugh-4mt and "b" of this section, ancé =acn
doilar amount specified in this section as the maximum
amount of annuities received which may be exb-Looc in
determining final taxable income, by this cumularive
inflation factor, shall round off the reSULL_no
product tc the nearest cne doilar, and shall
incorporate the result into the income tax
instructions for each tax year.

Sec. 10. Section 422.7, subsections 6, 8, and 1§,
Code 1987, as amended by 1987 Iowa Acts, House File
153, section 7, are amended -0 read as follcws:

6. Individual taxpayers ané married taxpayers who
file a joint federal income tax return and who elect
to file a joint returny Or separate retu:rns or
separate-friing-on-a-combrned-resurn for Iowa income
tax purposes, may avall themselves of the disability
income exclusion and shall compute the amount of the
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disability income exclusion subject to the limitations
for joint federal income tax return filers provided by
section 105{d) of the Internal Revenue Code. The
disability income exclusion provi.ded in section 105(d)
of the Internal Revenue Code, as amended up to ang
including December 31, 1982, ccniinues to apply for
state income tax purposes for tax vears beginning on
or after January 1, 1984.

8. Married taxpayers who file a joint federal
income tax return and who elect ©o file separate
returns or-separate-filing-on-s-comdined-raturn f

i

[

—

Iowa income tax purposes, may avail themselves ¢
expensing of business assets and capital loss
provisions of sections 179(a) and 121i(b) respeci.vely
of the Internal Revenue Code anc¢ shall compute the
amount of expensinc of business assets and capital
loss subject to the limitations for joint federa.l
income tax return filers provided by sections 175(b)
and 1211(b) respectively of the Internal Revenue Code.

19. Married taxpayers, who file a Jolint fegeral
income tax return andéd who elect to fiie separate
returns or-who-eltect-separate~£rirng-on-g-compined
return for state income tax purposes, shall incluce in
net income any social security benefits received to
the same extent as those benefits are taxable on tn
taxpayer's joint federal rezurn for that year under
section 86 of the Internal Revenue Code. The benefits
included in net income must be allocated between the
spouses in the ratio of the soclial security benefits
received by each spouse to the total of these benefits
received by both spouses.

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

2. Nonresident's net income alilocated tc Icwa is
the net income, or pcrtion therecf, which is derived
from a business, trade, professicn, Oor occupation
carried on within this state cr income from any
property, trust, estate, Or cther source within icw
if any business, trade, prcfession, Or occupaticn
carried on partly within anc¢ partly without the staze,
only the portion of the net incorme which is fairliy and
equitabliy attributable to that part of the business,
trade, profession, or occupation carried con within the
state is allocated to Icwa for purposes of section
422.5, subsecticn i, paragraph ¥m¥ "c¢" ancé secrion
422.13 and irncome from any property, trust, estace, oOr
other source partly within and partly without the
state is allocated to Iowa in the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are

the
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alilocated to Iowa only teo the extent to which they are
derived from a business, trade, profession, cr
occupation carried on within the state. However,
income received by an individuai who is a resident of
another state is not allocatec¢ to Iowa i1f the income
is subject to an income tax imposed by the state where
the individual resides, and 1f the state cf residence
ailows a similar exclusion for 1inccome received in that
state by residents of Iowa. In order to impiement the
excluslions, the director shall designate by rule the
1l states which allow a similar exclusion for income
12 received by residents of Iowe, and may enter into

13 agreements with other states to provide that similar
14 exclusions will be allowed, and tc provide suitable

15 withholding reqguirements 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 1ll, 1s amended to read as

19 follows:

20 An optional standard deduction of fifteen percent

1 0f the net income aftes-deduction-of-federai~-tncome
22 tex, not to exceed one thousand two hundred dollars
23 for a married person who flles separately, cne

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 Revernue Code.
30 Sec. 13. Section 422.9, subsection 1, Code 1987,
31 is amended by adding the following new unnumbered
32 paragraph:

QWO -~ U W~

33 NEW UNNUMBERED PARAGRAPH. Howewver, for tax years
33 beginning on or after January 1, 1987 but before
35 Jarnuary 1, 1988, deduct only the amount of federal

36 income tax paid during the tax year for the previous
37 tax year. Federal income tax paid in estimated tax

38 payments during the tax year for the previcous tax year
39 shall not be deducted. For tax years beginning on cr
4G after January 1, 1987 but before January 1, 1988, add
L only the amount of federal income tax refund received
during the tax year tc the extent that the federai
income tax that was refunded had been deducted on a
return for a tax year beginning prior to January 1,
1987. Married persons whe have filed a joint federal
income tax return and who have filed separate state
reterns shall divide the federal income tax paid or
the federal income tax refund between the spcouses 1in
the ratio of the federal adjusted gross income of each
spouse to the adjusted gross income of both spouses
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for the tax year which resulted in the income tax
payment cr the income tax refund.

Sec. 14. Section 422.9, subsection 2, paragraph b,
Code 1887, is amended by strikinc the paragraph and
ingerting in lieu thereof the following:

b. For tax years beginning on or after January 1,
1987 but before January 1, 1988, add the amoun: of
federal income tax paid during the tax year for the
previous tax year except for federal income tex paid
in estimated taxz paymenis. For tax years beginning on
or after January 1, 1987 but before January 1, 1988,
subtrac:t the amcunt 0of federal inccme tax refund
received during the tax year to the extent that the
federal in :

-

each spou

come tax that was refurnded had been deducted
on a return for a tax year beginning prior to January
1, 1987. Married perscns who have flled a joint
federal income tax rcefurn and who have filed separate
state returns shall cdivide the federal income tax pa:d
or the federal income tax refund between the spouses
in the ratic of the federal adjusted gross income of

s

&

the tax yvear which resulted in the income
tax payment or the income tax refund.

Sec. 15. Section 422.12, subsection 2, unnumbered
paragraph 2, Code 1987, is amended to read as follows:

Married taxpayers electing to flle separate returns
or-fritng-separateiy-on-a-combsned-return must
allocate the child and dependent care credit to each
spouse in the proportion that each spouse’'s respective
net income bears to the total combined net income,
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the
credit only in the amcunt fairly and eguitably
allocapnle to Iowaz under rules prescribed by the
director.

Sec. 16. Section 422.12, Ccde 1987, 1is amended by
adding the following new subsecticn:

NEW SUBSECTION. A two-earner credit for married
taxpayers filing jointly., The credit is egual to
three percent ¢f the qualified earned income of the
spouse with the lower gualified earned income not to
exceed cne hundrec¢ fifty dollars. For purposes of
this credit the term “qualified earned income” means
the same as previded in section 22! of the Internal
Reverue Code in effect or December 31, 19386, excep:
that only gqualified earnec income from Iowa sources
shall be considereé for the credit. Nonresidents may
claim the credit only to the extent that both spouses
have qualified earned income from Iowa sources. For
married taxpayers filing jointly with adjusted gross

e
i
e to the adjusted gross income of both
T
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inceme 11 excess of seventy-five thousand dollars, the
81’“Wn01€ 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 adiusted
gross income of the married taxpayers exceeds seventy-
five thousand dol.ars.

Sec. 17. Section 422.13, subsectlon 1, paragraph
b, Cocde 1987, is amended to read as follows:

b. The individual has net income of four five
thousand dollars or more for the tax year from sources
taxable under this division,

Sec. 18. Section 422.21, unnumbered paragraph 4,
Code 1987, 1s amended t¢ read as follows:

Tne cirector shall determine for the ¥929 13988 and
subsegquent calendar vears the annual and cumulative
inflation factors for those calendar years to be
applied to tax years begirning on or after January 1
of that calendar year. The director shall compute the
new dcllar amounts as specified therein to be adjusted
in section 422.5 by the latest cumulative inflation
factor and round off the resuit to the nearest one
dcllar. The annual and cumuiative 1inflation factors
determined by the director are not rules as defined in
secticn 17A4.2, subsection 7.

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

Sec. 20. 1987 Iowa Acts, House File 377, section
10, 1s amended to read as follows:

SEC. 10. This Act takes effec; January 1, 1988.
Sections 4 7 through 6 9 apply to tax returns filed
for tax years beg‘nn ng on or after January 1, 1987.
However, in determ;nlrg the allocation between the
poiitical 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,
anc¢ 1989, only the first two hundred sixty thousand
¢ollars received for the tax returns of each of those
years shall be deposited in the lowa election campaign
fund and the remainder shall be deposited in the
clitical candidates fund. 1In order to register for a
restricted campaign in 1988, a candidate's committee
existing in 1987 must characierize its December 31,
1987, balance as provided in section 56.33, subsecticn
10, and prov1de that information to the commission
with the report filed in Jaznuary, 1988,

Sec. 21. SncLiOﬂs 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 1l of this Act is effective July
1, 1987,
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Sec. 23. Secticn 12 ¢f this Act 1s effective
January 1, 1988 for tax years begirning on or after
that date.

Sec. 24. This Act, being deemed of immediate
importance, is effective upon enactment."

2. Title page, by striking lines 1 through & and
inserting the following: "An Act relating to state
taxes by revising the state cigarette and little cigar
tax by increasing the tax and imposing an inventory
tax on cigarettes and iittle cigars, unused tax stamps
1l and metered imprints:; &nd by revising the state
12 individual income tax by altering the tax brackets and
13 rates; disallowing married perscns flling separately
14 on combined returns; eliminating the deduction for
15 federal income taxes paid; providing a two-earner tax
16 credit; maintaining the cue dates for estimated tax
17 payments; and providirg effective dates."

S-4122
Filed June 5, 1987 P RECEIVED FROM THE HOUSE
Concurred as amended,d}cu;v;f-+:)
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SENATE FILE 523

4122

Aamend the House amendment, S-4122, to Senate File
523, as amended, passed, and reprinted by the Senate,
as follows:

i. By striking page 1, line 5 through page 10,
line 17, and inserting the following:

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

17. a. "Annual inflation factor" means-an-iadexy
expressed-as-a-percentager-detearmined-by-the
department-each-year-to-refiect-she-purchasing-power
af-the-dotiar-as-g-sesuit-ocf-infiarion-during-the
nreceding-catendar-years--Por-tne-1981i-gnd-aubsequent
carendar-yearsy-Yannuat-infiacion-£factor® means an
index, expressed as a percentage, determined by the
department by October 15 of the calendar year
preceding the calendar year for which the factor :is
determined to reflect the purchasing power of the
dollar as a result of inflation during the fiscal year
ending in the calendar year preceding the calendar
year for which the Ffactor is determineé. 1In
determining the annual inflation factor, tne
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross national product computed for
hrne-whote-catendar-year-or for the second quarter of
the calendar yeary-tn-the-case~of-the-znnuat-rnfiatton
factor-for-the-1938t-and-sehseguent-carendar-years; DY
the bureau of economic analysis of the United States
department of commerce and shall add twe-fourths for
the-:986-anc-subsequent-cetendar-vyearz of that percent
change to one hundred percent. Fhe-anncai-infiation
factor-for-the-1979-catendar-year-rs-one-hundred-tweo
perat-theee-percents The annuel inflation factor and
the cumulative inflation factor shall each be
expressed as a percentage rouncec to the nearest one-
tentn of one percent. The annual inflation factor
shall not be less than one hundred percent,.

b. "Cumulative inflation factor" means the product
of the annual inflation factor for the 1978 1987
calendar year and all annual inflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
applies to all tax years beginning on or after January
1 of the calendar year for which the latest annual
inflation factor has been determined.

¢. The annual inflation factor for the 3978 1987
calendar year 1s one hundred percent.

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" of-zhis
supsectron, the annual inflation factor is one hundred
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percent for any calendar year in which the unobligated
state general fund balance on June 30 as-ecertifted-by
the-direeror-of-revenune-and-finance-by-Seprembez-€-of
the-figeali-year-beginntng-tn-that-catendar-vyear—za
tega-shan-sixty-mittion-detrtarss--Hewevery~£for-the
158%-and-3ubseguent-catendar-yearsy-the-annuax
tnftation—factor-ts-one-hundred-percant~for-any
catendar-year-t+f-the-unobitgated-state-generar-£und
batance-on-June-36-of-the-catendar-year-prececing-tae
catendar-year-for-whreh-sthe-factor-ts-deterained, as
certified by the director of revenue and finance by
October 10, is less than sixty million dollars.

Sec. 2. Section 422.5, subsection 1, paragraphs a
through m, Code 1987, are amended by striking the
paragraphs and inserting in lieu thereof the
following:

a. Ffor taxpayers other than married taxpayers
filing separately, estates, and trusts, the tax rates
are as follows:

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

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

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

(4) On all taxable income exceeding forty-five
thousand dollars, nine and one-half percent.

b. For a married perscn £iling 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, three percent.

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

(3} On all taxable income exceeding five thousand
dollars but not exceeding twenty-two thousand five
hundred dollars, six and one-half percent.

(4) On all taxable income exceeding twenty-—-two
thousand five hundred dollars, nine and one-half
percent.

For a taxpayer with taxable income in excess of
twenty-five thousand dollars, the benefit of income
taxed at the lowest two rates shall be added back at a
rate of twe hundred fifty dollars for every one
thousand dollars in taxable income exceeding twenty-
five thousand dollars but not exceeding forty-five
thousand dollars until the tctal value of the rate
benefits are recovered.
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Sec. 3. Section 422.5, subsection 1, paragraph n,
Code 1987, is amended to read as follows:

n ¢. The tax imposed upon the taxable inceme 2f 2
nonresident shall be computed by reducing the amount®
determined pursuant to paragraphs paragraph “a”
through-4m% or "b" by the amounts of nonrefun
credits under this division and by multipiyi:
resulting amcunt by a fraction of which the
nonresident's net income allocated to Iowa, a3
determined in section 422.8, subsection 2, is the
numerator and the nonresident's total net inccme
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.

Sec, 4. Section 422.5, subsection 1, paragraph o,
unnumbered paragraph 1, Code 1987, as amended by 1987
Iowa Acts, House F.le 153, section 3, is amended to
read as follows:

There is imposed upcn every resident and
nonresident of this state, inciuding estates and
trusts, the greater of :the tax determined in
paragraphs "a" through #n* "c" or the state
alternative minimum tax equal 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 o,
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
estate or trust, the state's apportioned share of the
state alternative minimum tax is one hundred percent
of the state alternative minimum tax computed In this
subsection., 1In the case of a nonresident, inciuding a
nonresident estate or trus:t, or an i1nadividual, estate
or trust that is domiciled in the state for less than
the entire tax year, the state's apportioned share of
the state alternative minimum tax i1s the amount of tax
computed under this subsecticn, reduced by the
applicable credits in sections 422.10, 422.11, 422.11A
and 422.12 and this result multiplied by a fraction
with a numerator of the sum of state net income
allocated to 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).
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In computing this fraction, those items excludable
under subparagraph (1) shall not be used in computing
the tax preference items. Married taxpayers electing
to file separate returns or-sepea~ateiy-on-s-conbined
return must allocate the minimum tax computec in this
subsection in the proportion that each spouse’'s
respective preference items, adjustments, and losses
under subparagraph {l) bear to the combined preference
items, adjustments, and losses under subparagraph (1)
of both spouses.

Sec. 6. Section 422.5, subsection 2, Code 1987, as
amended by 1987 Iowa Acts, House File 675, section 2,
is amended to read as follows:

2. However, the tax shall nct be imposed on &
resident or nonresident whose net income, as defined
in section 422.7, is £+ve seven thousand dolilars or
less; but in the event that the payment of tax under
this division would r=sduce the net income to less than
€+ve seven thousand dollars, then the tax shall be
reduced to that amount which would result in allowing
the taxpayer to retain a2 net income of #4¢ve seven
thousand dollars. The preceding sentence does not
apply to estates or trusts. For the purpose of this
subsection, the entire net income, including any part
of the net income not allocated to Iowa, shall be
taken into account. If the combined net income of a
husband and wife exceeds five seven thousand dollars,
neither of them shall receive the benefit of this
subsection, and it is immaterial whether they file a
joint return or separate returns. However, if a
husband and wife file separate returns and have a
combined net income of £+ve seven thousand dollars or
less, neither spouse shall recelve the benefit of this
paragraph, i1f one spouse has a net operating loss and
elects to carry back or carry forward the loss as
provided in section 422.9, subsection 3. A person who
is claimed as a dependent by another person as defined
in section 422.12 shall not receive the benefit of
this subsection if the person claiming the dependent
has net income exceeding £ive seven thousand dollars
or the person claiming the dependent and the person's
spouse have combined net income exceeding f+ve seven
thousand dollars.

Sec. 7. Section 422.5, subsections 6 and 10, Code
1987, as amended by 1987 Iowa Acts, House File 153,
section 4, are amended to read as follows:

6. A person who 1is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
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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 to require that the tax be imposed upon it
under this section, may determine final taxable income
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
which are not already excluded in determining net
income, as defined in section 422.7, up to a maximuam
each tax year of five thousand five-hundred six
nundred twenty-seven dollars for a person who [iles a
separafe state income tax return and eight thousand
one hundred eightv-four dollars total for a husbang
and wife who fiie a jolnt state income tax return.
However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the
amount of annuities received as a result of the death
of the other spcuse. The amount of the exenption
shall be reduced by the amount of any social security
benefits received. For the purpose of this section,
the amount of annuities received from the United
States civil service retirement and disability trust
fund taxable under the Internal Revenue Code shall be
included in net income for purposes of determining
eligibility under the £ive seven thousand doliar or
less exclusion.

10. In addition to the other taxes imposed by this
section, a tax is imposed on the amount of a lump sum
distribution for which the taxpaver has elected under
section 402{e) of the Internal Revenue Code to be
separately taxed for federal income tax purposes for
the tax year. The rate of tax is equal O twenty-£five
percent of the separate federal tax imposed on the
amount of the lump sum distribution. A nonresident is
liable for this tax only on that portion of the lump
sum distributicn allocable to Iowa. The total amount
of the lump sum distribution subiect to separate
federal tax shall be included in net income for
purposes of determining eligibility under the fzxve
seven thousand dolilar 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" threugh-im# 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
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determining final taxable income, by this cumulative
inflation factor, shall round off the resulting
product to the nearest one dollar. and shall
incorporate the result into the income tax forms and
instructions for each tax year.

Sec. 3. Sectiocn 422.7, subsections 6, &, aad
Code 1987, as amended by 1987 Iowa Acts, Hcouse F..l
153, section 7, are amended to read as focllows:

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

8. Married taxpayers who fiie a joint federal
income tax return and who elect to file separate
returns er-separate-friing-on-a-combined-return for
Iowa income tax purposses, may avail themselves of the
expensing ¢f business assets and capital loss
provisions of sections 179(a) and 1211{b} respectively
of the Internal Revenue Code and shall compute the
amount of expensing ¢f business assets and capital
loss subject to the limitations for joint federal
income tax return filers provided by sections 179(b)
and 1211(b} respectively of the Internal Revenue Code.

19. Married taxpayers, who file a joint federal
income tax return and who elect to file separate
returns or-who-etect-separate-£itrng-on-s—conbined
return for state income tax purposes, shall include in
net income any scocial security benefits received to
the same extent as those benefits are taxable on the
taxpayer's joint federal return for that year under
section 86 of the Internal Revenue Code. The openefits
included in net income must be allocated between the
spouses in the ratio of the social security benefits
received by each spouse to the total of these benefits
received by both spouses,

Sec. 10. Section 422.8, subsection 2, Code 13587,
15 amended to read as follows:

2. Nonresident's net income allocated to Iowa is
the net income, or portion therecof, which is derived
from a business, trade, profession, or occupation

18,
la
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carried on within this state or income from any
property, trust, estate, or other scurce 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 inccr.e which is fairly and
equitably attributable to that part of the business,
trade, profession, or occupation carried on within the
state is allocated to lowa for purposes ¢of section
£422.5, subsection 1, paragraph %a® "c" and section
422.13 and income from any property, trust, estate, or
cther source partly within and partly without the
state is allocated to Iowa in the same manner, except
that annuities, interest on banxXx deposits and
interest-bearing obligations, and dividends are
allocated to Iowa only to the extent to which they are
derived from a business, tracde, professicn, or
cccupation carried on within the state. However,
income received by an individual who is a resident of
another state is not allocated to Iowa 1f the income
is subject to an income tax imposed by the state where
the individual resides, and Lif 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 enter into
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitable
wlthholding requirements in each state.

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

Married taxpayers electing to file separate returns
r-£rring-separateiy-on-a-combined-returs must
llocate the child and dependent care credit to eacnt
spouse in the proportion that each spouse's respective
net income bears to the total combined ret income.
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the
credit only in the amount fairly and equitably
allocable to Iowa under rules prescribed by the
director.

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

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 cne hundred seventy-£five dollars.
For purposes of this credit the term "qualified earned
income" means the same as provided in section 221 of

e
&
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the Internal Revenue Code in effect on December 3i,;
1986, except that only qualified earned income from
Iowa sources shall be considered for the credit.
Nonresidents may claim the credit only to the extent
that both spouses have qualified earned inccme from
Iowa sources.

Sec. 13. Section 422.13, subsectiorn 1, paragraph
b, Code 1987, is amended to read as follows:

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

Sec. 14. Section 422.21, unnumbered paragraph 4,
Code 1987, is amended to read as follows:

The director shall determine for the %579 1888 and
subsequent calendar years the annual and cumulative
infiation factors for those calendar years to be
applied to tax years beginning on or after January 1
of that calendar year. The director shall compute the
new dollar amounts az specified therein to be adiusted
in section 422.% by the latest cumulative inflation
factor and round cff the result to the nearest one
dollar. The amnual and cumulative inflaticn factors
determined by the director are not rules as defined in
section 17A.2, subsection 7.

Sec., 15. Secticn 422.43, subsections 1, 2, 6, and
10, Code 1587. are amended to read as follows:

1. There is imposed a tax of four five percent
upon the gross receipts from all sales of tangible
personal property, ccnsisting of goods, wares, or
merchandise, except as otherwise provided in this
division, sold at retail in the state Lo consumers or
users; a like rate of tax upon the gross receipts frcom
the sales, furnishing or service of gasy-eiectriecteys;
water, heat, and communication service, including the
gross receipts from such sales by any municipal
corporation furnishing gasy-etectriecxeyr 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 cf tax upon that part of
private club membership fees or charges paid for the
privilege of participating in any athletic sports
provided club members.

2. There is imposed a tax-cf-four-percent like
rate of tax upon the gross receipts derived from the
operation of all forms of amusement devices and games
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of skill, games of chance, raffles, and bingo games as
defined in chapter 99B, operated or conducted within
the state of Iowa, the tax to be collected from the
operator in the same manner as is provided for the
collection of taxes upon the gross receipts of tickets
or admission fees as provided in this section. The
tax shall also be imposed upon the gross receipts
derived from the sale of lottery tickets or shares
pursuant to chapter 99E. The tax on the lottery
tickets or shares shall be included in the sales price
and distributed to the general fund as provided in
section 99E.10.

6. There is imposed a tax-of-fsur-percent like
rate of tax upon the gross receipts from the salies of
optional service or warranty contracts which provide
for the furnishing of labor and materials and require
the furnishing of any taxable service enumerated under
this section. The gross receipts are subject to tax
even if some of the services furnished are not
enumerated under this section. For the purpose of
this division, the sale of an optional service or
warranty contract is a sale of tangible persona:
property. Additioral sales, services, or use tax
shall not be levied on services, parts, or labor
provided under opticnal service or warranty contracts
which are subject to tax under this section.

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

Sec. 16. Section 422.45, Code 1987, is amended by
adding the following new subsection:

NEW SUBSECTION. The gross receipts from the sale,
furnisning, or service of gas or electricity.

Sec., 17. Section 422.47, Code 1987, is amended by
adding the following new subsection:

NEW SUBSECTION. Construction contractors may make
application to tne department for a refund of the
additional one percent tax paid under this division or
the additional one percent tax paid under chapter 423
by reason of the increase in the tax from four to five
percent for taxes paid on goods, wares, or merchandise
under the following conditions:

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

b. The contractor has paid to the department or to
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a2 retailer the full five percent tax.

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

A contractor who makes an erronecus application for
refund is liable for payment of tne excess reZund paid
plus interest at the rate in effect under seczion
421.7. In addition, a contractor who willfully makes
a false application for refund is guilty of a simpile
misdemeanor and is liable for a penalty equal to
seventy~five percent of the excess refund claimed.
Excess refunds, penalties, and interest due under this
subsection may be enforced and collected in the same
manner as the tax imposed by this diwvision.

Sec., 18. Section 423.2, Code 1987, 1s amended to
read as fcllows:

423.2 IMPOSITION OF TAX.

An excise tax is imposed on the use in this state
of tangible personal property purchased for use in
this state, at the rate of feur five percent of the
purchase price of the property. The excise tax is
imposed upon every person using the property witnin
this state until the tax has been paid directly to the
county treasurer or the state department of
transportation, to a retailer, or to the department.
An excise tax is imposed on the use in this state of
services enumerated in section 422.43 at the rate of
four five percent. This tax is applicable where if
services are rendered, furnished, or performed in this
state or where 1if the product or result of the service
1s used in this state. This tax is imposed on every
person using the services or the product of the
services in this state until the user has paid the tax
either to an Iowa use tax permit holder or to the
department.

Sec. 19. This section applies in regard to the
increase in the state sales, services, and use tax
from four to five percent under sections 15 and 18 of
this Act. The use tax rate of five percent applies to
motor venlcles subject to registration which are
registered on or after July 1, 1987. The five percent
use tax rate will apply to the use of property when
the first taxable use in this state occurs on or after
July 1, 1987, The five percent rate will apply to the
gross receipts from the sale, furnishing, or service
of gas, electricity, water, neat, and communication
service if the date of billing the customer is on or
after July 1, 1987. In the case of a service contract
entered into prior to July 1, 1387 which contract
calls for periodic payments, the five percent rate
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will app o those payments made or due 01 or‘aftgr
July 1, This periodic payment would appiy. put
not be d to, tickets of admissions, private cluo
membershi es, sources of amusement, equipment
rental, éry cieaning, reducing salons, dance scrools,
and all other services subject to tux, except th=
aforementioned utility services which are.subject e a
special transitional rule. Unlike periodic pavments
under service contracts, installment sales of goods,
wares, ané merchandise are subject to the full amount
of sales or use tax when the sales contract is entered
into or the property is used in Iowa. ‘

Sec. 20. Sections 1 through 14 of this Act are
retroactive to January 1, 1987 for tax years begianing
on or after that date.

Sec. 21. Gections 15 through 19 of this aAct are
effective July 1, 1987. '

Sec. 22. This Act, being deemed of immediate
importance, is effective upon ena;tment."

2. itle page, line 3, by striking the word
"temporariliv'". _ ]

3. Title page, iine 6 by lLnserting after the woid
“eax" the foliowing: ", providing for refunds for
certain contractors as a result of the increase, and
exempting from the tax the sale, furnishing, and

service of certain utilities".™®

e
e

Jure 5, 1987 ADOPTED GEORGE KINLEY EUGENE"FRAISE
ot it G BTLL HUTCHINS  ALVIN MILLER

i EMIL J. HUSax  DAVID READINGER
BERI, =. PRIEBE VVALLY E. HORN

JOHN E. SOORKOLTZ JACK RIFE
KENNETH SCOTT C. JOSEPH COLEMAN

SENATE FILE 523

5-4125

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:

"Sec. ___ . 1987 Iowa Acts, Senate File 511,
sections 493 and 494, are repealed.

Sec. . 1987 Iowa Acts, Senate File 511, section
498, is amended to read as follows:

SEC. 498. Sections 122, 207, 209, 210, 211, 220,
304, 305, 409, 411, 412, and 449 of this Act, being
deemed of immediate importance, take effect upon their
enactment. Seetions-4%33-and-454-af-this-Act-are
retroactive-to-danuary-1;-1587-and-appiy-to-tax-years
beginning-on-or-after-rhat-dates"

OO~ N D L B

$-4125
Filed June 5, 1987 BY TOM MANNW, JR.
Ruled out of order (5.2
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Amendé the amendment, $-4129, to the House
amendment, $-4122, to Senate File 523, as amerded,
passed, and reprinted by the Senate, as follcws:

1. Page 11, by inserting after line 12 the
following:

"Sec. . 1987 Iowa Acts, Senate File 511,
sections 493 and 494, are repealed.

Sec. __ . 1987 Iowa Acts, Senate File 511, section
498, is amended to read as fo.lows:

SEC. 498. Sections 122, 207, 209, 210, 211, 220,
304, 305, 409, 411, 412, and 449 of this Act ¢+ being
deemed of immediate importance, take effect upon their
eﬁactment Sectrons-493-and-494-0f-shias-Act-are
retroactrve-to- danuary-:;-:98F-and-appiy-to-tax-years
vegraning-on-or~after-shat-dare="
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June 5, 1987 LOSt (=) BY TCM MANN, JR.
oSt 4

SENATE PILE 523
$~4134

Amend the amendment, $-4129, to the House
ariendment, S-4122, to Senate File $23, as amended,
pPassed and reprinted by the Senate as follows:

1. Page 9, iine 34, by inserting after the word

"gas" the LollOwLng ", L?P gas, home heating oil, and
any other fuels used by residential or commercial
customers, .

S-4134
Filed June 5, 1987 Adoptedq%gg) BY EMIL J. HUSAK
BILL HUTCHINS

BERL E. PRIERE
KENNETH D. SCOTT
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CXTRACRDINARY SESSION, SATURDAY, JUNE &, 1987

SENATE AMENDMENT TO HOUSE AMENDMENT TO SENATE FLLE 523

H-4393
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Amend the House amerdment, $S-4122, -2 Senarne ile
523, as amended, passed, and reprinted oy the 3enate,
as follows:

L. By scriking page 1, iine § through page .9,
n

tine 17, anrd 1nserting the foilaowing:

""Section 1. Sectiun 422.3, subsech.on 17, Code
1987, is amended o read as follcows:

7. a. “Annual inflat:ion factor” means-as-indexs
expresses-2a-a-percentage;-dacermrned-oy-rthe
department cmach-yege-tu-refliack-rhe-purechasing-oowes
cf-she-doiter-as-a-reszie- :E—:nflatféﬂ—dur:ng;f;e
precedrac-catendar-yeanrr--For-che-138i-and-suoreguens
cateadar-yeare;-lanpoar-tnftacran-faeroce? means an
:ndex, expressed as a percentage, determined by the
departmert 5y October 15 ¢of the calendar year
nieceding tne calendar year for which the factor s
determined tc reflect the purchasing power of rcne
deliar as a result of Inflat:ion Guriug the fizcal vear
ending .n tne calendar year preceding the calendar
year for wnich the factcr .5 derermired. In
determining the annual inflartion facto:. the
deparumentc shall use the annual perc change, out
aCt less than zers percent, Lnoth .mpL;cit price
deflatcr [or the gress nationail rﬂduc: cmputsd e
the-whete-ratendac-year-or £o he second quarser of
the ca.endar yea:7—4r—~*e—“ase—Jc the-anneaz-+2tiactan
faetor-fer-rhe-1981-and- snbsecce it-catermdar-ye2rs, hy
the bureau 2f eccncmic analvsis ¢f the Unized $-azes
department of ccmmerce and spall add two-foursns dac
the—i98&—a&d—sua:cqceae—ca:enda“—ye&‘° 2f <hac zergent
change zc cne nundred percent. The-ananad-infrazien
factar-for-shne-+373-catendar-year-13-sne-mundrsd-rus
potnt-shres-pereenss The annual inflation fac:ior and

the cumulat:ve inflaticn factor shall eacn be
expressed as a percentage rcounded -2 the neares:t ne-
renth ©of one percent. The annual inflation factas
shall not be Less than one hundred percent.

5. "Cumulative inflaticn factor” means the orzduct
of the arnrnual inflation factor Ior the 978 1987
calendar year and all annual inflation factisrs for
stbseguent calendar years as determined pursuant o
this subsection. The cumulative inflaticon fac:or
applies to alil tax years beginning on 57 after January
L of the calendar vear for which the latest aanua-:
:nflation factor has been determined.

c. Thre annual inflation faczor for the 3978 1387

calendar year is one hundred percent.
d. Notwithstanding the computation ¢f the annual
flation factor under paragraph "a" of-thts
aubsectton, the annual inflation factor 1s one hundred

_l_
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£ any calendar veac 1n which the unobiigatea
ral fund balance 3n June 0 as-zercifred-by
*he dr--c or-af-revenze-and-£finanee-by-Septenmber-16-o¢
the-£firacat-yenr-begianrng-ta-rhat- tendar-year—iy
Yess-znan-sixbty-m2ilran-dortecss~dewevers-far-tne
IsEr-and- subsequeee—caienaar—year37~:ﬁe—aﬁnuaf
tnfrpmran-facrar-+ta-—ane-handred-peccent-Eavr—any
esatendar-yesr-—rf-vhe-unoox rgated skarze- ge»e-a~—5~nd
batancs-on-Fune—3o-2s-rre-carandar-year-preceding-she
eatrendar-— v»ar—fe-—wﬁtcr*-he facesr-r3-decearmrned, a3
certified by cthe director of revenue and filnance oy
Qctober (0, 15 less than sixty million doliars.

Sec. 2. Secticn 122.5, subsection 1, paragraphs a
through m, Ccde 1987, are amended by striking the
paragraphs and inser-:ag in ileu thereof the
foliowing:

a. For taxpayers ccher than married taxpayers
filing separately, estates, and truscs, the tax rates
are as folliows:

{1y On all taxable :ncome from zero thrcugh flve
thousand doilars, tnree percent.

{2y ©On all taxable lncome exceeclng five ¢
dotiars but not exceeding ten thousand doilars,
percent.

(33 On all taxapilie income exceedi ng ter thousand
dcl_ars but nct exceeding forty-five thcousand doil
six and one-half percent.

{4y ©On ail taxable lacome exceecing forcoy-five
thousaﬁo dollars, nine and one-half percent.

b. For a marcied person filing separately, an
es:ate, and a rtrust, the tax rates ar2 as Icllows:

t1) On all taxablie Lncome from zero thrcugh twe
“housand five hundred dollars, =nree percent.

(2)y On all taxabie income excea=ding twge cacusand
five nundred docllars but not exceeding five :Inousand
dolliars, four percent.

i3) On all taxable income exceeding five cho
dollars but not exceeding twenty-two thcusand i1
hundred dollars, six and cne-nalf percent.

(4) On all taxable income exceeding twenty-two
thousand five hundred dollars, nine and cne-half
percent

For a taxpayer wlth taxable income in excess of
twenty-five thousand doliars, the benefit cf Lncome
taxed at the lowest tZwo rates shall be added vack at a
rate of two hundred Ififty dollars for every one
thousand dolilars in taxable income exceeding twenty-
five thousand dollars but not exceeding forty-five
thousand dellars until the total value cof the rate
benefits are recovered.,
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nonresident estate or LIusT, an '
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the entire tax year, the state’'s ap
the state alternative minimum tax
computed under this subsection, red,ceo
applicable credits in sections 422.10,
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allccated to
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the Tax oreLerence
)

srall not be ased in computiag
$. Marcied taxpavers siesciin
t2 file separa s ar-sepsrazeiv-on-g-conpiney
retarn must allccate the mianimum tax cecmputed Lo this
subsection 1 the proportion that each spouse’'s
re2spective oreference items, adliusiments, and Losses
under subparagraph (1) dear to the combined preferencs
items, adiustmencs, and losses under subparagraeph (1)
of becrh spouses.

Sec. 6. Seciicn 422.5, subsection Z, Code 1387, as
amended by 1387 Tcwa Acts, House Fille 675, section 2,
i3 amended %5 read as foilows:

2. However, the "ax 3nali not be imposed ¢ a
res:dent or nonresidenn whose net inecme, as deflned
in sectiorn 422.7, 13 £fitve seven thousand doilars or
12s5s5; but 1n fhe event that the payment of tax uinder
this division would reduce the net income £95 less than
frve seven thousand dollars, then the tax shell be
reduced ¢ that amount which would result i1n aliowing

tne taxpaver to retain a net .acome of £ive seven
thousand dcllars. “ba oreceding sentence does not
anply tc estates cr trusts. FfFor “he nurpese <£ ihis
subsecticn, the entire nec inceme, including any part

of the net lncome not allccated =0 Izwa, shall e

taken into account. 1S tne combined nel income of oa
husband and wife exceads £+ye gseven trnausand dellars,
neirner of them sha.l receive the senefi- =~ -his
subsecticn, and Lt 5 mmaterial whecner they flle 3
isint fe<urn or separate returns. dowever, ¥ a
husband and wife Zile separate recurns and have a

na
comblned net iaccocme of f£iwve seven thcusand dol
F1

irars or
1855, neither spouse shall receive the penefic =f this
paragrapn. 1 one spcuse has a net cperating 10Ss 4nd
elects to carry back or carry Zforward the loss as

D

provided 1n secticn 422.9, subsecticn 3. A person who
15 claimed as a dependent by ancther perscn as defined
in section 422.12 shall not receive the benefitc of
this subsection [f the person claiming the dependent
has net Llanccme exceeding f£ive seven thcusand dollars
or the person claiming the dependent and the person’s
spouse have combined net inccme exceeding £:ve seven
thousand dollars. -

Sec. 7. Sectlon 422.5, subsecticns 6 and 10, Code
1987, as amended by 1987 Iowa Acts, Hcuse File 153,
section 4, are amended to read as follows:

6. A perscon who 1s disabled, 1s sixty-twc years of
age or older or is the surviving spouse of an
individual or surviver having an insurable interest in
an individuai: who would have gqualified for the




PAGE FIVE, JUNE
1-4293

Page flve
exemption under
receLves cne or
civ service v
and whaose ners
sufficient :O
under tn:

for purposes
ameunt of

civil service
which are not
lacome, as
each =ax year

oy

Y oA
3

E fu
oW

W

00D O

U

(LIS ]
(o9 T}

D k-
D 0t Lty

DD

1 O

S
O
[o e
=

DM ow

ht
(L AN
=3
]

[+

.
LN

A 1
4R TS Y

b

-9

o

o ~

T
ot oan G

1o~

('D
S0 0 o
IT O

3 S T

3

MmO o~
Y]

el

o
1]
O
rT
L
% e R B O R TR SV e

RoF BN L IR VLR SN RN O T
<L

£ B I o B
b

N

L4
O
mm &y

- O b

in
LG O
T

@0

N~
[ m

<L
o I IR Y

e T
o

[oN ;.';, e

LY S e v}

Pl B W]
LA BN S T R g
L F Y]
[ TR SRV ST

SO (Vs ]

O

I I By ]

oy

r—

YD

"t

D
e M X (o

rn (.
LA U]
[ s (N SIS

o]

"L
o}

3

[ VTR

- gt b

stat

e .

LW OO0

1
[ R 9 WE«i]

Q

H R T S

~
% |D
o gl o)
Q

STy o

T

[ 2 2]

LAY de b RO

[T

-3

a Surviving
zf
anqulh-e*
spcuse.
shall be :euuced DYy
benetfits received.
the amount of a""uitzes
States c:ivil service rer
fund taxable under the
included In net income
eiligibility under zhe
less exclusicn.

10. In addirtion to the
secticn, a tax is imposed
distribution for which the
secticn 402{(e) of the Internal
separately zaxed for federal inco
the tax year. The rate 2I rtax is
percent of the separate federal ¢
amcunt of the lump sum distributi
liable for this tax orniy on
sum distribution aliccable IowW
cf the lump sum distribution subj
federal tax shall be inciuded in

I'T #1 )

T -
0
<
@
ﬂJ
0

‘-
I o S R U 3 R B A L= BV Pl e ]
(@]
r
aw

..._,L.fa_)Oi:
se7en

2
2
2
2
2
2
2
2

cther
snonh

maxray

AN 2N (¥
[Yeae ]

(st
I C g s

(V]

s LI
RSN OV

[ %11

Nt s
>

4

=
-

& Lt L
(s RN e Re + N

-

taXx

HOUSE

L]

.

. « -y
BLiity

CLiv

.
5

-G

tn sectioen

e
final

=

-~
/

es

P S
A

Taxes
amzcunt
er nas

Ravenue C
Ime

LaX

equal

cn. A

that peoriicn
The
ts 3epara
income

& .
ect
nec

purpcses of determining eligibility under

.mposed
onresLoents
the

tal

impesed

taxan.

=3

' o~
aooks s

cos
£ a
leg
:d

oino

S
e

pucrpcses
tweney-five

[
cO

~
N

F
(24

~
A

on

SULET

thils tax yeo:
the United

ed by thisg
LJditp sum
Ted

under
oe
for

e

is
Lump

amount

for
~he &#:ive

2 b B da
[Walar - N Iy S

WY e B o s
[sn RN Js - BN I o

seven thousand dcllar or less exclusicn.
Sec. 8. Section 422.5, supsection 7,
amended to read as follows:
7. Upon determination <f
inflation factor, the director
dollar amount set forth ia subsection 1, paragraphs
"a" ehrough-tm% and "b" of this section, and each
dollar amount specified in thls section as the maximum
amount of annuities received which may be excluded in

Code 1987, 1is

=

e latest cumulative
shail multiply each
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determining finai taxable inccme, oy this cumuialive
inflation £ zrali -ound 57f the resuiting
product o the cne doilar, and sha.:
Lacocrporate ult into the lncome tax forms
instructicns £ o tax jear.

Sec. 2. Secticn 422.7, zubsecticns 6, 8§, anc _9
Ccde 1987, as amended by 1987 Tcwa Acts, Houss ile
153, section 7, are ameanded o read as fol.ows:

6. Individual zaxpavers and married Lavpayers whc
file a2 join:t federal inceme tax return and who sl=act
to file a joint resurns QI sSeparate retyrns oe
geparate-£iting-on-a-comdrned-recarn for fowa :ncome
tax purpcses, may avall tnemselves of =he disability
ineome exclusion and shall compute the amount of the
disability .ncome 2xclusicon subject to the limitacions
for joint federal income tax re=urn filers provided by
section 105(d) <f the Internal Revenue Code. The
disability income exclusion provided ia sectisn 1es(d)
of the Irternal Revenue Code, as amended up to and
including December 31, 1382, continues o apply for
state income tax purposes £or “ax years beginning on
or after January i, 13584.

8. Married taxpayers wac filas 3 ‘oinr federal
income tax return and who elect r2 file sepdrate

!

e ey g pe
)muwx:_.wm--cowmqo\;n&.-wmr'

e

returns or-3separac2-friiag-an-g-conpin
¢

lowa income tax purposes, mav avail
Pxoensiqg of business assets and capi-a
orovisions of sections 173(ay and 1211 g
of the Interna. Revenue Czde and srail compute tq
amcunt of 2xpensiag 2of business asserts and cap:tal
1085 3ubtect to the limitations for loint federal
Lnceme tax return [ilers provided ov sectiors ;79;b)
and 1211(b) resgectively of the Internai Revenue

13. Married taxpayers, who “:l2 4 joinr Eedecal
lncome :ax return and who elect =» file separate
returns or-who-etecs-separate-£fiting-sa-a-compinad
return for state income tax purposes, shall Iaclude :in
net lacome any social security benefits received -o
the same extent as those benefits are -axablie on tbe
taxpayer's joint federal return for that year unde
section 86 of the Internal Revenue Ccde. The oenefl:s
included in net income must be allocated betweer ~he
spouses in the ratio of the sccial security benefircs
received by each spouse =0 the tota: 5f thesge benefits
received by both spouses.

Sec. 10. Section 422.8, subsection 2, Code 1987,
is amended to read as follows:

2. Nonresident's aet income allocated to Iowa is
the net income, or pertion thereof, which is derived
from a business, trade, orofess;on, or cccupation
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income from o any
source within Iowa.
, Oor sccupation 1is
iy 'rithout the state,
me which Ls faicly and
arr of the bus:iness,
carried on wiihin che
purposes of section
agraph #%a® “c” and sectiorn
ny property, trust, estate, Or
! :n and partly without the
d Towa in the same manner, 2xcedt
, .nterest on bank deposits ancd
:ag obl:igaticns, and dividends are
Towa only to the extent to which they are
a business., trade, profession, or
:ed on within the state. However,
. 5y an individual who is a cesident of
is not aliocated to Iowa Lf the income
tax :mposed by the stats wnere
and If zhe state of residencge
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a similar exclusion Zor income received 1ln tnat
state by residents of Iowa. In crder to implement th
exclusicns, tne 4. shall designate by rule ti
states whicn al. imiiar exclusion for
received Dy ra2s.den - lowa, and may en
agreements wictn coh - ro provide
exclusicns will i .icwed, and o :
withhoiding requiremen in each state.

Sec. 11l. Nt i subsection 2, unnumberad
paragraph 2, (¢ 1987, is amended to read as {oLLiCWS:

Married ta: »rs electing Ko tile separate retuIins
osr-frirng-3epa ly-sn-a-combrmed-reérurn Must
allocate the child and depencent care credit t
spouse in the r-=.cn that each spouse’'s re
net -he :zcta. comnbired nen iac
Taxpavers affacted by the ailccation PIOVIsion
section 422.8 shail be permitted a deduction &
credit cnly ia the amcunt fairly and equitably
allocable o Icwa under rules prescribed by the
director.

Sec., 12. Secticn 422.12, Code 1987, 1s amended Dy
adding the following new subsection:

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 spcuse with the lower qualified earned
income not tc 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




N N I

b b= v b
LY 8t B P D 0~ A U de Ll PO O V) 0~ O

N N e

[ R )

HNMJSE CLT? SURET

rhe Internal Revenue Code ir effect on December 3L,
1986, except that only qua_-hltd garned ilncome f.rom
towa 3curces shall »e considered for the cred:it.
Nonresidents may cla:m the cradit iy t¢ the =i.ent
that Loth zpouses have gualified 2arnad lncome from
Iowa sourcges.

Sex. 11. Secticn 422.103, subsectior 1, paragraph
b, Code 1387, is amended to read as Eoilows:

b. The individua:i nas ae:t income of faur saven
theusand dellars or more £0r the cax year L£rom scurces

taxable under this divisicn.

Sec. 4. Secrtion 122.21, unnumbered paragraph 4.
Ccde 1987, is amencded to resad as Iollcws:

The direczor shel: de-ermine for tne 1979 1288 and
subsequeant ca.endar vears ~he qnnda_ an :
inflaticn factors for these calendar 7
applied to tax years Oeq nﬁ,nq cn or afte
of that calendar year coor shal

e

new dollar amcunts a be adjus
in secticn 422.35 by
facter and round off

dolLiar. Trhe annual and ;
determi ed by the direczor &
section 17A.2, subsectiorn 7.

Sec. 15. Sectiocn 422.43,

10, Code 1987, are amepnded =
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. There .5 lmposed a
LpON the gross receists I
pwrsfnal property, consisting ob
merc: srndise, except 2as Dtherw:iie
: n., scld ar recall ;n =noe
a Lixke rate of tax Joon
ea, furni ohA.e o7 service
water, heat, and communicacian 3
gross recelpts from such saless by
corporation furnisring gesy-«tacess
and communication service to tae DU
proprietary capacity, except as
this division, when sold at reszali
consumers or users; a like rate oI tax upon
receipts from all sales cof tickets or 2dmissions to
places of amusement, fairs, and azhietic events except
those of elementary and seccndary educational
institutions; and a like raLe of tax apon that part of
private club membership fees s5r cnarges paid {or the
privilege of pact;ctpat-nq in any athietic sports
provided club members.

2. There !s imposed a %ax-sf-feur-percent like
rate of tax upon the gross receipts derived {rom i{ne
operation of all forms of amusement devices and games
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of skili, games of chance, raffles, and bingo games as
defined in chapter 398, cperated or conducted within
tne stat2 of Iowa, rhe “ax to be cellected from the
coerator n the same maaner as i35 provided for the
ccllection of taxes upcn the gross receipts of tickers
st admission fees as provided 1n tnis section. The
rax snhall alsc be meﬂsed 4pon The gross receipts
derived frcm the sale of lottery tickets or shares
gursuant to chapter 398, The tax an the igrntery
tickants Or shares shall be included in the sales price
and distributed fo the gereral fund as provided in
secsion 29E.10.

6. Tnhnere is ‘Moosed a :ax-cé—écur percent like
rate Of Tax upon the Jross receines Irom the sales of
GoT10nal service or war ahhy centracts which provide
for the furnishi ng ot labocr and materials and require
tne fuarnishing of any taxable service enumeragted under
tnis secticn The gross recelpts are subject to tax
even 1f some of the services furnished are not
enumerated undec this secticn, for the purpcse ¢
this division, the cale of an c¢pticnali service or
warranty contract 1s a sale of tzngloie personal
property. Additicnai sales, services, or use tax

shall no- be ievied on services, parts, or Labor
provided under optional service 2r warranty contracts
which are subject to tax uader This S >

10. There is impocsed 3 tax <L #or
upcn the gross receipes Iram ne rend
furmishiing, or performing of servi
section $22.42.

Sec. 6. Section 422.35, loce 1987, s amended by
adding the fcollowing new sunsect

Lon:
NEW SUBSECTION. The gross receidts Zrom the sale,
furnisning, 07 service of gas, L? gas, nome heating
oil, and any other fuels used bv resideatial or
commerclial custcmers, Or 2.eCcnricity

G ]

Sec. 17. Secrizn 322.47, lccde 1387, .3 amended by
adding the £ollowing new subsection:

NEW SUBSECTION. Constructicn CoOntracicrs may make
application to the department for a refund of the
additional one percent tax paid under this division or
the additicnal one percent tax paid under chapter 123
by reason cf the increase in :the tax {rom four to five
percent for taxes pa:d on goods, wares, or merchandise
under the following conditions:

a. The gocds, wares, or merchandise are
inccrporated into an improvement t¢ real estate iIn
fulfillment of a written contract fully executed prior
to June 1, 1987. The refund shalli not apply to
equipment transferred in fulfillment of a mixed
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constructlion contract.

0. The contractcr has pald to the department or %o
a4 retailer the full filve percent rnax.

¢. The claim i1s fi.ed on forms provided by the
department and i1s filed within one year of the dete
the tax is paid.

A contractor who makes an erroneous appliczatien for
refund 15 Liable for payment cf the excess refund paid
pius interest at the rate in effect under secticr
32..7. In addition, a contractor who willfulliy makes
a false appiication for refund is gullty of & simple
misdemeancr and is liable fcr a penalty egual to
seventy-Zive percent 3f the excess refund claimed.
Zxcess refunds, penalties, and laterest due under this
subsection may be enforced and collected in the same
manner as the tax lmpused by this division.

Seac. 8. Section :22.51, Ccde 1387, is amenced by
adding the Ioilowing new subsecticn:

NEW SUBSECTION. Beginning JSuly L, 1987 for
purposes of computing cne amount =f cax due from fhe
retaiier under subsection 1, for each transaction in
which the purcnaser dces nct pay ~he total gross
receipts at the time 5I the sale ~r performance of the
service and the rerailer lists the transacticn as an

P=1
account receivanle, the tax due 135 computed con the
gross receipts at the time actuaily received by the

rerailer,

Sec. 1Y9. Section i3 Ccde (987, 1s amended to
read as follows:

423.2 IMPOS'“ ON

An excise rtax : Y the u2s5e In this state
of tangibie DP'JU chased for use in
chis state, a: #r five percent cf the
purchase prLce p . The exclse tax :is
imposed upon every ge~svn ising the property within
thls state unti. the tax nas been paid directly to the
county treasurer or the state departmenc of
transperzaticn, to a retailer, or to the department,
An excise tax s imposed on the use in thig state of
services enumerated in section 42243 at the rate of
four five percent. This tax 1s applicable whese if
services are rendered, furnished, or performed in this
state or where (f the product or result of the service
is used in this state. This tax is imposed on every
person using the services or the product of the
services in this state until the user has paid the tax
elther to an Iowa use tax permit holder or te the
department,

Sec. 20. This section applies in regard to the
increase in the state sales, services, and use tax
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from four to {ive percent under sections 15 and 18 of
this Act. The use tax rate of five percent applies tc
motor vehicles subject to registraticn which are
registered cn or after July i, 1587 The five percent
use tax rate will appiy to the use of preoperty when
the first taxabie use in this state occurs on or after
July 1, 1987. The five percent rate will appiy tc the
gross recelpts from the saie, furnishing, or service
of gas, electricity, water, nea:, and communication
service 1f the dacte of biiling -he customer is on or
after July ., 1987. In the case of a service contract
entered into prisce to July 1, 1387 which contract
calls for periodic pavments, the [ive percent rate
will appiy 0o those payments made or due on or after
July 1, 1987. 7This periodic payment would apply., but
not be limited tc, tickers of admlssions, private club
membership fees, scurces 2f amusement, equipment
rental, dry cleanirng, reducing salons, dance schools,
and all other services subject o tax, except the
aforementioned ut:lify services which are subject to a
special transitional rula. {nlike pericdic payments
vnder service contracss, installment sales of goods,
wares, and merchandise are subiect o the full amount
of sales or use tax when the sa.es contract is entered
nto or the property is used in Icwa.

Sec. 21. Secticns | through 14 of this Act are
retrcactive to January 1, 1387 {or tax years beginning
on or after tnhat date.

Sec. 22. Sect:ion
effective July .,

Sec. 23. Thls
importance, 13 efie

2. Title page,
"temporariiy”.

3. Title page, line 5 by inserting after the word
"tax" the following: ", previding for refunds for
certain contractcss as a result cf the increase, and

the
L

1S througn 20 of this Act are
7.

, being deemed of immediate
ive upcn enactment.”

ne 3, Dy Strikling the word

[

L
N £
ot O8N

Yoo

exempting from the tax the sale, furnishing, and
service of certain urilicies”."
4393 rILED JUNE 5, 1987 RECETVED FROM THE SEXNATE

REFUSED TO CONCUR (4 5}
.é,.cuz?: W.A‘-‘/."-"’; C/.’/X ":‘/f) Y
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SENATE L J3 Senator Bruner
Jupe S5, 1987

STATE QF 1OWA
LSB No. 29978

FISCAL NOTE Statf ID. PDO
& REQ. BY SENATOR BRUNER SENATE FIiLE 523

In compliance with a written request received June 4, 1987, a fiscal note for
SENATE PILE 523 13 hereby submitted pursuant to Joint Rule 17, Data used in
developing this fiscal note are available from the legislative Fiscal Bureau

to members of the legislature upon request.
FILED JUN 41987

Senate File 523 makes several changes to state tax cevenues. The bill (1)
alters the tax rates of the individual income tax, {2) creates a two-income
household tax <credit, (3) raises taxes for cigarettes and little cigars, {(4)
establishes an 1inventory tax for cigarette distributors, (5) allows for a
transition from federal deductibility, and (6) appoints an interim committee
study on the effects of the tax legislation enacted by the 1987 Extraordinary

Session.

Income Tax Rates For tax year 1987, the following tax rates and taxable
brackets apply:

SINGLE TAXPAYERS MARRIEZD TAXPAYERS
Taxable income Rate (I) Taxable income Rate (Z)

.5 $ 0 - 2,500
.0 2,560 - 5,000
5
9

5 ¢ - 5,000 1
5,000 - 10,000 4
10,000 - 70,000 6.

6

5,000 -~ 35,000

above 70,000 above 35,000

Income Tax Credit for Married Taxpayers

The bill allows up to a $150 tax credit for married taxpayers filing joincly,
but imposes certain limits: for every $1,000 of combined income over $75,000
for the household, the tax credit is reduced by L0Z. Thus, two tncome
households with $85,000 or wmore combined income would not be eligible for any
portion of this tax credit.

The amount of the credit is determined by taking 3% of the salary earned by
the spouse with <the lower income. No more than $5,000 of the earned income
can be used in determining the amount of the credit: thus, 3% of §5,000
yields a $150 credit, 3% of $4,000 yields a2 $120 credit, erc.

Cigarette Tax Increage and Cigarette Inventory Tax

The bill raises the taxes on cigarettes and little cigars from 13 mills per
cigarette or Little cigar {26 cents per pack of cigarettes) to 15.5 mills per
cigarette or Llittle cigar (31 cents per pack of cigarettes). The bill also
provides for an inventory tax on distributors of cigarettes or little cigars
which takes effect June 1, 1987.

Transition

The bill provides for a one year transition related to the elimination of
federal deductibility.
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June 5, 1987 Senator Bruner

STATE OF IQOWA ;
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FISCAL EFFECT

Income Tax Proviglions

Aasumptions

l. Full "coupling" with the tax law changes made in the Tax Reform Act of
1986,

2. Federal deductibiiity is eliminated,
3. Married filing separately is eliminated.

4. The effect of the tax rate changes under the bill is expected %o be the
same in FY 1988 and FY 1989.

Under current law, 1987 1individual income tax liability is estimated to be
$847 million, Under the bill, an addiziomal $91.4 million would be collected.

Cigarette and Inventory Tax Provisions

Cigarette and littie cigar sales tax revenues are estimated %o increase by‘
$12.5 million.

The precise 1impact of the inventory tax for cigarette and little cigar
distributors is unknown, but not expected to be significant.

QVERALL FISCAL EFFECT

Coupling--Individual Income $65.0
Tax Credit Adjustment 17.4
Timing Adjustment 9.0

Subtotal 91.4
Cigarette Tax Increase $12.5

TOTAL 5$103.9
Transition from Federal ($ 9.03

Deductibility

TOTAL $ 94.9

SOURCE: Department of Revenue and Finance

Legislative fiscal Buyreau

Date: Lo /g"7
77




SENATE 2
", JUNE 2, 1987

REPORT OF THE CONFERZINCE COMMITTEE
ON SENATE FILE 523

To the President of the Senate ancd the Speake.
of Representatives:
We, the undersigned members of the conference

appcinted to resolve the differences between :ihe

the House of Representatives on Senate File
ta

Act relating to state xes by revising the

income tax by altering the tax brackets and rates;

married persons fiiing separately on combined returns;
increasing the amount below which no tax is owed; providina
two—earner tax credit: and by temporarily 1increasing the stz
sales, services, and u:zz tax; and providing effective dates,
respectfully make the following report:

1. That the Senate recede from its amendment, H-4393. to
the House amendment, S-4122, to Senate File 523, as axendeg,
passed, and reprinted by the Senate.

2. That the Eouse recede from its amendment, §-4122, to
Senate File 523, as amended, passed, and reprinted by the
Senate.

3. That Senate File 323, as amended, passed, and reprinted
by the Senate, be amenced as follows:

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

"Section 1. Section 422.4, subsection 17, paragraph c,
Code 1987, is amended to read as follows:

c. The annual inflation factor for the 1978 calendar vear

is one hundred percent. Notwithstanding the computation of

the annual inflation factor under paragraph "a”", the annual

inflation factor for the 1987 calendar vyear is one hundred

percent.

Sec. 2. Section 422.5, subsection 1, paragraph o,
subparagraph (4), Code 1987, is amended by striking the
subparagraph.




) SENATE 3
. JUNE 8, 1987
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 fcllowing:
a. BUSINESS MEALS, TRAVEL, AND ENTERTAINMENT. Deducticns

for expenses incurred for meals, travel, and entertainment for

business purposes shall be determined under sectiocns 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 1, 1987 relating to such deductions.

b. DEPRECIATION. Deductions for depreciation for property
used for business purposes shall be determined under sections
46, 167, 178, 179, 280, 291, 312, 465, 467, S14, 751, 1245,
4162, 6111, and 7701 of the Internal Revenue Code Ln effect on
January 1, 1987 and all other provisions of the Internal
Revenue Code in effect on January 1, 1987 reiating to such
deductions.

¢. CAPITALIZATION RULES. Capitalization rules for
inventory, construction, and developmen:t costs as they relate
to business activities shall be determined under secticnas 486,
263A. 312, 471, 267. 447, and 464 of the Internal Revenue Ccde
in effect on January 1, 1987 and all other provisions 2f the
Internal Revenue Code in effect on January 1, 15887 relating to
such capitalization rules.

d. PASSIVE INVESTMENT ACTIVITIES. Deductions for nassive
invescment activities shall be determined under section 4732 of
the Internal Revenue Code in effect on January i, 1827 and all
other provisicns of the Internal Revenue Code in effect on
January i, 1987 relating to passive investment activities.

€. LONG-TERM CONTRACTS. Rules for determining the amount
cof 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 1, 1987 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, 1987

,Yi-o L i -

f. DISCHARGE OF INDEBTEDNESS. Treatment of income of a

farmer resulting from the discharge of the fainer's

indebtedness shall be determined under section 108(g) of the
Internal Revenue Ccde in effect on January 1, 1987.

Sec. 4. Section 422.13, subsec-ion 1, paragraph b, Cocde
1987, is amended to read as follows:

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

Sec. 5. Section 422.32, subsections 4 and 11, Code 1987,
are amended to read as follows:

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

11. Por-purposes-of-sestion-422:-37-subsection-5;7-the

Internai-Revenue-code-o0f-1954-shati-be-interprecedc-to-rnciude
the-provisrons-of-Pub<-br-No+-38-4+ "Internai: Revenue Code"

means the Internal Revenue Code of 1954, prior to the date of

its redesignation as the Internal Revenue Code of 1886 by the

Tax Reform Act of 1986, or means the Internal Revenue (Code of

1586 as amended to and including January 1, 1987, whichever is

applicable.
Sec. 6. Section 422.33, subsection 4, Code :98

7. is
amended by striking the subsection and inserting in lieu
thereof the following:

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

The state alternative minimum taxable income of a taxpayer
is equal to the taxpayer's state taxable income as computed
with the adjustments 1n section 422.35 and with the following
adjustments:

CCR =-3-




SENATE 5
JUNE 8, 1987

a. Add items of tax preference included in {zderel
z2lterpative minimum taxable income under gecgi.2n 37, except
fay’iy and {a)y({s), of the Internal Revanu

v s included in federal alieraziive minigum

1 er sectior 56. e Zopt subseciicas fa)f4) and
tdi. of the Interral Revenue Coda, and add Losges zs rzgilred

ction 58 ¢f the Internal Revernue Code. I making t..:=
er section S5&(c) (i} &f

Colz,. interest and dividends from Zederzl securiziss net o

W

mortization of any discount or premium shall be subtracied.
b. &pply the allccation and apportionment provi
subsection Z.

c. Subtract an exemption amount of forty thousand dollarc
This exemption amount shall be reduced, but not below zesro. 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 13. The deduction for a net
operating loss for a tax year beginning after December 31,
1886 which is carried back or carried forward to the current
taxable year shall not exceed ninety percent of the
alternative minimum taxable income determined without regard
for the net operating loss deduction.

Sec. 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 gqualifying expenditures for increas
actlvities is a percent equal to the ratlo o. jualifiec
f' research expendlitures in this state to tiae
. . .

research expenditures. For purposes of this sunsecrtion,
"quaiifying expenditures for incre 5.0¢ researses achivities"
means tre gualifying expenditures as defined f¢: :he [ederal
credlit for increasing research activicies whick wours: be
allowabie u

der section 38 4@ of the Internal Revenue {ode of
e

ct-on-danuary-+5-1585.

e the overpayment shown on its final, ccmpleted return
credited to the tax liability for the following taxable year.
Sec. 8. Section 422.35, Ccde 1987, is amended to read as
follows:
422.35 NET INCOME OF CORPORATION -- HOW COMPUTED.
The term "net income" means the taxable income before the
‘ net operating loss deduction, as properly computed for federal
‘ income tax purposes under the Internal Revenue Code of-: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 politicai subdivisions
exempt from federal income tax under the Internal Revenue Code
ef-1954.

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

CCR —5-
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acquired prior to that date if us2 of a pric: -asis is
declared to be invalid.
4. Subtract Ffifty percent of the federzl income Laxes paid

or accrued, as the case may be, during th2 tex v2ar, acdiusted

Swa LOCOHME CEX

by any federal income tax reiunds; and add the
deducted in computing said taxable income.

S+--Add-the-ameunt-by-whichn-tite-basts

eo

£u

@

i
"3
[
§
«

Bic-preoperey-is-regusred-ve-be—Iinerense
£

Ergl

n
a

Y
4]
»

gar L-pUrdeges-wnde
D

-

rpandmentes-—ger~of-1964-re~the-—anrent~zh

the-nee-gmount-of-che-spectatr-dednesion-alroved-ca-the-o
ef-the-amount-kby-whion-the-deprectedie-basis-of-suen-guarificd
preperey-was-reguired-co-be-reduced-for-deprecratiOR-BUrBOKES

under~-the—Intaruat-Reverve—Eoade-Arnendmants-dee-as-3852+---Fhe

Lpet-omount-of-the-speetai-dedeeistent-ghaii-ba-conputed-ny
taking-the-sum-of-ehe-amornts-by-which-the~bagts-of-quaiifred
property-wes-required-to-pe-decreased-for-depracigtion
purposes-£for-sthe-yeara-1962-and-1963-and-subtraczing-from-+¢
the-sum-of-the-amounts—-by-which-the-basia-of-such-préperty-was
required-te-be-incrensedr-prior-to-1564--for-depreciation-or
disposrtion-purposes-under-the-internali-Revenue-Eode
Amendments-Act-0£-1962~

6. Subtract the amount ©f the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
0£-1954 to the extent that the credit increased federal
taxable income.

7. If the taxpayer is a small business corporation,

I 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.

CCR -6-
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b. An individual domiciled in this state at the time of
the hiring who meets any of the following concitlions:
(1} Has been convicted of a felony in this or any otherx
state or the District of Columbia.

(2) Is on parole pursuant to ¢ apter 806.

]

(3) Is on probation pursuant to chapter 907, for a
o0ffense other than a s:imple misdemeancr.

(4) Is in a work release program pursuant te chapter 240
divisicon IX.

c. An individual, whether or nc: domiciled in this stite
at the time of the hiring, who is on parole or probation and
to whom the interstate prcbation and parole compact under

section 907A.1 applies.

S This deduction is &aliowed for the wages paid to the

individuals successfully complieting a probationary pericd
a", "»", and "¢" during the twelve montins

named 1n paragraphs
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

N impairment" means any physiclogical disorder or condition,
2 cosmetic disfigurement, or anatomical loss affecting one or

more of the body svstems or any mental or psychological
disorder, including mental retardation, organic brain
syndrome, emotionai or mental illness and specific learring
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 fuel credit
allowable for the tax year under section 40 of the Internal
Revenue Code 0£-1954 to the extent that the credit lncreased
federal taxable income.

9. Add the amounts deducted and subtract the amounts
included in income as a result of the treatment provided sale-
leaseback agreements under section 168(f£)(8) of the Internal
Revenue Code of-1954 for property placed in service by the

transferee prior to January 1, 1986 to the extent that the
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amounts decducted and the amounts included in inccme are nct

provisions of the Internal Revenue Code #£-1335¢ as amencded to

otherwise deductible or included in incomz undar {he other

and including December 31, 1985. Entitlement to depreciation

cn any propserty involved in 2 sale-_easeback agrezment which

is placec in service by the transfer2e prior Lo JENUELY =,
188¢ shall be determined under the Ipternal hRzvenuz Zods of
¥85¢ zs amendsd to and including Degember 31, 1885, zxcludling
sectior LE68/£)(8) in making the determinatio:n

G. Add the amount of windfall prefits tax daductied Under

-

secticn 1847a) of the Internal Revenue Code o&-12%4,
1l1. Add the combined net losses from passive farming
activitv in excess of twenty—-five thousand dollarsg that ofiss

-

income from other sources. Ne:t losses under section 155 of

the Internal Revenue Code @£-3155¢, exclusive of net gaias

incurred passively from the operation of a farming business,

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

¥954, are to be combined from businesses, rents, partnerships,
corporations, estates or trusts except losses under seciions .
1211 and 1231 of the Internal Revenue Cocde of-1954. Farming

activity is passive 1f the taxpayer does not materially

participate in the activity nor provide substantial services

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

12. Add the percentage deplietion amount determined with
respect to an ©il, gas, or geothermal well using methods in
section 613 of the Internal Revenue Code o£-1354 that is :in
excess of the cost depletion amount determined under section
61l of the Internal Revenue Code o£f-1954.

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

deducted as Follows: .
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Z.

a. The Iowa net operating loss shall be carctied back three
taxable years or to the taxable year in which the c¢orporation
first commenced doing business in this state, wnhichever 1s
later.

b. The Iowa net operating loss emaining ef:er being
car-ied back as reqguired in paragraph "a" of this subsection
or if not required to be carried back shall be carriel forward
fifteen taxable years.

c. If the election under sectiorn 172¢

H

=}
nternal Revenue Code ©£-3954 1s made, the Icwa ner coperaling
shal

be rried forward fifreen taxablez years,

in

sed
i

Al

oS

[ 5]

2

ca
d. o portion of & net operating loss wiich was sus
from that portion of :he trade or business carviad or cutside

the state of Iowa snal.: he deducted.

(o}

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

Sec. 9. Section 422.35, subsection 2, Code 1987, is
amended to read as follows:

2. Add interest and dividends from foreign securities

from securities ¢f state and other political subdivisions, ancd

and

[

from regulated investment companies exempt from Zederal ilncome

tax under the Internal Revenue Ccde o£-1554.

Sec. 10. Section 422.35, subsection 11, Cecde 1987, is
amended by striking the subsecticn.

Sec. 11. Section 422.35, Code 1987, is amended by adding
the following new subsection:

NEW SUBSECTION. Subtract the ioss on the sale or exchange
of a share of a reqgulated investment company held for six
months or less tc the extent the loss was disallowed uncer
section 852(b){4)(B}) of the Internal Revenue Cocle.

Sec. 12. Section 422.36, subsection 5, Code 1987, 1is

amended to read as follows:
5. Where a corporation is not subject to income tax and

the stockholders of such corporation are taxed on the
CCR  -9-
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corporacion's income under the provisions ¢f the Iaternal
Revenue Code ¢£-3554, the same tax treatment nall a2gpLy to
such corporation and such stockholders for Iowa iLncome téx
purpeses.

Sec. 13. Section 422.37, subse~tion 7, Ccde 1987, is
amended to resad as follows:

7. The computation of consolidated taxapls incom: Io:r the
members of an affiliated group of c¢orpeorations subject o :tax
shaii pe made in the same manner and under the same
procedures, incliuding alill intercompany adjustments anc
eliminations, as are required for censolidating the Inccmes of
affiliated corporations for the taxable year for federzi
income tax purpcses in accordance with section 1562 of thne
Internal Revenue Code 2£-155%.

Sec, 14. Section 422.60, Code 1987, is amendec Dy striking
the secticn and inserting in lieu thereof the following:

422,60 IMPOSITION OF TAX.

1. A franchise tax according to and measured by net income
is lmposed on financial institutions for the privilege of
doing business in this state as financial institutions.

2. In addition to all taxes imposed under this division,
there is imposed upon each financial institution doling
business within the stacte the greater of the tax determined in
section 422.63 or the state alternative minimum tax equal to
sixty percent of the maximum state franchise tax rate, rounded
to the nearest one-rtenth of one percent, of the state
alternative minimum taxable income cf 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 adjusiments:

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 adjiustments included in federal alternative minimum

taxable income under section 56, except subsections {(a)(4).
CCR 10~
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(c3(l), (dy, (£), and (g), of the Internal Revenue Code, and

add losses as required by section 58 of the Internal Revenue

Coce.
b. Make the adjustments provided in section 56(c)(l) of

the Internal Revenue Code, except “hat in making the
calculation under sections 56(f£)(1) and 56(g)(1) <f the
Internal Revenue Code the state alternative minimum taxable

inccme, computed without regard to the adjustments mace Dy
o}

this paragraph, the exemption provided for in paragraph "é%,
and the state alternative tax net operating loss described in
paracraph "e", shall be substituted for the iltems described in
sections S6(f)(1)(B) and 56(g)(1l)(B} of the Interna. Revenue
Ccde.

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

d. Subtract an exemption amount of forty thousand dcilars.
This exemptilon amount shall be reduced, but not below zero, by
an amount equal to twenty-five percent of the amount by which
the alternative minimum taxable income cf 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 31, 1986 wnich is carried back or carried forward to
the current taxable year, the ne: operating Loss shall be
reduced by the amount of items of tax preference and
adjustments arising in the tax year which was taxen intc
account in computing the net c¢peratiag 10ss in section 422.35,
subsection 13. The deduction for a net operating loss £or a
tax vear beginning after 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. Secticn 422.61, subsection 2, Code 1987, 1is
amended to read as folilows:

2. "Taxable year" means the calendar year or the fiscal
vear ending during a calendar year, for which the tax is
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payable. "Fiscal year" includes a tax period of less than

twelve months if, under the Internal Revenue Code 08-33%4, a
corporation is required to file a tax return covering a tax .
period of less than twelve months.
Sec. 16. Section 422.61, subsec:zion 4, Ccde 1987, is
amended to read as follows:
4. "Net income" means the net income of the financial
institution computed in accordance with section 422Z.35, with
the exception that interest and dividends from federal
securities shall not be subtracted, ne federal income taxes
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 281(e)(1)(B) of the Internal Revenue Codz2 shall be

subtracted.

Sec. 17. Section 450A.1, Code 1987, is amended to read as .
follows:

450A.1 DEFINITIONS.

As used 1in this chapter, unless the context: otherwise

reguires:

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

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

3. Ubsemed-tranaferori-means-che-deemed-c ansfusoar-as
def%ned—fa-sect&on—isie—of-the-internai—Revenue—ee&e~of—}95é7
4+ "Director" means the director of the department of

revenue and finance.

Ss--“Generation-skipping-trusti-means-a-generacion-skipping
trust-as-defined-in-section-26ti-of-the-intesnai-Revenye-code

of-1554~
§v--iGaneratiton-skipping-truse-equivaienti-neans-a .
generation-shipptng-truss-equivatent-as-defined-2n-sees+on
26 t-ocf-the-internat-Revenue-Code-0f-1354+
CCR-12-
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“Brsecrbntee Transferee”" means a person receiving

in a generation skipping transfer.

"Department” means the department of revenue and

finance.
6. "Direct skip" means the same as the term is defined in

section 2612(c) of the Internal Revenue Code.
7. "Taxable termination" means the same as the term 1is

-

defined in section 26.2(a) of the Internal Revenue Code.

8. "Taxable distripuzion” means the same as the term is
defined in section 2612(b} of the Interna. Revenue Code.

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

the same as those respective terms are defined in section 2657

of the Internal Revenue Code.
Sec. 18. Section 450A.2, Code 1987, is amended to reac as

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

in a generation skipping transier, other than a direct skip,

occurring at the same time as7-ovr-afters and as a result of

the death of the-deemed-transferor an individual, equai-to-the

in an amount of equal to the maximum federal credit allowabie
ander sectlon 2682+e¥+53+¢BY 2604 of the Internal Revenue Code
£-3354, for chat-porttren-sf-atzte—estaber-inikaricances

- ’

tegacyr-or-3uecession-tax the gereration sxipping transfer tax
1%

actuallv paid o the state in respect of any preperty included

in the generation skipping transfer,
Where the deemed transferor 1s a resident of iowa and all
property included in a generaction skipping transfer that is

subject to tax under this secticn has a situs in Iowa, or 1is

subject to the jurisdiction of the courts of Iowa, an amount
equal to the total credit as allowed under the Internal
Revenue Code o0f-%954 shall be paid to the state of Iowa.
Whare the deemed transferor is a nonresident or where the
property included in a generation skipping transfer that is
subject to tax under this secticn has a situs outside the

| ‘p. state of Iowa and not subject to the jurisdiction of Iowa

ey courts, the tax shall be prorated on the basis that the value
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of Towa property included in the generation sikipping transfer
bears tc the total value of property included in the
generation skipping transfer.

Sec. 15. Section 450A.3, Code 1987, is amended to read as
follows:

450A.3 VALUE OF PROPERTY,

The value of property, included in a generation skipplng
transfer, shall be the same as determined for :federal

generation skipping transfer tax purposes uncer the Internal

Revenue Code o£-1954.

Sec. 20. Section 450A.4, Code 1987, is amended to read as
follows:

450A.4 PAYMENT OF THE TAX.

The tax imposed by this chapter shall be paid withim-fwazwe

=

months on or before the last day of the ninth month after the
death of the deemed-trensfaror-if-the-+=gnsfer-ccerrs—gt-that

time;-or-:f-Tatery-the-day-whieh-te-ewetve-monchs-zfier~-the
dey-on-whieh~sueh-genararion-shipping-transfer—oscursed

individual whose deatn is the event causing the generation .
skipping transfer which is eligible for tihe credit for state

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

Per-prrpoaes-of-this-chapter;-any-propercy-tcanaferred-dasring

[

the-ehree-yoar-pertrod-anding-sn-the-date-sf-prie-deemsd

W
4]
-
Q
o

cegnzfereria-deash-ard-whieh-is-+nctuded-in-a-gsner

4]

&

shatri-be-censtderad-as-transferred-on-the-dessad-ceanafureria

shimping-2rensfer-ander-the-EIncernal-Rkevenve-Eode~-s

*!-J
LAY #
W

deaths

Sec, 21. Section 450A.5, Code 1987, is amendesd tc read as
follows:

4504.5 LIABILITY FOR THE TAX.

The distribubee transferee of the property included in the

gengration skipping transfer shall be personally liable for

the tax to the extent of &he-farr-markee its value, determined
under section 2624 of the Internal Revenue Code as of the time

cf the distributionr-of-the-proderey-recetved-in-the
irsteibueton generation skipping transfer. If the tax 3

n

attributable to a taxable termination, as defined ir section
CCR-14-
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2633 2612(a) of the Internal Revenue Code o£-3954, the trustee
and the transferee shall be personally liable for the tax to

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

the trustee's control.

Sec. 22. Section 450A.6, Code *9387, is amended to read as
follows:

450A.6 LIEN OF THE TAX.

The tax imposed by this chapter shall be a lien on the
property subject to the tax for a period of ten years from the
time the generation skipping transfer occurs. Full payment of
the tax, penalty and interest due and-interesty-if-any; 3shall
release the lien and discharge the distributee transferee and
trustee of personal liability. Unless the lien has been
perfected by recording, a transfer by the dtstributee
transferee or the trustee to a bona fide purchaser for value
shall divest the property of the lien. If the lien 1is
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.10, Code 1987, is amended to read as

follows:

450A.10 DIRECTOR TO ENFORCE COLLECTION.

It shall be the duty of the director to enforce collection
of the tax imposed by this chapter and shall with all the
rights of a party in interest, represent the state in any
proceedings to collect the tax. The director snhall 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 “he 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.11, Code 1987, is amended to read as
follows:

450A.11 DUTY TO CLAIM MAXIMUM CREDIT.
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It shall be the duty of any person liable for the payment
of the tax to claim the maximum federal credit allowabie for
that portion of the state estater;-inheritance;-regacy-or
succesaszon generation skipping transfer tax paid in respect of

any property included in a taxable generation skipping

transfer. Claiming on a federal return a sum le&ss than the
maximum federal credit allowable shall not relieve anv person
liable for the tax of the duty to pay the tax imposed under
this chapter.

If an amended or supplemental return is filed with the
internal revenue service which results in a change in the
amount of tax owing under this chapter, the persons liavle for
the pavment 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
is the later.

Sec. 25. Notwithstanding seciion 8.55, the moneys in che
Iowa economic emergency fund on July 1, 1987 are transferred
to the general fund of the state. Funds transferred tg 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 & 9 apply to tax returns filed for tax years
beginning on or after January 1, 1987. However, :in .

determining the allocation between the political candidates
CCR -1~
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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. 1In 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 filed 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 7-27-47-57-67-F7-117-15-2hrough 24, 26,
27, 31, 32, 34, and 36 of this Act are retroactive to January
i, 1986 {or tax years beginning on or after that date.

SEC., 58. Sections 37-87-97-%87;-12;7-337-%457; 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 S, 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 l, 1987 for 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
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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; forestalliing the

transfer of funds from the general fund to the Iowa economic

emergency fund; and providing effective dates."

OK THE PART OF THE SENATE:

BILL HUTCHINS, Chairperson
GEORGE R. KINLEY
CHARLES BRUNER
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RELATING TO STATET FINAHTES BY CONvORMING ITS CORPORATE INCOME
TaxX, FRANCHISE TAX, AND GENERATION SKIPFING TRANSFER
TAX TO THE NEW FEDERAL TAX PROVISIONS: CRLY CONFORMING ITS
INDIVIDUYAL I[NCOME TAX 70 THE NEW FEDERAL TAX PROVISIORS LN
THOSE AREAS DEALING HWITH TRADE, BUSINESS. AND I[NVESTMENT
ACTIVITIES; SETTING THE LATEST CUMULATIVE INFLATION FACTOR
FOR PURPOSES OF INDIVIDUAL INCOME TAX RATES AT THE PREVIOUS
RATFE: CHANGING THE CRITERIA FOR WHO MUST FILE AN INDIVIDUAT
[NCOME TAY RETURM: FORESTALLING THE TRANSFER Of FUNDS FROM
THE GENERAL FUND TO THE 10WA ECONOMIC TMERGENCY FURD; ANO
PROVIDING EFFECTIVE DATES.

8E IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF [OWA:

Section 1. Sectlon 422.4., subsection 17, paragraph ¢, Code
1987, is amended to read as follows:

¢. ‘The annual inflation factor for the L1978 calendar year
is one hundred percent. MNotwithstanding the computation of

the annual inflation factor under paragraph "a", the annual

inflation factor for the 1987 calendar year is one hundred
percent.

Sec. 2. Section 422.5, subsection 1, pacagraph o,
subparagraph {4}, Code 1987, is amended by striking the
subparagraph,.

Sec. 3. Section 422.7, Zode 1987, is arended by adding the
following new subsection:

NEW SUBSECTION. In determining the taxpayez's net .iacome,
the adjusted gross income computcd for federal tax purposes
shall be adjusted to reflect tne following:

a. BUSINESS HMEALS, TRAVEL, AND ENTERTAINMENT. DCeducltions
for expenses incurred for ceals, travel, and entertainment for
business purposes shall be determined under sections 170 and
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274 ¢ the Internal Revenue Code 1n effect on Jacuary L. 199?
ans 1! other provis.ons of the Intacnal Revenue Coce 1n
eftect on Januacy L, 1987 celating to such deduct:ons.

t:. DEPREICIATION. Deductions for depreciation f(Cr properiy
used for business purposes shall be determined unde:r sections
46, 167, 178, 179, 280, 291, 312, 465, 467, 514, 7oL, 1245,
4162, 61t1, ané 770! of the Internal Revenue Code in effect cn
January !, 1987 and al}l other provisions of the Intecnai
itevenue Code in effect on January L. 1987 relating to such
deductions.

¢. CAPITALIZATION RULES. Capitalization rules for
inventory, construction, and development costs as they relate
to business activities shall be determined under sections 48,
263a, 312, 471, 287, 447, and 464 of the Internal Revenue Code
in effect on Januacy 1, 1987 and all other provisions of the
Internal Revenue Code in effect on January 1, 1987 relacing to
such capitalization rules,

d. PASSIVE INVESTMENT ACTIVITIES. Deductions [or passive
investment activities shall be determined under section 469 of
the I[nternal Revenue Code in effect on January 1, 1987 and ail
other provisions of the lnternal Revenue Code in effect on
Janvatry 1, 1987 relating to passive investmeat activities.

e. LOMG-TERM 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 ), 1987 and all
other provisions of the Internal Revenue Code in effect on
January 1, 1987 relating to such long-term contracts.

f. DISCHARGE OF INDEBTEDNESS. Treatmeat of income of a
facrmer resulting €rom the discharge of the Earmer's

indebtedness thall be determined under section 108(g) of the

Internal Revenue Code in effect on January 1, 1987.

Sec. 4. Section 422.13, subsection 1, paragraph b, Code
1987, is amended to read as follows:

b. The individual has net income of foor five thousand
dol:a 4 or more for the tax year from sources taxable under
thit divisiorn,
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Sec. S. Section J22.32, sybsections 4 and 1l, Code J98§).
are arended to read as foklews:

4. The term “affiliated group” reans a group af
corpocations as defined in section L504(a) of the Intetnal
Revenue Code of-1954.

L1. Por-purposes-sf-section-422:3;-ubsection-5;~the
inzernst-Revenoe-€ode-0é-19%4-shati-be-=neerpreted-to-inciude
the-provistons -of-Pubr-br-Ner-98-4: “lInterpal Revenue Code”

m¢ans the Intecnal Revepue Code of 1954, prior to the date of

fts recesignation a4 the Internal Revenue Code of 1986 by the
Tax_Retorn Act of 1986, or means the Interpal Revenue Code of
1396 2s anended to and including January 1, 1987, whichever i3
applicable.

Sec. 6. Section 422,233, subsection 4, Code 1987, :is
anended Ty striking the subsection and inserting in lieu

trerect the following:

4. In addition to ail taxes imposed under this division,
there is imposed upon each corporation doing Lusiness within
the state the greater of the tax determined in subsection 1,
raragraphs "a" through "d" or the state alternative ainimum
tax equal to sixty percent of che maximum state cocporate
income tax cate, rounded to the neatest one-tenth of one
gercent, of the state alternative ninimum taxable incore of
the taxpayer computed undet this subsecticn.

The state altecnative minimum taxable income of a taxpayer
13 equai to the taxpayec's state taxab.e i1ncome as computed
with the adjustments in section 422.3% and with the following
adjustaents:

a. Add items of tax preference iaciuded ir federal
alternative minimur taxah.e .ncore under section 57, exCopT
sabsections (a)(i) and {(a)(5). 0f rhe nterral Reverue Code,

magke the adjustments included federal aliernat:ve ~ircimum

I
taxable income under section $£, cxcep: subsections {a)(+) and

). of the Internal! Revenue Tode, and adé losses as required
by secrion 58 of tae Internai Hevenue Code.  In makaing the

adjustment undeco section 56:c){1* of the Internal Revenue
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Code, interest and dividends from ‘ederal securities net of
arortizat:on of any discount or Zrenium shall be subsracted.

L. Asply the allccation and apportionmeat provisions of
subsection 2,

€. Suobtract an exemption amcunt of forty thousand dollacs.
Tris exemption amount skail be recduced, dut rnot velow €10, by
an amount equal to twenty~five percent of the amount by which
the alternative minimum taxable income of the taxpaver,
computed without regard to the exemption amcunt in tais
paragreaph, exceeds one hundred fifty thousand dollars.

2. In the case of 2 net operating loss computed for a iax
vear beginning after Decemhec 31, 1986 which is carried hack
or carried torward to the curreut taxable year, the net
cperating Loss shall be reduced by the acount of items of tax
preference and adjustrents arising in the tax year which 1%
taken into acccunt in computing tne ne: cperating luss in
section 422.3%, subsection 1). Tee deduction for a net
eperating loss for a tax year beginning afcer Decerber 31,
1986 which is carried back or carried forward to the curcent
taxable year shall not exceed ninety percent of the
alternative ainimum taxable Lncore determined without regacas
for the net operating toss deduction.

Sec. 7. Secrtion 422,33, subcection 5, Ccde 1987, is
amended to read as fellows:

5. The taxes impcsed under this division shall be reduced
by a state tax credit fer increasing research activities ia
thLs state equal to six and one-half percent of the state's
apporcioned share of the gualifying expenditures for
-~creasing research activities. The state's apportioned share
of the qual.fyirg expenditures fo: increasing ceseacch
actaivities .5 a pereent eguol to the zatio of qualified
Tesearcn expenditures in 1his srate to the total quaiified
cesearch expenditures. For purposes of thig subsecticn,
"qualifying exgendizures for increesing research activities”
means the gualifying exgendiruren as defined for the federai

credit for incceasing researen activities whick weuid be
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allovanle under section 38 41 of the [oternal Hevenve Code of
t954dr-~tn-ecéfecr-on~danuary-27-r385.

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

Sec. B. Section 422.35, Code 1987, is amended to read as
follows:

422.35 HET INCOME OF CORFQRATION -- HOW COMFUTED.

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

1. Subtract interest and dividends frem federal
securities.

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

3. Where the net income includes capital gains or losses,
or gains or¢ losses from proparty other than capital assets,
and such gains or losses have been determined by using a basis
estabiished pcioc to Jaruary 1, 1934, an adjustment may be
made, under rules and reqgulations prescribed by the director,
vo reflect the difference resulting f£ron the use of a basis of
cost or Januatry 1, 1934, fair macket value, less depreciation
aliowed or allowable, whichever is higher. Provided tnat tne
basis shall he fair macket value as of Jaauary l, 1955, less
dzpreciation allowed or #llewable, in the case of propecty
acquired prior o that date if use of a grior vasis 1s
declaced to be inwvalid,

4. Subtract fifty percent of the feceral inceme taxes paid
or accorued, as the case may be, during the tax year, adjusted
by any fedecal income tax cefunds; and add the [owa income zax

deducted in computing s3aid taxable incore.
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Sro-hdé-the-amount-by-which-rha-basra-cf-gnarefred
depreciabia-proverty-ia-rrqutred-to-Be-tnareased-for
depreciatrer-purposes-undec-the-incernal-Hevenne-£odn
Anendrenta-Act -of-~31964-to-the-extenkt -thak-such-amsunt -eqzals
the-nes-ameunt-of-tne-speetat-deductron-atlowrd-en-tha-dasts
of-the-smount-dy-whtch-tha-daprectenle-basta-osf-sneh-quatiited
property-wvas-required-te-ce-redeced-for-deprectation-purpsses
onder-the-Internat-Revenne-€ode-Amendmenta-Act-cf-£962v--Fhe
Inek~amount-of-the-speciai-dedaactiont-shati-be-comantad-by
takipg-the-sum-oé-the-srounts-by-vhich-the-basra-of-guaified
propecty-was-required-to-be-decreased-for-deprectation
prmeposes-for-the-years-+967-and-1963-and-subtracting-from-:t
the-sum-of-the-arounts-by-whicn-the-pasis-of-anch-property-wasy
required-to-be-tncreasedy-prior-te-39645-for-depreciatron-or
dispoattion-purposes-under-the-iakernat-Revenne-€ade
Amendrenrs-Act-o0f-3962<

6. Subtract the amount of the jobs tax credit allowable
tor the tax year under section SL of the I[nternal Revenue Code
of-195¢ to the extent thatr the credit increased federal
taxable income.

7. If the taxpayer is a smal! husiness cocporation,
subtract an amount equal to [ifty percent of the wages paid to
individuals named in paragraphs "a&", "b", a=d "c¢" who wete
hired for the first time by the taxpayer duting the tax year
for work done in this State:

a. & handicapped individval domiciled in this state at the
time of the hiring who meets any of the following ¢onditions:

(1) Has & ghysical or meatal impaicrent which
substantially limits one of more major Life activities.

{2} Has a record of that Lmpairzment.

(3) 18 regarded as havirg that ampaitrnent,

b. An individual dumiciled in this state at the tice of
the hiring who meets any of the fcllewing conditions:

11) Has been convicted of a felony in this or any other
state oc the District of Colunmbia.

t2) Is on parole purswant to chaprer 906,
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131 is on probation pursuant to chapter 907, for ar
otfense other than a simple misdemeanor.

(4) Is in a work release proaram pursuvant to chapter 246,
division [X.

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

This deducticn is allowed for the wages paid to the
individuals successfully completing a probationary pericd
aarmed in paragraghs "a", "b", and "¢" during the twelve months
following the date of firat employment by the taxpayer and
shail be deducted in the tax years when paid.

For purposes of this subsection, "physical or mental
tapaiesent” means any physiological disccder or condition,
coscetic disfigurement, or anatomical loss affecting one oc
rore of the bedy systems or any rental or psychological
dirorder. including mental retardation, organic brain
syndrome, emotional or rental illness and specitic leatning
disabilities,

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

8. Subtract the amount of the alcohol tuel credit
allovable for the tax year under sectior 40 of the interral
Revenue Code of-1954 to the extent that the credit increased
federal taxable income.

5. Add the amounts deducted and subtract the amounts
izcluded 1n income as a result of the treatment provided sale-
iraseback agreemeats unde: section 168(f)(8) 0f the Interpal
Revanue Code o6-3954 for propecty piaged 1n secvice by the

transferee pricr to Januacy 1, 1986 to the extent that the

arnunts deducted and the amounts included in income are not
otherwise deductible or wnciuded in inceme under the other
pruvisions of the Internal Revenue Code of-3954 as_amended to

JL, 1985. Entitlement to depreciat.on
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on any property involved 1n a sale-leaseback agreerent wnich

1s placed in secvice hy the transfecee prior to January 1,

section LEA(E)(8) in making the determination,

L0, Add the amcunt of windfall prefits -ax deductad uncer
section 164(a) of tone Internal Revenue Code sB-1954,

ll. add the combined net lcsses from passive farming
activity in excess of twenty-five thousand dollars chat offses
income {rom other sources. Net losses under section 165 cf
the Internal Revenue Code ©£-3954, exciusive of net gains
ircurred passively frem the operation of a €arming business,
4 defined in section 464{e¢) of tne Intecnal Revenue Code of
t954, are to he combined from businesses, rents, partnerships,
corporations, estates or trusts except losses under sections
L2il and 12]1 of the Intarnal Revenue Code of-3954, Farming
Activity is passive if the taxpayer des not raterially
participate in the activity ncr provide substantial services
to the farming business. A loss ftrom an activity that is
disallowed under this subsection shall te treated as a
ceduct:on allowable to that activity in the first succeeding
tax vear.

l2. Add the percentage depletion amount determined with
respect to an oil, gas, or geothermal well using methcds in
section 6l) of the Internal Revenue Ccde of-1954 that is in
excess of the cost depletion amount determined uader section
EL] of the Internal Revenue Code oF-3954.

13. 1t after applying all of cne adjustments provided fo:
In tols section and the allocation and apportionment
provisions of section 422.3%, the lowa taxable incame resylts
in a net operating loss. such net operating 1oss shall be

deducted as foliows:

4. The [owa ner operating loss shall be carried back th:eow
taxable years or to the taxable yeat¢ in which the corporacion
first commenced doing business in this gtate, whichever is

ater.
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b. The Iowa net operarting loss remawning after be:ng
carcied back as required in paragraph "a” <f this subsectioan
ot Lf not fequired to cte carried back shall be cartied forward
fiLiteen taxable years.

c. [! the election under section L72(b)([(3){C) of the
Interra: Revenue Code »£-3195%4 is made, the Iowa nebt operating
ioss shall be carcied forwacd fifteen taxabie years,

¢. Ko partion ©of a net cperating ioss which was sustained
from that portion of the trade or business carried on cutside
the state of lowa shall be deducted.

vrovided, however, that a corporation affected oy the
2llecation provisions of section 422.33 shall be permitted to
deduct only such portion of the deductions for net operating
10ss and faederal income taxes as is €airly and equitably
aliscable to lowa, under rules prescribed by the director.

Sec. 9. Section 422,35, subsection 2, Code 1987, is
arended to read as follows:

2. Add interest and dividends from foreign secuarities, and

ftom securities of state snd other poiitical subdivisions, and

fron regulated investment cogpanies exempt from fedecal incore
tax under the Internal Revenue Code of-1954.

Sec. 10. Section 422,35, subsection 11, Code 1987, s
anended by striking the sunsecticn.

Sec. 11. Section 422.35, Code 1987, 1% amended by adding
the following new subsection:

NEW SUBSECTION. Subtract the loss on the sale or exchange
of a shate of a regulated investment company neld for aix
months or less to the extent the louss was disallcwed under
section 852(b)c4){B) of the Internal Revenue {ode.

Sec., 12. Sectiocn 422.36, subsection 5, Ccde 1987, is
amended te read as f[oilows:

5. wWhere a corporaticn is not subjec: to incore tax and
the stockholders of such corporaticn aze taxed on the
corporation’s income under ihe provisioas of the Intercal
Revenue Code of-3354, the sare zax treatment shall apply o
such corporation and such stockhoiders for Iowa income tax

purposes.
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dec., 11, Section 427.17, subsecltion 5, Code 1987, 1is
amended to read as follows:

7. The coooutation of consolidated taxable inccre €or
members of an atfiliated group ¢f cosporations subject to
shal! be rade in the same manner and unde: the same
procedures, including all interccmpany adjustrents and
elirinations, as ate cequired for consclidating tae 1ncones of
affiliated corporat.onz f0c¢ toe taxable year for federal
income tax purposes in accordance with secti¢n 1502 of the
[nternal Revenue Ccde 0f-3954.

Sec, 14. Secticno 422.60, Code L1987, is amended by striking
the section and inserting in lieu thercof the following:

422,60 IMPOSITION OF TAX.

1. A franchise tax according to and measured by net incone
is imposed on fimancial instatutions for the privilege of
doing business .n this state as firancial inseitutions.

2. In addition to all taxes imposed wnder this division,
there is imgosed upon each financial institution doing
business within the s:iate the greater of the tax determined 1n
section 422.63 or the state alternative minimuem tax equal to
sixty percent of the maxirum state franchise tax rate, rounded
to the nearest one-tenth of ore percent, of the state
altternative minimum taxable ircome of the taxpayer computed
cnger this subsection.

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

a. Add itens of tax prefersnce included in federal
alternative mirimum taxadie tacome under section 57, except
subsections [a)(l) and {a){5), of tnhe Interral Reverue Ccdle.
rmake the adjustnents inciuded v federal alternative minimun
raxable income under gection %6, except sobsections {a) (4},
(c)tly, (d1. {51, and (g9), of the Interna. Revenue Ccde, and
2Gd losses ¢35 required by section %8 of the Internal Revenue
Code.
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. Make the adiustmert: oreovided 1n zection Y6(c)rl:
the [nternai Revenue Code, except that in ~a<ing the
calculation under sections S&(f)(Ll) ard 3606)(1) Of uthe
Internal Revenue Code the scate alternative mipimum taxable
Lecome, compyted without tegard to the adjustmerts made by

this paragraph, the exemplion provided for in parageapn "d",

and the srate altercative tax net operating ioss desceibed in

e”, anhall be substituted for the iters descr:bed
sections 36(L)(1){B) and %6{g}(1)(B) of the Internal Hevenue
Ccde.,

€. Apply tbe allocation and apportionmect provisions of
section 422.60.

d¢. Subtract an exenption amcunt of forty thousand dollacs.

Tactayraph

Tris exemption amount shall be reduced, but ot below zero, by
A% amount equal ko twenty~five geccent ¢f the ancunt Oy which
the alternative minimum taxable income of the tuxpayer,
computed without reqard to the exetrption amount in this
Faragraph, exceeds one hundred fifty thousand dollacs.

e. In the case of & net operating loss beginning after
Decewmber 31, 1986 which is carried back or carcied forward to
the current taxable year, the net operating Loss spall te
teduced by the amount of items of tax prefecence anc
adjustments acising in the tax year wnich was taken into
account in computing the net operating loss in section 422,35,
subsection 13. The deduction for a net operating loss for &
tax year begianing afrec December 11, L986 wnich is carried
back ¢r carried forwaed to the cuzrent taxable yeat shall not
cxcred nincty percent of the aitecnative micinum taxable
ircome determined withou! regard for the net operating losyg
deduceion.

Sec. 15. Section 427,61, subsection 2, Tode 1937, is
amerded 2o read 2§ tollows:

7. "Taxable year” means the calendar year or trhe fiscal
year ending during a calendar year, for which the tax iy
savable.  "Fiscal year" includes a taa sericd <f less the

TwWelve meatas if. under the Internal Revencn Code sf-1394
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Corparatien is required to trle a tax return Cevering a tax
pecicd of less thar twelve months,

Sec. 16. Section 422.61, sudsection 4. Code 1987, 13
amended to cead as fallows:

1. "He: income” means the aset 1ncume of the financial
insticution computed in acecocdatce w.th sect.on 422,35, withk
the excepi.on that invterest and dividends fcem foderal
securities snall nct be subrracted, ns federai Lncome taxes
paid or accrued stail act or subteacred, and notwithstanding
the previsions of secticns 262.41 and 262.51 or any ciher
Frovisions of the law, income from 0oligations of the atate
and its political subdiv.sioas and any acount of franchise
taxes paid or aceried undec this aivision during the raxable
year shall te added. Any deduction digalleved under secticn
I

28500 or 291ie) (i, (B: of ta
subiracted,

Sec. 17, Sectlon 450A.1, Code 1987, .5 amended te read as
foltows:

A50A.Y DETINITICKS.

Az used in this chapter, unless the context ctrerwige
reguires:

1. "Generation skipping transfer” means the genecation
skipping transfer as defined in secticn 261° of the Internal
Kevenue Code of-1954,

2, "Internal flevenue Ccde of-1954" means the same as the
term is defined in section 422.3.

3. YBeered-transferori-naans-the-dee-cd-tranaferor-ss
defined-rn-nection-2612-0f-khe-fnternal-Havenne-Code-of-i254-
43 "Directar™ reans the director cf the departren: of

revenue andg finance.

Sr-n“ﬁeuaravioﬁ-nnippinq-t:usﬁ”-mcans"n—qene:ation-s<:pp:rg
ﬁr:st-Ea-defined-in"aec11en-éni!-5&-tne"?nkernaE"Revcnue-Ecde
~E-2G54<

fr--~t&eneratton-skipprng trask-equivatanti-maana-g
gAneratron-skrpptng-truat-equivetesk-ga defraed-rn-sestion

2hit-of-<ne-intecnad-Revenne €nde-mb-39545
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7 4. “Bratributee Transfecee” means a person ceceiving
property an a generation skipping transfer.

8 5. “"Department™ means the department of reveance and
finance.

6. "Direct skip“ means the same as the tecem is definec

section 2612({c] of the Ilnternal Revenue Ccde.

__"Taxable terminatlion” means the same ag tne term is

the Internal Revenue Code.

"Taxable distribution” means the same as the tecn is

defined in section 2612(b) of the I[nternal Hevenue Code.

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

the same as those resgective terms ace defined in section 652

of the Internal Revenue Code.

Sec. L8. Section 450A.2, Code 1987, is amended to read as
follows:

A50A.2 IMPOSITION OF TAL.

A tax 185 irposed on the transfer of any property, incluced

in a generation skipping transfer, other than a direct skig,

the death of tne-deemed-transferor an individual, equai-to-the
in an amount of egual to the maxinum federal credit allowable
under section 2602¢cytHy¢By 2604 of the Internal Revenue Code
of-+954, fox that-part&on-oé—atutc—estaeey-inheeitaneer
teqacyr-or-snccessten-tax the genueration skipping transfer tax

actually paid to the state in tespect of any properiy included
in the generation skipping zransfer.

Whece the desmed transferor is a resident of Iowa and ail
propgecty included 1n 4 generarion skipping traasfer that is
subsect to tax under this section has a situs in Iowa, 07 18

subject o the jurisd:ction of the courts of Iowa., an amount
equal te the total credit as allicwed under tne Internal
gevenue Code cf-1954 shall be paid to the state of Iowa.
whete the dee~ed transferor is a ncaresident or whece the
propecty included in 2 yeneraxion skippieg transfer that .s
subject 13 tax urder this sectiqa has 4 situs outside the

state of lowa and rot supjecs to the jurisdiction of Iowa
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couerts, the tax shall be prorated on the basis that toe value
of Iowa property inciuded in the genecration skipping transfer
hears to the total value of preperty included in the
generation skipping transfer.

Sec. 19, Section 450A.3, Cede 1987, is arended te cead as
follows:

4%0A.3  VALUE OF PROPERTY.

The value of propurty, inciuded in a generation skipping
teansfer, snall pe the same as deternined for federal
generation skipping transfer tax purposcs under the Internal
Revenue Code of-1954.

Sec. 20. Section 450a.4, Code 1987, is amended to read as
follows:

450A.4 PAYMENT QF THE TAX.

The tax imposed by this chapter shall be paid within-tweive
conths on or befocre the last day of the ninth month after the
death of the deemed-transéeror-tf-the-transfer-occurs-at-that

vimes-oe~tf-tatecs-the-day-wntch-ta-twelve-montha-after-the
dey-on-vhich-such-generation-skipping-transfer-ocecurred
individual whose death is toe event caus.ng the generation
skipping transfer which is eligibie for the credit for state

Por-purposes-cf-this-chaptesr-any-property-teansferred-during
the-three-yesr-partod-ending-on-the-date-of-the-deemed
cranatecnris-desth-and-whrsh-t9-incinded-:n-a-gensrakion
skipptag-transfec-under-the-iaternat -Revenne-gode-of-1954
shatl-be-canstdesad-as-vransfersad-on-ehe-deemnd-braonafererts
deaths

Sec. 21. Section 4504.5, Code 1987, is amended to read as
fallows:

45QA.5 LIABILLIY FOR THE TAX.

The distrrbutes transfecee Of the property included in the
generation skipping transfer shall be pecrsonally liable for
the tax 10 the extent 0f the-fpir-mavket its value, determined

under section 3625 of the Iatecnal kevenue Code as of the time

of the drsteibutionz-of-the-praparty-received-in-the
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dtsrributicon qeneration s svo1na transfer. If the tax is
stbrsburtable to a taxabie termination, as deflned in section
2613 2612(a) of the Internal Revenue Code cf-3954, the trustee
and the transferee shall ve personally liabie for the rax to
“he extent of the value of ihe property subject to tax under
the truatee's conkrol.

Sec. 22. Section 450h.%, Code 1987, :s amended to read as
fcllows:

450A.6 LIEW OF THE TAX.

The tax imposed by this chapter snall be a lien on the
gropercy subject to the tax for a periocd of ten years from the
time the generation skipping transfer occurs., Full payment of
the tax, penalty and interest due ard-tnterestr-t€é-mnyr shall

reiease the lien and discharge the disteioutee transferee anc
rrustee of personal liability. Unless the iien has been
rerfected by recording, a fransfer Uy che distrcibaree
transferee or the trustee tos 4 bopa {1de purchaser for vaiue
$hall divest the property of the lien., If taoe :ien 1s
perfected by recording, the rights of the state under the Yien
have priority over all subsequent mortgages, gurcnases or
judgment creditors. Tne depacrtment pay celease the iien pticr
to the payment of the tax duc if adequate security for paymen:
of the tax is given.

Sec. 23. Section 450A.10, Code 1987, 15 amended to read as
follows:

450A.10 DIRECTOR TO ENFORCE COLLECTION.

It shall be the duty of :he director tc enforce collection
2% the Tax i1mposed by this chapter and shall with 2li chne
cights of a party in intecese, represent the state in anv
prcceedings to collect the tax. Tre director snal! have tne
power to bring suit against anv person liable for Lhe paynent
cf the tax, penalty, i1nrerest and zosts and ray foreclose the
lier of the tax in the same ~anner 4% 13 niw prescrived for
the foreclosure of real estare martgages and upon judgrent may
Cause cxecutlion to be 1ssued co sell §o much of the property

necessacy to satis€y the tax, penaity, interest and costs due.
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Sec. 4. Section 450A.1L1, Code 1927, .3 amenced 0 read as
foilows:

450A. L1 DUTY TO CLATM MAXIMUM CREDIT.

it shail be the duty cf anay pecnon liable for tone paymen:
of the tax to claim the maximum fedecal credit allowaple for
that porzion of the state estaber-tnheritanser-tegacvy-ar
successton QQEEEﬁEiQF_ﬁﬁi?PlEﬂ.Ei@?ﬁﬁ?f tax paid in respect of
any preperty Included in a taxavie generulion sk:pping
transfer. Claiming on a federal retarn a Sum iess thar the
maximum federal credit altowable shall not relieve any person
liable for the tax of the duty to pay the tax imposed under
wnis chapter.

1f an amended or supplemental return i3 filed witnh tne
internal revenue service which results in a change ir the
ardunt of tax owing under this chagter, the persons liable (ot
the paycent of the tax shall suzmit an amended retuen, on
torms prescribed by tne director, ndizceting the amsunt of the
tax then owing as & cesuls of sueh rhange.

Lf ary federal generation skopping transfer tax has been
paid before the enactment of this chapter, the persons liable
f00 the payment of the tax undec this chapter shall file an
amended federal return ciaining the mexirur ‘ederal credit
allowable and file tae lowa returns specified ir section
S50A.8 within six ponths after the enaciment of this chapter
Gr within the time limit provided in sect.on ¥50A.4 whicnever
is the later.

Sec. 25. Notwithstanding section 8.55, the w2reys 12 the
leua economic emergency fuad on July 1, 987 are transferred
to the genera: fund of the state. funds trangferced 1o the
ceneral fund ©f the state sha’l be nsed to defray expenses

incurzed for the fiscal year beqinnieg Julv 1, L987 axd encing
June 3ﬁ. 1338,

Sec. 26. 1987 Iowa acts, House File 675, sections 4 and
13, are repealad,

Sec. 27. 1987 Iowa Acts, House File 277, section 10, .s
amencded to read as tollows:
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SEC. 10. This Act takes cffect January 1, 1988, Sections

4 ) through 6 9 apply to tax returns filed for tax years

beginning on or after January ., 1987. However, in
determining the allocation between the political candidares
fund and the lowa election carpaign €und of funds [rom the
cteturns for the three tax years beginning on or after Januacy
1, 1987, 1988, and L9€9, only the first two hundred sixty
thousand dollars received for the tax returns of each of those
years shall be deposited in the [owa 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 filed in Januacy. 1988.

Sec. 8. 1987 lowa Acts, House File 151, sections 1
through 23, are cepealed,

sec. 29. 1987 Jowa Acts, House File 153, sections $7 and
58, are amended to read as follows:

SEC. 57. Sections ¥7-27-47-57-67-%7-%2}¥7-315-theoungh 24, 26,
27. 31, 32, 34, and 16 of this Act are retroactive to Januarcy
1, 19856 for tax years beginning on or after that date,

SEC. 58. Sections 37-87-9;-%87;-327-¥37-147 25, 28, 29, 10,
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
cetroactive to Januvacy 1, 1986 for tex years beginning on O¢
after that dake.

Sec. 31. Sections 2, 3, 4, 6, 9, 10, 11, 14, ané 16 of
this AcCt are retroactive to January 1, 1987 for 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
undec section 2604 of the Internai Revenue Code and are made
after Octobec 22, 1986, subject to the special rules of
gect:on 1433(b) of Public Law §9-314.

Senate Fiie 523, p. 18

500, 33, This Act, being decemed of immediate amportance,
14 eblective ypon enactmenc,
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