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A BILL FOR 

1 An Act relating to the state's individual income tax for income 

2 tax years beginning in the 1987 calendar year and making it 

'3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

4 

retroactive. 

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

TLSB 4511XS 72 

mg/jw/5 
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1 Section 1. Section 422.4, Code Supplement 1987, is amended 

2 by adding the following new subsections: 

3 NEW SUBSECTION. 19. For purposes of tax years beginning 

4 in the 1987 calendar year, the definition of the Internal 

5 Revenue Code of 1954 in section 422.3, subsection 5, shall be 

6 interpreted to include provisions of the Tax Reform Act of 

7 1986, Pub. L. No. 99-514 which amended the Internal Revenue 

8 Code of 1954, unless the context otherwise 

9 NEW SUBSECTION. 20. "Internal Revenue 

requires. 

Code of 1986" means 

10 the Internal Revenue Code of 1954 as amended by the Tax Reform 

11 Act of 1986, Pub. L. No. 99-514. 

12 Sec. 2. Section 422.5, Code Supplement 1987, is amended by 

13 adding after subsection 1 the following new subsection: 

14 NEW SUBSECTION. lA. In lieu of subsection 1, for tax 

15 years beginning in the 1987 calendar year only, a tax is 

16 imposed upon every resident and nonresident of the state which 

17 tax shall be levied, collected, and paid annually upon and 

18 with respect to the entire taxable income as defined in this 

19 division at rates as follows: 

20 a. On all taxable income from zero through one thousand 

21 dollars, four-tenths of one percent. 

22 b. On all taxable income exceeding one thousand dollars 

23 but not exceeding two thousand dollars, eight-tenths of one 

24 percent. 

25 c. On all taxable income exceeding two thousand dollars 

26 but not exceeding four thousand dollars, two and seven-tenths 

27 percent. 

28 d. On all taxable income exceeding four thousand dollars 

29 but not exceeding nine thousand dollars, five percent. 

30 e. On all taxable income exceeding nine thousand dollars 

31 but not exceeding fifteen thousand dollars, six and eight-

32 tenths percent. 

33 f. On all taxable income exceeding fifteen thousand 

34 dollars but not exceeding twenty thousand dollars, seven and 

35 two-tenths percent. 
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1 g. On all taxable income exceeding twenty thousand dollars 

2 but not exceeding thirty thousand dollars, seven and fifty-

3 five hundredths percent. 

4 h. On all taxable income exceeding thirty thousand dollars 

5 but not exceeding forty-five thousand dollars, eight and 

6 eight-tenths percent. 

7 i. On all taxable income exceeding forty-five thousand 

8 dollars, nine and ninety-eight hundredths percent. 

9 j. The tax imposed upon the taxable income of a 

10 nonresident shall be computed by reducing the amount 

11 determined pursuant to paragraphs "a" through "i" by the 

12 amounts of nonrefundable credits under this division and by 

13 multiplying this resulting amount by a fraction of which the 

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

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

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

17 the denominator. This provision also applies to individuals 

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

19 k. There is imposed upon every resident and nonresident of 

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

21 tax determined in paragraphs "a" through "j" or the state 

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

23 maximum state individual income tax rate for the tax year, 

24 rounded to the nearest one-tenth of one percent, of the state 

25 alternative minimum taxable income of the taxpayer as computed 

26 under this paragraph. 

4 u f'; 27 The state alternative minimum taxable income of a taxpayer 

28 is equal to the taxpayer's state taxable income, as computed 

29 with the deductions in section 422.9, except for the net 

30 capital gain deduction, with the following adjustments: 

31 (1) Add items of tax preference included in federal 

32 alternative minimum taxable income under section 57, except 

33 subsections (a)(l), (a)(2), and (a)(5), of the Internal 

34 Revenue Code of 1986, make the adjustments included in federal 

35 alternative minimum taxable income under section 56, except 
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1 subsections (a)(4), (b)(l)(C)(iii), and (d), of the Internal 

2 Revenue Code of 1986, and add losses as required by section 58 

3 of the Internal Revenue Code of 1986. In the case of an 

4 estate or trust, the items of tax preference, adjustments, and 

5 losses shall be apportioned between the estate or trust and 

6 the beneficiaries in accordance with rules prescribed by the 

7 director. 

8 (2) Subtract the applicable exemption amount as follows: 

9 (a) Seventeen thousand five hundred dollars for a married 

10 person who files separately or for an estate or trust. 

11 (b) Twenty-six thousand dollars for a single person or an 

12 unmarried head of household. 

13 (c) Thirty-five thousand dollars for a married couple 

14 which files a joint return. 

15 (d) The exemption amount shall be reduced, but not below 

16 zero, by an amount equal to twenty-five percent of the amount 

17 by which the alternative minimum taxable income of the 

18 taxpayer, computed without regard to the exemption amount in 

19 this subparagraph, exceeds the following: 

20 (i) Seventy-five thousand dollars in the case of a 

21 taxpayer described in subparagraph part (a). 

22 (ii) One hundred twelve thousand five hundred dollars in 

23 the case of a taxpayer described in subparagraph part (b). 

24 (iii) One hundred fifty thousand dollars in the case of a 

25 taxpayer described in subparagraph part (c). 

26 (3) In the case of a net operating loss computed for a tax 

27 year beginning after December 31, 1982 which is carried back 

28 or carried forward to the current taxable year, the net 

29 operating loss shall be reduced by the amount of the items of 

30 tax preference arising in such year which was taken into 

31 account in computing the net operating loss in section 422.9, 

32 subsection 3. The deduction for a net operating loss for a 

33 tax year beginning after December 31, 1986 which is carried 

34 back or carried forward to the current taxable year shall not 

35 exceed ninety percent of the alternative minimum taxable 
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1 income determined without regard for the net operating loss 

2 deduction. 

3 The state alternative minimum tax of a taxpayer whose net 

4 capital gain deduction includes the gain or loss from the 

5 forfeiture of an installment real estate contract, the 

6 transfer of real or personal property securing a debt to a 

7 creditor in cancellation of that debt or from the sale or 

8 exchange of property as a result of actual notice of 

9 foreclosure where the fair market value of the taxpayer's 

10 assets exceeds the taxpayer's liabilities immediately before 

11 such forfeiture, transfer, or sale or exchange shall not be 

12 greater than such excess, including any asset transferred 

13 within one hundred twenty days prior to such forfeiture, 

14 transfer, or sale or exchange. 

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

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

17 minimum tax is one hundred percent of the state alternative 

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

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

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

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

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

23 computed under this subsection, reduced by the applicable 

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

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

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

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

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

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

30 computed under section 422.7 plus all tax preference items, 

31 adjustments, and losses under subparagraph (1). In computing 

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

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

34 Married taxpayers electing to file separate returns or 

35 separately on a combined return must allocate the minimum tax 
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1 computed in this subsection in the proportion that each 
2 spouse's respective preference items, adjustments, and losses 

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

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

5 spouses. 

6 Sec. 3. Section 422.5, subsection 2, Code Supplement 1987, 

7 is amended by adding the following new unnumbered paragraph: 
8 NEW UNNUMBERED PARAGRAPH. However, for tax years beginning 

9 in the 1987 calendar year only, for unmarried head of 
10 households, references in this subsection and subsections 6 

11 and 10 to five thousand dollars shall be interpreted to mean 
12 ten thousand dollars. In addition, for tax years beginning in 

13 the 1987 calendar year only, if the resident or nonresident's 
14 net income exceeds five thousand dollars or ten thousand 

15 dollars, as applicable, the regular tax imposed under this 
16 division shall be the lesser of the maximum state individual 

17 income tax rate times the portion of the net income in excess 
18 of the appropriate threshold amount or the regular tax 

19 liability computed without regard to this sentence. 

20 Sec. 4. Section 422.7, Code Supplement 1987, is amended by 

21 adding after subsection 16 the following new subsection: 

22 NEW SUBSECTION. 16A. Notwithstanding any other provision, 

23 for tax years beginning in the 1987 calendar year only, add 
24 the amounts deducted and subtract the amounts included as 

25 income as a result of the treatment provided sale-leaseback 
26 agreements under section 168(f)(8) of the Internal Revenue 

27 Code of 1954 for property placed in service by the transferee 

28 prior to January 1, 1986 to the extent that the amounts 

29 deducted and the amounts included in income are not otherwise 

30 deductible or included in income under the Internal Revenue 

31 Code of 1954 as amended to and including December 31, 1985. 
32 Entitlement to depreciation on any property included in a 

33 sale-leaseback agreement which is placed in service by the 

34 transferee prior to January 1, 1986 shall be determined under 

35 the Internal Revenue Code of 1954 as amended to and including 
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1 December 31, 1985, excluding section 168(f)(8) in making the 

2 determination. 

3 Sec. 5. Section 422.7, subsections 23 and 24, Code 

4 Supplement 1987, are amended to read as follows: 

5 23. Add the amount of intangible drilling and development 

6 costs optionally deducted in the year paid or incurred as 

7 allowed under section 263(c) of the Internal Revenue Code of 

8 1954. This amount may be recovered through cost depletion or 

9 depreciation, as appropriate under rules prescribed by the 

10 director. However, for tax years beginning in the 1987 

11 calendar year only, the amount to be added equals the amount 

12 optionally deducted in the year paid or accrued as described 

13 in section 57(a)(2) of the Internal Revenue Code of 1986. 

14 24. Add the percentage depletion amount determined with 

15 respect to an oil, gas, or geothermal well using methods in 

16 section 613 of the Internal Revenue Code of 1954 that is in 

17 excess of the cost depletion amount determined under section 

18 611 of the Internal RevenUe Code of 1954. However, for tax 

19 years beginning in the 1987 calendar year only, the amount to 

20 be added equals the percentage depletion amount determined 

21 with respect to an oil, gas, or geothermal well as described 

22 in section 57(a)(1) of the Internal Revenue Code of 1986. 

23 Sec. 6. Section 422.7, Code Supplement 1987, is amended by 

Ui4'324 adding the following new subsection: 

25 NEW SUBSECTION. 27. For tax years beginning in the 1987 

26 calendar year only, add interest and dividends from regulated 

27 investment companies exempt from federal income tax under the 

28 Internal Revenue Code of 1986 and subtract the loss on the 

29 sale or exchange of a share of a regulated investment company 

30 held for six months or less to the extent the loss was 

31 disallowed under section 852(b)(4)(B) of the Internal Revenue 

-' ~"32 Code of 1986 . 
. ~ -. 

33 Sec. 7. Section 422.9, subsection 1, unnumbered paragraph 

34 1, Code Supplement 1987, is amended to read as follows: 

35 An optional standard deduction of fifteen percent of the 
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1 net income after deduction of federal income tax, not to 

2 exceed one thousand two hundred dollars for a married person 

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

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

5 who file a jOint return, a surviving spouse as defined in 

6 section 2 of the Internal Revenue Code of 1954, or an 

7 unmarried head of household as defined in the Internal Revenue 

8 Code of 1954 or for tax years beginning in the 1987 calendar 

9 year only, an optional standard deduction after deduction of 

10 federal income tax equal to one thousand two hundred thirty 

11 dollars for a married person who files separately or a single 

12 person or equal to three thousand thirty dollars for a husband 

13 and wife who file a joint return, a surviving spouse, or an 

14 unmarried head of household. The optional standard deduction 

15 shall not exceed the amount remaining after deduction of the 

16 federal income tax. 

17 Sec. 8. Section 422.9, subsection 2, unnumbered paragraph 

18 1, Code Supplement 1987, is amended to read as follows: 

19 The total of contributions, interest, taxes, medical 

20 expense, nonbusiness losses and miscellaneous expenses; and 

21 for tax years beginning in the 1987 calendar year onry, mov~ 

22 expenses; deductible for federal income tax purposes under the 

23 Internal Revenue Code of 1954, with the following adjustments: 

q'~i24 Sec. 9. Section 422.9, Code Supplement 1987, is amended by 

25 adding the following new subsection: 

26 NEW SUBSECTION. 6. For tax years beginning in the 1987 

27 calendar year only, the taxpayer may recompute the taxpayer's 

28 income tax liability for the tax year by subtracting from the 

29 taxpayer's taxable income, as computed without regard to this 

30 subsection, sixty percent of the net capital gain as computed 

31 in section 1202 of the Internal Revenue Code of 1986 in effect 

32 for tax years beginning in the 1986 calendar year. For 

33 purposes of determining the amount to be subtracted, the net 

34 capital gain shall not exceed seventeen thousand five hundred 

35 dollars. Married taxpayers who elect separate filing on a 
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1 combined return for state tax purposes are treated as one 

2 taxpayer and the amount of net capital gain to be used to 

3 determine the total amount to be subtracted by them shall not 

4 exceed seventeen thousand five hundred dollars in the 

5 aggregate. Married taxpayers who file jointly or separately 

6 on a combined return shall prorate the seventeen thousand five 

7 hundred dollar limitation between them based on the ratio of 

8 each spouse's net capital gain to the total net capital gain 

9 of both spouses. In the case of married taxpayers filing 

10 separate returns, the amount of net capital gain to be used to 

11 determine the amount to be subtracted by each spouse shall not 

12 exceed eight thousand seven hundred and fifty dollars. To the 

13 extent that the adjusted gross income reflects capital gain 

14 treatment for sales of dairy cattle made between January 1, 

15 1987, and September 1, 1987, under the federal milk production 

16 termination program, the capital gains from such sales shall 

17 not be used in computing net capital gain for purposes of this 

18 subsection. Any income or loss resulting from the forfeiture, 

19 transfer, or sale or exchange described in section 422.7, 

20 subsection 25, shall not be used in computing net capital gain 

21 for purposes of this subsection. 

~~,,22 In order for the taxpayer to claim this capital gain 

23 deduction, the taxpayer must completely fill out the return, 

24 determine the taxpayer's income tax liability without this 

25 deduction, and pay the amount of tax that is owed. The 

26 taxpayer shall recompute the taxpayer's income tax liability, 

27 with this deduction, on a special return. This special return 

28 shall be filed with the regular return and constitutes a claim 

29 for refund of the difference between the amount of tax the 

30 taxpayer paid as determined without the net capital gain 

31 deduction and the amount of tax determined with the net 

32 capital gain deduction. If the taxpayer has a school district 

33 income surtax liability, the amount of this liability is 

34 considered part of the tax and the surtax liability shall be 

35 recomputed along with the regular tax for purposes of 
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1 determining the amount of the claim for refund only and does 

2 not affect the amount of surtax to be paid to the school 

3 district. In recomputing the taxpayer's alternative minimum 
4 tax liability, the amount of net capital gain deduction taken 

5 shall be treated as a tax preference item for purposes of the 
6 recomputation only. 

~ :57 The provisions of this subsection shall not affect the 

8 amount of the taxpayer's checkoff to the Iowa election 

9 campaign fund under section 56.18, the checkoff for the fish 
10 and game protection fund in section 107.16, the credits from 

11 tax provided in sections 422.10, 422.11A, and 422.12 and the 
12 allocation of these credits between spouses if the taxpayers 

13 filed separate returns or separately on combined returns, or 
14 the amount of the taxpayer's school district income surtax 

15 liability under section 442.15 as these items were properly 

16 computed or claimed on taxpayers' returns. 

17 For the tax year the total amount of refund claims that 
18 shall be paid shall not exceed eight million dollars. If the 

19 total amount of the claims for refund does exceed that amount, 
20 each claim for refund shall be paid on a pro rata basis so 

21 that the total amount paid for the tax year does not exceed 
22 eight million dollars. In the case where refund claims are 

23 not paid in full, the amount of the refund to which the 

24 taxpayer is entitled under this subsection is the pro rata 

25 amount that was paid and the taxpayer is not entitled to a 

26 refund for the unpaid portion and is not entitled to carry 

27 that amount forward or backward to another tax year. 
28 Taxpayers shall not use refunds as estimated payments for the 

29 succeeding tax year. Taxpayers whose tax years begin on 

30 January 1 must file their refund claims by October 31, 1988, 

31 to be eligible for refunds. Taxpayers whose tax years begin 

32 on a date in 1987 other than January 1 must file their refund 

33 claims by the end of the sixth month following the end of 

34 their tax years. The department shall determine on February 

35 1, 1989, if the total amount of claims for refund exceeds 

-9-



S.F. 521- H.F. 

1 eight million dollars for the tax year. Notwithstanding any 

2 other provision, interest shall not be due on any refund 

3 claims that are paid by February 28, 1989. If the claim is 

4 not payable on February 28, 1989 because the taxpayer is a 

5 fiscal year filer, then the amount of the claim allowed shall 

6 be in the same ratio as refund claims available on February 1, 

7 1989. These claims shall be funded by moneys appropriated for 

8 payment of refunds of individual income tax. 
, ,> 

9 Sec. 10. Section 422.10, unnumbered paragraph 1, Code 

10 1987, is amended to read as follows: 

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

12 state tax credit for increasing research activities in this 

13 state. For individuals, the credit shall equal six and one-

14 half percent of the state's apportioned share of the 

15 qualifying expenditures for increasing research activities. 

16 The state's apportioned share of the qualifying expenditures 

17 for increasing research activities is a percent equal to the 

18 ratio of qualified research expendit~res in this state to 

19 total qualified research expenditures. For purposes of this 

20 section, an individual may claim a research credit for 

21 qualifying research expenditures incurred by a partnership, 

22 subchapter S corporation, and estate or trust electing to have 

23 the income taxed directly to the individual. The amount 

24 claimed by the individual shall be based upon the pro rata 

25 share of the individual's earnings of a partnership, 

26 subchapter S corporation, or estate or trust. For purposes of 

27 this section, "qualifying expenditures for increasing research 

28 activities" means the qualifying expenditures as defined for 

29 the federal credit for increasing research activities which 

30 would be allowable under section 30 of the Internal Revenue 

31 Code of 1954, in effect on January 1, 1985 or, for tax years 

32 beginning in the 1987 calendar year only, which would be 

33 allowable under section 41 of the Internal Revenue Code of 

"':.? 34 1986. 

35 Sec. 11. Section 422.21, Code Supplement 1987, is amended 
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1 by adding the following new unnumbered paragraph: 
2 NEW UNNUMBERED PARAGRAPH. For the tax years beginning in 

3 the 1987 calendar year, the department shall prepare and make 

4 available a special return for filing a tax refund claim 

5 resulting from the net capital gain deduction authorized in 

6 section 422.9, subsection 6. The special returns shall be 

7 designed so that the department will be able to compile data 

8 that identifies the source and type of the capital gains and 

9 losses and the geographical location of the transactions 
10 involving the capital gains and losses. By January 15, 1989, 

11 the department shall make available to the general assembly 
12 the data compiled from the special returns filed during the 

13 previous calendar year. 

14 Sec. 12. Section 422.73, Code 1987, is amended by adding 

15 the following new subsections: 
16 NEW SUBSECTION. Notwithstanding subsection 2, a claim for 

17 credit or refund of the income tax paid for a tax year 
18 beginning in the 1983 calendar year is considered timely if 

19 the claim is filed with the department on or before April 30, 
20 1988, if the taxpayer's federal income tax was forgiven under 

21 section 692 of the Internal Revenue Code of 1986 because the 

22 taxpayer died, or was missing in action and determined dead, 

23 while serving in a combat zone. To the extent the federal 

24 income tax was forgiven under section 692 of the Internal 

25 Revenue Code of 1986 for the tax year, the Iowa income tax is 

26 also forgiven. 

27 NEW SUBSECTION. Notwithstanding subsection 2, a claim for 
28 credit or refund of the state alternative minimum tax paid for 

29 any tax year beginning on or after January 1, 1982 and before 

30 January 1, 1984 is considered timely if the claim is filed 

31 with the department on or before April 30, 1988, if the 

32 taxpayer's capital gains preference items for purposes of the 

33 federal individual alternative minimum tax was reduced as a 
34 result of section 13208 of the Consolidated Omnibus Budget 

35 Reconciliation Act of 1985 as amended by section 1896 of the 
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1 Tax Reform Act of 1986. 

2 Sec. 13. For tax years beginning in the 1987 calendar year 

.~.~ only, section 422.7, subsections 10, 12, 14, 15, 22, and 26, 

4 section 422.9, subsection 2, paragraph He", and section 

5 422.21, unnumbered paragraph 4, do not apply. 

6 Sec. 14. For tax years beginning in the 1987 calendar year 

7 only, references in section 422.8 and in any other provision 

8 of law to section 422.5, subsection 1 shall be interpreted to 

9 mean the corresponding provision of section 422.5, subsection 

lOlA. 

11 Sec. 15. No addition to the tax shall be made under 

12 section 422.16, subsection 11, paragraph "d" or section 

13 422.88, relating to the underpayment of estimated tax, for any 

14 tax year beginning before January 1, 1988 with respect to any 

15 underpayment, to the extent such underpayment was created or 

16 increased by any provision of the federal Tax Reform Act of 

17 1986 or this Act. 
,'1 -3 

18 Sec. 16. Sections 1 through 10, 13, and 14 of this Act are 

19 retroactive to January 1, 1987 for tax years beginning in the 

20 1987 calendar year only. 

21 Sec. 17. This Act, being deemed of immediate importance, 

22 takes effect upon enactment. 

23 EXPLANATION 

24 The bill provides for the state individual income tax to be 

25 coupled with the federal individual income tax for tax years 

26 beginning in the 1987 calendar year only. The tax rates are 

27 reduced and range from four-tenths of one percent on the first 

28 $1000, to nine and ninety-eight hundredths percent on income 

29 over $45,000. 

30 The deduction for federal income taxes and married separate 

31 filing on a combined return are retained. The standard 

32 deduction is increased by thirty dollars for each filer and 

33 the limit on the deduction to fifteen percent of net income 

34 after the federal tax deduction has been eliminated. The 

35 amount of income below which no tax is imposed is increased 
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1 from $5,000 to $10,000 for unmarried head of households. The 

2 bill also contains a provision clarifying the taxation of 

3 interest and dividends from regulated investment companies and 

4 the loss from the sale of certain shares of such companies. 

5 The bill provides for the sixty percent deduction of the 

6 net capital gains of the taxpayer not to exceed $10,500 in 

7 deduction. To take this deduction the taxpayer must first 

8 determine the tax liability without any net capital gain 

9 deduction and then determine the tax liability with this 

10 deduction. The taxpayer files on a special return a claim for 

11 a refund for the taxes originally paid equal to the difference 

12 between the original tax liability and the tax liability 

13 determined with the net capital gain deduction. Not more than 

14 $8,000,000 in refunds will be paid. If the claims exceed that 

15 amount the claims will be paid on a pro rata basis. 

16 The bill is effective upon enactment and retroactive to 

17 January 1, 1987, for tax years beginning in the 1987 calendar 

18 year. 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 
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SEt,ATE 2 

OCTOBER 27, 1987 

S-4137 Pg. 1 

SENATE FILE 524 

1 Amend Senate File 524 as follows: 
2 1. By striking everything after the enacting 
3 clause and inserting the following: 
4 "Section 1. Section 422.3, subsection 5, Code 
5 1987, is amended by striking the subsection and 
6 inserting in lieu thereof the following: 
7 5. "Internal Revenue Code" means the Internal 
8 Revenue Code of 1954, prior to the date of its 
9 redesignation as the Internal Revenue Code of 1986 by 

10 the Tax Reform Act of 1986, or means the Internal 
11 Revenue Code of 1986 as amended to and including 
12 January 1, 1987, whichever is applicable. 
13 Sec. 2. Section 422.4, subsections 1, 4, 10, 11, 
14 14, 17, and 18, Code Supplement 1987, are amended to 
15 read as follows: 
16 1. The words "taxable income" mean the net income 
17 as defined in section 422.7 minus the deductions 
18 allowed by section 422.9, in the case of individuals; 
19 in the case of estates or trusts, the words "taxable 
20 income" mean the taxable income (without a deduction 
21 for personal exemption) as computed for federal income 
22 tax purposes under the Internal Revenue Code o~-~954, 
23 but with the adjustments specified in section 422.7 
24 plus the Iowa income tax deducted in computing said 
25 taxable income and minus federal income taxes as 
26 provided in section 422.9. 
27 4. The words "tax year" mean the calendar year, or 
28 the fiscal year ending during such calendar year, upon 
29 the basis of which the net income is computed under 
30 this division. 
31 a. If a taxpayer has made the election provided by 
32 section 441, subsection Of", of the Internal Revenue 
33 Code o~-~954, "tax year" means the annual period so 
34 elected, varying from fifty-two to fifty-three weeks. 
35 b. If the effective date or the applicability of a 
36 provision of this division is expressed in terms of a 
37 tax year beginning, including or ending with reference 
38 to a specified date which is the first or last day of 
39 a month, a tax year described in paragraph "a" of this 
40 subsection shall be treated as beginning with the 
41 first day of the calendar month beginning nearest to 
42 the first day of the tax year or as ending with the 
43 last day of the calendar month ending nearest to the 
44 last day of the tax year. 
45 c. This subsection is effective for tax years 
46 ending on or after December 14, 1975. 
47 10. The word "individual" means a natural person; 
48 and where an individual is permitted to file as a 
49 corporation, under e"e-pro~±~±oft~-O~ the Internal 
50 Revenue Code o~-~954, such fictional status shall not 
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1 be recognized for purposes of this chapter, and 3tl~~ 
2 the individual's taxable income shall be computed as 
3 required under e~e-p~o~t3io~3-or the Internal Revenue 
4 Code or-i954 relating to individuals not filing as a 
5 corporation, with the adjustments allowed by this 
6 chapter. 
7 11. The term "head of household" shall have the 
8 same meaning as provided by the Internal Revenue Code 
9 or-H54. 

10 14. The term "wages" shall have the same meaning 
11 as provided by the Internal Revenue Code or-i954. 
12 17. a. "Annual inflation factor" mea~3-a~-±~dexT 
13 exp~e33ed-a3-a-pe~~e~eageT-deee~m±~ed-by-e~e 
14 departme~e-eae~-year-eo-rerieee-ehe-ptlr~~a3±~9-power 
15 or-ehe-doiiar-a3-a-re3tlie-o~-tnriaeto~-dtl~t~9-e~e 
16 p~e~edt~9-eaie~dar-year7--For-ehe-i98i-and-3tlb3eqtlene 
17 ~aie~der-year3T-llan~tlai-t~~iaeto~-~a~eorll means an 
18 index, expressed as a percentage, determined by the 
19 department by October 15 of the calendar year 
20 preceding the calendar year for which the factor is 
21 determined to reflect the purchasing power of the 
22 dollar as a result of inflation during the fiscal year 
23 ending in the calendar year preceding the calendar 
24 year for which the factor is determined. In 
25 determining the annual ·inflation· factor, the 
26 department shall use the annual percent change, but 
27 not less than zero percent, in the implicit price 
28 deflator for the gross national product computed ~or 
29 e~e-w~oie-~aienda~-year-or for the second quarter of 
30 the calendar yearT-in-ehe-ea3e-o~-ehe-enntla±-±~riaeton 
31 ra~eor-ror-ehe-i98i-and-3tlb3eqttene-~aiendar-yea~3T by 
32 the bureau of economic analysis of the United States 
33 department of commerce and shall add two-fourths ror 
34 ehe-i98e-and-3tlb3eqtle~e-eaie~da~-yea~3 of that percent 
35 change to one hundred percent. P~e-anntlai-±nriaeton 
36 fa~eo~-for-ehe-i9~9-eaiendar-year-±3-0ne-htlndred-ewo 
37 pOtne-ehree-pereene7 The annual inflation factor and 
38 the cumulative inflation factor shall each be 
39 expressed as a percentage rounded to the nearest one-
40 tenth of one percent. The annual inflation factor 
41 shall not be less than one hundred percent. 
42 b. "Cumulative inflation factor" means the product 
43 of the annual inflation factor for the i978 1988 
44 calendar year and all annual inflation factors for 
45 subsequent calendar years as determined pursuant to 
46 this subsection. The cumulative inflation factor 
47 applies to all tax years beginning on or after January 
48 1 of the calendar year for which the latest annual 
49 inflation factor has been determined. 
50 c. The annual inflation factor for the i978 1988 
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1 calendar year is one hundred percent. Noew~eh~eaMd~M9 
2 el'ie-eomptleae~on-of-el'ie-aMMtla1:-iMf1:aeioM-faeeot'-tlMelet' 
3 pat'e9t'apl'i-ueu,-ehe-anMtla1:-iMf1:eeioM-faeeot'-fot'-el'ie 
4 1:9a7-ea1:eMelat'-yeat'-~~-oMe-l'itlMdt'ed-pet'eeMe~ 
5 d. Notwithstanding the computation of the annual 
6 inflation factor under paragraph "a" of-ehi~ 
7 ~tlb~eee~oM, the annual inflation factor is one hundred 
8 percent for any calendar year in which the unobligated 
9 state general fund balance on June 30 a~-eet'e~f~ed-by 

10 t.l'ie-elit'eeeot'-of-t'eveMtle-eMel-fiMaMce-by-Sepeembet'-1:9-of 
11 el'ie-fi~ee1:-yeat'-be9~MM~M9-±M-el'iae-ea1:endat'-yeat'-~~ 
12 1:e~~-el'ian-~~xey-m~1:1:iOM-elO1:1:at'~~--Howevet',-fot'-el'ie 
13 1:9a1:-aMd-~tlb~eqtleMe-ea1:enelat'-yeat'~,-el'ie-anMtla1: 
14 ±Mf1:ae~OM-faeeot'-~~-oMe-l'itlndt'eel-pet'eene-fot'-any 
15 ee1:endet'-yeat'-~f-ehe-tlnob1:±geeeel-~eeee-genet'a1:-ftlnd 
16 ba1:enee-on-atlne-39-of-ehe-ea1:endat'-yeat'-pt'eeedin9-el'ie 
17 ea1:endat'-yeet'-fot'-wh~el'i-ehe-faeeot'-~~-eleeet'm~ned, as 
18 certified by the director of revenue and finance by 
19 October 10, is less than sixty million dollars. 
20 1:a~--pot'-ptlt'po~e~-of-~eee±on-4%%~3,-~tlb~eee~on-5, 
21 ehe-%neet'ne1:-Reventle-€ode-of-1:954-~ha1:1:-be-~neet'pt'eeed 
22 eo-~ne1:tlele-el'ie-pt'ov~~~on8-of-Ftlb~-o~-No7-ge-4~ 
23 Sec. 3. Section 422.5, subsection 1, paragraphs a 
24 through m, Code Supplement 1987, are amended by 
25 striking the paragraphs and inserting in lieu thereof 
26 the following: 
27 a. On all taxable income from zero through ten 
28 thousand dollars, one and one-half percent. 
29 b. On all taxaqle income exceeding ten thousand 
30 dollars, five and three-fourths percent. 
31 Sec. 4. Section 422.5, subsection 1, paragraphs n 
32 and 0, Code Supplement 1987, are amended to read as 
33 follows: 
34 n c. The tax imposed upon the taxable income of a 
35 nonresident shall be computed by reducing the amount 
36 determined pursuant to paragraphs "a" eht'Otl9l'i- llmU and 
37 "b" by the amounts of nonrefundable credits under this 
38 division and by multiplying this resulting amount by a 
39 fraction of which the nonresident's net income 
40 allocated to Iowa, as determined in section 422.8, 
41 subsection 2, is the numerator and the nonresident's 
42 total net income computed under section 422.7 is the 
43 denominator. This provision also applies to 
44 individuals who are residents of Iowa for less than 
45 the entire tax year. 
46 0 £. There is imposed upon every resident and 
47 nonresident of this state, including estates and 
48 trusts, the greater of the tax determined in 
49 paragraphs "a" through Unll "c" or the state 
50 alternative minimum tax equar-to n~ne seventy-five 
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1987 

1 percent of the maximum state individual income tax 
2 rate. rounde~ to the nearest one-tenth of one percent~ 
3 of the state alternative minimum taxable income of ~h~ 
4 taxpayer as computed under this paragraph. 
5 The state alternative minimum taxable income of a 
6 taxpayer is equal to the taxpayer's state taxable 
/' ifiCOr.<:- as com)jutec wier .~r1':~ deductions: '""_ sectior: 
8 422.9, with the following adjustments: 
9 (1) Add items of tax preference included in 

10 federal alternative minimum taxable income under 
11 section 57, except subsections tatt6t-and-tattiit 
12 (a)(l), (a)(2), and (a)(5), of the Internal Revenue 
13 Code of-i954, make the adjustments included in federal 
14 alternative minimum taxable income under section 56, 
15 except subsections (a)(4), (bl(ll(C)(iiil, and (dl, of 
16 the Internal Revenue Code, and add losses as required 
17 by section 58 of the Internal Revenue Code. In the 
18 case of an estate or trust, the items of tax 
19 preference, adjustments and losses shall be 
20 apportioned between the estate or trust and the 
21 beneficiaries in accordance with rules prescribed by 
22 the director. Fo~-~tt~~o~e~-of-eom~tte±n9-eMe-±eem~-of 
23 ea~-~~efe~enee7-ehe-9a±n-e~-~o~~-f~em-eMe-fo~fe±ett~e 
24 of-~n-±n~eai~mene-~ea~-e~eaee-eone~aee7-eMe-e~~n~fe~ 
25 of-~ea~-e~-pe~~ona~-~~ope~ey-~eettr±n9-a-debe-eo-a 
26 ered±eo~-±n-eaneeiiae±on-of-ehae-debe-or-f~om-ehe-~a~e 
27 er-e~eMange-ef-p~epe~ey-a~-a-re~ttie-of-aeetta~-noe±ee 
28 of-fo~ee~o~ttre-~Ma~~-noe-be-eaken-±neo-aeeottne-±n 
29 eomptte±n9-nee-eap±eai-9a±n-±f-a~~-of-eMe-fo~~ew±n9 
30 eond±t±on~-are-met~ 
31 tat--~Me-forfe±tttre7-e~an~fer7-or-~a~e-or-e~eMange 
32 wa~-done-for-ehe-pttrpo~e-of-e~eab~±~M±n9-a-~o~±e±ve 
33 ea3M-f~ow.,. 
34 tbt--fmmed±aee~y-before-eMe-forfe±ettre7-tran~ferT 
35 or-~aie-or-e~eMange7-eMe-ea~payer~~-debe-eo-a~~ee 
36 ~ae±o-e~eeeded-~eveney-f±ve-pereene-a~-eomptteed-ttnder 
37 generai~y-aeeepeed-aeeottne±n9-praee±ee~.,. 
38 tet--~he-ea~payer~~-nee-woreh-ae-eMe-end-of-ehe-ea~ 
39 year-±~-~e~~-eMan-~eveney-f±ve-ehott~and-do~~ar~.,. 
40 fn-deeerm±n±n9-a-ea~payer~~-nee-woreh-ae-eMe-end-of 
41 eMe-ea~-year-a-ea~payer-~Maii-±neittde-any-a~~ee 
42 eran~ferred-w%eM±n-one-Mttndred-eweney-day~-pr±or-eo 
43 eMe-end-of-eMe-ea~-year-w±eMOtte-adeqttaee-and-ftt±i 
44 eon~±derae±on-±n-money-or-money~~-woreh7--fn 
45 deeerm±n%~9-eMe-ea~paye~~~-debe-eo-a~~ee-rae±o7-eMe 
46 ea~payer-~Mai~-±nei~de-any-a~~ee-eran~ferredT-w±eM±n 
47 one-Mttndred-eweney-day~-pr±or-eo-~tteh-forfe±ettre7 
48 eran~Eer7-or-~a~e-or-e~eMange7-w±eMOtte-adeq~aee-and 
49 ftt~i-eon~±derae±o~-±n-money-or-money~a-woreM7--For 
50 pttrpo~e~-of-eM±~-attb~eee±o~7-aeettai-noe±ee-of 
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1 £o~eeto~~~e-±net~de~7-b~~-±~-no~-t±m±~ed-~o7 
2 bank~~p~e7-o~-w~±~~en-no~±ee-£~om-a-ered±~or-o£-~he 
3 e~ed±~or~.-±n~en~-~o-£oreeto~e-where-~he~e-±~ 
4 rea~onab~e-be~±e~-~ha~-~he-ered±~or-ean-~o~ee-a-~ate 
5 o£-~he-p~oper~7. 
6 (2) Subtract the applicable exemption amount as 
7 follows: 
8 (a) Seventeen thousand five hundred dollars for a 
9 married person who files separately or for an estate 

10 or trust. 
11 (b) Twenty-six thousand dollars for a single 
12 person or an unmarried head of household. 
13 (c) Thirty-five thousand dollars for a married 
14 couple which files a joint return. 
15 (d) The exemption amount shall be reduced, but not 
16 below zero, by an amount equal to twenty-five percent 
17 of the amount by which the alternative minimum taxable 
18 income of the taxpayer, computed without regard to the 
19 exemption amount in this subparagraph, exceeds the 
20 following: 
21 (i) Seventy-five thousand dollars in the case of a 
22 taxpayer described in subparagraph part (a). 
23 (ii) One hundred twelve thousand five hundred 
24 dollars in the case of a taxpayer described in 
25 subparagraph part (b). 
26 (iii) One hundred fifty thousand dollars in the 
27 case of a taxpayer described in SUbparagraph part (c). 
28 (3) In the case of a net operating loss computed 
29 for a tax year beginning after December 31, 1982 which 
30 is carried back or carried forward to the current 
31 taxable year, the net operating loss shall be reduced 
32 by the amount of the items of tax preference arising 
33 in such year which was taken into account in computing 
34 the net operating loss in section 422.9. subsection 3. 
35 The deduction for a net operating loss for a tax year 
36 beginning after December 31. 1986 which is carried 
37 back or carried forward to the current taxable year 
38 shall not exceed ninety percent of the alternative 
39 minimum taxable income determined without regard for 
40 the net operating loss deduction. 
41 The state alternative minimum tax of a taxpayer 
42 whose ±~em~-o£-~a~-p~e£e~enee net capital galn 
43 deduction include the gain or loss from the forfeiture 
44 of an installment real estate contract. the transfer 
45 of real or personal property securing a debt to a 
46 creditor in cancellation of that debt or from the sale 
47 or exchange of property as a result of actual notice 
48 of foreclosure where the fair market value of the 
49 taxpayer's assets exceeds the taxpayer's liabilities 
50 immediately before such forfeiture. transfer, or sale 
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1 or exchange shall not be greater than such excess, 
2 including any asset transferred within one hundred 
3 twenty days prior to such forfeiture, transfer, or 
4 sale or exchange. 
5 (4) Add the amount of the net capital gain 
6 deduction taken under section 422.7, subsection 17. 
7 In the case of a resident, including a resident 
8 estate or trust, the state's apportioned share of the 
9 state alternative minimum tax is one hundred percent 

10 of the state alternative minimum tax computed in this 
11 subsection. In the case of a nonresident, including a 
12 nonresident estate or trust, or an individual, estate 
13 or trust that is domiciled in the state for less than 
14 the entire tax year, the state's apportioned share of 
15 the state alternative minimum tax is the amount of tax 
16 computed under this subsection, reduced by the 
17 applicable credits in sections 422.10, 422.11, 422.11A 
18 and 422.12 and this result multiplied by a fraction 
19 with a numerator of the sum of state net income 
20 allocated to Iowa as determined in section 422.8, 
21 subsection 2, and plUS tax preference items~ 
22 adjustments, and losses under subparagraph (1) and net 
23 capital~n deduction under subparagraph (4) 
24 attributable to Iowa and with a denominator of the sum 
25 of total net income computed under section 422.7 and 
26 all tax preference items, adjustments, and losses 
27 under subparagraph (1) and net capital gain deduction 
28 under subparagraph (4). In computing this fraction, 
29 those items excludable under subparagraph (1) shall 
30 not be used in computing the tax preference items. 
31 Married taxpayers electing to file separate returns or 
32 separately on a combined return must allocate the 
33 minimum tax computed in this subsection in the 
34 proportion that each spouse's respective preference 
35 items, tlnde~-~eee±on-5T-o~-ehe-fnee~nax-Re~entle-€ode 
36 o~-x954 adjustments, and losses under subparagraph (1) 
37 and net capital gain deduction under subparagraph (4) 
38 bear to the combined preference items, adjustments, 
39 and losses under subparagraph (1) and net capital gain 
40 deduction under subparagraph (4) of both spouses. 
41 Sec. 5. Section 422.5, subsections 6, 7, 8, and 
42 10, Code Supplement 1987, are amended to read as 
43 follows: 
44 6. A person who is disabled, is sixty-two years of 
45 age or older or is the surviving spouse of an 
46 individual or survivor having an insurable interest in 
47 an individual who would have qualified for the 
48 exemption under this paragraph for this tax year and 
49 receives one or more annuities from the United States 
50 civil service retirement and disability trust fund, 
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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 incom~ 
for purposes of imposition of the tax by excluding the 
amount of annuities received from the United Seates 
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 f±~e-bttndred six 
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 joint state income tax return. 
However, a surviving spouse who is not disabled or 
sixty-two years of age or older can only exclude the 
amount of annuities received as a result of the death 
of the other spouse. The amount of the exemption 
shall be reduced by the amount of any social security 
benefits received. For the purpose of this section, 
the amount of annuities received from the United 
States civil service retirement and disability trust 
fund taxable under the Internal Revenue Code of-~95. 
shall be included in net income for purposes of 
determining eligibility under the five thousand dollar 
or less exclusion. 

7. Upon determination of the latest cumulative 
inflation factor, the director shall multiply each 
dollar amount set forth in subsection 1, paragraphs 
"a" ~brOtt9b-uMu and "b" of this section, and each 
dollar amount specified in this section as the maximum 
amount of annuities received which may be excluded in 
determining final taxable income, by this cumulative 
inflation factor, shall round off the resulting 
product to the nearest one dollar, and shall 
incorporate the result into the ~ncome tax forms and 
instructions for each tax year .. 

67--fneoMe-of-en-±nd±~±dtt8~-wb±eb-±s-exe~ttded-froM 
9ross-±neoMe-ttnder-~be-fn~ern8~-Re~entte-eode-of-~95. 
es-e-re~tt~~-of-~be-pro~±s±ons-of-~be-Hos~ege-Re~±ef 
Ae~-of-~9697-9.-s~a~7-~96~7-~be~~-no~-be-±ne~ttded-e~ 
±neome-±n-eomptt~±n9-~be-~ex-±mposed-by-~b±s-see~±on7 

10. In addition to the other taxes imposed by this 
section, a tax is imposed on the amount of a lump sum 
distribution for which the taxpayer has elected under 
section 402(e) of the Internal Revenue Code of-~95. to 
be separately taxed for federal income tax purposes 
for the tax year. The rate of tax is equal to twenty
five percent of the separate federal tax imposed on 
the amount of the lump sum distribution. A 
nonresident is liable for this tax only on that 
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1 portion of the lump sum distribution allocable to 
2 Iowa. The total amount of the lump sum distribution 
3 subject to separate federal tax shall be included in 
4 net income for purposes of determining eligibility 
5 under the five thousand dollar or less exclusion. 
6 Sec. 6. Section 422.6. unnumbered paragraph 2. 
7 Code 1987. is amended to read as follows: 
8 The beneficiary of a trust who receives an 
9 accumulation distribution shall be allowed credit 

10 without interest for the Iowa income taxes paid by the 
11 trust attributable to such accumulation distribution 
12 in a manner corresponding to the provisions for credit 
13 under the federal income tax relating to accumulation 
14 distributions as contained in the Internal Revenue 
15 Code or-%954. The trust shall not be entitled to a 
16 refund of taxes paid on the distributions. The trust 
17 shall maintain detailed records to verify the 
18 computation of the tax. 
19 Sec. 7. Section 422.7. Code Supplement 1987. is 
20 amended to read as follows: 
21 422.7 "NET INCOME" -- HOW COMPUTED. 
22 The term "net income" means the adjusted gross 
23 income as properly computed for federal income tax 
24 purposes under the Internal Revenue Code or-%954. with 
25 the following adjustments: 
26 1. Subtract interest and dividends from federal 
27 securities. 
28 2. Add interest and dividends from foreign 
29 securities. ~nd from securities of state and other 
30 political subdivisions. and regulated investment 
31 companies exempt from federal income tax under the 
32 Internal Revenue Code or-%954. 
33 3. Where the adjusted gross income includes 
34 capital gains or losses. or gains or losses from 
35 property other than capital assets. and such gains or 
36 losses have been determined by using a basis 
37 established prior to January 1. 1934. an adjustment 
38 may be made. under rules prescribed by the director. 
39 to reflect the difference resulting from the use of a 
40 basis of cost or January 1. 1934. fair market value. 
41 less depreciation allowed or allowable. whichever is 
42 higher. Provided that the basis shall be fair market 
43 value as of January 1. 1955. less depreciation allowed 
44 or allowable. in the case of property acquired prior 
45 to that date if use of a prior basis is declared to be 
46 invalid. 
47 4. Subtract installment payments received by a 
48 beneficiary under an annuity which was purchased under 
49 an employee's pension or retirement plan when the 
50 commuted value of said installments has been included 

( 
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1 as a part of the decedent employee's estate for Iowa 
2 inheritance tax purposes. 
3 5.--Add-ene-amottne-by-wn±en-ene-bl!~±!!-o~-~tta:l:±~±ed 
4.depree±l!b:l:e-properey-±~-reqtt±red-eo-be-±nereased-€or 
5 depree±ae±on-pttrpo~e~-ttnder-ene-fneerna:l:-Reventte-eode 
6 Amendmene~-Aee-o€-:l:964-eo-ene-exeene-enae-stten-amottne 
7 eqtta:l:~-ene-nee-l!mottne-o€-ene-spee±I!:I:-dedttee±on-a:l::l:owed 
8 on-ene-bl!~±~-o€-ene-amottne-by-wn±en-ene-depree±ab:l:e 
9 bl!!!±s-o€-!!tten-qttl!:I:±~±ed-properey-wa!!-reqtttred-eo-be 

10 redtteed-€or-depree±ae±on-pttrpo!!es-ttnder-ene-fneerna:l: 
11 Reventte-eode-Amendmenes-Aee-o~-:l:96%.--~ne-llnee-amottne 
12 o~-ene-!!peeta:l:-dedtteeionll-!!na:l::I:-be-eomptteed-by-el!kin9 
13 ene-sttm-o~-ene-amottnes-by-wnien-ene-ba!!is-o~-qtta:l:±~ted 
14 properey-was-reqttired-eo-be-deerea~ed-€or-depree±aeion 
15 pttrpo!!e!!-~or-ene-year!!-:l:96%-and-:l:963-and-!!ttberaee±n9 
16 €rom-ie-ene-!!ttm-o€-ene-I!mottnes-by-wn±en-ene-ba~±s-o~ 
17 stten-properey-was-reqtttred-eo-be-inerel!!!ed,-pr±or-eo 
18 :l:964,-€or-eepree±ae±on-or-d±sposieion-pttrposes-ttnder 
19 ene-fneerna:l:-Reventte-eode-Amendmene!!-Aee-o~-:l:96%. 
20 6 5. Individual taxpayers and married taxpayers 
21 who fIle a joint federal income tax return and who 
22 elect to file a joint return, separate returns or 
23 separate filing on a combined return for Iowa income 
24 tax purposes, may avail themselves of the disability 
25 income exclusion and shall compute the amount of the 
26 disability income exclusion subject to the limitations 
27 for joint federal income tax return filers provided by 
28 section 105(d) of the Internal Revenue Code o€-:l:954. 
29 The disability income exclusion provided in section 
30 105(d) of the Internal Revenue Code o€-:l:954, as 
31 amended up to and including December 31, 1982, 
32 continues to apply for state income tax purposes for 
33 tax years beginning on or after January 1, 1984. 
34 ~ 6. Add to the taxable income of trusts, that 
35 portion of trust income excluded from federal taxable 
36 income under section 641(c) of the Internal Revenue 
37 Code o£-:l:954. 
38 a 7. Married taxpayers who file a joint federal 
39 income tax return and who elect to file separate 
40 returns or separate filing on a combined return for 
41 Iowa income tax purposes, may avail themselves of the 
42 expensing of business assets and capital loss 
43 provisions of sections 179(a) and 1211(b) respectively 
44 of the Internal Revenue Code o£-:l:954 and shall compute 
45 the amount of expensing of business assets and capital 
46 los~ subject to the limitations for joint federal 
47 income tax return filers provided by sections 179(b) 
48 and 1211(b) respectively of the Internal Revenue Code 
49 o£-:l:954. 
50 9 8. Subtract the amount of the jobs tax credit 
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1 allowable for the tax year under section 51 of the 
2 Internal Revenue Code or-t9S" to the extent that the 
3 credit increased federal adjusted gross income. 
4 t97--Marr~ed-td~Pdyer~7-who-r±te-a-jo±nt-rederat 
5 ±neome-tax-rettlrn-and-who-e'l:eet-to-r±'l:e-~eparate 
6 rettlrn~-or-~epdrate-r±t±n9-on-a-eomb±ned-rettlrft-for 
7 atate-~neome-tax-ptlrpo~e~7-aha'l:t-ine'l:tlde-in-net-~neome 
8 any-tlnemp'l:oyment-eompenaation-bener±t~-reeeived 
9 atlbjeet-to-the-'l:imitationa-ror-joint-redera'l:-ineome 

10 ta~-rettlrn-r~'l:era-prov~ded-~n-aeet~on-85-or-the 
11 fnterna'l:-Reventle-eode-or-'l:9S"7 
12 '1:'1: 9. Subtract the amount of the alcohol fuel 
13 credit-allowable Eor the tax year under section 40 of 
14 the Internal Revenue Code or-'l:9S" to the extent that 
15 the credit increased federal adjusted gross income. 
16 t~7--Married-taxpayera.-who-r±'l:e-a-;oint-federat 
17 ineome-tax-rettlrn-and-who-e'l:eet-to-ri'l:e-aeparate 
18 rettlrna-or-aeparate-rit~n9-on-a-eomb±ned-rettlrn-for 
19 atate-ineome-tax-ptlrpoae~.-may-a~a±t-themaetvea-or-the 
20 d±v~dend-e~e'l:tlaion-prov±~±on~-or-aeetion-t'l:6tdt-oE-the 
21 fnternd'l:-Reventle-eode-or-t9S"-and-ahat'l:-eomptlte-the 
22 d±vidend-exettla~on-~tlbjeet-to-the-'l:im±tationa-ror 
23 joint-rederat-~neome-tax-ret~rn-fi'l:era-provided-b7 
24 aeetion-t'l:6tdt-oE-the-fnternat-Reventle-eode-of-t9S"7 
25 t37--~he-e~ettl~ion-or-~ntereat-±neome-provided-oy 
26 aeet~on-'l:~8-or-the-fnternat-Reventle-eode-or-t9S"-ia 
27 not-ap?tieabte-~n-eomptlt±n9-fowa-net-ineome-ror-tdx 
28 yeara-oe9~nning-on-or-arter-aantlary-'l:7-'l:98t-end-berore 
29 aantlary-'l:.-'l:98"7 
30 'I:"7--~he-dedtletion-ror-e-merried-eottp'l:e-where-both 
31 peraona-are-wage-earnera-whieh-ia-prov~ded-by-aeer~on 
32 ~~t-of-the-tnternet-Reventte-eode-or-t9S"-ia-not 
33 apptieabte-in-eomptltin9-fowa-net-ineome-ror-tax-yeera 
34 beginning-on-or-arter-aantlary-t7-'l:98~7 
35 'l:S7--~he-dedtletion-e'l:'l:owed-tlnder-aeetion-'l:6~tht-oE 
36 the-fnternat-Reventle-eode-or-t9S"-ia-not-app'l:ieabte-in 
37 eomptlting-fowa-net-ineome-ror-any-tax-year-be9±nnin9 
38 on-or-berore-Beeember-3'1:7-t989.--~he-dedttet±on-e'l:towed 
39 tlnder-aeetion-69"-or-the-~ax-ReEorm-Aet-or-t976T-a~ 
40 amended-tlp-to-and-ine'l:tldin9-Beeember-3'1:7-'1:9897-ia 
41 a'l:'l:owab'l:e-in-eomptlt±n9-fowa-net-ineomeT-ror-ta~-yeara 
42 be9innift9-0n-or-berore-Beeember-3'1:7-'l:989T-tlnder 
43 proviaiofta-eEEeetive-ror-the-year-ror-whieh-the-rettlrn 
44 ~a-made.--~he-dedtletion-a'l:'l:owed-tlnder-aeet±on-'l:62tht 
45 or-the-fnternet-Reventle-eode-or-t9S"-ia-not-app'l:±eabte 
46 in-eompttt~ng-fowa-net-ineome-ror-any-ta~-year 
47 be9innin9-on-or-arter-aantlary-'l:T-t98t7--~he-dedtletion 
48 a'l:'l:owed-tlnder-aeetion-69"-or-the-~ax-Reform-Aet-of 
49 'l:976.-aa-amended-tlp-to-and-inetttding-Beeember-3t7 
50 t989T-ia-at'l:owabte-in-eomptlting-fowa-net-ineome-for 
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1 eax-yea~~-be9±nn±n9-on-o~-aEee~-aantla~Y-~7-~9a~7--Phe 
2 max±mtlm-a~~owab~e-dedtlee±On7-oehe~-ehan-Eo~-e~a~e~ 
3 expen5e7-5ha~~-noe~exeeed-E±Eey-do~~a~5-pe~-daY7-whe~e 
4 ehe-eaxpaye~-e~eee5-on-ehe-fowa-~eetl~n-eo-be-90~e~ned 
5 by-5eee±on-6a4-oE-ehe-Pax-ReEo~m-Aee-oE-~9~67-a~ 
6 amended-tlp-eo-and-±ne~tld±n9-Beeembe~-3~7-~9aa7-tln~e55 
7 ehe-eaxpaye~-±eem±~ed-expen3e37 
8 ~6 10. Add the amounts deducted and subtract the 
9 amountS-included as income as a result of the 

10 treatment provided sale-leaseback agreements under 
11 section 168(f)(8) of the Internal Revenue Code oE-~954 
12 for property placed in service by the transferee prior 
13 to January 1, 1986 to the extent that the amounts 
14 deducted and the amounts included in income are not 
15 otherwise deductible or included in income under the 
16 Internal Revenue Code oE-~954 as amended to and 
17 including December 31, 1985. Entitlement to 
18 depreciation on any property included in a sale-
19 leaseback agreement which is placed in service by the 
20 transferee prior to January 1, 1986 shall be 
21 determined under the Internal Revenue Code oE-~954 as 
22 amended to and including December 31, 1985, excluding 
23 section 168(f)(8) in making the determination. 
24 ~~7--Stlbe~aee-ehe-amotlne-oE-tlnemp~oymene 
25 eompen~ae±on-eo-be-±ne~tlded-±n-fowa-nee-±neome-Eo~-any 
26 eax-yea~7--Add-bae~-ehe-amotlne-oE-tlnemp~oymene 
27 eompen5ae±on-eomptleed-tlnde~-5eee±on-a5-oE-ehe-fnee~na~ 
28 Reventle-eode-oE-~9547-a5-amended-tlp-eo-and-±ne~tld±n9 
29 Beeembe~-3~7-~9a~7--Ph±~-~tlb3eee±on-±5-eEEeee±~e-on~y 
30 Eo~-ehe-eax-yea~-be9±nn±n9-on-o~-aEee~-~antla~y-~7-t9ai 
31 and-beEo~e-Beeembe~-3t7-~9ai7 
32 ~a 11. If the adjusted gross income includes 
33 income or loss from a small business operated by the 
34 taxpayer, an additional deduction shall be allowed in 
35 computing the income or loss from the small business 
36 if the small business hired for employment in the 
37 state during its annual accounting period ending with 
38 or during the taxpayer's tax year any of the 
39 following: 
40 a. A handicapped individual domiciled in this 
41 state at the time of the hiring who meets any of the 
42 following conditions: 
43 (1) Has a physical or mental impairment which 
44 substantially limits one or more major life 
45 activities. 
46 (2) Has a record of that impairment. 
47 (3) Is regarded as having that impairment. 
48 b. An individual domiciled in this state at the 
49 time of the hiring who meets any of the following 
50 conditions: 
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1 (1) Has been convicted of a felony in this Dr any 
2 other state or the District of Columbia. 
3 (2) Is on parole pursuant to chapter 906. 
4 (3) Is on probation pursuant to chapter 907, for 
5 an offense other than a simp.le misdemeanor. 
6 (4) Is in a work release program pursuant to 
7 chapter 246, division IX. 
8 c. An individual, whether or not domiciled in this 
9 state at the time of the hiring, who is on parole or 

10 probation and to whom the interstate probation and 
11 parole compact under section 907A.l applies. 
12 The amount of the additional deduction is equal to 
13 fifty percent of the wages paid to individuals named 
14 in paragraphs "a", "b", and "c" who were hired for the 
15 first time by that business during the annual 
16 accounting period for work done in the state. This 
17 additional deduction is allowed for the wages paid to 
18 those individuals successfully completing a 
19 probationary period during the twelve months following 
20 the date of first employment by the business and shall 
21 be deducted at the close of the annual accounting 
22 period. 
23 The additional deduction shall not be allowed for 
24 wages paid to an individual who was hired to replace 
25 an individual whose employment was terminated within 
26 the twelve-month period preceding the date of first 
27 employment. However, if the individual being replaced 
28 left employment voluntarily without good cause 
29 attributable to the employer or if the individual was 
30 discharged for misconduct in connection with the 
31 individual's employment as determined by the division 
32 of job service of the department of employment 
33 services, the additional deduction shall be allowed. 
34 A taxpayer who is a partner of a partnership or a 
35 shareholder of a subchapter S corporation, may deduct 
36 that portion of wages qualified under this subsection 
37 paid by the partnership or subchapter S corporation 
38 based on the taxpayer's pro rata share of the profits 
39 or losses from the partnership or subchapter S 
40 corporation. 
41 For purposes of this subsection, "physical or 
42 mental impairment" means any physiological disorder or 
43 condition, cosmetic disfigurement, or anatomical loss 
44 affecting one or more of the body systems or any 
45 mental or psychological disorder, including mental 
46 retardation, organic brain syndrome, emotional or 
47 mental illness and specific learning disabilities. 
48 For purposes of this subsection, "small business" 
49 means small business as defined in section 220.1, 
50 subsection 28, except that it shall also include the 
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1 operation of a farm. 
2 !9 12. Married taxpayers, who file a joint federal 
3 income~ax return and who elect to file separate 
4 returns or who elect separate filing on a combined 
5 return for state income tax purposes, shall include in 
6 net income any social security benefits o~-e±e~-! 
7 ~e±!~oed-~ee±~emene-bene~±es received to the same 
8 extent as those benefits are taxable on the taxpayer's 
9 joint federal return for that year under section 86 of 

10 the Internal Revenue Code o~-!95~. The benefits 
11 included in net income must be allocated between the 
12 spouses in the ratio of the social security benefits 
13 o~-e±e~-!-~a±!~oad-~ee±~emene-bene~±e~ received by 
14 each spouse to the total of these benefits received by 
15 both spouses. 
16 ~9~--S~be~aee-e"e-~nemp!ormene-eompensae±on 
17 bene~±es-~o~-eex-ree~~-be9±nn±n9-on-~an~a~r-!7-t9?9-eo 
18 e"e-exeene-e"ose-bene~±es-"ad-been-±net~ded-±n-nee 
19 ±neome-on-a-~ee~~n-~±ted-be~o~e-aan~a~r-t7-t96t-end 
20 we~e-exez~ded-~~om-±neome-~nde~-Aee-~eee±on-z9?5-o~ 
21 e"e-~ax-Re~o~m-Aee-o~-!ge~~--Noew±e"seend±n9-e"e 
22 seee~ee-o~-z±m±eae±ons-spee±~±ed-±n-seee±en-~~~~?37 
23 s~bseee±on-~7-eaxpare~~-w"o-wo~zd-be-ba~~ed-~~om 
24 eza±m±n9-a-~e£~nd-o~-e~ed±e-~~om-an-o~e~parmene 
25 ~e~~ze±n9-£~Om-e"e-e"ange-made-br-Aee-seee±on-t9T5-o~ 
26 e"e-~ax-Re~o~m-Aee-o£-zge~-a~e-ene±ezed-eo-~eee±~e-a 
27 ~e~~nd-o~-e~ed±e-±~-ener-~±te-e-eze±m-w±e"-e"e 
28 depe~emene-on-o~-be£o~e-~~ne-397-zge6~ 
29 ~z 13. Add the four percent of the basic salary of 
30 a judg~ who is a member of the judicial retirement 
31 system established in chapter 602, article 9, which is 
32 exempt from federal income tax under the Internal 
33 Revenue Code o~-t95~. 
34 ~~~--Add-e"e-eomb±ned-nee-zo~se5-~~om-pess±~e 
35 ~e~m±n9-eee±~±er-±n-exee55-o£-ewener-£±~e-eno~send 
36 dozza~~-e"ae-o£~~ee-±neome-~~om-oene~-so~~ees~--Nee 
37 z055es-~nde~-5eee±on-!65-o~-e"e-Tnee~naz-Re~en~e-eode 
38 o~-!95~7-exez~5±~e-o~-nee-ge±n5-±nett~~ed-pa55±~eZr 
39 ~~om-ene-ope~ee±on-o~-a-£a~m±n9-b~5±ne5s7-es-de~±ned 
40 ±n-5eee±on-~6~tet-o£-e"e-Tnee~nez-Re~entte-eode-o~ 
41 z95~7-a~e-eo-be-eomb±ned-~~om-b~s±ne55e57-~enes7 
42 pe~ene~5n±p57-5~be"apee~-S-eo~po~ae±on57-eseaee5-o~ 
43 e~tt5e5-exeepe-zo55e5-~nde~-seee±on5-z~zz-end-!~3z-o~ 
44 ene-fnee~naz-Re~en~e-eode-o~-~95~~--Po~-p~~poses-o~ 
45 en±5-5~b5eee±on-ene-~otzow±n9-appZr7 
46 e~--nPe55±~e-aee±~±ern-mean5-an-aee±~±er-whe~e-ehe 
47 eexpare~-o~-a-membe~-o~-e"e-eexpere~~5-~em±zr-a5 
48 de£±ned-±n-5eee±on-~93~Atett~t-o£-e"e-Tnee~naz-Re~en~e 
49 eode-o£-t95~-doe5-noe-maee~±az~r-pe~e±e±paee-±n-e"e 
50 aee±~±er-o~-p~o~±de-5~bseane±e~-pe~50na~-5e~~±ee5-eo 
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1 ~ne-~~rm~n9-b~~~ne~~7--A-e~~p~rer-wne-~~-re~~red-er 
2 d±~~bied-~~-de~cr±bed-±n-~ece±en-~e3~Atbtt4t-e~-ehe 
3 fneernai-Re~en~e-eode-o~-i954-or-±~-~-~~r~±~±n9-~pe~~e 
4 ~~-de~cr±bed-±n-~ece±en-~e3~Atbtt5t-~h~rr-be-ere~eed 
5 a~-m~eer±~iiy-pare±c±pae~n9-±n-~ne-E~rm±n9-b~~±ne~~7 
6 b7--A-re~~-~rem-~n-~c~±~±~r-~n~e-±~-d±~ariewed 
7 ~nder-~n±~-~~b~ece±on-~n~ii-be-ere~eed-a~-~-ded~ee±en 
8 ~rrew~bre-ee-en~e-aee±~±ey-±n-ene-~±r~e-~~ceeed±n9-e~~ 
9 ye~r7 

10 ~3 14. Add the amount of intangible drilling and 
11 development costs optionally deducted in the year paid 
12 or incurred as ~irowed-~nder-~eee±on-~63tct described 
13 in section 57(a)(2) of the Internal Revenue Code e~ 
14 i954. This amount may be recovered through cost 
15 depletion or depreciation, as appropriate under rules 
16 prescribed by the director. 
17 ~4 15. Add the percentage depletion amount 
18 determined with respect to an oil, gas, or geothermal 
19 well ~~±n9-me~hed~ as described in section 6i3 
20 57(a)(l) of the Internal Revenue Code e~-r954-eh~e-±~ 
21 ±n-e~ee~~-e~-ehe-ce~e-depree±en-ame~ne-deeerm~ned 
22 ~nder-~eee±en-6ri-eE-~ne-fn~ern~r-Re~en~e-eede-ef 
23 1954. 
24 ~5 16. Subtract the income or loss resulting from 
25 the forfeiture of an installment real estate contract, 
26 the transfer of real or personal property securing a 
27 debt to a creditor in cancellation of that debt, or 
28 from the sale or exchange of property as a result of 
29 actual notice of foreclosure if all of the following 
30 conditions are met: 
31 a. The forfeiture, transfer, or sale or exchange 
32 was done for the purpose of establishing a positive 
33 cash flow. 
34 b. Immediately before the forfeiture, transfer, or 
35 sale or exchange, the taxpayer's debt to asset ratio 
36 exceeded ninety percent as computed under generally 
37 accepted accounting practices. 
38 c. The taxpayer's net worth at the end of the tax 
39 year is less than seventy-five thousand dollars. In 
40 determining a taxpayer's net worth at the end of the 
41 tax year a taxpayer shall include any asset 
42 transferred within one hundred twenty days prior to 
43 the end of the tax year without adequate and full 
44 consideration in money or money's worth. In 
45 determining the taxpayer's debt to asset ratio, the 
46 taxpayer shall include any asset transferred within 
47 one hundred twenty days prior to such forfeiture, 
48 transfer, or sale or exchange without adequate and 
49 full consideration in money or money's worth. For 
50 purposes of this subsection, actual notice of 
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1 foreclosure includes, but is not limited to, 
2 bankruptcy or written,notice from a creditor of the 
3 credit.or' s intent to foreclose where there is a 
4 reasonable belief that the creditor can force a sale 
5 of the asset. For purposes of this subsection, in the 
6 case of married taxpayers, except in the case of a 
7 husband and wife who live apart at all times during 
8 the tax year, the assets and liabilities of both 
9 spouses shall be considered for purposes of 

10 determining the taxpayer's net worth or the taxpayer's 
11 debt to asset ratio. 
12 ~6.--fn-determ±n±n9~the-taxpayer~s-net-±neome7-the 
13 adj~sted-9ross-±neome-eomp~ted-~or-~ederaz-tax 
14 p~rposes-shazz-be-adj~sted-to-re~zeet-the-~ozzow±n9~ 
15 a.--B8SfNESS-MEAbS7-~RAVEb7-AN6-EN~ER~AfNMEN~. 
16 Bed~et±ons-~or-expenses-±ne~rred-~or-mea~s7-tra~e~7 
17 and-enterta±nment-~or-b~s±ness-p~rposes-sha~~-be 
18 determ±ned-~nder-seet±ons-~Ta-and-~T4-o~-the-fneerna~ 
19 Re~en~e-eode-±n-e~~eee-on-aan~arY-±7-~98T-and-a~~ 
20 other-pro~±s±ons-o~-the-fneernaz-Re~en~e-eode-±n 
21 e~~eee-on-aan~arY-~7-~98T-re~ae±n9-eo-s~eh-ded~ee±ons. 
22 b.--6EPREefA~feN.--6ed~ee±ons-~or-depree±ae±on-~or 
23 property-~sed-~or-b~s±ness-p~rposes-sha±±-be 
24 determ±ned-~nder-seet±ons-467-~6T7-~T87-±T97-z6a7-z9±7 
25 3~Z7-4657-46T7-5~47-T5z7-±z457-4~6z7-6~zz7-and-TTaZ-O~ 
26 the-fnternaz-Re~en~e-eode-±n-e~~eet-on-aan~ary-±7-±98T 
27 and-azz-oeher-pro~±s±ons-o~-the-fnternaz-Re~en~e-eode 
28 ±n-e~~eee-on-aan~arY-±7-±98T-re~at±n9-eo-s~eh 
29 ded~ee±ons. 
30 e.--eAPf~AbfSA~feN-R8bES.--eap±taz±~at±on-r~±es-~or 
31 ±n~eneorY7-eonser~et±on7-and-de~e~opment-eoses-as-ehey 
32 re~~ee-eo-b~s±ness-aee±~±t±es-sha~z-be-deeerm±ned 
33 ~nder-seee±ons-487-z63A7-3±~7-4T±7-z6T7-44T7-and-464 
34 o~-ehe-fnterna~-Re~en~e-eode-±n-e~~eet-on-aan~ary-z7 
35 ±98T-and-a~±-othei-pro~±s±ons-o~-ehe-fnternaz-Re~en~e 
36 eode~±n-e~~eee-on-aan~ary-±7-±98T-rezat±n9-to-s~eh 
37 eap±~a~±~at±on-r~~es. 
38 d.--PASSfVE-fNVES~MEN~-Ae~fVf~fES.--6ed~ee±ons-~or 
39 pass±~e-±n~esement-aet±~±t±es-sha~~-be-determ±ned 
40 ~nder-seee±on-469-o~-ehe-fneerna~-Re~en~e-eode-±n 
41 e~~eee-on-aan~arY-~7-~98T-and~a~~-oeher-pro~±s±ons-o~ 
42 ehe-fneerna±-Re~en~e-€ode-±n-e~~eee-on-aan~ary-±7-±96T 
43 rezae±n9-eo-pass±~e-±n~e5emene-aee±~±e±es. 
44 e.--beN6-~ERM-eeN~RAe~S.--R~zes-~or-deeerm±n±n9-the 
45 amo~ne-o~-ded~et±on5-~or-zon9-eerm-eoneraets-rezae±n9 
46 eo-b~s±ne55-aet±~±t±e5-sha±±-be-deeerm±ned-~nder 
47 5eee±on5-46a-and-6a4-oe-ehe-fneernaz-Re~en~e-eode-±n 
48 e~eeet-on-aan~arY-±7-±96T-and-a±z-oeher-pro~±s±on5-o~ 
49 ehe-fneerna±-Re~en~e-eode-±n-e~~eee-on-aan~arY-±7-±96T 
50 rezat±n9-to-5~eh-zon9-term-eoneraees. 
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1 E7--9fseHAR6E-ep-fN9E8~E9NESS7--~re~emefte-oE-±fteome 
2 oE-a-Earmer-re~tlie±n9-Erom-ehe-d±~eharge-oE-ehe 
3 EarmerL3-±ndebeedfte33-~haii-be-deeerm±ned-tlftder 
4 3eee±Oft-tSSt9t-oE-ehe-ffteernat-Reventle-eode-±ft-eEEeee 
5 Oft-aafttl~ry-t7-t98T7 

6 17. Subtract sixty percent of the net capital gain 
7 as computed in section 1202 of the Internal Revenue 
8 Code in effect for tax years beginning in the 1986 
9 calendar year. However, to the extent that the 

10 adjusted gross income reflects capital gain treatment 
11 for sales of dairy cattle made between January 1, 
12 1987, and September 1, 1987, under the federal milk 
13 production termination program, the capital gains from 
14 such sales shall not be used in computing net capital 
15 gain for purposes of this subsection. Any income or 
16 loss resulting from the forfeiture, transfer, or sale 
i7 or exchange described in section 422.7, subsection 16, 
18 shall not be used in computing net capital gain for 
19 Durposes of this subsection. 
20 18. Subtract the loss on the sale or exchange of a 
21 share of a regulated investment company held for six 
22 months or less to the extent the loss was disallowed 
23 under section 852(b)(4)(B) of the Internal Revenue 
24 Code. 
25 Sec. 8. Section 422.8, subsection 2, Code 1987, lS 

26 amended to read as follows: 
27 2. Nonresident's net income allocated to Iowa is 
28 the net income, or portion thereof, which is derived 
29 from a business, trade, profession, or occupation 
30 carried on within this state or income from any 
31 property, trust, estate, or other source within Iowa. 
32 If any business, trade, profession, or occupation is 
33 carried on partly within and partly without the state, 
34 only the portion of the net income which is fairly and 
35 equitably attributable to that part of the business, 
36 trade, profession, or occupation carried on within the 
37 state is allocated to Iowa for purposes of section 
38 422.5, subsection 1, paragraph 11n11 "c" and section 
39 422.13 and income from any property~rust, estate, or 
40 other source partly within and partly without the 
41 state is allocated to Iowa in the same manner, except 
42 that annuities, interest on bank deposits and 
43 interest-bearing obligations, and dividends are 
44 allocated to Iowa only to the extent to which they are 
45 derived from a business, trade, profession, or 
46 occupation carried on within the state. However, 
47 income received by an individual who is a resident of 
48 another state is rot allocated to Iowa if the income 
49 is subject to an income tax imposed by the state where 
50 the individual resides, and if the state of residence 
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1 allows a similar exclusion for income received in that 
2 state by residents of Iowa. In order to implement the 
3 exclusioris, the director shall designate by rule the 
4 states which allow a similar exclusion for income 
5 received by residents of Iowa, and may enter into 
6 agreements with other states to provide that similar 
7 exclusions will be allowed, and to provide suitable 
8 withholding requirements in each state. 
9 Sec. 9. Section 422.9, subsections I, 2, and 3, 

10 Code Supplement 1987, are amended to read as follows: 
11 1. An optional standard deduction oE-E±Eeeeft 
12 ~e~cefte-oE-efte-ftee-±ftcome-aEee~-dedttee±oft-oE-Eede~a~ 
13 ±ftcome-eax, not to exceed the amount of net income, of 
14 one thousand ewo seven hundred dollars for a married 
15 person who files separately, one thousand ewo seven 
16 hundred dollars for a single person or three thousand 
17 five hundred dollars for a husband and wife who file a 
18 joint return, a surviving spouse as defined in section 
19 2 of the Internal Revenue Code oE-~954, or an 
20 unmarried head of household as defined in the Internal 
21 Revenue Code oE-~954. 
22 However, for tax years beginning on or after 
23 January 1, 1988, but before January 1, 1989, the 
24 taxpayer shall deduct, before deduction of the 
25 standard deduction, the amount of federal income tax 
26 paid during the tax year for the previous tax year. 
27 Federal income tax paid in estimated tax payments 
28 during the tax year for the previous tax year shall 
29 not be deducted. For tax years beginning on or after 
30 January 1, 1988 but before January 1, 1989, the 
31 taxpayer shall add, before deduction of the standard 
32 deduction, the amount of federal income tax refund 
33 received during the tax year to the extent that the 
34 federal income tax that was refunded had been deducted 
35 on a return for a tax year beginning prior to January 
36 1, 1988. Married persons who have filed a joint 
37 federal income tax return and who have filed separate 
38 state returns shall divide the federal income tax paid 
39 or the federal income tax refund between the spouses 
40 in the ratio of the federal adjusted gross income of 
41 each spouse to the adjusted gross income of both 
42 spouses for the tax year which resulted in the income 
43 tax payment or the income tax refund. 
44 A-eaxpaye~-wfto-e~a±m~-efte-ope±ofta~-~eaftda~d 
45 dedttce±oft-ttftde~-eft±~-~ttb~eee±oft-maY7-aEee~-e~a±m±ft9 
46 efte-ope±ofta~-~eaftda~d-dedttce±Oft7-e±a±m-efte-d±~eee 
47 efta~±eab±e-cofte~±btte±oft-a~-a±±owed-aftd-~ttbjeee-eo-efte 
48 same-~±m±eae±oft~-p~ov±ded-ttftde~-~ece±oft-±yat±t-oE-ehe 
49 fftee~fta±-Revefttte-eode-oE-~954-Eo~-eax-yea~~-eftd±ft9-0ft 
50 o~-beEo~e-eecembe~-3±7-±986~--HoweVe~7-efte-dedttce±oft 

~~t'.:t'\ , 
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1 ~ha~~-be-eomptt~ed-a~-p~o~±ded-ttMde~-~eee±oM-~Tet±t-of 
2 the-fMte~Ma~-Re~eMtte-eode-of-~954-a~-app~±ed-to-tax 
3 yea~-~9647--Ma~~±ed-taxpaye~~-who-ha~e-f±~ed-a-;o±Mt 
4 fede~a~-~ettt~M-aMd-who-e~eet-to-E±~e-~epa~ate-~ettt~n~ 
5 o~-~epa~ate~y-on-a-eomb±ned-~tate-~etttrM-mtt~t-a~~oeate 
6 the±r-a~~owab~e-ehar±tab~e-dedttet±oM-to-eaeh-~pott~e-±M 
7 the-proport±oM-that-eaeh-~pott~eL~-re~peet±~e-Met 
8 ±Meome-bea~~-to-the-tota~-eomb±Med-Met-±Meome7 
9 Paxpaye~~-afEeeted-by-the-a~~oeat±oM-p~O~±~±OM~-oE 

10 ~eet±oM-4ii78-aha~~-be-perm±tted-a-dedttet±oM-±M-the 
11 amottMt-a~-±~-fa±r~y-aMd-eqtt±tab~y-a~~oeab~e-to-fowa 
12 ttMder-rtt~ea-p~e~er±bed-oy-the-d±reetor7 
13 2. The total of contributions, interest, taxes, 
14 medical expense, moving expenses, nonbusiness losses 
15 and miscellaneous expenses deductible for federal 
16 income tax purposes under the Internal Revenue Code oE 
17 ~954, with the following adjustments: 
18 a. Subtract the deduction for Iowa income taxes. 
19 b7--Add-the-amOttMt-of-Eederai-±Meome-taxe~-pa±d-or 
20 aeertted-a~-the-eaae-may-be7-dttr±n9-the-eax-year7 
21 ad;tt~ted-by-aMy-federei-±neome-tax-refttnde7--Pro~±ded7 
22 howe~er7-ehae-where-ma~~±ed-pe~aona7-who-ha~e-E±~ed-a 
23 ;o±nt-fede~a~-±Meome-ta~-~eett~M7-E±~e-~epa~aeeiY7-atteh 
24 totai-aha~i-oe-d±~±ded-betweeM-them-aeeo~d±M9-to-the 

25 po~t±oM-thereoE-pa±d-o~-aeertted7-aa-the-eaae-may-be7 
26 by-eaeh7 
27 b. For tax years beginning on or after January 1, 
28 1988, but before January 1, 1989, add the amount of 
29 federal income tax paid during the tax year for the 
30 previous tax year except for federal income tax paid 
31 in estimated tax payments. For tax years beginning on 
32 or after January 1, 1988, but before January 1, 1989, 
33 subtract the amount of federal income tax refund 
34 received during the tax year to the extent that the 
35 federal income tax that was refunded had been deducted 
36 on a return for a tax year beginning prior to January 
37 1, 1988. Married persons who have filed a joint 
38 federal income tax return and who have filed separate 
39 state returns shall divide the federal income tax paid 
40 or the federal income tax refund between the spouses 
41 in the ratio of the federal adjusted gross income of 
42 each spouse to the adjusted gross income of both 
43 spouses for the tax year which resulted in the income 
44 tax payment or the income tax refund. 
45 c. Add the amount by which expenses paid or 
46 incurred in connection with the adoption of a child by 
47 the taxpayer exceed three percent of the net income of 
48 the taxpayer, or of the taxpayer and spouse in the 
49 case of a joint return. The expenses may include 
50 medical and hospital expenses of the natural mother 
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1 which are incident to the child's birth and are paid 
2 by the taxpayer, welfare agency fees, legal fees, and 
3 all other fees and costs relating to the adoption of a 
4 child if the child is placed by a child-placing agency 
5 licensed under chapter 238 or by a person making an 
6 independent placement according to the provisions of 
7 chapter 600. 
8 d. Add an additional deduction for mileage 
9 incurred by the taxpayer in voluntary work for a 

10 charitable organization consisting of the excess of 
11 the state employee mileage reimbursement over the 
12 amount deductible for federal income tax purposes. 
13 The deduction shall be proven by the keeping of a 
14 contemporaneous diary by the person throughout the 
15 period of the voluntary work in the tax year. 
16 e7--Stlb~~ae~-~ne-ado~e±o"-dedtle~±o"-~e~m±~eed-tl"de~ 
17 seee±o"-~~~-o~-ene-f"ee~nai-Re~e"tle-€ode-o~-%9547 
18 ~ e. Add the amount, not to exceed five thousand 
19 dollars, of expenses not otherwise deductible under 
20 this section actually incurred in the home of the 
21 taxpayer for the care of a person who is the 
22 grandchild, child, parent, or grandparent of the 
23 taxpayer or the taxpayer's spouse and who is unable, 
24 by reason of physical or mental disability, to live 
25 independently and is receiving, or would be eligible 
26 to receive if living in a health care facility 
27 licensed under chapter 135C, medical assistance 
28 benefits under chapter 249A. In the event that the 
29 person being cared for is receiving assistance 
30 benefits under chapter 239, the expenses not otherwise 
31 deductible shall be the net difference between the 
32 expenses actually incurred in caring for the person 
33 and the assistance benefits received under chapter 
34 239. 
35 9 f. Add the amount the taxpayer has paid to 
36 others, not to exceed one thousand dollars for each 
37 dependent in grades kindergarten through twelve, for 
38 tuition and textbooks of each dependent in attending 
39 an elementary or secondary school situated in Iowa, 
40 which school i~ accredited or approved under section 
41 256.11, which is not operated for profit, and which 
42 adheres to the provisions of the United States Civil 
43 Rights Act of 1964 and chapter 601A. As used in this 
44 lettered paragraph, "textbooks" means books and other 
45 instructional materials and equipment used in 
46 _l_mentary and secondary schools in teaching only 
47 those subjects legally and commonly taught in public 
48 elementary and secondary schools in this state and 
49 does not include instructional books and materials 
50 used in the teaching of religious tenets, doctrines, 

t 
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1 or worship, the purpose of which is to inculcate those 
2 tenets, doctrines, or worship, and does not include 
3 books or materials for extracurricular activities 
4 including sporting events, musical or dramatic events, 
5 speech activities, driver's education, or programs of 
6 a similar nature. The deduction in this paragraph 
7 does not apply to a taxpayer whose adjusted gross 
8 income, as properly computed for federal tax purposes, 
9 is forty-five thousand dollars or moreo In the case 

10 where the taxpayer is married, whether filing jointly 
11 or separately, the deduction does not apply if the 
12 combined adjusted gross income of the taxpayer and 
13 spouse is forty-five thousand dollars or more. 
14 As used in this lettered paragraph, "tuition" means 
15 any charges for the expenses of personnel, buildings, 
16 equipment and materials other than textbooks, and 
17 other expenses of elementary or secondary schools 
18 which relate to the teaching only of those subjects 
19 legally and commonly taught in public elementary and 
20 secondary schools in this state and which do not 
21 relate to the teaching of religious tenets, doctrines, 
22 or worship, the purpose of which is to inculcate those 
23 tenets, doctrines, or worship, and which do not relate 
24 to extracurricular activities including sporting 
25 events, musical or dramatic events, speech activities, 
26 driver's education, or programs of a similar nature. 
27 3. If after applying all of the adjustments 
28 provided for in section 422.7, the allocation 
29 provisions of section 422.8 and the deductions 
30 allowable in this section subject to the modifications 
31 provided in section 172(d) of the Internal Revenue 
32 Code o~-t954, the taxable income results in a net 
33 operating loss, the net operating loss shall be 
34 deducted as follows: 
35 a. The Iowa net operating loss shall be carried 
36 back three taxable years or to the taxable year in 
37 which the individual first earned income in Iowa 
38 whichever year is the later. 
39 bo The Iowa net operating loss remaining after 
40 being carried back as required in paragraph "a" of 
41 this subsection or if not required to be carried back 
42 shall be carried forward fifteen taxable years. 
43 c. If the election under section 172(b)(3)(C) of 
44 the Internal Revenue Code o~-t954 is made, the Iowa 
45 net operating loss shall be carried forward fifteen 
46 taxable years. 
47 Sec. 10. Section 422.10, unnumbered paragraph 1, 
48 Code 1987, is amended to read as follows: 
49 The taxes imposed under this division shall be 
50 reduced by a state tax credit for increasing research 
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1 activities in this state. For individuals, the credit 
2 ~h.ii-eqttai eguals six and one-half percent of the 
3 state's apportioned share of the qualifying 
4 expenditure~ for increasing research activitJes. The 
5 state's appcrtioned share of the qualifying 
6 expenditures for increasing research activities is a 
7 percent equal to the ratio of qualified research 
8 expenditures in this state to total qualified research 
9 expenditures. For purposes of this section, an 

10 individual may claim a research credit for qualifying 
11 research expenditures incurred by a partnership, 
12 subchapter S corporation, and estate or trust electing 
13 to have the income taxed directly to the individual. 
14 The amount claimed by the individual shall be based 
15 upon the pro rata share of the individual's earnings 
16 of a partnership, subchapter S corporation, or estate 
17 or trust. For purposes of this section, "qualifying 
18 expenditures for increasing research activities" means 
19 the qualifying expenditures as defined for the federal 
20 credit for increasing research activities which would 
21 be allowable under section 39 41 of the Internal 
22 Revenue Code o~-i95~7-±"-e~~eee-o"-aa"tta~y-z7-z965. 
23 Sec. 11. Section 422.12, subsection 1, paragraph 
24 c, Code Supplement 1987, is amended to read as 
25 follows: 
26 c. For each dependent, an additional ten dollars. 
27 As used in this section, the term "dependent" shall 
28 have the same meaning as provided by the Internal 
29 Revenue Code e~-z95~. 
30 Sec. 12. Section 422.12, subsection 2, unnumbered 
31 paragraph 1, Code Supplement 1987, is amended to read 
32 as follows: 
33 A child and dependent care credit equal to forty-
34 five percent of the federal child and dependent care 
35 credit provided in section 21 of the Internal Revenue 
36 Code o~-H5~. 
37 Sec. 13. Section 422.13, subsection I, paragraph 
38 a, Code Supplement 1987, is amended to read as 
39 follows: 
40 a. The individual is required to file a federal 
41 income tax return under the Internal Revenue Code o~ 
42 H5~. 
43 Sec. 14. Section 422.16, subsection I, unnumbered 
44 paragraph I, Code Supplement 1987, is amended to read 
45 as follows: 
46 Every withholding agent and every employer as 
47 defined in this chapter and further defined in the 
48 Internal Revenue Code o~-z95~, with respect to income 
49 tax collected at source, making payment of wages to a 
50 nonresident employee working in Iowa, or to a resident 

, 
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1 employee, shall deduct and withhold from the wages an 
2 amount which will approximate the employee's annual 
3 tax liability on a calendar year basis, calculated on 
4 the basis of tables to be prepared by the department 
5 and schedules or percentage rates, based on the wages, 
6 to be prescribed by the department. Every employee or 
7 other person shall declare to the employer or 
8 withholding agent the number of the employee's or 
9 other person's personal exemptions and dependency 

10 exemptions or credits to be used in applying the 
11 tables and schedules or percentage rates. However, no 
12 greater number of personal or dependency exemptions or 
13 credits may be declared by the employee or other 
14 person than the number to which the employee or other 
15 person is entitled except as allowed under section 
16 3402(m)(1) of the Internal Revenue Code o£-i954. The 
17 claiming of exemptions or credits in excess of 
18 entitlement is a serious misdemeanor. 
19 Sec. 15. Section 422.16, subsection 11, paragraphs 
20 a and d, Code Supplement 1987, are amended to read as 
21 follows: 
22 a. Every person or married couple filing a return 
23 shall make estimated tax payments if the person's or 
24 couple's Iowa income tax attributable to income other 
25 than wages subject to withholding can reasonably be 
26 expected to amount to fifty dollars or more for the 
27 taxable year, except that, in the cases of farmers and 
28 £%~he~3 fishermen, the exceptions provided in the 
29 Internal Revenue Code o£-i954 with respect to making 
30 estimated payments apply. The estimated tax shall be 
31 paid in quarterly installments. The first installment 
32 shall be paid on or before the last day of the fourth 
33 month of the taxpayer's tax year for which the 
34 estimated payments apply. The other installments 
35 shall be paid on or before June 30, September 30, and 
36 January 31. However, at the election of the person or 
37 married couple, any installment of the estimated tax 
38 may be paid prior to the date prescribed for its 
39 payment. If a person or married couple filing a 
40 return has reason to believe that the person's or 
41 couple's Iowa income tax may increase or decrease, 
42 either for purposes of meeting the requirement to make 
43 estimated tax payments or for the purpose of 
44 increasing or decreasing estimated tax payments, the 
45 person or married couple shall increase or decrease 
46 any subsequent estimated tax payments accordingly. 
47 d. Any amount of estimated tax paid is a credit 
48 against the amount of tax found payable on a final, 
49 completed return, as provided in subsection 9, 
50 relating to the credit for the tax withheld against 

,'! 



· SENATE 24 
OCTOBER 27, 1987 

S-4137 Pg. 23 

, 

1 the tax found payable on a return properly and 
2 correctly prepared under sections 422.5 through 
3 422.25, and any overpayment of one dollar or more 
4 shall be refunded to the taxpayer and the return 
5 constitutes a claim for refund for this purpose. 
6 Amounts less than one dollar shall not be refunded. 
7 The method provided by the Internal Revenue eode of 
8 t95~ for determining what is applicable to the 

.9 addition to tax for underpayment of the tax payable 
10 applies to persons required to make payments of 
11 estimated tax under this section except the amount to 
12 be added to the tax for underpayment of estimated tax 
13 is an amount determined at the rate in effect under 
14 section 421.7. This addition to tax specified for 
15 underpayment of the tax payable is not subject to 
16 waiver provisions relating to reasonable cause, except 
17 as provided in the Internal Revenue Code of-t95~. 
18 Underpayment of estimated tax shall be determined in 
19 the same manner as provided under the Internal Revenue 
20 Code of-t95~ and the exceptions in the Internal 
21 Revenue Code of-t954 also apply. 
22 Sec. 16. Section 422.20, subsection 2, Code 
23 Supplement 1987, is amended to read as follows: 
24 2. It shall be unlawful for any officer, employee, 
25 or agent, or former officer, employee, or agent of the 
26 state to disclose to any person, except as authorized 
27 in subsection 1 of this section, any federal tax 
28 return or return information as defined in section 
29 6103(b) of the Internal Revenue Code of-t954. It 
30 shall further be unlawful for any person to whom any 
31 federal tax return or return information, as defined 
32 in section 6103(b) of the Internal Revenue Code of 
33 t95~, is disclosed in a manner unauthorized by 
34 subsection 1 of this section to thereafter print or 
35 publish in any manner not provided by law any such 
36 return or return information. Any person committing 
37 an offense against the foregoing provision shall be 
38 guilty of a serious misdemeanor. 
39 Sec. 17. Section 422.21, unnumbered paragraph 4, 
40 Code Supplement 1987, is amended to read as follows: 
41 The director shall determine for the t9T9 1989 and 
42 subsequent calendar years the annual and cumulative 
43 inflation factors for those calendar years to be 
44 applied to tax years beginning on or after January 1 
45 of that calendar year. The director shall compute the 
46 new dollar amounts as specified therein to be adjusted 
47 in section 422.5 by the latest cumulative inflation 
48 factor and round off the result to the nearest one 
49 dollar. The annual and cumulative inflation factors 
50 determined by the director are not rules as defined in 

.".,,"J 
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1 section 17A.2, subsection 7. 
2 Sec. 18. Section 422.25, subsection 1, unnumbered 
3 paragraph 1, Code 1987, is amended to read as follows: 
4 Within three years after the return is filed or 
5 within three years after the return became due, 
6 including any extensions of time for filing, whichever 
7 time is the later, the department shall examine it and 
8 determine the correct amount of tax, and the amount 
9 determined by the department is the tax. However, if 

10 the taxpayer omits from income an amount which will, 
11 under the Internal Revenue Code of-t954, extend the 
12 statute of limitations for assessment of federal tax 
13 to six years under the federal law, the period for 
14 examination and determination is six years. In 
15 addition to the applicable period of limitation for 
16 examination and determination, the department may make 
17 an examination and determination at any time within 
18 six months from the date of receipt by the department 
19 of written notice from the taxpayer of the final 
20 disposition of any matter between the taxpayer and the 
21 internal revenue service with respect to the 
22 particular tax year. In order to begin the running of 
23 the six-months' period, the notice shall be in writing 
24 in any form sufficient to inform the department of the 
25 final disposition with respect to that year, and a 
26 copy of the federal document showing the final 
27 disposition or final federal adjustments shall be 
28 attached to the notice. 
29 Sec. 19. Section 422.32, subsection 11, Code 
30 Supplement 1987, is amended by striking the 
31 subsection. 
32 Sec. 20. Section 422.43, subsections 1, 2, 6, and 
33 10, Code Supplement, 1987, are amended to read as 
34 follows: 
35 1. There is imposed a tax of fottr five percent 
36 upon the gross receipts from all sales-or-tangible 
37 personal property, consisting of goods, wares, or 
38 merchandise, except as otherwise provided in this 
39 division, sold at retail in the state to consumers or 
40 users; a like rate of tax upon the gross receipts from 
41 the sales, furnishing or service of gas, electricity, 
42 water, heat, and communication service, including the 
43 gross receipts from such sales by any municipal 
44 corporation furnishing gas, electricity, water, heat, 
45 and communication service to the public in its 
46 proprietary capacity, except as otherwise provided in 
47 this division, when sold at retail in the state to 
48 consumers or users; a like rate of tax upon the gross 
49 receipts from all sales of tickets or admissions to 
50 places of amusement, fairs, and athletic events except 
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1 those of elementary and secondary educational 
2 institutions; and a like rate of tax upon that part ·of 
3 piivate club membership fees or charges paid for the 
4 privilege of participating in any athletic sports 
5 provided club members, . 
6 2. There is imposed a eax-e~-~e~~-pe~eefte like 
7 rate of tax upon the gross receipts derived from the 
8 operation of all forms of amusement devices and games 
9 of skill, games of chance, raffles, and bingo games as 

10 defined in chapter 99B, operated or conducted within 
11 the state of Iowa, the tax to be collected from the 
12 operator in the same manner as is provided for the 
13 collection of taxes upon the gross receipts of tickets 
14 or admission fees as provided in this section. The 
15 tax shall also be imposed upon the gross receipts 
16 derived from the sale of lottery tickets or shares 
17 pursuant to chapter 99E. The tax on the lottery 
18 tickets or shares shall be included in the sales price 
19 and distributed to the general fund as provided in 
20 section 99E.lO. 
21 6. There is imposed a eal(-e~-~e~~-pe~eefte like 
22 rate of tax upon the gross receipts from the sales of 
23 optional service or warranty contracts which provide 
24 for the furnishing of labor and materials and require 
25 the furnishing of any taxable service enumerated under 
26 this section. The gross receipts are subject to tax 
27 even if some of the services furnished are not 
28 enumerated under this section. For the purpose of 
29 this division, the sale of an optional service or 
30 warranty contract is a sale of tangible personal 
31 property. Additional sales, services, or use tax 
32 shall not be levied on services, parts, or labor 
33 provided under optional service or warranty contracts 
34 which are subject to tax under this section. 
35 10. There is imposed a tax of ~e~~ five percent 
36 upon the gross receipts from the rendering, 
37 furnishing, or performing of services as defined in 
38 section 422.42. 
39 Sec. 21. Section 422.47, Code Supplement 1987, is 
40 amended by adding the following new subsection: 
41 NEW SUBSECTION. Construction contractors may make 
42 application to the department for a refund of the 
43 additional one percent tax paid under this division or 
44 the additional one percent tax paid under chapter 423 
45 by reason of the increase in the tax from four to five 
46 percent for taxes paid on goods, wares, or merchandise 
47 under the following conditions: 
48 a. The goods, wares, or merchandise are 
49 incorporated into an improvement to real estate in 
50 fulfillment of a written contract fully executed prior 
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1 to June I, 1987. The refund shall not apply to 
2 equipment transferred in fulfillment of a mixed 
3 construction contract. , 
4 b. The contractor has paid to the department or to 
5 a retailer the full five percent tax. 
6 c. The claim is filed on forms provided by the 
7 department and is filed within one year of the date 
8 the tax is paid. 
9 A contractor who makes an erroneous application for 

10 refund is liable for payment of the excess refund paid 
11 plus interest at the rate in effect under section 
12 421.7. In addition, a contractor who willfully makes 
13 a false application for refund is guilty of a simple 
14 misdemeanor and is liable for a penalty equal to 
15 seventy-five percent of the excess refund c:aimed. 
16 Excess refunds, penalties, and interest due under this 
17 subsection may be enforced and collected in the same 
18 manner as the tax imposed by this division. 
19 Sec. 22. Section 423.2, Code 1987, is amended to 
20 read as follows: 
21 423.2 IMPOSITION OF TAX. 
22 An excise tax is imposed on the use in this state 
23 of tangible personal property purchased for use 1n 
24 this state, at the rate of retlr five oercent of the 
25 purchase price of the property. The ~xcise tax is 
26 imposed upon every person using the property within 
27 this state until the tax has been paid directly to the 
28 county treasurer or the state department of 
29 transportation, to a retailer, or to the department. 
30 An excise tax is imposed on the use in this state of 
31 services enumerated in section 422.43 at the rate of 
32 retlr five percent. This tax is applicable where 
33 services are rendered, furnished, or performed in this 
34 state or where the product or result of the service is 
35 used in this state. This tax is imposed on every 
36 person using the services or the product of the 
37 services in this state until the user has paid the tax 
38 either to an Iowa use tax permit holder or to the 
39 department. 
40 Sec. 23. This section applies in regard to the 
41 increase in the state sales, services, and use tax 
42 from four to five percent under sections 20 and 22. 
43 The use tax rate of five percent applies to motor 
44 vehicles subject to registration which are registered 
45 on or after January I, 1988. The five percent use tax 
46 rate will apply to the use of property when the first 
47 taxable use in this state occurs on or aEter January 
48 I, 1988. The five percent rate will apply to the 
49 gross receipts from the sale, furnishing, or service 
50 of gas, electricity, water, heat, and communication 
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1 service if the date of billing the customer is on or 
2 after January 1, 1988. In the case of a service 
3 contract entered into prior to January 1, 1988, which 
4 contract calls for periodic payments, the five percent 
5 rate will apply to those payments made or due on or 
6 after January 1, 1988. This periodic payment would 
7 apply, but not be limited to, tickets of admissions, 
8 private club membership fees, sources of amusement, 
9 equipment rental, dry cleaning, reducing 'salons, dance 

10 schools, and all other services subject to tax, except 
11 the aforementioned utility services which are subject 
12 to a special transitional rule. Unlike periodic 
13 payment under service contracts, installments sales of 
14 goods, wares, and merchandise dre subject to the full 
15 amount of sales or use tax when the sales contract is 
16 entered into or the property is used in Iowa. 
17 Sec. 24. Section 422.72, subsection 2, Code 
18 Supplement 1987, is amended to read as follows: 
19 2. Federal tax returns, copies of returns, and 
20 return information as defined in section 6103(b) of 
21 the Internal Revenue Code ef-l954, which are required 
22 to be filed with the department for the enforcement of 
23 the income tax laws of this state, shall be deemed and 
24 held as confidential by the department and subject to 
25 the disclosure limitations in subsection 1 ef-thi~ 
26 ~eetien. 
27 Sec. 25. Section 422.73, subsection 4, Code 1987, 
28 is amended by striking the subsection. 
29 Sec. 26. Section 422.73, Code 1987, is amended by 
30 adding the following new subsections: 
31 NEW SUBSECTION. Notwithstanding subsection 2, a 
32 claim for credit or refund of the income tax paid for 
33 a tax year beginning in the 1983 calendar year is 
34 considered timely if the claim is filed with the 
35 department on or before April 30, 1988, if the 
36 taxpayer's federal income tax was forgiven under 
37 section 692 of the Internal Revenue Code because the 
38 taxpayer died, or was missing in action and determined 
39 dead, while serving in a combat zone. To the extent 
40 the federal income tax was forgiven under section 692 
41 of the Internal Revenue Code for the tax year, the 
42 Iowa income tax is also forgiven. 
43 NEW SUBSECTION. Notwithstanding subsection 2, a 
44 claim for credit or refund of the state alternative 
45 minimum tax paid for any tax year beginning on Or 
46 after January 1, 1982 and before January 1, 1984 is 
47 considered timely if the claim is filed with the 
48 department on or before April 30, 1988, if the 
49 taxpayer's capital gains preference items for purposes 
50 of the federal individual alternative minimum tax was 

.... 
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1 reduced as a result of section 13208 of the 
2 Consolidated Omnibus Budget Reconciliation Act of 1985 
3 as amended by section 1896 of the Tax Reform Act of 
4 1986. 
5 Sec. 27. There is appropriated for the Eiscal year 
6 beginning July 1, 1987, and ending June 30, 1988, the 
7 sum of one hundred thousand (100,000) dollars, or so 
8 much as is necessary, to the department of management 
9 for the purpose oE hiring an independent auditing firm 

10 to study state Einances. 
11 Sec. 28. Sections 1 through 19 and 24 oE this Act 
12 are efEective January 1, 1988, Eor tax years beginning 
13 on or aEter that date. 
14 Sec. 29. Sections 20 throu~h 23 of this Act are 
15 eEEective January 1, 1988. 
16 Sec. 30. This Act, being deemed oE immediate 
17 importance, takes eEEect upon enactment." 
18 2. Title page, by striking lines 1 through 3 and 
19 inserting the Eollowing: "An Act relating to the 
20 state's conEorming its individual income taxes with 
21 the new f.ederal tax provisions by updating references 
22 to the Ihternal Revenue Code, rewriting the state 
23 minimum taxes to conEorm with the federal alternative 
24 minimum taxes, maintaining the deduction Eor capital 
25 gains, increasing the standard deduction, decreasing 
26 the tax rates, striking obsolete and repealed items, 
27 extending the statute oE limitations for certain 
28 reEund claims, increasing the state sales, services, 
29 and use tax, making an appropriation to hire an 
30 independent auditing Eirm to study state Einances, and 
31 providing eEEective dates." 
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SENATE FILE 524 

1 Amend Senate File 524 as follows: 
2 1. Page 2, lines 29 and 30, by striking the words 
3 "except for the net capital gain deduction,". 
4 2. Page 6, line 24, by striking the word 
5 "subsection:" and inserting the following: 
6 "subsections:". 
7 3. Page 6, by inserting after line 32 the 
8 following: 
9 "NEW SUBSECTION. 28. Subtract sixty percent 

10 the net capital gains from each of the following 
11 of property used in a trade or business in which 
12 taxpayer or the taxpayer's spouse materially 
13 participates: 

of 
types 
the 

14 a. From sales of breeding livestock or timber. 
15 Not more than thirty thousand dollars may be deducted 
16 by the taxpayer under this paragraph. 
17 b. From the sales of real estate used in the 
18 or business for at least five years and in which 
19 taxpayer had an interest for at least ten years. 
20 more than one hundred twenty thousand dollars may 
21 deducted by the taxpayer under this paragraph. 
22 For purposes of this subsection. "net capital 

trade 
the 
Not 
be 

23 gains" means the excess of long-term capital gain over 
4 long-term capital loss as would be determined solely 

25 for the type of property involved under section 1231 
26 of the Internal Revenue Code. Material participation 
27 shall be determined in a manner similar to the manner 
28 used for purposes of paragraph (1) of section 1402(a) 
29 of the Internal Revenue Code relating to net earnings 
30 from self-employment. A taxpayer who is retired as 
31 described in section 2032A(b)(4) of the Internal 
32 Revenue Code of 1986 shall be treated as materially 
33 participating in the trade or business. Any income or 
34 loss resulting from the forfeiture. transfer, or sale 
35 or exchange described in section 422.7. subsection 25. 
36 shall not be used in computing net capital gain for 
37 purposes of this subsection. 
38 The deduction allowed by this subsection shall 
39 apply to computing the income of subchapter S 
40 corporations and of income attributable to individual 
41 members of a partnership. as long as the individual 
42 taxpayer materially participated and held the 
43 partnership interest or the shareholder interest for 
44 the entire applicable period." 
45 4. By striking page 7, line 24 through page 10. 
46 line 8. 
47 5. By striking page 10. line 35 through page 11. 
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3.. 1. Effective January 1, 1988, the department of 
4'il);lInaci services shall establish the schedule of basic 
5 needs for tpe aid. to families with dependent children 
6 program at not less than the following amounts: for 
7 one person at one hundred sixty-eight dollars, for two 
8 persons at three hundred thirty-two dollars, for three 
9 persons at three hundred ninety-two dollars, for four 

10 persons at four hundred fifty-six dollars, for five 
11 persons at five hundred five dollars, for six persons 
12 at five hundred sixty-one dollars, for seven persons 
13 at six hundred seventeen dollars, for eight persons at 
14 six hundred seventy-three dollars, for nine persons at 
15 seven hundred twenty-eight dollars, for ten persons at 
16 seven hundred ninety-six dollars, and Eor each 
17 additional person at seventy-nine dollars. 
18 2. EfEective January 1, 1988, the department of 
19 human services shall establish the following medical 
20 assistance provider reimbursement rates at no less 
21 than the following rates: 
22 a. The basis for establishing the maximum medical 
23 assistance rate for intermediate care facilities shall 
24 be the sixty-Eirst percentile of all facility per 

5 diems as calculated from the January 1, 1988, 
unaudited compilation of cost and statistical data. 

27 b. Skilled nursing facility and rural health 
28 clinic payment rates shall be increased by two 
29 percent. 
30 c. The three and eighty-five hundredths percent 

.31 reduction shall no longer be applied to residential 
32 care facilities. Furthermore, the maximum 
33 reimbursement rate for residential care facilities 
34 shall be increased by two percent making the maximum 
35 rate seventeen dollars and sixty-two cents. The new 
36 Elat rate for Eacilitieselecting not to file cost 
37 reports shall be twelve dollars and sixty cents. 
38 d. The three and eighty~five hundredths percent 
39 reduction shall not be applied to the in-home health 
40 related care program. Furthermore, the maximum 
41 reimbursement rate for the in-home health related care 
42 program shall be increased by two percent. 
43 e. For services given by social service providers, 
44 reductions to invoices or rates shall be discontinued. 
45 Furthermore, rates shall be automatically increased by 
46 two percent over the unreduced rates in effect on June 
47 30, 1987. Rates for Easter group care and shelter 
48 care services shall not exceed sixty-eight dollars and 
49 eighty cents per day. This automatic increase is 

~50 intended to be a one-time exception to policy Eor the 
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1 fiscal period beginning,January 1, 1988, and ending 
2 June 30, 198~ o?ly and ~s not ~ntended to eliminate 
3 regular subm~ss~on of cost reports. 
4 3. The department of human services may transfer 
5 funds to the off~ce of the attorney general for the 
6 f~scal period beginning January 1, 1988, and ending 
7 June 30, 1988, Eor the legal assistance to farmers 
8 program." 
9 7. Title page, ,line 3, by inserting after the 

10 word "retroactive" the following: ", and to the 
11 state's use of revenue for certain human services 
12 programs". 

. 13 8. ~y renumbering as necessary. 
5-4143 A-LOST B-OUl OF Orr1)!':R (d" Ii) IlY 
Filed October 27, 1987 

SENATE rILE 524 

C'-!.".o.L-: S R R I1NRR 
BEVERLY A. HANNON 
JAMES R. RIORDAN 
AL STURGEON 
RICHARD VARN 
JEAN LLOYD-JONES 
THOMAS MANN, JR. 

S-4138 

A 

1 Amend Senate rile 524 as follows: 
2 1. Page 8, by striking line 32 through page 9, 
3 line 3 and inserting in lieu thereof the following: 
4 "capital gain deduction. In recomputing the 
5 taxpayer's alternative minimum", 

J 6 2. Page 9, by striking lines 13 through 15 and 
7 inserting in lieu thereof the following: "filed 
8 separate returns or separately on combined returns, as 
9 these items were properly". 

S - 4138 !',-6dopl:cc.: B -\;i thcl:;:m",l Crr 13} 

Filed October 27, 1987 

SENATE FILE 524 
S-4139 

1 Amend Senate File 524 as follows: 

BY WILLIAM DIELEMAN 

EMIL J. HUSAK 

2 1. Page 10, by inserting after line 8 the 
3 following: 
4 "Sec. Section 422.9, subsection 2, paragraph 
5 g, Code Supplement 1987, is amended by striking 
6 paragraph g." 
7 2. Page 10, by inserting after line 34 the 
8 following: 
9 "Sec. . Section 422.12, subsection 3, Code 

10 Supplementl987, is amended by striking subsection 3." 
11 3. Renumber sections and correct internal 
12 references as necessary in accordance with this 
13 amendment. 

ed October 27, 1987 BY THOMAS MANN, JR. 
DAVID READINGER 
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SENATE FILE 524 

1 Amend Senate File 524 as follows: 
2 1. Page 1, by striking lines 3 and 4 and 
3 inserting the following: 
4 "NEW SUBSECTION. 19. The definition of the 
5 Internal". 
6 2. Page 1, lines 14 and 15, by striking the 
7 following: "for tax years beginning in the 1987 
8 calendar year only,". 
9 3. Page 5, lines 8 and 9, by striking the follow-

10 ing: "for tax years beginning in the 1987 calendar 
11 year only,". 

\}IV 12 4. Page 5, lines 12 and 13, by striking the 
13 following: "for tax years beginning in the 1987 
14 calendar year only,". 
15 5. Page 5, line 23, by striking the following: 
16 "for tax years beginning in the 1987 calendar year 
17 only,". 
18 6. Page 6, by striking lines 5 through 22 and in-
19 serting the following: 
20 "23. Add the amount of intangible drilling and 
21 development costs optionally deducted in the year paid 
22 or incurred as a±±owed-~~de~-~ee~±on-~63tet described 

3 in section 57(a)(2) of the Internal Revenue Code of 
4 1954. This amount may be recovered through cost 

25 depletion or depreciation, as appropriate under rules 
26 prescribed by the director. 
27 24. Add the percentage depletion amount determined 
28 with respect to an oil, gas, or geothermal well ~~±n9 
29 me~nod~ as described in section 6±3 57(a)(1) of the 
3d Internal Revenue Code of 1954 ~na~-±~-±~-e~ee~~-o!-~ne 
31 eO~~-dep±e~±o~-amo~n~-deee~m±ned-~~de~-~eee±o~-6±±_o! 
32 ene-f~~e~na±-Re.e~tle-eode-o£-±95 •. " -1----n---7 . -- Page 6, by striking Iines25 and 26 and in-

n' I 34 serting the following: 
< (\ 35 "NEW SUBSECTION. 27. Add interest and dividends 

I" - 36 from regulated". 
-- --3T -8. Page 7, lines 8 and 9, by striking the follow-

38 ing: "for tax years beginning in the 1987 calendar 
39 year only,". 
40 9. Page 7, line 21, by striking the following: 
41 "for tax years beginning in the 1987 calendar year 

b,v- 42 only,". ' 
43 10. Page 7, by striking lines 26 and 27 and in-A 44 serting the following: 

.- 45 "NEW SUBSECTION. 6. 
46 the taxpayer's". 

The taxpayer may recompute 

47 11. Page 10, lines 31 and 32, by striking the 
following: ", for tax years beginning in the 1987 
calendar year only,". 

12. Page 11, by striking lines 2 and 3 and in-
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serting the following: 
"NEW UNNUMBERED PARAGRAPH. The department shall 

prepare and make". 
13. Page 12, by striking lines 2 and 3 and in

serting the following: 
"Sec. 13. Section 422.7, subsections 10, 12, 14, 

15, 22, and 26,". 
14. Page 12, by striking lines 6 and 7 and in

serting the following: 
"Sec. 14. References in section 422.8 and in any 

other provision". . 
15. Page 12, by striking line 20 and inserting 

the following: "1987 and 1988 calendar years only." 
16. Title page, line 2, by striking the words 

"calendar year" and inserting the following: "and 
1988 calendar years". 

S-4141 A-'.'it~:draw:1 B-Lo:;t cr- .,.J 

Filed October 27, 1987 BY 

SENATE FILE 524 

JOE WELSH 

LARRY MURPHY 

S-41 ... 2 

1 Amend Senate File 524 as follows: 
21. Page 6, by inserting after line 22 the fol-
3 lowing: 
4 "Sec. 50. Section 422.7, subsection 2, Code 
5 Supplement 1987, is amended to read as follows: 
6 2. Add interest and dividends from foreign 
7 securities and from securities of state and other 
8 political subdivisions, except interest from general 
9 obligation bonds issued by political subdivisions of 

10 Iowa, exempt from federal income tax under the 
11 Internal Revenue Code of 1954." 
12 2. Page 12, line 18, by inserting after the 
13 figure "10," the following: "SO,". 
14 3. By renumbering as necessary. 

Filed Octoher 27, 1987 BY EDGAR H. HOLDEN 

• 
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SENATE FILE 524 

Amend Senate File 524 as follows: 
2 1. Page 1, by strikin~ lines 3 and 4 and 
3 inserting the following: 
4 "NEW SUBSECTION. 19. The definition of the 
5 Internal". 
6 2. Page 1, lines 14 and 15, by striking the 
7 following: "for tax years beginning in the 1987 
8 calendar year only,". 
9 3. Page 5, by striking lines 8 through 19 and 

10 inserting the following: 
11 "NEW UNNUMBERED PARAGRAPH. However, for married 
12 persons filing jointly or filing separately on a 
13 combined return, unmarried heads of household, and 
14 surviving spouses, references in this subsection and 
15 subsections 6 and 10 to five thousand dollars shall be 
16 interpreted to mean seven thousand five hundred 
17 dollars. In addition, if the married persons filing 
18 jointly or filing separately on a combined return, 
19 unmarried head of household, or surviving spouse's net 
20 income exceeds seven thousand five hundred dollars the 
21 regular tax imposed under this division shall be the 
22 lesser of the maximum state individual income tax rate 

times the portion of the net income in excess of seven 
thousand five hundred dollars or the regular tax 

5 liability computed without regard to this sentence. 
26 Taxpayers electing to file separately shall compute 
27 the alternate tax described in this paragraph using 
28 the total net income of the husband and wife." 
29 4. Page 5, line 23, by striking the following: 
30 "for tax years beginning in the 1987 calendar year 
31 only,". 
32 5. Page 6, by striking lines 5 through 22 and in-
'33 serting the following: 
34 "23. Add the amount of intangible drilling and 
35 development costs optionally deducted in the year paid 
36 or incurred as a%%owea-H"ae~-~eeeio"-%63tet described 
37 in section 57(a)(2) of the Internal Revenue Code of 
38 1954. This amount may be recovered through cost 
39 depletion or depreciation, as appropriate under rules 
40 prescribed by the director. 
41 24. Add the percentage depletion amount determined 
42 with respect to an oil, gas, or geothermal well H~i"9 
43 meenoas as described in section 6%3 57(a)(1) of the 
44 Internal Revenue Code of 1954 enae-i~ i"-exeeas-or-ene 
45 eoae-ae~%eeiO"-amOH"e-aeee~mi"ed-H"de~-aeeeio"-6%%-or 
46 ene-f"~e~"a%-Re~e"He-eOae-or-%954." 
47 6. Page 6, by striking lines 25 and 26 and in-
48 serting the following: 

"NEW SUBSECTION. 27. Add interest and dividends 
from regulated". 

1 
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"' . ~. 7. Page 7, Ilnes 
1.mg: "for tax years 
l)edr only,". 

8 and 9, by strikin~ the follow
beginning in the 1987 calendar 

* 8. Page 7, line 21, by striking the following: 
~~or tax years beQinning in the 1987 calendar year 
li DIll Y , " • 
]. 9. Page 7, by striking lines 26 and 27 and in
J~rting the following: 
S "NEW SUBSECTION. 6. 

1!-;ne taxpayer's". 
The taxpayer may recompute 

U 10. Page 10, lines 31 and 32, by striking the 
U mllowing: ", for tax years beginning in the 1987 
:G t:'.llendar year only,". 
11 11. Page 11, by striking line 1 and inserting the 
a ~_lowing: "by adding the fol10wing new unnumbered 
lli parag r aphs : 
~~ NEW UNNUMBERED PARAGRAPH. The department shall 
11 ~ovide on income forms or in the instruction booklets 
l~ hi a manner that will be noticeable to the taxpayers 2 

20 statement to the extent that even though the taxpayer 
~ may not have any federal or state income tax liability 
22 ~t the taxpayer may be eligible for the federal 
23 ~rned income tax credit. The statement shall also 
24 contain notice of where the taxpayer may check on the 
25 taxpayer's eligibility for this credit." 
26 12. Page 11, by striking lines 2 and 3 and in
n serting the following: 

The department shall 28 "NEW UNNUMBERED PARAGRAPH. 
29 prepare and make". 
30 13. Page 12, by striking lines 2 and 3 and in-
31 serting the following: 
32 "Sec. 13. Section 422.7, subsections 10, 12, 14, 
3315, 22, and 26,". 
34 14..,. Page 12, by striking lines 6 and 7 and in-
35 serting the following: 
36 "Sec. 14. References in section 422.8 and in any 
37 other provision". 
38 15. Title page, line 3, by inserting after the 
39 word "retroactive" the following: "and providing for 
40 it tp be effective upon enactment". 

S-4140 
F'l 1 ed October 27, 1987 BY CHARLES BRUNER 

BILL HUTCHINS 

CALVIN HULTMAN 
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SENATE FILE 524 

1 Amend Senate File 524 as fOllows: 
2 1. Page 10, by inserting after line 34 the 
3 following: 
4 "Sec. Section 422.16, subsection 11, 
5 paragraph~ Code Supplement 1987, is amended to read 
6 as follows: 
7 b. In the case of persons or married couples 
8 filing jointly, the total balance of the tax payable 
9 after credits for taxes paid through withholding, as 

10 provided in subsection 1 of this section, or through 
11 payment of estimated tax, or a combination of 
12 withholding and estimated tax payments is due and 
13 payable on or before April 30 following the close of 
14 the calendar year, or if the return is to be made on 
15 the basis of a fiscal year, then on or before the last 
16 day of the fourth month following the close of the 
17 fiscal year. However, for tax years beginning in the 
18 1987 calendar year, the due date for payment of 
19 withholding or estimated tax payments is May 15 or the 
20 fifteenth day of the fifth month following the close 
21 of the fiscal year, whichever is applicable. 

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

Returns shall be in the form the director 
25 prescribes, and shall be filed with the department on 
26 or before the last day of the fourth month, except for 
27 tax years beginning in the 1987 calendar year the date 
28 is the fifteenth day of the fifth month, after the 
29 expiration of the tax year except that co-operative 
30 associations as defined in section 6072(d) of the 
31 Internal Revenue Code shall file their returns on or 
32 before the fifteenth day of the ninth month following 
33 the close of the taxable year. If, under the Internal 
34 Revenue Code, a corporation is required to file a 
35 return covering a tax period of less than twelve 
36 months, the state return shall be for the same period 
37 and is due forty-five days after the due date of the 
38 federal tax return, excluding any extension of time to 
39 file. In case of sickness, absence, or other 
40 disability, or if good cause exists, the director may 
41 allow further time for filing returns. The director 
42 shall cause to be prepared blank forms for the returns 
43 and shall cause them to be distributed throughout the 
44 state and to be furnished upon application, but 
45 failure to receive or secure the form does not relieve 
46 the taxpayer from the obligation of making a return 
47 that is required. The department may as far as 

consistent with the Code draft income tax forms to 
conform to the income tax forms of the internal 
revenue department of the United States government. 

• 
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1 Each return by a taxpayer upon whom a tax is imposed 
2 by section 422.5 shall show the county of the 
3 residence of the taxpayer." 
4 2. Renumber sections and correct internal 
5 references as necessary in accordance with this 
6 amendment. 

S-I.1I.4 

Filed October 27. 1987 Withdrawn BY LARRY MURPHY 

S-4145 
1 
2 

S-4l45 

Amend Senate 
1. Page 12. 

Filed October 27. 1987 

SENA'L't: l<'iLt: 524 
File 524 as follows: 
line 3. by striking the figure .. 15 .... 

tn DALE L. T lIW t:N 
Lost (j. 1-' / JULIA GENTLEMAN 

JIM LIND 
EDGAR H. HOLDEN 
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