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Passed Senate, Date .......,,, .. Passed House, Date 3{5{37(4',?7(_)

Vote: Ayes 5. Nays o Vote: Ayes §Z  Nays y

npproved _ ggsch 4, 1448

A BILL FOR

An Act relating to the extension of the applicability of House

BE

[

File 68%, enacted during the Second Extraordirary Session of
the Seventy-second General Assembly during 1987, upda“ing
references to the Internal Revenue Code, providing for
retreoactive applicability, and providing an effective date.
IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATFE OF I0OWA:

TLSB 76115V 72
ng/sc/ld4




s.e. 204 w.r. _

Section 1. Section 422.4, subsections 19 and 20, Code
Supplement 1987, are amended to read as follows:

19. The definition of the Internal Revenue Code of 1854 1in
section 422.3, subsection S5, shall be interpreted to include
provisions of the Tax Reform Act of 1986, Pub. L. No. 99-514
which amended the Internal Revenue Code of 1954, and the
Revenue Act of 1987, Pub. L. No. 100-203, unless the context

otherwise requires.

20. "Internal Revenue Code of 1986" means the Intecrnal
Revenue Code of 1954 as amended by the Tax Reform Act of 1986,
Pub. L. No. 99-514 and the Revenue Act of 1987, Pub. L. No.
100-203.

Sec. 2. 1987 Iowa Acts, Second Extraordinary Session,

chapter 1, section 16, is amended to read as follows:
SEC. 16. Sections 1 through 10, 13, and 14 of this Act are
retroactive to January 1, 1987 for tax years beginning in-the

$987-catendar-year-onty on _or after that date.

Sec. 3. For purposes of tax years beginning in the 1988
calendar year, references in section 422.9, subsection 6,
unnumbered paragraph 4 and section 422.21, unnumbered
paragraph 6, to the year 1987, 1988, or 1989, shall mean the
year 1988, 1989, or 1990, respectively.

Sec. 4, Sections 1 and 2 of this Act are retroactive to
January 1, 1988, for tax years beginning on or after that
date.

Sec. 5. This Act., be:ng deemed of immediate Importance,
takes effect uporn enactment.

EXPLANATION

The bill makes permanent and updates to later federal
changes those previsions of H.F. 689 enacted during the Second
Extraordinary Session that conform state individual i1ncome Lax
to the new federal tax provisions; reduce the tax schedule
from thirteen brackets to nine brackess, the lowest rate from
.5 percent to .4 percent, and the highest rate from i3 percent

to 9.98 percent; increase the stancdard deduction fecr all




S.F. 7.07H H.F.

filers by $30 and eliminate the 15 percent, of net income
after federal tax deduction, limit on the standard deduction;
increase from $5,000 to $7,500 the amount of net income below
which no tax is owing for all filers except single persons and
provide a phase-in of the regular tax for those who have net
income over $7,500; clarify the taxation of interest and

dividends from regulated investment companies exempt from

O ~ N D W

federal tax and the loss from the sale or exchange of shares
of such companies; provide for tazpayers to receive the
benefit of the repealed 60 percent capital gains deduction by
allowing for the filing of refund claims by taxpayers based
upon the difference in the amount of tax paid determined
without the capital gains deduction and the amount that would
have been paid if the deduction, not to exceed $10,500, was
allowed; and Limit the total amount of retund claims paid ftor
the capital gains deduction to $8,000,000 with each claim
receiving a pro rata amount if the total claims exceed that
amount., The biil i3 effective upon enactment and applies 7o
the tax years beginning on or after January 1, 1988.
SUCCESSOR T©O SENATE sTUDY BILL 2035% {LSB 76118C)
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i __ REQ. BY SENATOR BRUNER SENATE F1LE 2074

In compliance with a written request received January 25, 1988, a fi::cal note
for SEMATE PILE 2C74 is hereby submitted pursuant to Joint Rule 17. Data used
iz developing this {fiscal note are available from the Legislative Fiscal
Bur«au to mesbers of the Legislature upon request.
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SENATE FILE 2074 repeals tiue sunset provision on House Pile 689 enacted during
the S2cond Extraordingry Sess.on of the Seventy-second Cenezel Assemdly during
1987.

Review of House File 689

House Pile 689 corforved state ax provisions with the new tax provisions
stemming from the Tax Beforx Act of 1986 and reduced the tax schedule from 12
to 9 brackets with the lowest rste changed frow .51 to .42, and the highes:
rete chaonged from 131 o 9.981.

dF 689 increased the standard deduction for all filers by $30 and eliminated
the 151 of net income after federal tax deductisn limit on the standard
deduction, For all filers except single persons, HF 689 increased {vom $5,020C
to §7,500 the amount of net income below which no tax is cwed. 1 vhese-in of
the regular tax was provided for those with net income over 37,5GC. The bill
ciarified the taxation of interest and dividends from regulated investoent

companies exespt frsz  federal tey end the loss from the sale or exchange of
shares of such companies..

¥F 683 prcvided for “tsxpasyers to receive the berefit of the Uepea-ed 65X
cupitzl gains deduction by siiowing for rtne filing of refund clains oy
tszpayers baced upon the difference in the amount of tar paid uetermired
withou" <¢he cspizal z.ins dzducrion and the amount tha% would hevs T2ea ne'd
£ the deducticn wos :7i.i gitoswed. Whe weximum refund o o tepavos €an clun
iv $.0,500. The to.al ref.nd paid our by the state 1s aol Lo siczed §
miliion with eech claim receiving & pro rata emount if the total clsios er_eed
$8 ail..on.

e

Assuenticas

1. lows tegx la2ws 'ill continue to <onform vwich the {edersgil tax ¢ islaticen
for tex yeirs 1988 ir 2 minner similar (o thel existing (o7 an year
1987. However, (o p2rmii comparison 10 prior e:zlimatey, thz afiecrs of
capital zcins chas zec wssume fuil coupling vith tive 19886 €=di:rei ch-nges
rather thsn th> parzial coupling that occurred fer ~am yonro 1987,

?. The veliabilit¥ oI the projections cont.pwe 0 rely wezvily on the
accurezy of the =2s:imates of the provisiors coacleted £t 1 fedaral
ievel. The 3sbtsence of gpeciiic prejecticn. 2t the Fagers’ level fo-
sgveral provisicie requirad the Department 27 Baveore? sad -:name2 o
independently con-letz .hesz estimates. Bsiimaces providad har refect
oid-.cints of -_nges provided by the Depertment of Pivanue & Finrance.
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FILED JAN 25 1988 STATE OF IOWA

FISCAL NOTE
REQ. BY SENATOR BRUNER  SENATE FILE 2074

LSB No. 7611S
Statt iD. _PDO
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FISCAL EPFPECT
Individual Income
FY88
{millions)
Long Term Capital Gains $ 18.5
Deduction for Sales Tax 15.0
Deduction for Medical Expenses 4.0
Miscellaneous & Emplcoyee Business 14.0

Expense Deduction
Unemployment Compensstion
Minipum Tax
Individugal Retirement Accounts
CODA
Interest Deduction
Repeal Dividend Exclusion
Business Meals
Depreciation
Passive Investment
Capitalizacion
Long term contracts
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CONFORMITY SUBTOTAL $ 98.5
FEDERAL DEDUCTIBILITY 37.5
TOTAL INDIVIDUAL $136.0

OVERALL FISCAL EFFECT

willion over FY88 general fund revenues.

HF 689 Sunset Repeal: FY89
Individual Tncome Tax $ !
Federal Deductibility

It is estimated this bill will increase PY89 general fund revenues by §6.5

TOTAL $ 142.5

Source: Department of Revenue and Finance (::; (Lig/lﬁll?. POD)
/<; (TN (i::.izéjl?c.ézsﬁh
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$109.0
33.5

$142.5

(millions) !
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Legislative Fiscal Bureau
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". SENATE FILE 2074
S-3010

VEH~-AU bW

Amend Senate File 2074 as follows:

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

“Gection 1. Section 422.3, subsection 5, Code
1987, is amended to read as follows:

5. “Internal Revenue Code of-1954" means the
Internal Revenue Code of ¥954 1986, as amended to and
including January 1, 1986 1988.

Sec. 2. Section 422.4, subsections 1, 4, 10, 11,
14, 17, 18, 19, and 20, Code Supplement 1987, are
amended to read as follows:

1. The words “"taxable income" mean the net income
as defined in section 422.7 minus the deductions
allowed by section 422.9, in the case of individuals;
in the case of estates or trusts, the words "taxable
income" mean the taxable income (without a deduction
for personal exemption) as computed for federal income
tax purposes under the Internal Revenue Code o£-3954,
but with the adjustments specified in section 422.7
plus the Iowa income tax ceducted in computing said
the federal taxable income and minus federal income
taxes as provided in section 422.9.

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

a. If a taxpayer has nmade the election provided by
section 441, subsection "f¥, of the Internal Revenue
Code o£-3954, "tax year" means the annual perioé so
elected, varying from fifty-two to fifty-three weeks.

b. If the effective date or the applicability of a
provision of this division is expressed in terms of a
tax year beginning, including, or ending with
reference to a specified date which 1is the first or
last day of a month, a tax year described in paragraph
na" of this subsection shall be treated as beginning
with the first day of the calendar month beginning
nearest to the first day of the tax year or as ending
with the last day of the calendar month ending nearest
to the last day of the tax year.

c. This subsection is effective for tax years
ending on or after December 14, 1975.

10. The word "individual® means a natural person;
and wheze if an individual 1is permitted to file as a
corporation, under the-provisiona-of the Internal
Revenue Code of-1954, auch that fictional status shati
is not be recognized for purposes of this chapter, and
such the individual's taxable income shall be computed
as required under the-provistons-of the Internal
Revenue Code of-+954 relating to individuals not

-1-
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filing as a corporation, with the adjustments allowed
by this chapter.

Ll. The term word "head of household” skatl-kavs
has the same meaning as provided by the Internal
Revenue Code ©£-1953.

l4. The term word "wages" shaii-navs has the same
meaning as provided by the Internal Revenue Code of
1954,

17. a. "aAnnual inflation factor" meams-an-irdex-
expresseé4as~a—pefcentageT—éetermiﬁedﬂb?—the
department—eaeh—yearﬂte~fef%eet—theﬂpafehaséng—pawer
ef-the-doltta=-as-a-rasnis- f-inflatton-during-tnea
preeeding—ea%ehéafwyearv——Faf—the—i98%~and%3:bsequent
catendar-yearsy-"anazat-inflaston-faersrd means an
index, expressed as a percentage, determined by the
department by October 15 of the .calendar year
preceding the calendar year for which the factor is
determined, teo-refleet which reflects the purchasing
power of thne dollar as a result of inflation during
the fiscal year ending in the calendar year preceding
the calendar year for which the factor is determined.
In determining the annual inflation factor, the
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross naticnal product computed fer
the-whele-catendar-year-or for the second quarter of
the calendar yeary-in-the-case-of-the-annuat-inflakion
facter~§er~the~}98i—ané—subseanﬁu—ca}Eﬁdar“yearsr oy
the bureau of economic analysis of the United States
department of commerce and shall add two-fourshs-£for
the-1980~and-subsequent-catendar-years one-half of
that percent change to one hundred percent. Pha
annuai“infiatian—ﬁaetet~é©r~the—}9?9—ca%endar—yeaf—%s
ene-hundred-kwo-peint—thrae-percents The annual
inflation factor and the cumulative inflatiocn factor
shall each be expressed as a percentage rounded to the
nedrest one-tenth of one percent. The annual
inflation factor shall not be less than one hundred
percent.

b. "Cumulative inflation factor" means the product
of the annual inflation factor for the 3578 1988
calendar year and all annual inflation factors For
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
applies to all tax years beginning on or after January
1 of the calendar year for which the latest annual
inflation factor has been determined.

c. The annual inflation factor for the 1528 1988
calendar year is one hundred percent. Netwithstandiag
the—ccmpatatien—sf—the—anﬁuai—iﬁfiat%on—éaetar—under
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paragraph-tat;~the-annuai~-nfiation-factor-for-the
1987 -cazendar-year-is-one~-hundred-pereencs

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" of~this
subsect:on, the annual inflation factor is one hundred
percent for any calendar year in which the unobligated
state general fund balance on June 30 as-ecertified-by
the-divector-of-revenue-and-finance-by-September-319-of
the-fimcat-year-beginning-in-that-catendar-year-ts
less-than~-srxty-mititon-deltarsr--However;-for-the
198t-~and-subsequent-catendar-years;-the-annuaz
tnfitatton-factor-ia-one-hundred-percent-for-any
catendar-vear-if-the-unobitrgated-stare-generar-fund
batance-on-June-38-of-the-catendar-year-preceding-che
catendar-year-for-which-the-factor-ia-determined; as
certified by the director of revenue and finance by
October 10, is less than sixty million dollars.

}8-.--Por-purposes-of-section-422-3;-subsection-57
the-internai-Revenue-Code-of-1954-shati-be-rnterpreted
to-inciude-the-proviatons-of-Pubr-bs-No<-98~4~

197 -~Phe-definivion-ef-the-Internai-Revenne~-Eode-of
1954-in-2ection-422-37-subsection-57-shati-be
tnterpreted-to-inctude-provistona-of-the-Pax-Reform
Act-0£-313867-Pubs-b:-No<t-99-5t4-which-amended-the
Internai-Revenue-€ode-0£-19547-untesa-the-context
otherwise-requizsess

28r--tinternali-Revenune-Eode-o0f-1986%-means-the
Internat-Revenue-€ode-0£~-1954-ag-amended-by-the-2ax
Reform-aAce-0£-39867-Pubs~br-Nor-99-5%4~

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

a. ©n all taxable income from zero through ten
thousand dollars, one and one-half percent.

b. On all taxable income exceeding ten thousand
dollars, five and three-fourths percent.

Sec. 4. Sectionr 422.5, subsection 1, paragraphs n
and o, Code Supplement 1987, are amended to read as
follows:

n ¢c. The tax imposed upon the taxable income of a
nonresident shall be computed by reducing the amount
determined pursuant to paragraphs "a" through-Um¥ and
"b" by the amounts of nonrefundable credits under this
division and by multiplying this resultxng amount by a
fraction of which the nonresident's net income
allocated to Iowa, as determined in section 422.8,
subsection 2, is the numerator and the nonresident’s
total net income computed under section 422.7 1is the
denominator. This provision also applies to
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individuals who are residents of Iowa for less than
the entire tax year.

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

The state alternative minimum taxable income of a
taxpaver is equal to the taxpayer's state taxable
income, as computed with the deductions in secticn
422.9, with the following adjustments:

(1) Add items of tax preference included in
federal alternative minimum taxable income under
section 57, except subsections +aft8y-and-taytiiy
{a){l), (a){2), and (a)(%), of the Internal Revenue
Code ef-*95%, maXe the adjustments included in federal
alternative minimum taxable income under section 56,
except subsections (a){4), (b)Y({1){(C)(iii), and (d), of
the Internal Revenue Ccde, and add losses as required
by section 58 of the Internal Revenue Code. In the
case oL an estate or trust, the items of tax
preference, adjustments, and losses shall be
apporticned between the estate or trust and the
beneficiaries in accordance with rules prescribed by
the director. Fer-purposes-of-comptting-the-ttems-of
tax-preferencer-the-gain-ear-tess-from—-the-forfatrbure
ef-an-tnstariment-realt-estate-contracty-the-transfer
ef-reat-or- peracnat-property-seecurrng-a-debt-to-a
ereditor—-in-cancellatien-of-that-debt-or—-from-che-sate
or-exchange-of-property-as-a-resuit-of-actual-nobice
ef-foreectosure-shati-nok-be-taken-into-aceodunt-in
cemputiﬁg'net capttai-gatn-tf-ati-of-the-follewing
conditions-are-mets

tay-—FPre-forfetturey-tranafery-or-sale- or-exchange
was-done-for-the-purpose-of-establishing-a-pesttive
eash—-£flows

tby——immediately-befsra-tha- Ear;etturﬂ——traﬁs%err
or-sare-or-exchangey-the-taxpayeris—debr-to-asses
ratto-excepded-seventy-five-percent-as-coemputed-under
generaltliy—acecepted-acecounting-prachicess

tey--Phe-taxpayerts—neb-worth-at-the-end-sf-the—taxn
year-is-iess-than-seventy—five-thensand-dotiars~

In-determining-a-taxpayerts-net-worth-ak~-she—-epnd-of
the-tax-year-a-taxpayer-shati-inctude-any-asssat
cransferred-within-one-hundred-twenty-days-prior-tso
the-end-of-the-tax-year-withenkt-adequate-and-£fuil
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consideration—in-money-or-moneyis-worehs--in
determintng-the-taxpayerta-denbt-co-asser-ratios;-the
taxpayer-shati-incinde-any-asses-transferred;-within
one-hundred-twenty-days-prior-to-svch-forfetture;
transfer;-or-sate-sr-exchanger-without-adequate-and
fuii-econsrderation-tn-money-or-moneyta-worth:~-For
purposes-of-this-subesaectiony-actuai-notico~of
fereciosure-ineivdes;-but-is-not-itmited-tor
bankruptey-or-written-nocice-from-a-creditor-of-the
credreoris-intent-to-£farectose-where-cthere-rs
reasonabie-beisef-thar-she-creditor-can-force-a-sate
of~the-property=s

(2) Subtract the applicable exemption amount as
follows:

(a) Seventeen thousand five hundred dollars for a
married person who files separately or for an estate
or truset.

{b}) Twenty-six thousand dollars for a single
person or an unmarried head of household.

{c) Thirty~five thousand dollars for a married
couple which files a joint return.

(dy The exemption amount shall be reduced, but not
below zero, by an amount equal to twenty-five percent
of the amount by which the alternative minimum taxable
income of the taxpayer, computed without regard to the
exempticon amount in this subparagraph (2}, exceeds the
following:

{1) Seventy-five thousand dollars in the case of a
taxpayer described in subparagraph subdivision (a).

(i1i) One hundred twelve thousand five hundred
dollars in the case of a taxpayer described in
subparagraph subdivision (b}.

(i111) One hundred fifty thousand dollars in the
case of a taxpayer described in subparagraph
subdivision (c).

{3) 1In the case of a net operating loss computed
for a tax year beginning after December 31, 1982,
which is carried back or carried forward to the
current taxable year, the net operating loss shall be
reduced by the amount of the items of tax preference
arising in such year which was taken i1nto account 1n
computing the net operating loss in section 422.9,
subsection 3. The deduction for a net operating loss
for a tax year beginning after December 31, 1986,
which is carried back or carried forward to the
current taxable year shall not exceed ninety percent
of the alternatlve minimum taxable income determined
without regard for the net operating loss deduction.

The-state-atternattve-minimem-cax-of-a-taxpayer
whose-trens-of-tax-preference-inctude~the-gatn-~or-toss




SENATE 7
JANUARY 26, 1988

S-5015 Pg. 6

p

W00~ O U L b

fram-ths-—farfaetbgra-af-an—+askatimest—

regr-aztaka
costracky—tne—-transfar-cf-reatr-or-persanar-propachy
sgcurtng-a-debr-to~a-creditor-in-ecancetliatton-af-that
debt—ar-frem—the~saieﬂer~eHp“aﬁge of-preperty—as-a
resutt-of-actnat-notice-of-foresctosure-whera-the-fair
market-value-of-the-taxpayerts—assets-exceeds-the

D

kexpayerts-iiabiitbias-immadiatety-before-suec!
rerfer;nrerﬂtrans£er7—ar—sale or—exchange-snati—-nok-be
greater-than-suen—excessy-tacstuding-any-asseb
transferred-witinin-ona-hundred-twanty-days-prror-to
such-forfaiturey-transfery;-or-salte—or- ewehanﬂﬂf

In the case of a resident, including a resident
estate or trust, the state's apportioned share of the
state alternative minimum tax 1s one hundred percent

of the state alternative minimum tax computed in this
.subsection. In the case of a nonresident, including a

nonresident estate or trust, or an individual, estate,
or trust that is domiciled in the state for less than
the entire tax year, the state's apporhloned share of
the state alternative minimum tax is the amount of tax
computed under this subsection, reduced by the
applicable credits in sections 422.10, 422.11,

422,114, and 422.12 and this result multiplied by a
fraction with a numerator of the sum of state net
income allocated to Iowa as determined in section
422.8, subsection 2, and plus tax preference items,
adjustments, and losses under subparagraph (1)
attributable to Towa and with a denominator of the sum
of total net income computed under section 422.7 and
all tax preference items, adjustments, and losses
under subparagraph {1). In computing this fractilon,
those items excludable under subparagraph (1) shall
not be used in computing the tax preference items.
Married taxpayers electing to file separate returns or
separately .on a combined return must allocate the

minimum tax computed in this subsection in the

proportion that each spouse's respective preference

items, under-section-5F-of-the-Internat-Revanue-Eade

of-1954 adjustments, and losses under supbparagraph (1)

bear to the combined preference items, adiustments, h

and losses under subparagraph (1) of both spouses.
Sec. 5. Section 422.5, subsection 1A, Code

Supplement 1987, is amended by striking the

subsection. :

Sec. 6. Section 422.5 subsection 2, unnumbered
paragraph 2, Code Supplement 1987, is amended by
striking the unnumbered paragraph.

Sec. 7. Section 422.5, subsections &, 7, 8, and
10, Code Supplement 1987, are amended to read as
follows: :
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6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to regquire that the tax be imposed upon it
urder this section, may determine final taxable income
for purposes of imposirion of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum
each tax year of five thousand five-hundred six
hundred twenty-seven dollars for a person who o 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 oldetr 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 putpose 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 ©£-%954
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® tnrough-4m% 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 income tax forms and
instructions for each tax year.

8---Income-of-an-individusi~which-ta-exciuded-from
grosa-irncome-under-the-Internat-Revenue-Code-o0£-1954
as-a-resuit-of-~the-provistons-of-the-Hostage-Rettef
Act-0f-1988;-94-atat--19677-shati-not-be-inciuded-as
Tncome-tn-computing-the-tax-imposed-by-thts-sections

1. In addition to the other taxes imposed by this
section, a tax is imposed on the amount of a lump sum
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distribution for which the taxpayer has elected under
section 402({e) of the Internal Revenue Cgde 2£-3554 to
be separately taxed for federal income tax purposes
for the tax year. The rate of tax 1s equal to twenty-
five percent of the separate federal tax imposed on
the amount of the lump sum distribution. A
nonresident is liable for this tax only on that
portion of the lump sum distribution allccable to
Iowa. The total amount of the lump sum distribution
subject to separate federal tax shall be included in
net income for purposes of determining eligibility
under the five thousand dollar or less exclusion.

Sec. 8. Section 422.6, unnumbered paragr aph 2,

Code 1987, is amended to read as follows:

The. beneficiary of a trust who receives an
dccumulation distribution shall be allowed credit
without interest for the Iowa income taxes paid by the
trust autrlbutable to sueh the accumulation
distribution in a manner corresponding to the
provisions for credit under the federal income tax
relating to accumulation distributions as contained in
the Internal Revenue Code ©£f-195%4. The trust skailt is
not ke entitled to a refund of taxes paid on the
distributions. The trust shall maintain detailed-
records to verify the computation of the tax.

. Sec. 8. Section 422.7, unnumbered paragrapnh 1 and
subsections 2, 6, 7, 8, 9, 11, 15, 16, 19, and 21,
Code Supplement 1987, are amended to read as follows:

The term "net income" means the adjusted gross
income as properly computed for federal income tax
purposes under the Internal Revenue Code ©£-1954, with

‘the following adjustments:

2. Add interest and leldends from foreign
securities and from securities of state and other
political subdivisions exempt from federal income tax
under the Inkternal Revenue Code of-1954,

6. Individual taxpayers and married taxpayers who

file a joint federal income tax return and who elect

to file a joint return, separate returns, or separate
£iling on a combined return for Iowa income tax
purposes, may avail themselves of the disability
income exclusion and shall compute the amount of the
disability income exclusion subiject to the limitations
for joint federal income tax return filers provided by
section 105(d} of the Internal Revenue Code ©£-1954.
The disability income exclusion provided in section
105(d) of the Internal Revenue Code ef-1954, as
amended up to and including December 31, 1982,
continues to apply for state income tax purposes for
tax years beginning on or after January 1, 1984.
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7. Add to the taxable income of trusts, that
portion of trust income excluded from federal taxable
income under section 64l(c) of the Internal Revenue
Code of£-1954.

8. Married taxpayers who file a joint federal
income tax return and who elect to file separate
returns or separate filing on a combined return for
Iowa income tax purposes, may avail themselves of the
expensing of business assets and capital loss
provisions of sections 179(a) and 1211(b) respectively
of the Internal Revenue Code of-1954 and shall compute
the amount of expensing of business assets and capital
loss subject to the limitations for joint federal
income tax return filers provided by sections 179(b)
and 1211(b) respectively of the Internal Revenue Code
of-1954.

9. Subtract the amcunt of the jobs tax credit
allowable for the tax year under section S1 of the
Internal Revenue Code of-1954 to the extent that the
credit increased federal adjusted gross income.

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

15. Phe-deducrton-aliowed-nnder-section-62{h}-of
the-internat-Revence-Code-of-1954-ts-not-appiticablte-tn
computrng-fowa-nec-itncome-for-any-tax-year-begrnning
en-or-before-December-337-1980:--Phe-deduction-atiowed
under-sectior-6684-of-the-Pax-Reform-Act-0f-1976;-a3
amenced-up-té-enc-inciuding-Pecember-3+7-198087-1s
attowabte-itn-computing-fewa-net-ncomes;-£for-tax-years
begtnning-on-or-before-december-317-1980;-under
provisions-effectrve-for-the-year-for-whiech-the-return
+s-mader The cdeduction allowed under section 162(h)
of the Internal Revenue Code o£-1954 is not applicable
in computing Iowa net income for any tax year
beginning on or after January 1, 1981. The deduction
allowed under section 604 of the Tax Reform Act cof
1976, as amended up to and including December 31,
1980, is allowable in computing lowa net income for
tax years beginning on or after January 1, 198l1. The
maximum allowable deduction, other than for travel
expense, shall not exceed fifty dollars per day, where
if the taxpayer elects on the Iowa return to be
governed by section 604 of the Tax Reform Act of 1976,
as amended up to and including December 31, 1980,
unless the taxpayer itemized expenses.

16. Add the amounts deducted and subtract the
amounts included as income as a result of the
treatment provided sale-leaseback agreements under

ToTer
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section L68(f)(8) of the Internal Revenue Code sE-135
for property placed in service by the transferee nrio

to January 1, 1986, to the excent that tne amounts
Y

deducted and the amounts included in income are not
otherwise deductible or included in income under the
Internal Revenue Code e©£f-1554 as amended to and
including December 31, 1985. Entitlement to

depreciation on any property included in a sale-
leaseback agreement which is placed in service by the
transferee prior to January 1, 1986, shall be
determined under the Internal Revenue Code of-1554 as
amended tc and including December 31, 1985, excluding
section 168(f)(8) in making the determination.

19. Married taxpayers, who file a joint federal
income tax return and who elect to file separate
returns or who elect separate filing on a combined
return for state income tax purposes, shall include in
net income any social security benefits er-tiex=—1
ratiread-retirement-benefits received to the same
extent as those benefits are taxable on the taxpayer's
Joint federal return for that year under section 86 of
the Internal Revenue Code of-%*354. The benefits
included in net income must be allocated between the
spouses in the ratio of the social security benefits
er-tier-i-rattroad-retirement-senefits received: by
each spouse to the total of these benefits rsceived by
both spouses. : .

21. Add the Eour percent of the basic salary of a
judge, who is a member of the judicial retirement .
system established in chapter 602, article 9, which is
exempt. from federal income tax under the Internal
Revenue Code of-1354. :

sec. 10. Section 422.7, subsections 23, 24, and
27, Code Supplement 1987, are amended by striking the
subsections and inserting in lieu thereof the
following: , : _

.~ 23.° Add the amount of intangible drilling and
development costs. optionally deducted in the year paid
or incurred as described in section 57{a)(2) of the
Internal Revenue Code. This amount may be recovered
through cost depletion or depreciation, as appropriate
under rules prescribed by the director. 7

24. Add the percentage depletion amount determined
with respect to an oil, gas, or geothermal well as
described in section 57{a)(1l) of the Internal Revenus
Code. . _

27. Add interest and dividends from regulated
investment companies exempt from federal income tax
under the Internal Revenue Code and subtract the loss
on the sale or exchange of a share of a regulated
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investment company held for six months or less to the
extent the loss was disallowed under section
852(b)(4)(B) of the Internal Revenue Code.

Sec. 11. Section 422.7, subsections 5, 10, 12, 13,
14, 16A, 17, 20, 22, and 26, Code Supplement 1987, are
amended by striking the subsections.

Sec. 12. Section 422.8, subsection 2, Code 1987,
is amended to read as follows:

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

Sec. 13. Section 422.9, subsection 1, Code
Supplement 1987, is amended to read as follows:

1. An optional standard deduction of fifteen
percent of the net income after deduction of federal
income tax, not to exceed one thousand two hundred
dollars for a married person who files separately, one
thousand two hundred dollars for a single person or
three thousand dollars for a husband and wife who file
a joint return, a surviving spouse as defined in
section 2 of the Internal Revenue Code of-1954, or an

-11-
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unmarried head of hcusehold as defined in the Internal .
Revenue Code of-125d-sr-an-optiosnaz-standard-deductioan
afhar-deduekion-af-faderalt-inespe-tax-eguai-*o-ana

thousand-two-hAundred-~ tuﬁkuy dotrar=-for-a-marrted
persen-who-files-~separabely-oar-a-singlte-perssn-or

equa% to-three-theusand-thirty-dettars-£for-2-ausband
and-wife-who-fire-a-joink-rekburny—a-sarviving-apouses

or-an—gnmarrted-head-of-housenexd., Phe-sptional
staﬂdard"ée&uctt@ﬂ-ﬁna&:—ﬁ@t-&xeaed ~kRa-aaouns
rema*ning~aéter deduecbhion-sf-the-federat-inesne-tans
tazpayer-who—claitms-the-optrenat-standard
deductrOﬁ wpgdar-t htS subsact-tron- ﬂa“——afte*—cla:ﬂ+ﬂg
the-optionat-standard-daducttons-—ctatm-the-diractk
charttabtea- ceﬁtrtoutAun as- a::ed ed-and- suajec— Le-tha
same—timtbatirons-providad-urder-3ac *3ﬁ_ATBT i of-the
internat-Revenne—-€ode-of-1954-Cfor-tax-yaarz-an ‘ﬂg—ﬁﬁ
cr—befare—Becember—%iT—x9867~*“uw96e;——Lﬁe deduetion
snati-be-computed-as-provided-undar-zect @n—zfer;} ot
the-faternatr-Revende-Eode-sf-15854-ax-appiried-to-tax
year-i%84s——Married-taxpayers-who-have-£filed-a-soin
federat-resurn-and-wao-eiect-—to-£fite-separata-returns
or—separabe%y—cnwa—eembiﬁaé—sLa*e—*eturﬂ—ﬁus*—ar*acatﬁ
theif—a}&ewab}e—cha ttabie-daduction-to-each-spouse-in
the-proportien-that-2aech- spause*sﬁ“EQpeetrve nek
tneome-bears-to-thRe-totat-combined-—nek-itncenes
Paxpayers-affected-by-the-aitocatisn-provisiens-of
section-422<-8-shatt-be-permivtad-a- deéueﬁte“—+ﬁ the
amount-as-ts-fatriy-and-egquitabiy-attecabia-to-Towa
under-ruotes-presertbed-by-the-directors

Sec. 14. Section 422.9, subsection 2, unnumbered
paragraph 1, Ccde Supplement 1987, is amended by
striking the paragraph and inserting in lieu thereof
the following:

The total of contributions, ilnterest, taxes,
medical expense, nonbusiness losses, miscellansous
expenses, and moving expenses deductible for federal
income tax purposes under the Internal Qevenue Code,
with the following adjustments:

Sec, 15. Section 422.%, subsection 2, paragraph e,
Code Supplement 1987, is amended by striking the
paragraph.

Sec. 16. Section 422.9, subsection 3, unnumberad
paragraph 1 and paragraph c, Code Supplement 1987, are
amended to read as follows:

If, after applying all of the adjustments provided
for in section 422.7, the allocation provisions of
section 422.8, and the deductions allowable in this
section subject to the modifications prowvided in
section 172(d) of the Internal Revenue Code e£-3954,
the taxable income results in a net operating loss,

}
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the net operating loss shall be ceducted as follows:

¢. If the election urder sectior 172(0)(3)(C) of
the Internal Revenue Code of-1954 is made, the Iowa
net operating loss shall be carried forward fifteen
taxable years.

Sec. 17. Section 422.9, subsection 6, Code
Supplement 1987, including four paragraphs, is amended
by striking the subsection.

Sec. 18. Section 422.10, unnumbered paragraph 1,
Code Supplement 1987, is amended to read as follows:

The taxes imposed under this division shall be
reduced by a state tax credit for increasing research
activities in this state. For individuals, the credit
shati-equat equals six and one-half percent of the
state's apportioned share of the qualifying
expenditures for increasing research activities. The
state's apportioned share of the qualifying
expenditures for i1ncreasing research activities is a
percent equal to the ratio of qualified research
expenditures in this state to total gualified research
expenditures. For purposes of this section, an
individual may claim a research credit for qualifying
research expenditures incurred by a partne:iship,
sudchapter S corporation, and estate or trust electing
to fave the income taxed directly to the individual.
The amount claimed by the individual shall be based
upon the pro rata share of the individual's earnings
of a partnership, subchaptetr S corporation, or estate
or trust. For purposes of this section, "qualifying
expenditures for increasing research activities" means
the qualifying expenditures as defined fo:r the federal
credit for increasing research activities which would
be allowable under section 38 41 of the Internal
Revenue Code 6£-1954;-tn-effect-on-danuary~+7-1985;-or
whteh-worid-be-aliowadie-undes-section-d4i-of-the
internal-Revenme~-Code-c£-1586.

Sec. 19. Section 422.12, subsection 1, paragraph
¢, Code Supplement 1987, is amended to read as
foilows:

c. For each dependent, an additional ten dollars.
As used in this section, the term "dependent” ushkatli
hazve has the same meaning as provided by the interna:l
Revenue Code of-1954.

Sec. 20. Section 422.:2, subsection 2, urnumbered
paragraph 1, Code Supplement 1987, is amended to read
as follows:

A child and dependent care credit equal to forty-
five percent of the federal child and dependent care
credit provided in section 21 of the Internal Revenue
Code of-1954.

_13_
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Sec. 21. Section 122.13, subsection 1, paragraph
a, Code Supplement 1987, is amended to read as
folliows:

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

1954,

Sec. 22. Section 422.16, subsection 1, unnumbered
paragraph 1, Code Supplement 1587, 1s amended to read
as follows:

Every withholding agent and every employer as
defined in this chapter and further defined in the
Internal Revenue Code ef-1354, with respect to income
tax collected at source, making payment of wages to a
nonresicdent employee working in Iowa, or to a resident
employee, shall deduct and withhold from the wages an
amount which will approximate the employee's annual
tax liability on a calendar year basis, calcuiated on
the basis of tables to be prepared by the department
and schedules or percentage rates, based on the wages,
to be prescribed by the department. Every employee or
other person shall declare to the employer or
withholding agent the number of the employee's or
other person's persoconal exemptions and dependency
exemptions or credits to be used in applying the
tables and schedules or percentage rates. Howewver, no
greater number of personal or dependency exemptions or
credits may be declared by the employee or other
person than the number to which the employee or other
perscn is entitled except as allowed under section
3402(m){1) of the Internal Revenue Code 5£-1954, The
claiming of exemptions or credits in excess of
entitlement is a serious misdemeanor.

Sec. 23. Section 422.16, subsection 11, paragraphs
a and d, Code Supplement 1987, are amended toc read as
follows:

a. Every person or married couple filing a return
shall make estimated tax payments if the person's or
couple's Iowa income tax attributable to income other
than wages subject to withholding can reasonably be
expected to amount to fifty dollars or more for the
taxable year, except that, in the cases of farmers and
ftshers fishermen, the exceptions provided in the
Internal Revenue Code o£-155¢ with respect toc making
estimated payments apply. The estimated tax shall be
paid in quarterly installments. The first installment
shall be paid on or before the last day of the fourth
montn of the taxpayer's tax vear for which the
estimated payments apply. The other installments
shall be paid on or before June 30, September 30, and
January 31.  However, at the election of the person or




imarried couple., any installment of the estimated tax
2 may be paid prior to the date prescribed for its
Y payment. 1If a person or marcried couple filing a
4 return has reason to believe that the person's or
5couple’'s Iowa income tax may increase or decrease,
b either for purposes of meeting the requirement to make
7 estimated tax payments or for the purpose of
8 increasing or decreasing estimated tax payments, the
9 person or married couple shall increase or decrease
10 any subsequent estimated tax payments accordingly.
11 d. Any amount of estimated tax paid 1s a credit
12 against the amount of tax found payable on a final,
13 completed retura, as provided in subsection 9,
14 relating to the credit for the tax withheld against
15 the tax found payabie on a return properly and
16 correctly prepared under sections 422.5 through
17 422.25, and any overpayment of one dcllar or more
18 shall be refunded to the taxpayer and the return
19 constitutes a claim for refund for this purpose.
20 Amounts less than one dollar shall not be refunded.
21 The method provided by the internal Revenue Code of
22 3354 for determining what is applicable to the
23 addition to tax for underpayment of the tax payable
24 applies to persons required to make payments of
25 estimared tax under this section except the amount to
26 be adced to the tax for underpayment of estimated tax
27 1s an amount determined at the rate in effect under
28 section 421.7. This addition to tax specified for
29 underpaymert of the tax payable is not subject to
30 waiver provisions relating to reasonable cause, except
31 as provided in the Internal Revenue Code of-1954.
32 Underpavment of estimated tax shall be determined 1in
33 the same manner as provided under the Internal Revenue
34 Code =2£-1954 and the exceptions in the Internal

35 Reverue Code =2£-19%4 also apply.

36 Sec. 24. Sect:ion 422.20, subsection 2, Code
37 Supplement 1987, is amended to read as follows:
38 2. It shali-be is unlawful for aay an officer,

39 employee, or agent, or former officer, emplovee, or
30 agent of the state to disclose to any person, except
41 as authorized 1n subsection 1 of this section, any
42 federal tax return or return information as defined in .
43 section 6103(b) cf the Internal Revenue Code #£-1954.
44 Tt sha:i-further-be is unlawful for amy 2 person to

45 whom any federal tax return or return informaticn, as
46 defined in section 6103(b} of the Iaternal Revenue

47 Ccde of-+954, is disclosed in a manner unauthorized by
48 subsection 1 of this section to thereafter print or

49 publish in any manner not provided by law any such

50 return or return information. Anmy A person committing

-15-
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an-offensa~ agaiﬁst—*ﬁa %3r=guiﬁﬁ violating thig

provision shati-b2 is quilty of a sericus misdemeanor,

Sec., 25. Sectlon 422.21, unnumbered paragraphs 4,
5, and 6, Code Supplemant 1987, are amended to read as
follows:

Thne director shall determine for the 1979 1989 and
each subsequent calendar years year the annual and
cumulative inflation factors for thase each calendar
years vear to be applied to tax years beginning on or
after January 1 of that calendar year. The director
shall compute the new dollar amounts as specified
therein to be adjusted in section 422.5 by the latest
cumulative inflation factor and round off the result
to the nearest one deollar. The annual and cumulative
inflation factors determined by the director are not

‘rules as defined in section 17A.2, subsection 7.

The department shall provide on inceome tax forms or
in the instructiocn booklets in a manner that will be
noticeable to the taxpayers a statement te-the-~extant
that, even though the taxpayer may not have -any .
federal or state income tax liablllity, the taxpayer
may be eligible for the federal earned income tax
credit. The statement stall also contain notice of
where the taxpayer may check on the taxpayer's '
eligibility for this credit.

Pre-department-3nari-prepars—and- makﬂ—avatiasia a
speera}—*etu n-foar-£iting-a-tax-—refund-ctaim-rasuiting
Erem—~the-~net-eapitat-gain-~daductisn—atutnortzed-in
section-422+-9y-3ubseverion-6+--The~spectat-returns
shatr-be-destgred-s3s-tkrat-tha—department-witt-be-abte
to-comptire-data-that-identiftes-the-scurce- and-type-of

rhe-capitat-gatas—-and-tossea-and-the-geoagraphicat
toeatton-of-the-transactions-—invelving-the-capitatl
gatns-and-tessesr—~By-Janzary-157-1985;-the-departmeat
shatl-make-avatrtable-te-the-generat-assembiy-tas-datsa
ecomptted-from—the-zpectat-reburns-£fited-during-tins
previous-~catendar—-years

" Sec. 26. Section 422.25, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Within three years after the return is filed or
within three years after the return became due,
including any extensions of time for filing, whichever
time is the later, the department shall examine it and
determine the correct amount of tax, and the amount
determined by the department is the tax. However, if
the taxpayer omits from income an amount which will,
under the Internal Revenue Code ©£-%554, extend the
statute. of limitations for assesasment of federal tax
to six years under the federal law, the period for
examination and determination is six years. 1In




addition to the applicable period of limitation for
examinati:on and determination, the depariment may make
an examination and determination at any time within
six months from the date of receipt by the department
of written notice from the taxpayer of the final
disposition of any matter between the taxpayer and the
internal revenue service w:ith respect to the
particular tax year. In order to begin the running of
the s*x-months* six-month period, the notice shall be
10 1n writing in any form sufZicient to inform the

11 department of the final dispcsition with respect to

12 tnat year, and a copy of :zne federal document showlng
13 the firal disposition or final federal adjustments

14 shall be attached to_the notice.

7157 Sec. 27. Section 422.43, subsections 1, 2, 6, and
16 10, Code Supplement, 1987, are amended to read as

17 follows:

18 1. There is imposed a tax of fous five percent

19 upon the gross receipts from all sales of tangible

20 personal property, consisting of goeds, wares, or

21 merchandise, except as otherwise provided in this

22 division, sold at retail in the state to consumers ot
23 users; a like rate of tax upon the gross receipts from
24 the sales, furnishing or service of gas, electricity,
25 water, heat, and communication service, including the
26 gross receipts from such sales by any municipal

27 corporation furnishing gas, electricity, water, heat,
28 and communication service to the public in its

29 proprietary capacity, exceot as otherwise provided in
30 this division, when sold at retail in the state to

3l consumers or users; a like rate of tax upon the gross
32 receipts from all sales of tickets or admissions to

33 places of amusement, fairs, and athletic events except
34 those of elementary and secondary educational

35 institutions; and a like rate of tax upon that part of
36 private club membership fees or charges paid for the
37 privilege of participating i1n any athletic spoer

38 provided club members.

38, . 2. There 1s imposed a taw-eft-fans-percent l1Ke

40 "rate of tax upon the gross receipts derived from the
41 operation of all forms of amusement devices ané games
42 of skill, games of chance, raffles, and bingo games as
43 defined in chapter 993, operated or conducted within
44 the state of Towa, the tax to be collected from the

45 operator in the same manner as is provided for the
46%.collection of taxes upon the gross receipts of tickets
47 or admission fees as provided in this section. The
48 tax shall also be imposed upon the gross receipts

49 derived from the sale of lottery tickets or shares

50" ‘pursuant to chapter 99E. The tax on the lottery

[ojes IR VN = BT, BW-SN SVRR VI o
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tickets or shares shall be included in the sales price
and distributed to the general fund as provided in
section 99E.10.

6. There is imposed a tax-of-feur-percent lika
rate of tax upon the gross receipts from the sales of
optional service or warranty contracts which provide

for the furnishing of labor and materials and recguire
. g i

the furnishing of any taxable service enumerated under
this section. The gross receipts are subject to tax
even if some of the services furnished are not
enumerated under this section. For the purpose of
this division, the sale of an optional service or
warranty contract 1s a sale of tangible personal
property. Additional sales, services, or use tax
shall not be levied on services, parts, or labor
provided under opticnal service or warranty contracts
which are subject to tax under this section.

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

Sec. 28. Section 422. 47, Code Supplement 1987, is
amended by adding the following new subsection:

NEW SUBSECTION. 5. Construction contractors may
make application to the department for a refund of the.
additional one percent tax paid under this division or

‘the additional one percent tax paid under chapter 423

by reascon of the increase in the tax from four to five

_percent for taxes paid on goods, wares, or merchandise

under the following conditions:
a. The goods, wares, or merchandise are
incorporated into an improvement to real estate in

fulfillment of a written contract fully executed priocr

to January 1, 1989. ' The refund does not apply to
equipment transferred in fulflllment of a mlxed

: onstruct ion contract.

'b. The contractor has paid to the department or to

a retailer the fuil five percent tax.

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

A contractor who makes an erroneous applicaticn for’
refund is liable for payment of the excess refund paid
plus interest at the rate in effect under section
421.7. 1In addition, a contractor who willfully makes
a false appllcatlon for refund is guilty of a simple
misdemeanor and is liable for a penalty equal to
seventy-five percent of the excess refund claimed.

Excess refunds, penalties, and interest due under this

subsection may be enforced and collected in the same
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manner as the tax imposed by tris division.

Sec. 29. Section 422.72, subsection 2, Code
Supplement 1987, 1s amended 0 read as follows:

2. Federal tax returns, copies of returns, and
return information as defined in section 6103(b) of
the Internal Revenue Code of-:954, which are required
to be filed with the department for the enforcement of
the income tax laws of this state, shall be deemed-and
held as confidential by the department and subject to
the disclcsure limitations in subsecticon 1 2f-ehis
stction.

Sec. 30, Section 422.73, subsection 4, Code
Supplement 1987, is amended by str:iking the
subsection.

Sec. 31. Section 423.2, Code 1987, is amended to
read as follows:

423.2 IMPOSITION OF TAX.

An excise tax is imposed on the use in this state
of tangible personal property purchased for use in
this state, at the rate of four five percent of the
purchase price of the property. The excise tax is
imposed upon every person using the property within
this state until the tax has peen paid cirectly to the
county treasurer or the state department of
transportacion, to a retailer, or to the department.
An excise tax is imposed on the use in this state of
services enumerated in section 422.43 at the rate of
four Ffive percent. This tax is applicable where
services are rencezed, furnished, or performed in this
state or where the product or result of the service is
used 1n this state. This tax is imposed on every
Person using the services or the product of the
services in this state until the user has paid the tax
either to an Jowa use tax permit holder or to the
departmenc.

Sec. 32. This section applies in recard to the
increase in the state sales, services, and use tax
from four to five percent under sections 27 and 31.
The use tax rate of five percent appiies to motor
venicles subject -0 registration whlch are registered
cn or after January 1, 1989. The five percent use tax
rate applies to the use of property when the first
taxable use In this state occu:s on or arfter January
1, 1989, The five percent rate applies to the gross
receipts from the sale, furnishing, or service of gas,
electricity, water, heat, and communication service 1if
the date of billing the customer is on or aftecr
January 1, 1989. 1In the case of & service contract
entered into prior to January 1, 1989, which contract
calls for periodic payments, the five percent rate

_19_
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applies to those payments made or due on cr aftar
January 1, 1989. This pericdic payment apolies, but
is not limited to, tickets of admissions, private club
membership fees, sources of amusement, equlpment
rental, dry cleaning, reducing salons, dance scheools,
and all other services subject to tax, except the
aforementioned utility services which are subject tc a
special transitional rule. Unlike periodic payments
under service contracts, installment sales of goods,
10 wares, and merchandise are subject to the full amount
11 of sales or use tax when the sales contract is enterad
12 into or the property is used in Iowa.

13 Sec. 33. Sections 1 through 26 and 29 of this Act
14 are retroactive to January 1, 1988, for tax vears

15 beginning on or after that date.

16 Sec. 34, Sections 27, 28, 31, and 32 of this Act
17 are effective January 1, 1989.

18 Sec. 35. This Act, being deemed of 1lmmediate

19 importance, takes effect upon enactment.”

20 2. Title page, by striking lines 1 through 3 and
21 inserting the following: "An Act relating to the

22 state's conforming its individual income taxes with

23 the new federal tax provisions, rewriting the state

24 minimum taxes to conform with federal provisions,

25 changing the tax rates, updating".

26 3. Title page, line 5, by inserting after the

27 word "applicability" the following: "and to

28 increasing the state's sales, services, and use

29 taxes,".

WM~ U bo

5-5015 _
Filed January 25, 1988 LOST (1. /¢5) BY GEORGE KINLEY
‘ JACK RIFE
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o STATE OF IOWA
FILED JAN 251988 LS8 No. 761152

FISCAL NOTE Statf 1D PDOD
‘ PEQ. BY SENATOR BRUNER SENATE _FILE_ 2074 AS AMPNDLED By S=-5016

In complignce with a written request received Januacy 25, 1988, a fiscal note
for SP 2074 AS AMENDED BY $-5016 is hereby sybmitted pursuant to Joint Rule
17. Data wused in developing this fiscal npote are available from the
Legislative Fiscal Bureau to members of the Legislature upon request.

$=5016 wupdates references to the Internal Revenue Code, most recently updated
by Senate File 523, passed during the First Extraordinary Session of the 1987
Ceneral Assembly of 1987. It alse couples with the Revenue Act of 1987,
FISCAL EPPECT

Corporate Income

FY&8 FY89
Business Meals § 4.3 $ 2.5
Depreciation (6.5) (3.5
Passive Investmen: - €2.5)
Capitalization Rules 6.0 9.0
Long Term Contracts 4.0 3.5
Minimum Tax .0 5.0
Corporate Rates --- 7.4
Investment Tax Credit —-— (7.4)
Rescarch Credit -—- -
CORPORATE INCOME TOTAL s 15.0 $ 18.0

Update of Relerences to the Internal Revenue Coce

The Omnibus Reconciliation Act of 1987, contains several provisions which will
have a direct impact on Jowa rcax receipts if Towa Code references to the
Internal Revenue Code (IRC) are updated to include changes made to the IRC

through 1987.

The effects of coupling are provided below.

Assumations

. Provisions analyzed were those which bhad a significant fiscal impact
projected at the state level, or those for which sufficient infermat:on
is available upon which to base an estimale,

2. At this time, the data ic limited but sufficient to complete projections.

3. Historical relarionships between federal and Iowa taxes provide valid
guidclines for making current projections.

L. State tax laws will be "coupled" with the federal changes to the extent
consistent with past practices.

5. To the limited degree required, the individual tax changes werc estimated
using the pertirent provisions of HF 689. Estimates provided here

refiect mid-points of ranges.

e e e —— e
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FISCAL NOTE Staff ID. PDD

RED. EY SENATOR ERUNER SENATE FILE 2074 A5 AMENDED BY S-501¢

_2_
FISCAL EFFECT
{millions)

Provisions Primarily Affecting In Individuals 0.25)

Provisions Affecting Business (including individual
income and inherirance taxes)

Vacation pay reserve

Completed contract method

Installment sales

Corporate dividends received deduction
Pension funrnding

Estate ESOP lim:tation

TOTAL

OVERALL PISCAL EFFECT

It 1s estimated this amendment wiil i1ncrease FY89 general fund revenues by
$9.0 million over FYB8E gencral fund revenues ($3.C million due to updating of
references; $6.0 million due to coupling with the Revenue Act of 1987).

this amendment in conjunction with Senate File 2074 will increase

Passage of
general fund revenues by a tocral of $15.5 millien for FY89.

Source: Department of Revenue and Finance

& (LS%,?éiIS.Z, PDD}

"/ N M
(,d-:ﬁ-p«_a (.— /’:—(?/u’v/::
Fiscal Direcrtor
Legislative Fiscal Bureau
Date: ///,;v :‘2/’/5‘ ~
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Amend Senate File 2074 as follows:

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

"Sec. 20. Section 422.5, subsection 2, unnumbered
paragraph 2, Code Supplement 1987, is amended to read
as follows: '

However, for married persons filing jointly or
filing separately on a combined return, unmarried
heads of household, and surviving spouses, references
in this subsection and subsectlions 6 and 10 to five
thousand dollars shall be interpreted to mean seven
thousand five hundred dollars. In addition, if the
married persons', f£iling jointly or filing separately
on a combined return, unmarried head of household's,
or surviving spouse's net income exceeds seven
thousand five hundred dollars, the regular tax imposed
under this division shall be the 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 liability computed
without regard to this sentence. Taxpayers electing
to file separately shall compute the alternate tax
described in this paragraph using the total net income
of the husband and wife. However, the alternate tax
described in this paraqraph does not apply 1f one
spouse elects to carcy back or carry forward the loss
as provided .in section 422.9, subsection 3. _

Sec. 21. Section 422.5, subsection 6, Code
Supplement 1987, is amended to read as follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to require that the tax be imposed upon it
under this section, may determine final taxable income
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum
each tax year of five thousand five-hundred six
hundred twenty-seven dollars for a person who files a
separate state income tax return and eight thousand
one hundred eighty-four dollars total for a husband
and wife who file a joint state income tax return.
However, a surviving spouse who is not disabled or
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sixty-two years of age or older can cnly exc.ude the
amount of annuities received az a result of the death
of the other spouse. The amount of :the exemption
shall be reduced by the amcun: of any social security
benefits received. For the purpose of this cection,
the amount of annuities received from the Un:ted
States civil service retirement and disability trus
fund taxadbie under the Internal Reverue Code Gf 195
shall be inciuded in net income for purpcses of
determining eligibiiity under :the five thousand dollar
or less exclusion.

Sec. 22. Section 422.32, subsection 1, Code
Supplement 1987, is amended to read as fcllows:

l. The word "corporaticrn" includes Joint stock
companlies, and associations organized for pecuniary
oprefit, except-iimitad-parcnersnins-organtred-undes
chapter-545 and publicly traded partnershins taxed as
corporations under the Internal Revenue Code.

Sec. 23. Section 422.32, subsection li, Code
Supplement 1987, is amended to read as follows:

-i. "Internal 2evenuz Ccde” means She Internai
Revenue Code of 1954, prior to the date of irts
credesignation as the Internal Revenue Code of 1986 by
the Tax Reform Act of 1986, or means the Irnternal
Revenue Code of 1986 as amended to and including
January 1, %987 1988, whichever is applicable.

Sec. 24. Section 450A.1, subsection 5, Coce
Supplement 1987, ic amended to read as follows:

5. "Iaternal Revenue Code" means the same as the
term is definred i1n sec-:on 422:3 422.32.

Sec. 25. 1987 Iowa Acts, Second Extraordirary
Session, chapter 1, section 13, i3 amended -o read as
follows:

EC. 13. Secticn 422.4, subsection 17, secticn
422.5. subsecticn 7, section 422.7, subsections 10,
2, 14, 15, 22, and 26, and section 422.9, subsection
2, paragraph "e", and section 422.21, unnumbered
Pparagraph 4, do not apply."

2. Page 1, by striking lines 23 through 25 and
inserting tae following:

"Sec. . Sections 1, 2, 21, 22, 23, and 2
this Act are retroactive o January 1, 1987, fc
years beginning on or after tnat date.

Sec. __ . Sectic' 20 of this Act 1s retroactive to
January 1, 1838, fer tax years beginning on or after
that date.

Secz. . Section 24 of this Act is retrzactive to
October 22, 1986, fcc gereration skipping trznsiers
which are eligible for tne credit for state taxes
under section 2604 -f the Internal Revente Code and

5 of
T obex
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Q@P::e nade after October 22, 1986, subject to the
special rules of section 1433{b) of Pub. L. No. 99~
S514.

Sgc. . 1987 Towa Acts, Second Extraordinary
Session, chapter 1, sectior 13, is rapealed January 1,

1989, fQr tax years beginning on or after that date.”

Ch W o Ly K

S-5016
Fiied January 25, 1988  ADOPTED  BY CHARLES BRUNER
R RICHARD F. DRAKE
s fu EDGAR BE. HOLDEN

SENATE FILE 2074
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Amend the Bruner et al. amendment, $-5016, to
Senate File 2074, as follows:

1. Page 2, line 38, by inserting after the word
"apply.” the following: “However, for a member of the
general assembly whose place of residence within the
legislative district is less than fifty miles from the
-apitol building of the state, section 422.7,

i subsection 15, does apply.”

(oAl WA I« S DN Y N B 24

S-5018 o
Filed January 25, 1983 AROPTEDcC: %+ - py RICHARD F. DRAKE

MICHAEL E. GRONSTAL




Senate File 2074

Ways and Means: Doderer. Chair. Carpenter. Hanson of Delaware, Osterberg,

Rosenberg. Schnekloth and Teaford.
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senaTE FILE 2.0 74

BY COMMITTEE ON WAYS AND MEANS

FILED JAN 25 1988

{AS AMENDED AND PASSED BY THE SENATE JANUARY 25, 19881
- New Language by the Senate

Fur - o
Passec Senate, Date i T e ey Passed Hous3e, Date .- St o782

vote: Ayes i/ MNays 2 Vote: Ayes T Nays <

Approved _dn  ( « /TPS o f Syt . o
. — . - ' A - 4“ fp ¥
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an Act relating to the extension of the appiicability of House
File 689, enacted during the Second Zxtraordinary Session oI
the Seventy-second General Assembuiy during 1987, updating
references to the Internal Revenue Code, providing for
retroactive applicability, and providing an eifective date.
BE IT ENACTED BY THb GENERAL ASSEMBLY OF THE STATE Of 10OWA:
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Section l. Section 422.4, subsections 19 and 20, Code
Supplement 1987, are amended to read as follows:

19. The definition of the Internal Revenue Code of 1954 in
section 422.3, subsection 5, shall be interpreted to include
provisions of the Tax Reform Act of 1986, Pub. L. No. 99-514
which amended the Internal Revenue Code of 1954, and the
Revenue Act of 1987, Pub. L. No. 100-203, unless the context

otherwise requires.

20. "Internal Revenue Code of 1986" means the Internal
Revenue Code of 1954 as amended by the Tax Reform Act of 1986,
Pub. L. No. 99-514 and the Revenue Act of 1987, Pub. L. No.
100-203.

Sec. 2. Section 422.5, subsection 2, unnumbered paragraph
2, Code Supplement 1987, is amended to read as follows:

However, for married persons filing jointly or filing

separately on a combired return, unmarried heads of household,

and surviving spouses, references in this subsection and

subsections 6 and 10 to five thousand dollars shall be

interpreted to mean seven thousand five hundred dollars. In

addition, if the married persons’', filing jointly or filing

separately on a combined return, unmarcried head of

household’'s, or surviving spouse's net income exceeds seven

thousand five hundred dollars, the requiar tax imposed under

this division shall be the 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

reqular tax liability computed without regatd to this

sentence. Taxpayers electing to file separately shall compute

the alternate tax described in this paragraph using the total

net income of the husband and wife. However, the alternate

tax described in this paragraph does not apply if one spouse

elects to carry back or carry forward the loss as provided in

section 422.9, subsection 3.

Sec. 3. Section 422.5, subsection 6, Code Suppiement 1987,

is amended to read as follows:
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6. A person who is disabled, is sixty-two years of age or

older or is the surviving spouse of an individual or survivor

having an insurable interest in an individual who would have

qualified for the exemption under this paragrapn for this tax

vear and receives one or more annuities from the United States

clvil service retirement and disability trust fund, and whose

net income, as defined in section i?2'7' 1s sufficient to

tequire that the tax be imposed upon it under this section,

may determine final taxable income for purposes of imposition

of the tax by excluding the amount of annuities received from

the United States ¢ivil service retirement and disability

trust fund, which are not already excluded in determining net
A R ——

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

——

year of five thousand €ive-hundred six hundrec¢ 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 1954

shall be included in net income for purposes of determining

eligibility under the five thousand dollar or less exclusion.

Sec. 4. Section 422.32, subsection 1, Code Supplement

1587, 1s amended to read as follows:

1. The word "corporation” includes joint stock companies,

and associations organized for_Pecuniapy profit, except

timiced-partnerships-organized-under-chapter-545 and publicly

traded partnerships taxed as corporations under the Internal

Revenue Code.

Sec. 5. Section 422.32, subsection l]l, Code Supplement

-2~
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1987, 1s amended to read as follows:

11, "Internal Revenue Code™ means the internal Revenue

Code of 1954, prior to the date of its redesignation as the
internal Revenue Code of 1986 by the Tax Reform Act of 1986,

ot means the Internal Revenue Code of 1986 as amended to andé

including January 1, 3987 1988, whichever is applicable.

Sec. 6. Section 450A.1, subsection 5, Code Supplement
1587, 1is amended to read as follows:

5. "Internal Revenue Code"” means the same as the term 1S
defined in section 42273 422.32.

Sec. 7. 1987 Iowa Acts, Second Extraordinary Session,

chapter 1, section 13, is amended to read as follows:

SEC. 13. Section 422.4, subsection 17, section 422.5,
subsection 7., section 422.7, subsections 10, 12, 14, 15, 22,

and 26, and section 422.9, subsection 2, paragraph "e", and

section 422,21, unnumbered paragraph 4, do not apply.

However, for a member of the general assembly whose place of

residence within tne legislative district is less than fify

miles from the capitol building of the state, section 422.7,

subsection 15, does apply.

Sec. 8. 1987 lIowa Acts, Second Extraordinary Session,
chapter 1, section 16, is amended to read as follows:

SEC., 16. Sections 1l through 10, 13, and 14 of this Act are
retroactive to January 1, 1987 for tax years beginning tn-the
1987 -¢caiendar-year-onty on or afrer that date.

Sec. 9. For purposes of tax years beginning in the 1988
calendar year, references in section 422.9, subsection 6,
unnumbered paragraph 4 and section 422.21, unnumbered
paragraph 6, to the year 1987, 1988, or 1989, shall mean the
year 1988, 13989, or 1990, respectively.

Sec. 10. Sections L, 3, 4, 5, 7, and 8 of this Act are

retroactive to January l, 1987, for tax years beginning on or

after that date.

Sec. 11. Section 2 of this Act is retroactive to January
——
l, 1988, for tax years beginning on or after that date.

-3~
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Sec. 12. Section 6 of this Act is retroactive to October

22, 1986, for generation skipping transfers which are eligible

for the credit for state taxes under section 2604 of the

Internal Revenue Code and are made after October 22, 1986,

subject to the special rules of section 1433(b) of Pub. L. No.

99-514,

Sec. 13. 1987 Towa Acts, Second Extraocrdinary Session,

chapter 1, section 13, is repealed January l, 1989, for tax

vears beginning on or after that date.

Sec. l4. This Act, being deemed of immediate importance,
takes effect upon enactment.
SUCCESSOR TO SENATE STUDY BILL 2035 (LS3 7611SC)

SF 2074
-4- mg/cc/26
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SENATE FILE 2074

) AS PASSED BY THE SENATE
f. FISCAL NOTE
QUESTED BY REPRESENTATIVE DODERER

In compliance vith a written reguest received January 26, 1988, a tiscal note
for SERATE FULE 2074 AS PASSED BY TUE SENATE is hereby submitted pursuant to
Joint Rule 17. Data used in developing this fiscal note are available from
the Legislative Fiscal Bureau to members of the Legislature upon request.

SENATE FILE 2074 AS PASSED BY THE SENATE makes permanent and updates to later
federal changes <those provisions of H.F. 689 enacted during the 1987 Second
Extraordinary Session that conform state individual income tax to the new
federal tax provisions. The bill makes permanent changes made by H.F. 689 in
rates, brackets, deductions, capital gains deduction refunds, threshhoids, and
clarification on cthe taxation cf 1interest and dividends from regulated
investment companies exempt from federal tax and the loss from the sale or
exchange of shares of such companizs. The bill reinstates the deduction of
expenses for state legislators whose home is within 50 miles of the capitol,
and clarifies taxpayer eligibility for use of the alternative tax caiculation
available to filers with net incomes over $7,500 and not filing as singles.
The bill also updates references to the Internal Revenue Code relating to the
individual, business and inheritance taxes.

Secrion 1 couples state and federal individual income tax provisions and is
retroactive to Jan, 1, 1987.

Section 2 clarifies that a married couple with gne spouse carrying a net
operating loss forward or back shall not receive the benefit of an alternate
tax calculation available for filers with net incomes over 57,500 and not
filing as singles. This section is retroactive to Jan. 1, 1988,

Section 3: Under current law, taxpayers receiving annuities from the U.S,
Civil Service Retirement and Disability Trust Fund were allowed to exclude
from net income up to $5,500 for separate filers and $8,000 for joint filers.
The 45,500 and $8,000 were 1indexed for inflation, thus actual excludable
amounts had visen. This section brings the limits stated in the Code up tc
the levels they were raised by indexation, 1.e., to $5,627 for separate filers
and $8,184 for married filers. This section is retroactive to Jan. 1, 1987.
Indexation will begin again in 1989.

Sections &4, 5 and 6 couple with changes in the Internal Revenue Code
pertaining to the individual, business and inheritance taxes. Sections 4 and
S are retroactive to Jan. 1, 1987; section 6 is made retroactive to Oct. 26,
1986 by section 12 for generation skipping transfers eligible for the credit
for state taxes.

Section 7 reinstates the deduction of expenses for state legislators living
within 50 miles of the state capitol and is retroactive to Jan. 1, 1987.

Section 8 repeals the sunset provision for H.F. 689 and is retroactive to Jan.
1, 1987.

Section 9 1increments deadline dates pertaining to the separate filing for a
capital gains deduction refund for tax year 1988.

-1-
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Sections 10 and !l establ:ish retroactive dates.

Section 13 restart: indexation for 1989. It also strikes H.F. 689 languapge no
longer needed due to permanent coupling.

Section 14 states that the bill takes effect upor enactment.
FISCAL EFFECT

Repeal of H.F. €89 Sunset

Assumptions

1. Iowa tax laws will continue te conform with the federsal tax legislation
for tax years 1988 in a manner similar to that existing for tax year
1987. Hovever, to permit comparison to prior estimates, the effects of
capital gains changes assume full coupling with the 1986 federal changes
rather than the partial coupling that occurred for tax yesr 1987.

2. The reliability of the projections continue to rely heavily on the
accuracy of rthe estimates of the provisions completed at the federal
level. The absence of specific projecrions at the federal level for
several provisions required the Department of Revenue and Finance to
incependently complete these estimates. Estimates provided here reflect
mid-points of ranges provided by the Department of Revenue & Firance.

It 1is estimated this portion of the bill will increase FY89 general fund
revenues by $6.5 million over FY88 zeneral fund revenues.

Individual Income

Fyas FY89

(millions) (millions)
Long Term Capital Gains $ 18.5 $ 22.5
Deduction for Sales Tax 15.0 14.5
Deduction for Medical Expenses 4.0 4.0
Miscellaneous & Employce Business 14.0 13.5

Expense Deduction

Unemployment Compensation 3.0 2.5
Minimum Tax (4.0) (4.0)
Individual Retirement Accounts 19.0 17.0
CODA 2.5 2.0
Interest Deduction 15.5% 19.5
Repeal Dividend Exclusion 3.0 2.5
Business Meals 1.5 2.5
Depreciation (1.5} 1.0
Passive Investment 9.5 1.0

N Y v A
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Capitalization 2.5 1.5

Long term contcaces ~e- -

CONFORMITY SUBTOTAL $ 98.5 $109.0

FEDERAL DEDUCTIBILITY 37.5 33.5

TOTAL 5136.0 $142.5
[RC Updace

The Omnibus Reconciliation Act of 1987, contains sevecval provisions which will
have a direct 1impact on Iowa tax receipts if Jowa Code references to the
Internal Revenue Code (IRC) are updated to include changes made to the IRC

through 1987.

Assumptions

l. Provisions analyzed were those wvhich had a significant fiscal impact
projected at the state level, or those for which sufficient information
is available upon which to base an estimate.

2. At this time, the data is limited but sufficient to complete projections.

3. Historical relationships between federal and lowa taxes provide valid
guidelines for making current projections.

4. State tax laws will be "coupled” with the federal changes to the extent
consistent with past practices.

5. To the limited degree required, the individual tax changes were estimated
using the pertinent provisions of HF 689, Estimates provided here

reflect mid-points of ranges.
The ectimated net effect of coupling with these provisions is $6.0 million.

FY89 (millions)

Provisions Primarily Affecting Individuals ($ 0.25)

Provisions Affecting Business (including individual
income and inheritance taxes)

Vacation pay reserve $ 1.25
Completed contract mechod 0.75
Installment sales 3.75
Corporate dividends received deduction 0.50
Pension funding 1.50
Estate ESOP limitation ( 1.50)
TOTAL $ 6.0

OVERAII. PISCAL FPFECT

It i1z estimated this bill will increasc FY89 general fund revenues by $12.5
million over FY88 gencral fund revenues ($56.5 due to extension of H.F. 689;
$6.0 million due to coupling with the Revenue Act of 1987).

Source: Department of Revenue and Finance
(LSB 7611S.3, PDD)
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SENATE FILE 2074 AS PASSED BY THE SENATE
AMENDMENT H-5033

¥ FISCAI, NOTE
- ;STED BY REPRESENTATIVE DODERER

—

In compliance with a written cequest rececived February 2, 1988, a fiscal note
for AMENDMENT H-5033 TO SENATE FILE 2074 AS PASSED BY THE SENATE is hercby
submitted pursuant to Joint Rule 17. Data used in developing this fiscal note
are available from the Legislative Fiscal Bureau to members of the Legistature
Lvpun request.

AMENDMENT H-5033 TO SENATE FILE 2074 AS PASSED BY THE SENATE has twn new
provisions and repeals the capital gains refund provision for tax ycar 1939
and bevond. The two new provisions are (a) placement of a $12,00C Limit on
the uamount of state pensions to be tax exempt, and (b) institution of a
curporaie tax on unrelated business income earned by non-profit organizations.
Otherwise, the amendment has the same effect as rthe Senate bill. The
amendment makes permanent those provisions of H.F. 689 enacted during the
1987 Second Extraordinary Session that conform state individual income tax to
the new federal tax provisions, and updates to later federal changes in che
Internal Revenue Code.

The amendment wmakes permanent changes made by H.F. 68% 1n rates, brackerts,
deductions, threshholds, and clarification on the taxation of interest and
dividends from regulated investment companies exempt from federal tax and the
locs from the sale or exchange of shares of such companies. The amendment
reinstates the deduction of expenses for state legislators whose home is
vithin 50 miles of the capitol, and clarifies raxpayer eligibility for use of
the alternative tax calcuviation available rto filers with net incomes over
$7,500 and not filing as singles, The amendment updates references to the
Internal Revenue Code relating to the individual, business and inhkeritance

taxes.

The amendment repeals the capital gains refund provision for tax years 1989
and beyond. The amendment limirs the tax exemption for state pensions to
$12,000. The amendment taxes unrelated business income--as determined by the
Internal Revenue Code--earned by non-profit organizations. The «tax 1is
computed gccording to the regular corporate income tax.

The amendment couples state and federal individual income tax provisions,
retroactive to Jan. 1, 1987,

The amendment clarifies that a married couple with one spouse carrying a net
operacing loss forward or back shall not receive the benefit of an alternate
tax calculation available for filers with net incomes over $7,500 and nct
filing as singles. This is retroactive to Jan. 1, 1988.

Under current law, taxpayers receiving annuities from the U.S. Civil Service
Retirement and Disability Trust Fund were allowed to exclude from net 1ncome
up to 55,500 for separate filers and $8,000 for joint filers. The $5,500 and
$8,000 were indexed for 1nflation, thus actual excludable amounts had viser.
The amendment brings the limits stated i1n the Code up to the levals they were
raised by indexation, 1i.e., to §5,627 for separate filers and $8,1%¢ ftor
married filers and 1s retroactive to Jan. 1, 1987. Indexation will begin

agatn in 1989.

Retroactive to Jarn. 1, 1987, che amendment couples with changes in the
Internai Revenue Code pertaining to the individual, business and inher)tance
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taxes. Retroactive to Ocr, 26, 1388, Lhe amendment updates references to the

IRC vrelative to gencration skipping transfers eligible for the credit for
37ate Lanes.

Retroactive to Jan. 1, i987, the amendment reinstates the deduction of
expenses for state legislators living within 50 miles of the state capitol.

Retroactive to Jan. 1, 1987, the amendment repeals the sunset provision for
H.F. 689.

The amendment increments deadline dates pertaining to the separate filing for
a capital gains deduction refund for tax year 1988.

FISCAL EPFECT

Repeal of H.F. 683 Sunset

Assumptions

1. Iowa tax laws will continue to conform with the federal rax legislation
for tax years 19588 1n a manner similar to that existing for rax year
1987. However, to permil comparison Lo prior estimates, the effects of
capital gains changes assume full coupling with the 1986 federal changes
rather than <the partial coupling that occurred for tax year 1987.

The reliability of the projections continue to rely heavily on the
accuracy of the estimates of the provisions completed at the federal
Jevel. The absence of specific projections at the federal level for
several provisicns required the Department of Revenue and Finance to
independently complete these estimates. Estimates provided here reflect
mid-points of ranges provided by the Department of Revenue & Finance.

It 1is estimated this portion of the amendment will increase FY89 gcneral fund
revernues by $6.% million over FY88 general fund revenues.

Individual Income

Fr3s FY89
{millions) {millions)

Long Term Capital Gains $ 18.5 $ 22.9

Deduction for Sales Tax 15.0 14.5

Deduction for Medical Expenses 4.0 4.0

Miscellaneous & Employee Business 14.0 13.5
Expense Deduction

Unemployment Compensation

Minimum Tax

Individual Retirement Accounts

CconA

Interest Deduction

Repeal Dividend Exclusion

Business Meals

Depreciation
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Passive Investmert 5.5 10.0
Capitalization 2.5 1.5
Long term conlracts --- -—-

CONFORMITY SUBTOTAL $ 98.5 $109.0

FEDERAL DEDUCTIBILITY 37.5 33.5

TOTAL $136.0 $142.5
IRC Update

The Omnibus Reconciliation Act of 1987 contains several provisions which will
have a direct 1impact on Jowa tax receipts if Iowa Code referecnces to the
Internal Revenue Code (IRC) are updated to include changes made to the IRC
through 1987,

Assumptions

1. Provisions analyzed were those which had a significant fiscal impact
projected at the state level, or those for which sufficient information
is available upon which to base an estimare.

2. At this time, the data is limited but sufficient to complete projections.

3. Historical relationships between federal and Iowa taxes provide valid
guidelines for making current projections.

4., State tax laws will be "coupled" with the federal changes to the extent
consistent with past practices.

$. To the limited degree required, the individual tax changes were estimated
using the percinent provisions of HF 689. Estimates provided here
reflect mid-points of ranges.

The estimated net effect of coupling wirh these provisions is $6.3 million,

FY&89 (millions)

Provisions Primarily Affecting Individuals (s 0.25)

Provisions Affecting Business (including individual
income and inheritance taxes)

Vacation pay reserve $ 1.25
Completed contract method 0.75
Installment sales 3.75
Corporate dividends received deduction 0.50
Pension funding 1.50
Estate ESOP limitation ( 1.,50)
TOTAL $ 6.0




1 5cal Note, SF 2074, H-5033

Tax on Unrelated Business Income Earned by Non-Profit Qrganizations

Though 11 13 expected this provision will increase peneral fund revenueq,.
there 15 not enocugh i1nformation to provide an estimate.

$12,000 Limit on the Amount of State Pension Income to  be Tax Exempt

Though 1t 1s expected this provision will increase general fund revenues,
there 15 not enough information to provide an estimate.

OVERALL FPISCAL EFFECT

It 1s estimated this amendment will increase FY89 general fund revenues by
$12.5 million over FYBB general fund revenues ($6.5 due to extension of H,F.
689; $6.0 million due to coupling with the Revenue Act of 1987). There will
be an unknown increase to the general fund due to the tax on unrelated
business income carned by nonprofit organizations and the $12,000 limit on the
tax exemption for state pensions.

Source: Depariment of Revenue and Finance
(LSB ?611S.4, PDD)

FILED FEBRUARY ¢, 1988 BY DENNIS PROUTY, FISCAL DIRECTOR
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SENATE P'ILE 2074
‘ AS AMENDED BY THE SENATE AMENDED HOUSE AMLENDMENT
FISCAL NOTE

In compliance with a written request recelved March 21, 1988, a fiscal note
for the SENATE FILE 2074 AS AMENDED BY THE SENATE AMENDED HOUSE AMENDMENT is
hereby submitted pursuvant to Joint Rule 17, Data used in developin this
fiscal note are availlable from the Legislative Fiscal Bureau to members of the
Legislature upon request.

SENATE FILE 2074 AS AMENDED BY THE SENATE AMENDED HOUSE AMENDMENT retains the
capital gains refund provision that the house amendment to the bill would have
repealed for rtax years beginning on or afrer Jan. 1, 1989, The senate
amended house amendment retains the follewing house amendment changes:

a. Inclusion of pension or retirement income in the threshholds of
$5,000 or $7,500, regardiess of whether the state exempts the
the pension or retirement income from taxation.

b. Institution of a corporate tax on unrelated business income
earned by non-profit organizatiocns.

As before, tLhe bill makes permanent changes made by H.F. 689 in rates,
brackets, deductions, threshhelds, and <c¢larification on the rtaxation of
interest and dividends from regularted investment companies exempt from federal
tax and the loss from the sale or exchange of shares of such companies. The
bill reinstates the deduction of expenses for state legislators whose home is
within 50 miles of the capitol, and clarifies taxpayer eligibility for use of
the alternative tax calcularion available to filers with net incomes over
$7,500 and not filing as singles. The bill updates references to the Internal
Revenue Code relating to the individual, businesc and i1nheritance rarxes.

o

The bill couples state and federal individual income tax provisions,
retroactive to Jan. 1, 1987,

The bill clarifies that a married couple with ore cpouse carrying a net
operating loss forward or back shall not receive the benefit of an alternate
tax caleculation available for filers with net incomes over $7,560 and not
filing as singles. This ts rerrcactive to Jan. 1, 1988.

Under current law, taxpayers receiving annuities from the 5.S. Civil Service
Recirement and Disability Trust Fund were allowed to exclude from net income
up to 55,560 for separate filers and $8,000 for joint filers. The $5,500 and
$8,000 were incdexed for inflation, thus actual excludable amounts had risen.
The bill brings the limits stated 1in the Code up to the levels they were
raised by indexation, 1i.e., to 55,627 for separate filers and $8,184 for
married filers and is retroactive to Jan. i, 1987. Indexation will begin
again in 1989.

Retrvactive to Jan. 1, 1987, the bill couples ~ith chanpes in the Internal
Revenue Code pertaining to the individual, busingss and inneriiance Taxes.
Retroactive to Cct. 26, 1986, the bill updates references to the IRC relarive
Lo gencration skipping transfers elipible for the credit for state taxes.

f. Rerroacttve €0 Jan. 1, 1987, thz bili reinstates the deduction of expuznury for
state legislaters itiving within 50 miies o the state capitol.
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Retroactive to Jan. 1. 1987, the 3ill rapesle the sunser of H.F. 229,
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increments deadline dates pertaining to the separate filing for a
capital gains deduction refund for tax year 1988.

FLSCAL. KFFECT

Repeal of H.F. 689 Sunset

L.

[z

capital
rather than the partial coupling

independently

Individual

Assumpt ions

tax lavs will continue to conform with the f{edera! tax legislation
tax years 1988 1i1n a manner similar to that existing for tax year
Hovever, 1to permit comparison to prior estimates, the effects of
gains changes assume full coupling with the 1986 federal changes
for tax year 1987,

reliability of the projections

{income

Long Term Capital Cains

Deduction for Sales Tax

Deduction for Medical Expenses

Miscellaneous & Employee Business
Expense Deduction

Unemployment Compensation

Minimum Tax

Individuai Retirement Accounts

CODA

Interest Deduction

Repeal Dividend Exclusion

Business Meals

Depreciation

Passive Investment

Capitalization

Long term contracts

CONFORMITY SUBTOTAL
FEDERAL DEDUCTIBILITY

TOTAL

complete these estimates.

cccurred

continue o
accuracy of cthe estimates of the provisions completed at the federal
level. The absence of specific projections at the federal level for
several provisions required the Department of Revenue and Finance to
gstimates provided hece reflect

mid-points of canges provided by tic Department of Revenue & Frnance.

FY88
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estimated this portion of the biil will increase FY8Y general fund
revenues by $6.5 miilion over FYB8 general fund revenues.
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IRC Update

The Omnibus Reconciliation Act of 1987 contains several provisions which will
have a direct 1impact on lowa tax receipts if Jowa Code references to the
Internal Revenue <Code (IRC}) are updated to include changes made to the IRC
through 1987,

Assumptions

1. Provisions analyzed were those which had a significant fiscal impace
projected at the state level, or those for which sufficient information
1s available upon which to base an estimate.

2. At this time, the data is limited but sufficient to complete projections.

3. Historical relationships between federal and Iowa taxes provide valid
guidelines for making current projections.

4., State tax laws will be "coupled” with the federal changes to the extent
consistent with past practices,

using the pertinent provisions of HF 689. Estimates provided here

. 5. To the limited degree required, the individual tax changes were estimated
reflect mid-points of ranges.

The estimated net effect of coupling with these provisions is $6.0 million.
FY89 (millions)

Provisions Primarily Affecting Individuals (3 0.25;

Provisions Affecting Business (including individual
income and inheritance taxes)

Vacation pay reserve $ 1,25
Completed contract method 0.75
Installment sales 3.7%
Corporate dividends received deduction 0.50
Pension funding 1.50
Estate ESOP limitation ( _1.50)
TOTAL $ 6.0

Tax on Unrelated Business Income Earned by Non-Profit Organizations

Though 1t 1is expected this provision will increase general fund revenues,
there 1s not enough information to provide an estimate.

‘ 3
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Inclusion of State Exempt Pension {ncome in the Threshholds

Though 1t 1is expected this peovision will {ncrease general fund revenues,
there 1s not enough information to provide an estimate.

OVERALL PISCAL EFFECT

It is estimated this amendment will increase FY89 general fund revenues by
$12.5 wmillion over FY8E general fund revenues ($6.5 due to extension of H.F.
689; $6.0 million due to coupling with the Revenue Act of 1987). There will
be an unknown increase to the gcneral fund due to the tax on unrelated
business income earned by nonprofit organizations and the inclusion in the
threshhold amounts of state exempt pension income.

Source: Department of Revenue and Finance (LSB 76118.15, PDD)

ED MARCH 23, 1988 BRY DENNIS PROUTY, FISCAL DIRECTOR
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Amend Senate File 2074 as amended, passed and
reprinted by the Senate as follows:

1. By striking everything aftez the enacting
clause and insertiang the following:

"Section 1. Section 422.3, subsection 5, Coce
1987, is amended by striking the subsection and
inserting in lieu thereof the following:

5. "Internal Revenue Code" means the Internal
Revenue Code of 1954, prior to the date of 1ts
redesignation as the Internal Revenue Code of 1986 by
the Tax Reform Act of 1986, or means the Internal
Revenue Code of 1986 as amended to and including
January 1, 1988, whichever is applicable.

Sec. 2. Section 422.4, subsections 1, 4, 10, 11,
14, 17, and 18, Code Supplement 1987, are amended to
read as follows:

1. The words "taxable income" mean the net income
as defined in section 422.7 minus the deductions
allowed by section 422.9, in the case of individuals;
in the case of estates or trusts, the words "taxable
income" mean the taxable income (without a deduction
for personal exemption) as computed for federal income
tax purposes under the Internal Revenue Code of-:954%,
but with the adjustments specified in section 422.7
plus the Iowa income tax deducted in computing satd
the federal taxable income and minus federal income
taxes as provided in section 422.9.

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

a. If a taxpayer has macde the election provided by
section 441, subsecticn "f", of the Internal Revenue
Code 5f-:954, "tax year" means the annual period so
elected, varving Z:cm fifty-twoc to fifty-three weeks.

b. If the effective date o: the apolicability of a
provision of this civision is expressed in terms of a
tax vear beginning, including, or ending with
reference to a specified date which is the first or
last day of a month, a tax year described in paragraph
"a" of this subsection shall be treated as beginning
with the first day of the calendat month beginniag
nearest to the first dayv of the tax year or as ending
with the last day of the calendar month ending nearest
to the last day of the tax year.

c. This subsection is effective for tax years
ending on or after December 14, 1975.

10. The word "iadividuai" means a natural person;
and where if an individual is permitted to file as a
corporation, under the-provisrons-of the Internal
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Revenue Code o0£-1954, such that f{ictional status sheitl
is not be recognized for purpcses of this chapter, and
swch the individual's taxable income shall be computed
as required under the-proviaionas-of the Internal
Revenue Code of-1554 relating to individuals not
filing as a corporation, with the adjustments allowed
by this chapter.

11. The term words "tead of household"” shati-have
has the same meaning as provided by the Internal
Revenue Code of-1954.

l4. The term word "wages"” shaii-have has the same
meaning as provided by the Internal Revenue Code of
954,

17. a. "Annual inflation factor" means-an-indexsy
expreased-as-a-percentage;-determined-by-the
department-each-year-to-refiect-the-purenaaing-powesr
of-the-dotiar-as-a-resuic-of-itnfiat+on-during-she
preceding-catendar-year;--Por-the-1981-and-subsequent
catendar-yearsr;-Sannuat-infiation-factor! means an
index, expressed as a percentage, determined by the
department by Octcober 15 of the calendar year
preceding the calendar year for which the factor 1is
determined, to-refieect which reflects the purchasing
power of the dollar as a result of infiation during
the fiscal year ending in the calendar year preceding
the calendar year for which the factor is determined.
In determining the annual inflation factor, the
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross national product computed £er
the-whoite-calendar-year-or for the second quarter of
the calendar yeary-ra-the-case-of-the-annuat-tnftatron
tactor-for-the-198t-and-subsequent-calendur-years; by
the bureau of economic aralysis of the United States
depattment of commerce ard shall adé =we-tonrths-£or
are-1988-and-3ubsequent-caiendar-yeara one-half ol
that percent change to one hundred percent. Fhe
annuat-infiacron-factor-for-the~-1939-catendar-year-1t3
one-nundred-two-point-chree-percents The arnual
inflation factor and the cumulative inflation facrtor
shail each be expressed as a percentage rcunded ¢ the
nearest one-tenth of one percent. The annual
inflation factor shall not be less than one hundred
percent.

b. "Cumulative inflation factor" means the product
of the arnual inflation factor for the 938 1988 )
calendar year and all annual inflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflat:ion facror
applies to all tax years beginning on or after January
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1 of the calendar year for which the latest annual
inflation factor has been determined.

c. The annual inflation factor for the 978 1988
calendar year is one hundred percent. Notwithatand:ing
the-computatron-of-the-annuat-rnfratton-facror-under
paragraph—Zals-the-annuat-rnfiatzon-Sactor—-£for-the
1587-catendar-year-rs-one-hundred-peccent-

d. Notwithstanding the computation of the annual
inflation factor under paragraph "a" of-tnta
subsection, the annual inflation factor is one hundred
percent for any calendar year in which the unobligated
state general fund balance on June 30 as-cartified-by
the-director-of-revenune-and-£inance-by-September-:6-of
the-fiscai-year-beginning-in-that-catendar-year-ts
tess-than-sixty-miziton-doitars---Howevers-for-tne
t538t-and-subsequent-calendar-years;-the-annzat
tnfzatzon-factor-ia-one-hundred-percent-for-anry
catendar-year-if-the-unobrigated-state-genezat-£und
batance-on-dune-36-of-the-catendar-year-preceding-the
calendar-year—for-which-the-Sactor-+s-determineds; as
certified by the director of revenue and finance by
October 10, is less than sixty million dollars.

t8r--Por-purposes-of-aection—-422-37-subsection-57
the-Iaternal-Revenve-€ode-o0f-1954-shati-be-rnterpreted
to-inciude-the-proviatons-of-Pubs-br-No+-96-4<

Sec. 3. Section 422.4, subsections 19 and 20, Code
Supplement 1987, are amended to read as follows:

19. The definition of the Internal Revenue Code of
1954 1a section 422.3, subsection 5, shall be
interpreted tc include provisions of the Tax Reform
Act of 1986, Pub. L. No. 99-514 which amended the
Internal Revenue Code of 1954, and the Revenue Act of
1987, Pub. L. No. 100-203, unless the context
otherwise reguires.

20. “"Irternal Revenue Code of 1986" means tne
Internal Revence Code of 1954 as amended by the Tax
Reform Act of 1986, Pub. L. No. 35-514 and the Revenue
Act of 1987, Pub. L. No. 100-203.

Sec. 4. Sect:ion 422.4, subsections 19 and 20, Ccde
Suppiement 1987, are amended by striking the
subsections.

Sec. 5. Section 422.5, subsection 1, Code
Supplement 1987, is amended by striking the
subsection.

Se¢c. 6. Section 422.5, subsection lA, unnumbered
paragraph i, Code Supplement 1987, is amended to read
as follows:

in-tten-of-subsection-17-a A tax is imposed upon
every resident and nonresident of the state which tax
shall be levied, collected, and paid annually upon and




PAGE FIVE, PFFEBRUARY 2, 1988 HOUSE CLIP SHEET

H-5033
Poge Four

—
O W ~JU D

with respect to the encire taxable incone as defined
in this division at rates as follows:

Sec. 7. Section 422.5, subsection 1A, paragraph k,
subparagraph (1), Ccde Supplement 1987, is amended to
read as follows:

{l) Add items of tax preference included in
federal alternative minimum taxable income under
section 57, except subsections (a){l), (a)(2), and
{a)({5), of the Internal Revenue Code o£-1986, make the
adjustments included in federal alternative minimum
taxable income under section 56, except subsections
(ay(4), (BY({L){C)(iii), and (d), of the Internal
Revenue Code of-1986, and add losses as required by
section 58 of the Internal Revenue Code o£-1986. In
the case of an estate or trust, the items of tax
preference, adjustments, and losses shall be
apportioned between the estate or trust and the
beneficiaries in accordance with rules prescribed by
the director.

Sec. 8. Section 422.5, subsection 2, unnumbered
paragraph 2, Code Supplement 1987, is amended to read
as follows:

However, for married persons filing jointly or
filing separately on a combined return, unmarried
heads of household, and surviving spouses, references
in this subsection and subsections 6 and 10 to five
thousand dollars shall be interpreted to mean seven
thousand five hundred dollars. In addition, if the
married persons', filing jointly or filing separately
on a combined return, unmarried head of household's,
or surviving spouse's nekt income exceeds seven
thousand five nundred dollars, the regqular tax imposed
under this division shall be the lesser of the maximum
state individual income tax rate times the porzicn of
the net income in excess of seven thousand five
hundred dollars or the reqular tax liability ccmputed
without regard to this sentence. Taxpayers electing
to file separately shall compute the alternaze tax
described in this paragraph using the total net income
of the husband and wife. However, the alternate tax
described in this paragraph does not apply :i:f one
spouse elects to carry pack or carry forward the loss
as provided in section 422.8, subsection 3.

Sec. 9. Section 422.5, subsection 2, Ccde
Supplement 1987, is amended by striking the subsection
and inserting in lieu thereof the following:

2. However, the tax shall not be imposed on a
tesident or nonresident whose net income, as defined
in section 422.7, is seven thousand five hundred
dollars or less in the case cf married persons filing
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jointly or filing separately on a combined return,
unmarried heads of household, and surviving spouses or
five thousand dollars or less in the case of all other
persons; but in the event that the payment of tax
under this division would reduce the net income to
less than seven thousand five hundred dollars or five
thousand dollars as applicable, then the tax shall be
reduced to that amount which would result in allowing
the taxpayer to retain a net income of seven thousand
five hundred dollars or five thousand dollars as
applicable. The preceding sentence doces not apply to
estates or trusts. For the purpose ¢of this
subsection, the entire net income, including any part
of the net income not allocated to Iowa, shall be
taken into account. If the combined net income of a
husband and wife exceeds seven thousand five hundred
dollars, neither of them shall receive the benefit of
this subsection, and it is immaterial whether they
file a joint return oOr separate returns. However,
a husband and wife file separate returns and have a
combined net income of seven thousand five hundred
dollars or less, neither spouse shall receive the
benefit of this paragraph, 1f one spouse has a net
operating loss and elects to carry back or carry
forward the loss as provided in section 422.9,
subsection 3. A person who is claimed as a dependent
by another person as defined in section 422.12 shall
not receive the benefit of this subsection if the
person claiming the dependent has net income exceeding
seven thousand five hundred dollars or five thousand
dollars as applicable or the person claiming the
dependent and the person's spouse have combined net
income exceeding seven thousand five huncdred dollars
or five thousand dollars as applicable.

In addition, if the married persons', filing
jointly or filing separately on a combined rzeturn,
unmarried head of household's, or survivinc spouse’s
net income exceeds seven thousand five huncred
dollars, the regular tax imposed under this division
shall be the lesser of the maximum state incdivicual
income tax rate times the pcrtior of the net income
excess of seven thousand five hundred dollars or the
regular tax liability computed without regard to th:is
sentence. Taxpayers electing to file separately shall
compute the alternate tax described in this paragraph
using the total net income of the husband and wife.
The alternate tax described in this paragraph does not
apply iE one spouse elects to carry back or carry
forward the loss as provided in section 422.9,
subsection 3.

1f
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Sec. 10. Section 422.5, subceccion 6, Ccde
Supplement 1987, is amended to read as foliows:

6. A person who is disabled, is SlXxty-two vears of
age or older or s the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualified for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to require that the tax be imposed upon it
under this section, may determine final taxable income
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
Civil service retirement and disability trust fund,
which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum
each tax year of five thousand five-hundred six
hundred twenty-seven dollars for a person who files a
Separate state income tax return and eight thousand
one hundred eighty-four dollars 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 arnnuities received from the United
States civil service retirement and disability trust
fund taxable under the Internal Revenue Code of 1954
shall be included in net income for purposes of
determining eligibility under the five thousand dollar
or less exclusion.

Sec. 1ll. Section 422.5, subsec:-ions 6, 7, 8, and
:0, Code Supplement 1987, are amended toc read as
follows:

6. A person who is disabled, is Sixty-two years of
age or older or is the surviving spouse of an
individual or survivor Raving an insurable interest in
an individual who would have Gquaiified fer the
exemption under this paragrapn for this tax vear and
receives one or more annuities from tne Gnired States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to require that the tax be imposed upon it
under this section, may determine Sinal taxable ircome
for purposes of imposition of the tax by excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund,
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which are not already excluded in determining net
income, as defined in section 422.7, up to a maximum
each tax year of five thousand five-hundred six
hundred twenty-seven dollars for a person who files a
separate state income tax return and eight thousand
one hundred eighty-four dollars tctal for a husband
and wife who f£ile a jolnt state income tax return.
However, a surviving spouse who is not disabled or
sixty-two years of age or older can only exclude the
amount of annuities received as a result of the death
of the other 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 o£-1954
shall be included in net income for purposes of
determining eligibility under the seven thousand five
hundred dollar or less or five thousand dollar or less
exclusion, as applicable.

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

8s--Income-of-an-individeat-which—-t3-exciuded-£rom
gross-itncome-under—-the-internati-Revenue-€ode-0£-1954
as-a-resutt-of-che-provistons-of-+he-Hostage-Retief
Act-2£-39867-94-atar--196Fs~anhatt-noe-be-incinced-as
income-tn-comdoring-che-cux-rmposed-by-this~aectcions

10. In add:ition 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 cf-1954 to
be separately taxec for feceral income tax purposes
for the tax year. The rate of tax is equal to twenty-
five percent of the separate feceral tax imposed on
the amount of the lump sum distribution. A
nonresident is liable for this tax only on that
portion of the lump sum distribution allocable to
Iowa. The total amount of the lump sum distribution
subject to separate federal tax shall be included in
net income for purposes of determining eligibility
under the seven thousand five hundred dollar or less
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or five thousand doilar or less exclusion, 3z
applicable.

Sec. 12. Section 427.6, unnumbered paragraph 2,
Code 1987, is amended to read as follows:

The beneficiary of a trust who receives an
accumulation distribution shall be allowed credit
without interest fcr the Iowa income taxes paid by the
trust attributable to sweh the accumulation
distribution in a manner corresponding to the
provisions for credit under the federal income tax
relating to accumulation distributions as coatained in
the Internal Revenue Code ef-1954. The trust shaii is
not be entitled to a refund of taxes paid on the
distributions. The trust shall maintain detailed
records to verify the computation of the tax.

Sec. 13. Section 422.7, unnumbered paragraph 1 and
subsections 2, 6, 7, 8, 9, 11, 16A, 19, 21, 23, 24,
and 27, Code Supplement 1987, are amended to read as
follows:

The term "net income" means the adiusted gross
income as properly computed for federal income tax
purposes under the Internal Revenue Code of-1554, with
the fcllowing adjustments:

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

6. Individual taxpayers and married taxpayers who
file a joint federal income tax return and who elect
to file a joint return, separate returns, or separate
filing on a combined return for Iowa income tax
purposes, may avail themselves of the disability
income exclusion and shail compute the amoun: of the
disability income exclusion subject to the limitations
for joint federal income tax return filers provided by
section 105(d) of the Internal Revenue Code ©&-3+954.
The disability inccme exclusion provided in section
105(d) of the Internal Revenue Code &#-1954, as
amended up to and including December 31, 1982,
continues to apply for state income tax purposes for
tax years beginning on or after January 1, 13983,

7. Add to the taxable income of trusts, chat
portion of trust income excluded from federal taxable
tncome under secticn 64l (c) of the Internal Revenue
Code of-1954,

8. Married taxpayers who file a 3oint federal
income tax return and who elect to Elle separate
returns or separate filing on a combined return for
[owa income tax purposes, may avail themselves of the
expensing of business assets and capital loss




WO~ da W R

provisions of sections 179(a) and 1211(b) respectively
of the Internal Revenue Code of-+954 and shall compute
the amount of expensing of business assets and capital
loss subject to the limitations for joint federal
income tax return filers provided by sections 179(b)
and 1211(b) respectively of the Internal Revenue Code
o€-1954.

9. Subtract the amount of the jobs tax credit
allowable for the tax year under section Sl of the
Iinternal Revenue Code of-3954 to the extent that the
credit increased federal adjusted gross income,

11. Subtract the amount of the alcohol fuel credit
allowable for the tax year under section 40 of the
Internal Revenue Code o£-1554 to the extent that the
credit increased federal adjusted gross income.

16A. Notwitnskanrding-eny-otner-provisteny-add Add
the amounts deducted and subtract the amounts included
as income as a result of the treatment provided sale-
leasebdck agreements under section 168(£){8) of the
Internal Revenue Code o£-1954 for property placed in
service by the transferee prior to January 1, 1986, to
the extent that the amounts deducted and the amounts
included in income are not otherwise deductible or
included in income under the Internal Revenue Code of
¥954 as amended to and including December 31, 1985.
Entitlement to depreciation on any property included
in a sale-leaseback agreement which is placed in
service by the transferee prior to January 1, 1986,
shall be determined under the Internal Revenue Code of
+354 as amended to and including December 31, 1985,
excluding section 168(£)(8) in making the
determination.

19. Married taxpayers, who file a joint feceral
income tax return and who elect to file separate
returns or who elect separate filing on a combined
return for scate income tax purposes, shall include in
net income any soclal security benefits or-zrec~:
catzroad-restrement-benefita received to the same
extent as those benefits are taxable on the taxpayer's
joint federal return for that year under section 86 of
the Internal Revenue Code &£-+854, The benefits
tncluded in net income must be allocated between the
spouses 1n the ratio of the social security benefits
or—tter-i-ratiroad-rectrrement-penefits receivec by
each spouse to zthe total of these benefits received by
both spouses.

21. Add the four percent of the basic salary of a
judge, who is a member of the judicial retirement
system established in chapter 602, article 9, which is
exempt from fecderal income tax under the Internal
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I rzgouv2rzd thiouvch cost denletior or depraclisticn,. as
7 zppropriate under rules prescribed by the director
g 24. Add the percentage depletion amount determined
9 with respect to an o0il, gas, or geothermal well as
10 described in section 57(a}{l) of the Internral Revenue

11 Code o£-1954.

12 27. Add interest and dividends from regulated

13 1nvestment companies exempt from federal inccme tax

14 under the Internal Revenue Code of 1986 and subtract
15 the loss on the sale or exchange of a share of a

16 regulated investment company held for six months or

17 less to the extent the loss was disallowed under

18 section 852(b)(4)(B) of the Internal Revenue Code of
19 i3%86. °

20 Sec. 14. Section 422.7, subsection 15, Code

21 Supplement 1987, 1s amended by striking the subsection
22 and inserting in lieu thereof the following:

23 15. Notwithstanding the method for computing the
24 amount of travel expenses that may be deducted under
25 section 162{h) of the Internal Revenue Code, for tax
26 years beginning on or after January 1, 1987, a member
27 of the general assembly whose place of residence .
28 within the legislative district is greater than fifty
2% miles from the capitol building of the state may

30 deduct the total amount per day determined unde:

3l section 162(h)(1)(B) of the Internal Revenue Code and
32 a member of the general assembly whose place of

33 residence within the legislative district is fifty or
34 fewer miles from the capitol building of the state may
35 deduct fifty dollars per day. This subsection dces

36 not apply to a member of the general assembly whe

37 elects to itemize for state tax purposes the member's
38 travel expenses.

39 Sec., 15. Section 422.7, subsections 5, 10, 12, 13,
40 14, 16, 17, 20, 22, and 26, Code Supplement 1987, are
41 amended by striking the subsections.

42 Sec. 16. Section 422.7, Code Supplement 1987, is
43 amended by adding the following new subsection:
44 NEW SUBSECTION. Add the amount in excess of twelve

45 thousand dollars of pensions or other retirement

46 income received from any source which is not taxable

47 under this division as a result of any other state

48 law. Amounts received as social security benefits

49 shall not be incliuded in computing the amounts <o be
50 added under tnis subsection.
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Sec. 17. Section 422.8, subsection 2, Code 1987,
Ls amended to read as follows:

2. Nonresident's net income allocated to Iowa is
the net income, or portion thereof, which is derived
from a business, trade, profession, or occupation
carried on within this state or income from any
property, trust, estate, or other source within Iowa.
If any a business, trade, profession, or occupation is
carried on partly within and partly without the state,
only the portion of the net income which is fairly and
equitably attributable to that part of the business,
trade, profession, or occupation carried on within the
state is allcocated to Iowa for purposes of section
422.5, subsection 1, paragraph “n%* "j" and section
422.13 and income from any property, trust, estate, or
other source partly within and partly without the
state 1s allocated to Towa in the same manner, except
that annuities, interest on bank deposits and
interest-bearing obligations, and dividends are
allocated to Iowa only to the extent to which they are
derived from a business, trade, profession, or
occupation carried on within the state. However,
income received by an individual who is a resident of
another state is not allocated to Iowa if the income
is subject to an income tax imposed by the state where
the individual resides, and if the state of residence
allows a similar exclusion for income received in that
state by residents of lowa. In order to implement the
exclusions, the director shall designate by rule the
states which allow a similar exclusion for income
received by residents of Iowa, and may enter into
agreements with other states to provide that similar
exclusions will be allowed, and to provide suitable
withnolding requirements in each state.

Sec. 18. Section 422.9, subsection 1, Coce
Supplement 1987, is amended bv striking the subsection
and inserting in lieu thereof the following:

1. An op:ional standard deduction, after deduction
of feceral income tax, equal to one thousand two
hundred thirty dollars for a married person who files
separactely cor a single person or equal to three
thousand thirty dollars for a husband and wife who
file a joint return, a surviving spouse, or an
unmarried head of household. The optioral standard
cdeduction shall not exceed the amount remaining after
deduction of the federal income tax,

Sec. 19. Section 422.9, subsection 2, unnumbered
paragraph 1, Code Supplement 1987, is amended to read
as follows:

The total of contributions, interest, taxes,

-11-
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expenses; and moving expensess deductible for federal
income tax purposes under the Internal Revenue Code of
1954, with the following adjustments:

Sec. 20. Section 422.9, subsection 2, paragraph e,
Code Supplement 1987, is amended by striking the
paragraph.

Sec. 21. Section 422,9, subsection 3, unnumbered
paragraph 1 and paragraph ¢, Code Supplement 1587, are
10 amended t> read as follows:

11 If, after applying all of the adjustments provided
12 for in section 422.7, the allocation provisions of

13 section 422.8, and the deductions allowable 1n this
14 section subject to the modifications provided in

15 section 172(d) of the Internal Revenue Code &£-3554,
16 the taxable income results in a net operating loss,
17 the net operating loss shall be deducted as foilows:
18 c. If the election under section 172(b){(3)(C) of
19 the Internal Revenue Code 0£-1954 is made, the Iowa
20 net operating loss shall be carried forward f{ifteen
21 taxable vyears.

22 Sec. 22. Section 422.9, subsection 6, Code

23 Supplement 1987, including four paragraphs, 1s amended
24 by striking the subsection.

medical expense, nonbusiness losses, amd miscellaneous .

OO0~ Ul & Wk

25 Sec. 23. Section 422.10, unnumbered paragraph L,
26 Code Supplement 1987, is amended to read as follows:
27 The taxes imposed under this division shail be

28 reduced by a state tax credit for increasing research
29 activities in this state. For individuals, the credit
30 shari-equalt equals six and one-half percent of the

31 state's apportioned share of the qualifying

32 expenditures for increasing research activities. The
33 state's apportioned share of the qualifying

34 expenditures for increasing research activities 1s a
35 percent equal to the ratio of qualified research

36 expenditures in this state to total qualitied research
37 expenditures. For purposes of this section, an

38 individual may claim a research credit for quaiifying
39 research expenditures incurred by a partnership,

40 subchapter S corporation, ard estate c¢r trust electing
41 to have the 1ncome taxed directly to che individual.
42 The amount claimed by the :individual shall be based

43 upon the pro rata share of the individual's earnings
14 of a partnership, sSubchapter S corporation, or estate
45 or trust. For purposes of this section, "qualifying
46 expenditures for increasing research activities" means
47 the qualifying expenditures as defined for the federal
48 credit for increasing research activities which would
49 be allowable under section 36 41 of the Internal

S0 Revenue Code o0£-1954;-tn-effect-on—-JFanvary-i;-1585;-or
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whieh-wovid-be-atiowante-under-seetson-4t-of-the
Internat-Revenne-Eode-of-+986.

Sec. 24. Section 422.12, subsection 1, paragraph
¢, Code Supplement 1987, is amended to read as
follows:

¢. For each dependent, an additional ten dollars.
As used in this section, the term “dependent"” shatt
have has the same meaning as provided by the Internal
Revenue Code of-1954.

Sec. 25. Section 422.12, subsection 2, unnumbered
paragraph 1, Code Supplement 1987, 1s amended to read
as follows:

A child and dependent care credit equal to forty-
five percent of the federal child and dependent care
credit provided 1n section 21 of the Internal Revenue
Code of£-1954,

Sec. 26. Section 422.13, subsection 1, paragraph
a, Code Supplement 1987, is amended to read as
follows:

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

Sec. 27. Section 422.16, subsection 1, unnumbered
paragraph 1, Code Supplement 1987, is amended to read
as follows:

Every withholding agent and every employer as
defined 1n this chapter and further defined in the
Internal Revenue Code of-1554, with respect to income
tax collected at source, making payment of wages to a
nonresident employee working in Iowa, or to a resident
employee, shall deduct and withhold from the wages an
amount which will approximate the employee's annual
tax liability on a calendar year basis, calculated on
the basis of tables to be prepared by the department
and schedules or percentage rates, based on the wages,
to be prescribed by the department. Every employee or
other person shall declare to the employer or
withholding agent the number of the employee's or
other person's personal exemptions and dependency
exemptions or c¢redits Lo be used in applying the
tables and schedules or percentage rates, However, no
greater number of personal or dependency exemptions or
credits may be cdeclared by the employee or other
person than the number to which the employee or other
person is entitled except as allowed under section
3402(m){(1l)y of the Internal Revenue Code of-:x954. The
claiming of exemptions or credits in excess of
entitlement is a serious misdemeanor.

Sec. 28, Section 422.16, subsection 11, paragraphs
a and d, Code Supplement 1987, are amended to read as




PACE FIFTEEN, FEBRUARY 2, 1988 HOUSE CLIP SHEET °

H_

5033

Page Fourteen

W~y & b

follows:

a. Every person or married couple filing a return
shall make estimated tax payments if the person's or
couple's Iowa income tax attributable to incone other
than wages subject to withholding can reasonably be
expected to amount to fifty dollars or more for the
taxable year, except that, in the cases of farmers and
f+shers fishermen, the exceptions provided in the
Internal Revenue Code of-1954 with respect to making
estimated payments apply. The estimated tax shall be
paid in quarterly installments. The first installment
shall be paid on or before the last day of the fourth
month of the taxpayer's tax year for which the
estimated payments apply. The other installments
shall be paid on or before June 30, September 30, and
January 31. However, at the election of the person or
marcried couple, any installment of the estimated tax
may be paid prior to the date prescribed for its
payment. If a person or married couple filing a
return has reason to believe that the person's or
couple's Iowa income tax may increase or decrease,
either for purposes of meeting the requirement to make
estimated tax payments or for the purpose of
increasing or decreasing estimated tax payments, the
person or married couple shall increase or decrease
any subsequent estimated tax payments accordingly.

d. Any amount of estimated tax paid is a credit
against the amount of tax found payable on a final,
completed return, as provided in subsection 9,
relating to the credit for the tax withheld against
the tax found payable on a return properly and
correctly prepared under sections 422.5 through
422.25, and any overpayment of one dollar or more
shali be refunded to the taxpayer and the return
constitutes a claim for refund for this purpose.
Amounts less tnan one dollar shall not be refunced.
The method provided by the Internal Revenue Cocde of
1364 for determining what is applicable tc the
addition to tax for underpayment of the tax pavable
applies to persons required to make payments ot
estimated tax under this section except the amount toO
be added to the tax for underpayment of estimated tax
is an amount determined at the rate in effect undec
secticn 421.7. This addition tc tax speciflecd for
underpayment of the tax payable is not subject to
waiver provisions relating to reasonable cause, except
as provided in the Internal Revenue Code of-1354.
Underpayment of estimated tax shall be determined in
the same manner as provided under the Internal Revenue
Code of-+954 and the exceptions in the Internal
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Revenue Code o£f-1554 also apply.

Sec. 29. Section 422.20, subsection 2, Code
Supplement 1987, is amended to read as follows:

2. It shaii-be is unlawful for eary an officer,
employee, or agent, or former officer, employee, or
agent of the state to disclose to any person, except
as authorized in subsection 1 of this section, any
federal tax return or return information as defined in
section 6103(b) of the Internal Revenue Code of-1954.
It sheati-furethes-be is unlawful for any a person to
whom any federal tax return or return information, as
defined in section 6103(b} of the Internal Revenue
Code of-1954, is disclosed in a manner unauthorized by
subsection 1 of this section to thereafter print or
publish in any manner not provided by law any such
return or return information. Any A person commrbtnrg
an-offense-against-the-foregoing violating this
provision shaii-be is guilty of a serious misdemeanor.

Sec. 30. Section 422.21, unnumbered paragraphs 4,
5, and 6, Code Supplement 1987, are amended to read as
follows:

The director shall determine for the 1979 1989 and
each subsequent calendar yeass vyear the annual and
cumulative inflation factors for those each calendar
years year to be applied to tax years beginning on or
after January 1 of that calendar year. The director
shall compute the new dollar amounts as specified
theretn to be adjusted in section 422.5 by the latest
cumulative inflation factor and round off the result
to the nearest one dollar. The annual and cumulative
inflation factors determined by the director are not
rules as defined in section 17A.2, subsection 7.

The department shall provide on income tax forms or
in the instruction booklets in a manner that will be
noticeable to the taxpayers a statement co-tnre-gxtent
that, even tnougnh the taxpayer may n¢t nave any
federal or state income tax liab:ility, the taxpaver
may be eligible for the federal earned income tax
credit. The statement shall also contain aotice of
where the taxpayer may check on the taxpayer's
eligibility for this credit.

Phe-department-shati-prepare-and-make-avaiiabte-a
spectat-return-far-£<ting-a-tax-refund-ctatm-resuttrng
feom-the-net-capitet-garn-deductizsn-authortzed-in
seceron-422+-97-3ubsectron-6---Fhe-3pecrat-recurns
shati-be-designed-so-that-the-department-witli-se-abte
to-comptrie-date-that-tdenttftes-the-socurece-and-eype-of
the-capttat-gains-and-tosses-and-the-geograpnical
tocation-of-the-transactions-tnvotvrng-the-caprtal
gains-and-iosses---By-January-15;-15857-the-depurtment

_15_
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shati-make-avaitablie-to-the-generat-assembiy-the-data
compited-£rom-the-apecitat-returns-£ited-during—-the
previcus—-catendar-years

Sec. 31. Section 422.25, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Within three years after the return is filed or
within three years after the return became due,
including any extensions of time for filing, whichever
time is the later, the department shall examine it and
determine the correct amount of tax, and the amount
determined by the department is the tax. However, if
the taxpayer omits from income an amount which will,
under the Internal Revenue Code of-1954, extend the
statute of limitations for assessment of federal tax
to six years under the federal law, the period for
examination and determination is six years. In
addition to the applicable period of limitation for
examination and determination, the department may make
an examination and determination at any time within
six months from the date of receipt by the department
of written notice from the taxpayer of the final
disposition of any matter between the taxpayer and the
internal revenue service with respect to the
particular tax year. In order to begin the running of
the six-months! six-month period, the notice shall be
in writing in any form sufficient to inform the
department of the final disposition with respect to
that year, and a copy of the federal document showing
the final disposition or final federal adjustments
shall be attached to the notice.

Sec. 32. Section 422.32, subsection 1, Code
Supplement 1987, is amended to read as follows:

1. The word "corporation" includes joint stock
companies, and associations organized for pecuniary
profit, execept-timited-partnerships-organized-under

. ehapter-545 and publicly traded partnerships taxed as

corporations under the Internal Revenue Code.
- Sec. 33. Section 422,32, subsection 11, Code
Supplement 1987, is amended to read as follows:

11. "Internal Revenue Code" means the Internal
Revenue Code of 1954, prior to the date of its
redesignation as the Internal Revenue Code of 1986 by
the Tax Reform Act of 1986, or means the Internal
Revenue Code of 1986 as amended to and including
January 1, 98% 1988, whichever is applicable.

Sec. 34. Section 422.32, subsection 11, Code
Supplement 1987, is amended by striking the
subsection.

Sec. 35. Section 422.33, Code Supplement 1987, is
amended by adding the following new subsection:

~16-
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NZ¢# SUBSECTION. 1A. There is imposec upon each
corporation exempt from the general business tax on
corperations by section 422.34, subsections 2 through
6, a tax at the rates in subsection 1 upon the state's
apportioned share computed in accordance with
subsections 2 and 3 of the unrelated business income
computed in accordance with the Internal Revenue Code
and with the adjustments set forth in section 422.35.

Sec. 36. Section 422.72, subsection 2, Code
Supplement 1987, is amended to read as follows:

2. rfederal %tax returns, copies of returns, and
return information as defined in section 6103(b) of
the Internal Revenue Code of-1954, which are required
to be filed with the department for the enforcement of
the income tax laws of this state, shall be deemed-and
held as confidential by the department and subject to
the disclosure limitations in subsection 1 ef-this
section.

Sec. 37. Section 450.1, unnumbered paragraph 2,
Code 1987, is amended to read as follows:

For purposes of this chapter, unless the context
otherwise requires, "personal representative” means an
executor, administrator, or trustee as each is defined
in section 633.3 and "Internal Revenue Code" means the
same as defined in section 422.3.

Sec. 38. Section 450.3, subsections 2 and 7, Code
1987, are amended to read as follows:

2. By deed, grant, sale, gift or transfer made
within three years of the death of the grantor ot
doncr, which is not a bona fide sale for an adequate
and full consideration in money or money's worth and
which is in excess of the annual gift tax exclusion
allowable for each donee under secticn 2503,
subsections b and e of the Internal Revenue Code of
1964-aa-definad-+n-sectten-422-3. If both spouses
consent, a gift made by one spouse tc a person who 1is
no: the other spouse is considered, f{or the puIipcses
of this subsection, as made one half by each spouse
under che same terms and conditions provided for Iin
section 2513 of the Internal Revenue Cocde of-:354-as
definpd-tn-3ection-432:-3.

7. w%hich qualifies as a qualified terminable
interest property as defined in section 2056(2)Y (7} (38)
of tne Internal Revenue Code cf-1354-a3-defined-in
sect-+tomr-422+3, shall, if an election is made, be
treated and considered as passing in fee, or 1its
equivalent, to the surviving spouse in the estate of
the donor-grantor. Property on which the election is
made shall be included in the gross estate of the
surviving spouse and shall be deemed to have passed in
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sulceeCing 0 Lne remainder interest, unless Lhe
property was sold, distributed, or otherwise disposed
of prior to the death of the surviving spouse. A
sale, disposition, or disposal of tne property prior
to the death of the surviving spouse shall void the
election, and shall subject the property disposed of,
less amounts received or retained by the surviving
spcuce, to tax in the donor-grantor's estate in the
same ranner 2s LI tha tax had been deferred under
sections $5C.44% through 450.49.

2¢. Section 450.37, scisection L, paragraph
e 1987, 1s amended to read as follows:

The alternate value cf the property, if the
onal representative so elects, that has been
eblisned fcr federal estate tax purposes under
tion 2032 cf the Interral Revenue Code af-:354-24
frnog-zn-section-422:3.  The election srtall be
rcisec on the return by the zersonal reprasentative
or other person signing the return, within the time
prescribed by iaw for filing the return or before the
expliraticn of any extension cf time granted for filing
the return.

Sec. 40. Section 4S0A.1, subsection 5, Code
Supplement 1987, 1s amended to read as follows:

5. "Internal Revenue Code" means the same as the
term is defined in section 422+3 422.32.

Sec. 41. Section 450B.1, Code 1987, is amended to
read as follows:

450B.1 DEFINITIONS.

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

1. "Internal Revenue Code #2£-1954" means the same
as cdetined in section 422.3.

2. "Taxpayer" means a qualified heir .iable for
the 1nheritance tax imposed undec chapter 450 on
qualified real property.

3. "Qualified real property”, "qualified use”,
"cessation of gqualified use", and "qual:ified heir"
mear the same as definecd in sect:on 20323 of the
Internal Revenue Code e£-1954,

4. For purposes of subsectinn 1, the Internal
Reverte Code =2£-1954 shall be :nterpreted %o include
Tub, L. No. *°-4

O- 1

the rov_sions of :

€ oL, 2. E.cviin <50-.2, Code 287, s gnendel LT
read as follcows:

802,22 ALTERNATE ELZCTION C% VALUE >0R QUALIZICD
UEZD.

Notwithstanding section 4%0.37, the wvalue of
qualified real property for the purpose of the tax

_18_
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imposed under chapter 450 may, at the election of the
taxpayer, be its value for the use under which it
qualifies as prescribed by section 2032A of the
Internal Revenue Code ¢£-13954. A taxpayer may make an
election under this section only if all of the
following conditions are met:

l. An election for federal estate tax purposes was
made with regard to the gqualified real property under
section 2032A of the iInternal Revenue Code of£-1954.

2. All persons who signed the agreement referred
toc in section 2032A(d)(2) of the Iaternal Revenue Code
of-3554 make the election under this section and sign
an agreement with the department of revenue and
finance consenting to the application of section
450B.3 with respect to the qualified real property.

3. The total decrease in the value of the
qualified real property as a result of the eleceion
under this section coes not exceed the dollar
limitation specified in section 2032A(a)(2) of the .
Internal Revenue Code of-:1954.

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

The definitions and special rules specified in
section 2032A(e) of the Internal Revenue Code of-1954
shall apply with respect to qualified real property
for which an election was made under this section
except that rules shall be prescribed by the direc:or .,
of revenue and finance in lieu of the regulations :
promulgated by the secretary of treasury.

The director shall prescribe regulations setting
forth the application of this chapter irn the case of
an lnterest In a partnership, corporation, Or trust
wnich, with respect to the decedent, ils an ilnterest in
a closely held business within the meaning ©of section
£166(H)(1l) of the Internal Revenue Code &£-*954. Such
regqulations shall conform as neariy as possibie w:ith
the regulaticns promulgated by the United Stactes
secretary of treasury in respect to such intecests.

Sec. 43. Section 450B.3, Code 1987, is amended to
tead as {ollows: .

4508.3 ADDITIONAL INHERITANCZ TAX APPLICABLE.

There is imposed upon the qualified heir an
additional inheritance tax if, within ten years after
the decedent's death and before the death of the
qualified heir, the qualified heir disposes of, other
than to a member of the family, any interest in
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qualified real property for which an election under
section 450B.2 was made or ceases to use for the
qualified use the qualified real property for which an
election under section 450B.2 was made as prescribed
in section 2032Aa(c) of the Internal Revenue Code of
+354. The additional inheritance tax shall be the
amount computed under section 450B.5 and shall be due
six months after the date of the disposition or
cessation of qualified use referred to ia this
secticn. The amount of the additiona. inheritance tax
sheitl accrue :nterest at the rate of ten percent per
vear from nire months after the Jdecedent’'s death o
trne due dage Oof the tax. The tax shall be palic ©o the
denartment of revenue and finance and shell be
deposited into the general fund of the state. Taxes
not paid within the time prescribed in this section
shall draw :nterest at the rate of ten percent pers
annum yntil raid. There shall not be an additional
inheritance tax if the disposition or cessation occurs
ten years or more after the decedent's death.

Sec. 44. Section 451.1, subsection 8, Code 1987,
1s amended to read as follows:

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

Sec. 45. Section 451.2, unnumbered paragraph 1,
Code 1987, is amended to read as follows:

An amount equal to the federal estate tax credit
for state death taxes as allowed in the Internal
Revenue Code o0£-3954 is hereby imposed upon every
transfer of the net estate of every decedent, being a
resident of, or owning property in this stater-a3
heretn-provided.

Sec. 46. Section 451.3, Code 1987, is amended to
read as follows:

451.3 GROSS AND NET ESTATE.

The gross estate shall be the same as finally
determined for federal estate tax and the net estate
5nall be the gross estate less deductions as permitted
oy federal law, in arriving act the net taxable federal
estate, all determined as provided in the Internal
Revenue Code of-1954,

Sec. 47. 1987 Iowa Acts, Second Extraordinary
Szssinon, cnanter 1, csection 13, i{s amerde? to read as
T lows:

SE.. !3. Se:zticn 422..+, subgecticr 17, Secricn
122.5, subsection 7, section 422.7, subsections 10,
12, 14, 5+ 22, and 26, section 422.9, subsection 2,
caragzaph "e", and section 422.21, unnumbered
paragraph 4, do not apply.

Sec. 48. 1987 Iowa Acts, Second Extraordinary

-20-
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Session, chapter 1, section 16, is amended to read as
follows:

SEC. 16. Sections 1 through 10, 13, and 14 of this
Act are retroactive to January 1, 1987 for tax years
beginning tn-the-1987-catendar-year-onty on or afcer
that date.

Sec. 49. 1887 Iowa Acts, Second Extraordinary
Session, chapter 1, sections 13 and 14, are repealed.
Sec. S0. For purposes of tax years beginning in
the 1988 calendar year, references in section 3122.93,
subsection 6. unnumbered paragraph 4 and section
222.21, ¢nnumbered paragraph 6, %o the vear 1387,

F

1988, 2r 1989, shall mean the year 1988, 1989, or
1996, respectively.

Sec. 5.. The Cocde editor shall renumber gectilrns
22.3, subsecticn LA, 2s section 422.5, subsecntict i
References :n the Iswa Code to section 422.5,
suvsecticn L, shall mean section 422.5, subsecz:0n 1A,
as renumbered. The Code editor may renumber cther
subsections as a result of this Act.

Sec. 52. Sections 3, 8, 10, 14, 32, 33, 47, and 38
of this Act are retroactive to January 1, 19887, for
tax years beginning on or after that date.

Sec. 53. Sections 1, 2, 4, 5, 6, 7, 9, 11, L2, 13,
15 tnreugn 21, 23 through 29, 31, 34, 35, 36, 43, and
51 of this Act are retroactive to January 1, 1988, Zfor
tax years beginning on or after that date.

Sec. 54. Sections 22 and 30 of this Act are
effective January 1, 1989, for tax years beginning on
or after that date.

Sec. 55. Sections 37, 38, 39, and 41 through 46 of
this Act are effective January 1, 1988, for estates of
persons dying on or after that date.

Sec. 56. Section 40 of this Act is retroactive to
October 22, 1986, for generation skipping transfers
which are =ligible for the credit for state taxes
under section 2604 of the Internal Revenue Code and
are made after October 22, 1986, subject to the
speclal rtules of section 1433(b) of Pub. L. No. 96-

514.
Sec. 57. Sections 3, 8, 33, 40, anéd 47 of this Act

are repealed January 1, 1988, for tax years beginning
on or after that date or for estates of persons dying

on or after that date.

Sec. 58. This Act, being deemed of immediate
importance, taxkes effect upon enactment."”

2. Tit.e page, line 5, by inserting after the
word "applicability," the following: "taxing
unrelated business income of certain nonprofit
organizations, repealing capital gains refund

5033

pLO I £Y

rage Twenty-Two

rovisions, limiting the amount of state tax exemp:
P

]ﬂll" -1
'f' .2 pensions, striking obsolete provisions,”

H

'4‘3 17_,/

2033 FILED FEBRLARY l, 1988 BY COMMITTEE ON WAYS AND
. Cene RS .“t' o - "_-‘r.' TS

e )

MEANS




-

=
Lol = BN <IN EEN BF. RNV 4 BN DV R

Lol ol B
> WMo

=
Y3 JEN. T

L3
o

SENATE FILE 2074

5042

Amenc the Committee amendment H-5033 to Senate File
2074, as amended, passed, and reprinted by the Senate,
as follows:

1. Page 10, by inserting after line 50 the
following:

"Sec. 100. Section 422.7, Code Supplement 1987, is
amended by addéing the following new subsection:

NEW SUBSECTION. Subtract sixty percent of the net
capltal gain as computed in section 1202 of the
Internal Revenue Code in effect for tax years
beginning in the 1986 calendar year."

2. Page 21, line 25, by striking the word and
figures: "21, 23 through 29" and inserting the
following: "29,100".

3. Page 21, by striking line 28 and inserting the

following:

"Sec. . Section 30 of this Act 1s".

4. Page 22, line 1, by inserting before the word
"limiting" the following: "allowing a capital gains
deduction,”.

BY HALVORSON of Clayton

iH-5042 TILED FEBPUARY 2, 1988 HARBOR of Mills
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O PADDLE D Ll o Levivin
AMENDMENT 11-5058 to 0-5031
REMIBESTED RY REPRESENTATIVE STROMIR

In compliance with a written request ceceived February 4, 1988, a fiscal nate
for AMENDMENT H-5058 TO COMMITTEE AMENDMENT {1-5033 TO SENATE FILE 2074 is
hereby submitted pursuant to  Joint Ruie 17. Data used in developing this
fiscal note are available from the Legislative Fiscal Bureau to members i the
Legislature upon request.

AMENTMENT  H-3058 1O COMMITTEL AMENDMENT [£-50373 TO SENATE FLLE 2074 A5 PASSRD
BY THE SEMATE chanpgoes the indexation method.

Currently, the implicit price deflator is used to adjust threshhoids and
brackets fur inflation, rthouph percentage increases  are reduced by hall.
However, there is oo upward adjustment under the Parlowing circumatanc: it
oty June 3, the  unablipared peneral fund balance of vhe preceding cacendar
year for which the annual inflation factor applies is less than Sed.G milliorn.

This ameodment would use 100% of the change in the consumer price index
instead ot half of the change in the implicit price deflator. It wouid also
strike the trigger language stopping indexation it the unobligated general

fund balance ts less than §60.0 million.
FISCAL EFFECT

The impact would be to increase the level of indexatioen in {uture years. The
actual impact would be a reduction in future revenue.

Source: Department of Revenue and Finance

(158 761J8.10, PDD)
iILED FEBRUAKY 5, 1388 BY DENNIS PROUTY, ©isCAal DRECTOR

SENATE FILE 2074 AS PASSED BY TIHE SINATE
AMENDMENT H-5062 TO [i-5033
: FISCAL NOTE
REQUESTEDN BY EPRESENTATIVE STROMER

e

In compliance with & writter request received February 4, 1988, a fiscal note
for AMENDMENT U-5062 TO COsMITTEE AMENDMENT H-5033 10 SENATE FILE 2074 AS
PASSED BY THE SENATE is hereby submitted pursuant to Joiat Rule 17. Data used
in developing this {fiscal note are available from the Legislative Fiscal
Bureau to members of the Legislature upon request.

AHENDMENT H-5062 TO COMMITTEE AMENDMENT H-3011 TO SENATE FILE 2074 AS PASSED
BY THE SENATE allows self-employed individuals to deduct certain medical care
insurance.

FISCAL EFFECT

The amendment would have a negative effect on the general fund, however, the
amount of the impact cannot be determined,

Scurce:! Department of Revenue and Finance

(LS8 T6145.13. PDD}
FILED FEBRBRUARY 5, L1988 BY BDLENNLS PPROUTY, #0070 DT Fivrrai

SENATE FLLE 2074 AS PASSEDR BY I SENATE
AMENDMENT H-5052 TO 13-5033
FISCAL NOTE
REQUESTED BY REPRESENTATIVE MAUTSBY

{n compliance with a wriZten request rece:ved February &, 1983, a fisca. ncte
for  AMENDMENT H-5092 TO COMMITTEE is hereby submitted pursuant 1o Joint Rule
17, Data wused in developicg this (fiscal note are ava:ladie {rom the
Legislative Fiscal Bureau ta members af the Legislature upon ruques:.

AMENDHENT H-35052 TO COMMITTEE AMENDMENT H-503) TO SENATE FILE 2074 AS PASSED
BY THE SENATE repeals the individual altecnative minimum tax for tax years
beginning on or afcer Jan. |, 1988.

ASSUMPTION

1. Elimination of the capital gain exclusion through coupling.

FISCAL EFFECT

It is estimated this amendment wiil reduce FY89 general fund receipts by $2.0
million,

Source; Department of Revenue and Finance

{LSB 7A115.,8, PDD)
FILED FEBRUEARY 5, 1988 BY DERNIS ROy, 1 soal
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SENATE FILE 2074 AS PASSED BY THE SENATE
AMLNDMENT H-~5059 TO 1-5033
FISCAL NOTE

VEQUEZTED BY REPRESFNTATIVE CARFENTER

-

In complignce with a wristen request received February 4, 1983, a Yisca' note
for AMENDMENT H-5059 10 COMMITTEK AMENDMENT H-50 33TQ SEMATE FILE 2074 AS
PASSED 8Y THE SENATEK :s horeby submitted pursuant to Joint Rule 170 Dat: used
tn  developtng  thiy  fiscal pote are available from the Legislstive Fiscal

Suredgu 1o members of the Logislature upon request.

e TR e 3 A TR
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AMENDMEND  E=505%9 70 COMMITYEE AMENDMENT H-5033 TO SENATE FILE 2074 AS PASSED
BY THE SENATE i1nst:tuzes a limited capital gains exclusion effective fur tax
years hepinnirg er ov after  Jan. 1, 1988, It also striwues the rafund
provis:on  for capital gaias ecffective Jan. 1, 1988. The maximum ret capital
palu & taxpayer or married couple may claim is $17,500. Sixty percenr of thin
amount  coeald  ther be excluded from taxable i1ncome. Eligibie taxpayers would
0t have o f1le o gsepargte cefund for the tax benefit, nor would the:r tax
henebit be subject te 4 possible pro rata reduction by the state,

FiSCAL EFFFCT

The 1mpact of this proposal can not be determined.

Source: Departiment of Rovenus and Finance
(LSB 76115.12, PDD)

CERDULADRY 3, 19838 BY DENNIS PROUTY, FISCAL DTRECTOR

SENATE i'ILir 2074 AS PASSED BY THE SENATE
AMENDMENT H-5042 TO H-5033
F1SCAL NOTE
DU LY e JRSENTATTVE DALVORSON of Clavten

[n cempliance with 3 writlen request received Febeuary 4, 1588, a fiscal note
tnr  AMENDMENT Y§-5042 TO COMMITTEE :s hereby submitted pursuant to Jo:at Rule
L. Data used :ir developing this fiscal note are available {rom the
Legislative Fiscal Bureau U mempers of the Legistature upon request.

FILED

AMENDMENT  4-5042 70 COMMITTZE AMENDMENT H-50Q33 TO SENATE FILE 20764 AS PASSED
37  THE SENATE re:nstates the capttal gains geduciion {2r ti2x years beg:nning
D dc atter Jar., !, 1983.

FISCAL Z€FECT

it 1% esitimated that general fund receipts would decline between $i7.5 milling
to $27.3 million 1in FY89. The mid-point of this range is $22.5 m:.!:ion,

Source:  Department of Revenue and Finance
(LsB 761.s5.9%, PoD)
“EBIRLARY S, 198% BY DENNTS PROUTY, I'ISCAl LDIRETTOR
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SENATE FILE 2074
H-5053
1 Amend the Committee amerdment #-5033 to Senate File
2 2074, as amended, passed, anc repr:inted by the Serate,
3 as follows:
4 1. Page 10, by inserting after line 50 the
5 following:
6 "Sec. 120. Section 422.7, Cocde Supplement 1987, 1is
7 amended by adding the following new subsection:
8 NEW SUBSEZCTION. Subtract sixty percent of the net
§ capital gain of property helc bv the taxpayer for five
10 vears or more as ccmputed i1n section 1202 of the
11 Internal Revenue Cocde in effect for tax years
12 beginning in the 1986 calendar year. For purposes of
13 this subsec:-ion, property previously held by the
14 taxpayer's spouse 1S consicer2d held by the tazpayer.”

15 2. Page 21, line 25, by striking the word &nc

16 figures: "21, 23 througn 29" and inserting the

17 following: "29, 120",

18 3. Page 21, by striking line 28 and insertinc the
19 following:

20 "Sec. . Section 30 of this Act is".

21 4. Page 22, line 1, by inserting before the word
22 "limiting" the following: "allowing a capital gains

23 deduction for property held for at least five years,”.
BY SCHNEKLOTH of Scott
H-5053 FILED FEBRUARY 4, 1988 CARPENTER of Polk

A - PR

SooTeT R

SENATE FILE 2074

H
1 Amend the Committee amendment H-5033 to Senate File
2 2074, as amended, passed, and reprinted by the Senate,
3 as follows: .
4 1. "Page 11, lines 39 and 40, by striking the
5 words "two hundred thirty" and inserting the
6 following: “five hundred".
; “th?.t Pagedll, line 42, by striking the word
irty” and inserting the following:
9 hundred”, 3 shree
i? £ 3. Pa?e 21, line 25, by striking the word and
rgures "15 through 21" and inserting the following:
}; "15, 16, 17, 19, 20, 21". K
=3 _ 4. Page 21, line 28, by inserting after—the word = —
14 "Sections" the following: *“18,". "
1s i 5. Page 22, line 2, by inserting after the word
16 "pensions," the following: "increasing the standard
17 deductlion,".

BY ROSENBERG of Story SHOULTZ of Black Hawk
WISE of Lee NORRGARD of Des Molnes
GRONINGA of Cerro Gordo OSTERBERG of Linn
) HANSON of Delaware CONNOLLY of Dubuque
. CARPENTER of Polk JOHNSON of Winneshiek
DVORSKY of J&hnson ADAMS of Hamilton
CLARK of Cerro Gordo PETERSON of Carroll

H-SOSQ,FILED FEBRUARY 4, 1988 DODERER of Johnson

,_‘/.-‘, LN o - 7.-?1- ')




H-

H

1
2
3
4
5
6
7
8

“w

10
i1
12
13
14
15

H

L SEN"7TL FIll 1074

Amend the Committee amendment, H-5033, to Senate
File 2074, as amended, passed, and reprinted by the
Senate, as follows:

l. Page 11, line 1, by striking the word and
figurte “"subsection 2" and inserting the following:
“subsections 2 and 4".

2. Page ll, line 2, by striking the word "is" and
inserting the following: “are".

J. Page 1), by inserting after line 34 the
following:

“4. The amount of minimum tax paid to another
state or foreign country by a resident taxpayer of
this state from preference items derived from sources
outside of Iowa shall be allowed as a credit against
the tax computed under this division except that the
credit shall not exceed what the amount of state
alternative minimum tax would have been on the same
preference items which were taxed by the other state
ot foreign country. The limitation on this credit
shall be computed according to the following formula:
The total of preference items earned outside of Iowa
and taxed by another state or foreign country shall be
divided by the total of preference items of the
resident taxpayer of Towa. In computing this
quotient, those items excludable under section 422.5,
subsection 1, paragraph %e* "k", subparagraph (1)
shall not be used in computing the preference items.
This quotient multiplied times the net state
alternative minimum tax as determined in section
422.5, subsection 1, paragraph %o "k" on the total of
preference items as if entirely earned in Iowa shall
be the maximum tax credit against the Iowa alternative
minimum tax. However, the maximum tax credit will not
be allowed to the extent that the minimum tax imposed
by the other state or foreign country is less than the
maximum tax credit computed above."

5046 FILED FEBRUARY 3, 1988 BY DODERER of Johnson

focns oe

SENATE FILE 2074

-5052

Amend the Committee amendment, H-5033 to Senate
File 2074, as amended, passed, and reprinted by the

Senate, as follows:

1. Page 4, by striking lines 4 through 19 and
inserting the . following: .."Code. Supplement 1987, is
amended by striking the paragraph.”

2. Page 11, by inserting after line 34 the

following:
“Sec. 17A. Section 422.8, subsection 4, Code 1987,

is amended by striking the subsection.™
3. Page 21, line 24, by inserting after the

figure "13," the following: "17A,".
4. Page 21, line 50, by inserting after the word

"organizations," the following: *“repealing the
individual alternative minimum tax,".

-5052,FILEQ FEBRUARY 4, 1988 BY MAULSBY of Calhoun

L e -
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SENATE FILE 2074
H-5059
1 Amend the Committee amendment H-5033 to Senate File
2 2074, as amended, passed, and reprinted by the Senate,
3 as follows: .
4 1. Page 10, by inserting after line 50 the
5 following: '
6
7
8

"Sec. 160. Section 422.7, Code Supplement 1987, is
amended by adding the following new subsection:
NEW SUBSECTION. Subtract sixty percent of the net
9 capital gain as computed in section 1202 of the

10 Internal Revenue Cede in effect Ffor tax years
11 beginning in the 1986 calendar year. For purposes of
12 determining the amount to be subtracted, the net
13 capital gain shall not exceed seventeen thousand five
14 hundred dollars. Married taxpayers who elect separate
15 filing on a combined return for state tax purposes are
16 treated as one taxpayer and the amount of net capital
17 gain to be used tc determine the total amcunt to be
18 subtractec by them shall not exceed seventeen thousand
19 five hundred dollars in the aggregate. Marriegd
20 taxpayers who file jointly or separatelv or a combined
21 return shall prorate the seventeen thousand five
22 hundred dollar limitation between them based on the
23 ratio of each spouse's net capital gain to the total
4 net capital cain of both spouses. In the case of
. 25 married taxpevers filing separate returns, the amount

26 of net capital gain to be used to determine the amount

27 to be subtracted by each spouse shall not exceed eight
e 28 thousand seven hundred and fifty dollars. Any income
add 29 or loss resulting from the forfeiture, transfer, or

30 sale or exchange described in section 422.7,

31 subsection 25, shall not be used in computing net

32 capital gain for purposes of this subsection."

33 2. Page 21, line 25, by striking the word and

34 fiqgures: "21, 23 through 29" and inserting the

35 follewing: "29,160".

36 3. Page 21, by striking line 28 and inserting the
37 following:

38 "Sec. . Secticn 30 of this AcC- is".

39 4. Page 22, line 1, by inserting before the word
40 "limiting"” the following: "allowing a capital gains

41 deduction,".
BY CARPENTER of Polk

H-AGhY PILED FEBRUARY 5, 1988 SCHNEKLOTH of Scott
LQ§1‘(W'J?7}
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SERNATE (ILE 2074
b- A
i Amend the Committee amendment, H-5033, to Senate
2 File 2074, as amended, passed, and reprinted by the
3 Senate, as follows:
4 1. Page 2, by striking lines 29 through 36 and
S inserting the following: "not less than zero percent,
6 in the tmpiicit-prree-defiator-for-the-gross-national
7 preduct consumer price index computed for the whoie
8 caiendar year er~for-the-second-quarter-of-the
9 caiendar-years-in-the-case-of-the-annuak-infliatien
L0 factor-fer-che-1i98r-gnd-subsequent-caiendar-years;-by
11 the-bureaun-of-eecsnomic-anstyais-of-the-drrted-States
12 depertment-of-commecsce by the bureau of labor
i3 sratistics of the United States department of labor,
i4 all urban consumers, or 1its successor, and shall add
15 twe-fourenzs-for-she-i388-anc-subsequenc-catendar-years
16 of",
i7 2, Page 3, by striking lines 8 through 22 and in-
i8 serting the f{ollowing:
9 "dr-—-Neswitngeanding-tne-comprration-af-ehe-anncal
terion-factsr-under-paracraph-dgt-of-eni
s3scetenr-the-annuar-tnflacren-fector-is-ane-pundred
ent-fac-any-cateonder-year-in-which-cha-unosrrqusad
zree-gersreli-foad-saTaneg-en-Sune-3f-gs-cevziited-by
24 che-groector-wf-revanue-gnd-fraence-by-Seseender-tb-of
25 rha-fisecpl-year-beginnirg-in-that-cetendar-yea--z9
26 ress-than-stuty-meriren-doriarass--Hewevery-Zor-tae
27 :981-sna-subsequent-catendar-years;-the-annuat
28 tnftratiorn-factor-+s-one-mundred-percent-£for-any
2% calendar-yesr-ié-the-uncpitgared-srate-cenerai-fund
30 saiancze-arn-June-38-o0f-the-¢aiendar-year-preceding-the
31 catendar-year-for-which-the-facror-i1s-detersnineds;-as
32 eererfted-by-che-directar-of-revenue-and-£finance-by
33 Bctober-19;-ta-less-thar-sixty-msliiten-doiiars:"”
BY HUMMEL of Benton

VAN MAANEN of Mahaska
H-5658 FiI.RD FOBRUARY S, 1988 TYRRELL of Towa
tast o -n
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SENATE I'ILE 2074
Pt Lh6G

1 Amend the Committee amendment, H-5033, to Senate
2 File 2074, as amended, passed, and reprinted by the
3 Senate, as follows:

4. 1. Page 5, line 15, by inserting after the word
S5 "account." the following: “For purposes of this

6 subsection, net income includes all amounts of pen-
7 sions or other retirement income received from any

8 source which is not taxable under this division as a
S result of any other state law.”

BY OSTERBERC of ILainn
toLALG 0 T LED TRRRUARY S, 1928 CARPENTER of Polk
ADOIITIR o




ShiNALE Filas 2074
H-5061

Anend the Committes anm=
File 2074, as amenced, D&3s
Senate, as follows:

i. Page 2, by striking
inserting the following:
hundred percent. The
1979 calendar year is on
percenct. The annual”

2. Page 2, 1lne 50

: ol !

m ., H-5033, to Senace
¢ and reprintad by the

=

s 37 througq 39 and
percent change to one
flation factor for the
ed two point three
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v striking the figures:
tne following: "1978",
<i“c lines 3 through 7 and
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"c. Tne annual inf tion factor for the 1978
calendar vear is one hun dred percent. Notwithstanding

the computation of the annual inflation factor under
varagraph "&", the annuel inflation feetss factors for
the 1987 and 1988 calendar yeez—-is years are one
hundred parcent.”

4. Page 3, line 42, by striking the word and
figure "subsection 1" z&nd inserting the following:
"subsecticn 14", :

5. By striking page 3, line 45, through pacge 4,
line 19,

6. Page 6, line 33

7. Pace 7, rif

8. Page 10, bg ins
following:

"Sec. 100. Section 4
amended by acdding the ol

NEW SUBSECTION., Subtr

)

B
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iking the figure "7,
es 21 through 31.
fter line 50 the
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, Code Suppiement 1987, 1is
ing new subsection:
t sixty percent of the net
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31 capital gein as computed in section 1202 of the
32 Internal Revenue Code in effect for tax years
33 beginning in the 1986 calendar vear."

34 9. Page 1, by striking lines 1 through 34,

35 10. Page 15, line 22, by striking the figures
36 "19%9 1988" and inser ti'wj the following: "1973".
37 11. Page 21, by SLrL«L.g lines 15 through 20.
38 12. Peage 21, line 24, by striking the figure

359 "5,".
40 13. Page 21, line 25, by striking the figu
.41 "49,".
42 14. Page 21, line 28, oy inserting after tnhe word
43 "Sectlicns" the folilowling: "5, 49, 100.,".
44 15. Page 21, line 41, by striking the word and
45 figures "40, and 47" ard inserting the following:
46 "and 40".
/.47 16. Page 21, by inserting after line 44 the
48 follewing:

49 "Sec. . Section 47 of this Act is repealed
50 January 1, 1989, for tax vears beginning on or af

Page "'wo
o

.1 that date.” '
. 2 177 Page 22, line 1, by inserting after the word
3 "provisions" tne following: "and rate structure,

4 allowing a capital gains deduction".

BY DODERER of Jchnson
H-"361 FILED rEBRUARY 5, 1988 ARNOULD of Scott
DIVISIONS A, B, AND C WIT DRAWN(;}«.?W;%;?J@?
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PAGE ELEVEN, FEBRUARY 9, 1938 HOUSE CLIP SHEET

SENATE FILE 2074

H-5060

1 Amend the Committee amendment H-5033 to Senate File
2 2074, as amended, passed and reprinted by the Senate,
3 as follows:

4 1. Page 4, line 50, by inserting after the words

5 "case of" the following: "single persons fifty-five

6 years of age or older,".

7 2. Page 5, line 35, by linserting after the words

8 "if the" the following: "single fifty-five year or

9 older perscn's,™.

H=5060 FILED IFEBRUARY 5, 198R BY VAN CAMP of Scott
LosT Cp. 4727

SENATE FILE 2074
H-5063

1 Amend the Committee amendment, H-5033, to Senate
2 File 2074, as amended, passed, and reprinted by the
3 Senate, as follows:

4 1. Page 10, by striking lines 42 through 50.

5 2. Page 22, lines 1 and 2, by striking the words
6 "limiting the amount of state tax exempt pensions,".

BY SHERZAN cof Polk RENAUD of Polk
BEAMAN of Clarke SKOW of Guthrie
PONCY of Wapello VAN CAMP of Scott
RUNNING of Linn FULLER of Hardin
H-5063 FMILED FERRUARY 5, 1988 BEATTY of Warren

ADOPTED (. 4 7 <)

SENATE FILE 2074
H-50638

1 Amend the Committee amendment, H-5033, to Senate
2 File 2074, as amended, passed, and reprinted by the
3 Senate, as follows: -
4 1. Page 12, by striking lines 22 through 24.
S 2. Page 21, line 50, by striking the words
6 "repealing capital gains refund".
7 3. Page 22, line 1, by striking the word
8 “"prawisions,"™.
BY S5KOW cof Guthrie

H-5068 FILED FEBRUARY 5, 1988 FOGARTY of Palo Alto
WITHDRAWN .28+ )
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PAGH NINE, TERR HOUSE CLIP SHEET

SENATC FILE 2074

H-5065
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amend che Committee amendment, H-5033, to Senate
File 2074, as amended, passed, and reprinted by the
Senate, as foilows:

1. Page 16, by inserting after line 48 the
following:

“Sec. 200. Section 422.33, subsection 4, paragraph
a, Code Supplement 1987, is amended to read as
follows:

a. Add items of tax preference incluced in federal
alternative minimum taxable income under section 57,
except subsections (a)(l) and (a)(5). of the Internal
Reverue Code, make :he adjustments included in federal
alternative minlmum taxable income under sect.on 56,
except subsections (a)(4) and (d). ¢cf the Internal
Revarue Code, and add losses as required by section 58
of tre Int=2rnal Revenue Code. In maxing the
adjustment under section 56{c) (i) of the Internal
Reverue Code, interest and dividends from feceral
securities and tnterest and dividends from state and

orh=2r Do.itical subgivisions, and from reg:lated

investmant companies exempt from federal -ncome ltax
Znder the inte:nal Revenue Code net ¢f amocrt:zacion of
any discount or premium shali be subtrected.”

2. Page 21, line 24, by inserting after the
figure "13," tre fcllowing: "200,".

AT it FEBRUATY D 1988 2y 0DERER of Jchnson

- r

CTTHRERAWN s cxs

SENATE FILE 2074
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amend the Committee amendment H-5033 o Senate File
2074, as amended, pass=2¢ and reprinted by the Senate,
as follows:

1. Page 10, by inserting after lire S0 the
following:

“Sec. 180. Section 422.7, Code Supplement 1987, is
amended by adding the foilowing new subsection:

NEW SUBSECTION. Suttract, to the extent included,
~he amount of public and private pensions orf other
retizement .ncome received unless the combined net
income pius all pensions and other retirement income
of the taxpayer and the taxpayer's spouse exceeds
sixteen thousand four hundred fifty dollars. The
sixteen thousand four hundred fifty doliar amount
shall be indexed for inflation by multiplying the
amcunt by the latest cumulative inflation factor as
dezermined under section 422.4, subsecticn 17.7

2. Page 21, line 24, by inserting after the
figure “13," the following: "180,".

Wk PTERDY PEBRUARY S, 19338 BY OODERER of Jonnson

WITHDRAWN 1a 50 7




DAGE AN, PHBRUARY 9, 1488 HOUSE CLIP SHEET

SENATE FILE 2074
1=-n50n2

1 Amend the Committee amendment, H-5033, to Senate

2 File 2074, as amendeld, passed, and reprinted by thne

3 Senate, as follows:

4 1. Page 10, by inserting after line 50 the

5 following:

6 "Sec. 140. Section 422.7, Cole Supplement 1987, is
7 amended by adding tne following new subsection:

8 NEW SUBSECTION. In the case of self-employed

9 individuals, subtract the amount paid for insurance

0 which constitytes medical care fer the taxpayer, the

! taxpayer's spouse, and cependentis wnicn is not

12 dgeductible uncer section 162(m) of the Irternal

13 Revenusz Coce. The amcunt deducted urder th:is

14 subsectiorn i1s not alicwable to the taxpayer as éan

15 item:zed deduction under section 422.9, ecbsectien 2.

16 2. .Page 21, iime 24, by inserting after the

27 figure "13," the following: "140,".

18 3. Page 21, line 50, by inserting after the wcrd
16 "organizations,"” tre Iollowing: Tallowing self-

2C enployeds to deduct certain medice. care insurance,”.
Y STROMER of Hancock BEAMAN o Clarke
MULLING of Hozsuth MALCLERY ©of Calhoun
BRAMSTAL of Winnebaqo MCRKEAN of .Tones
CARPLNTEK of Palk BENNETT < Ida
SOHNERTOTH of Scott PETERSEN of MuScatine
H-Sus2? FILCED CELBRUARY %, 1988

Teys 1 < i

SENATE FILE 2074

li=2067

1 amend the Committee amendment H-5033 to Senate File
2 2074, as amended, passed and :eprinted by the Senate,
3 as follows:

4 1. Page 10, by inrserting after line 50 the

S following:

6 "Sec. 200, Seccion 422.7, Code Supplement 1987, is
7 amended by adding the following new subsection:

8 NEW SUBSECTION. Subtract twelve thousand dollars,
9 if the taxpayer is sixty-five years of age or older.
10 The amount to be subtracted under this subsecticon

11 shall be reduced by the amount of state of Iowa

12 pensions or other state of Iowa retirement 1ncome
13 received which 18 not taxable under this division as a
14 result of any other state tax law.”
15 2. Page 21, line 24, by inserting after the
16 figure "13," the following: "200,".

BY HUMMEL of Ronton

H-506, JILED 1'eRRUARY S, 1338 DODERER of Johnson
ADVIPITED, BECONSIDIRED, - LOST

<« L oo s o
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PACL TWELVLE, I'SBRUARY 49, 1988 HOLSE CLIP SHEET

SENATE FILL 2074
H-506%
- 1 Amend the Committee amencment, H-5033, to Senate
2 File 2074, as amended, passed, and reprinted by the

3 Senate, as follows:
4 1. Page 12, by striking lines 22 through 24.

S 2. Page 21, line 50, by striking the words

6§ “repealing capital gains refund”,

7 3. Page 22, line 1, by striking the word

8 "prawisions,”.

By HALVORSON ©f Clavton STUELAND of Clinton
HARBOR of M1l)ls GARMAN of Story
DAGCETT of Adams METCALF of Polk
TYRRELL of TIowa MCKEAN of Jones
DLCAMAN of Clarke LUNDBY of Linn
MILLER of Cherokce SCHNEKLOTH of Scott
SHONINGC of woodburv KREMER of Buchanan
BRANSTAD of Winnebayo COREBETT of Linn
HESTER of lPottawattamlice IIERMANN of Scott
MALLSBY of Calhoun RENKEN of Crundy
VAN MAANEN of Mahaska PLASIER of Sioux
11-5069 FILED FEBRUARY 5, 1983 PAULIN of Plymouth

LOST 7r i
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STATE OF IOWA '
p FEBLO 1988 LS8 No. 76115.14

1. FILE FISCAL NOTE S s
WVEO0. BY SENATOR BRUNER SENATE FILE 2074

In compliance with a written crequest received February 12, 1988, a fiscal note
for SENATE FILEZ 2074 AS AMENDED BY THE HOUSE is hereby submitted pursuant to
Joint Rule 17. Data used in developing this fiscal aote are available from
the Legislative Fiscal Bureau to members of the Legislature upon requesct.

SENATE FILE 2074 AS AMENDED BY THE HOUSE adds the following:

a. Repeal of che capical gains cefund provision for rax years

beginning on or after Jan. |, 1989.

b. Inclusion of pension ocr retirement income in the threshholds of
$5,000 or §7,500, vegardless of vhether the state exempts the
the pension ot retirement income from taxation.

c. Institucion of a corporate tax on unrelated business income

esrned by non-profit organizations,

As before, the bill makes permanent changes made by H.F. 689 in rates,
brackets, deductions, threshholds, and clarification on the rtaxation of
interest and dividends from regulated investment companies exempt from federal
tax and the loss fcom the sale or exchange of shares of such companies. The
bil! ceinstates the deduction of expenses for state legisltators vhose home is
within 950 miles of the capitol, and clarifies taxpayer eligibility for use of
the alternative tax calculation available to filers with net incomes over

! $7,500 and nor filing as singles. The bill updates references to the Internal
Revenue Code relating to the individual, business and inheritance taxes.

The bill couples state and federal individual income <tax provisions,
retroactive to Jan. 1, 1987.

p The bill clarifies that a married couple with one spouse carrying a net
operating loss forward or back shall not receive the benefit of an alternate
tax calculation available for (filecs with net incomes over $7,500 and not
filing as singles. This is retroaccive to Jan. 1, 1988.

Under current Llaw, taxpayers receiving annuities from the U.S. Civil Service
Retirement and Disability Trust Fuad were alloved to exclude from net income
up to $5,500 for separate fiters and $8,000 for joint filers. The §5,500 and
$8,000 were indexed for inflation, thus actual excludable amounts had risen.
The bill beings the limits stated in the Code up to the levels they were
raised by indexation, 1i.e., to §5,627 for separate filers and $8,184 for
married filers and 1is retroacrtive ¢to Jan. 1, 1987. Indexation will begin

again in 1989.

Retroactive to Jan. I, 1987, the bill couples with changes in the Internal
Revenue Code pertaining to the individual, business and ioheritance taxes.
Retroactive to Qct. 26, 1986, the 5ill updates references to the IRC relative
to generation skipping traosfers eligible for the credit for state ctaxes.

: Retroactive to Jan. i, 1987, the bill reinstaces the deduction of expenses for
state legislators living within 50 miles of the state capitol.

Retroactive to Jan. [, 1987, the bill repeals the sunset of H.F, 689.
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REQ. BY SENATOR BRUNER SENATE FILE 2074
-2~

The bill increments deadline dates pertaining ro the separate filing for a
capital gains deduction refund for tax year 1988.

FISCAL EFPECT

Repeal of H.F. 689 Sunset

Assumptions

L. Towa tax laws will continue to conform wvith the federal tax legislation
for tax years 1988 in a manner similar to that existing for tax year
1987. However, to permit comparison to prior estimates, the effects of
capital gains changes assume full coupling with the 1986 federal changes
rather than the partial coupling that occurred for tax year 1987.

2, The reliability of the projections continue to rely heavily on the
accuracy of the estimates of the provisions complered at the federal
level. The absence of specific projections at the federal level for
several provisions required the Department of Revenue and Finance to
independently complete these estimates. Estimates provided here reflect
mid-points of ranges provided by the Department of Revenue & Finance.

Tt is estimated this portion of the bill will increase PY89 general fund
revenues by $6.5 million over FY38 general fund revernues.

Individual Income

FY88 FY89
(millions) (millions)
Long Term Capital Cains $ 18.5 $ 22.9
Deduction for Sales Tax 15.0 14.5
Deduction for Medical Expenses 4.0 4.0
Miscellaneous & Employee Business 14.0 13.5
Expense Deduction

Unemployment Compensation 3.0 2.5
Minimum Tax (4.0) (4.0)
Individual Retirement Accounts 19.0 17.0
CODA 2.5 2.0
Interest Deduction 15.5 19.5
Repeal Dividend Exclusion 3.0 2.5
Business Meals 1.5 2.5
Depreciation (1.5) 1.0
Passive Investment 5.5 10.9
Capttalization 2.5 1.5
Long term contracts - -—-
CONFORMITY SUBTOTAL $ 98.5 $109.0
FEDERAL DEDUCTIBILITY 37.5 13.5
TOTAL $136.0 $142.5

@
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: FISCAL NOTE Statt (D. PDD
" REQ. BY SENATOR BRUNER SENATE FILE 2074

-3-

IRC Update

The Omnibus Reconciliation Act of 1987 conrains several provisions which will
have & direcr impact on Jowa tax receipts if [owa Code references to the
Internsl Revenue Code (IRC) sare updated to include changes made to the IRC
through 1987,

Assumptions

1. Provisions analyzed were those which had 2 significant fiscal impact
projected at the state level, or those for which sufficient information
is available upon which to base an estimate.

At this time, the data is limited but sufficient to complete projections.

Historical relationships between federal and lowa taxes provide valid
guidelines for making current projections.

State tax laws will be "coupled" with the federal changes to the extent
consistent with past practices.

To the limited degree required, the individual tax changes vere estimated
using the pertinent provisions of HF 689. Estimates provided here
reflect mid-points of ranges.

estimated net effect of coupling with these provisions is $6.0 million.

FY89 (millions)

Provisions Primarily Affecting Individuals ($ 0.25)

Provisions Affecting Business (including individual
income and inheritance taxes)

Vacstion pay reserve 1.25
Completed contract method 0.75
Installaent sales 3.75
Corporate dividends received deduction 0.50
Pension funding 1.50
Estate ESOP limitation ( 1.50)
TOTAL $ 6.0

Tax on Unrelated Business Income Earned by Non-Profit Organizations

Though it ts expected this provision will increase general fund revenues,
there is not enocugh information to provide an estimate.

AR S W ) g, Ayl SR il




Senator Bruner

UAaRY 17,

STATE OF 1OwWA
LS8 No. 76115.14

FISCAL NOTE Statf 1D. PDD
REQ. BY SENATOR BRUNER SENATE TILE 2074
_(‘—

Inclusion of State Exempt Pension Tncome in the Thceshholds

Though it is expected this provision will increase general fund revenues,
there 1s not enough information to provide an estimate.

Repeal of the Capital Cains Refund Provision

Assuming the Fedecral Government does not reinstate a capital gains deduction
effective for tax year 1988, repealing this provision effective Jan. 1, 1989,
vwill have g positive impact on the FY9l general fund in that $8.0 millioa will
not have to be refunded.

OVERALL FISCAL EFFECT

It is estimated this amendment will increase FY89 general fund revenues by
$12.5 million over FY88 general fund revenues (56.5 due to extension of H.F.
689; $6.0 aillion due to coupling with the Revenue Act of 1987). There will
be an unknown increase to the general fund due to the tax on unrelated
business income earned by nonprofit organizations and the inclusion in the
threshhold amounts of state exempt pension income.

Striking the capital gains refumd provision will save the FY9l general fund
$8.0 million in refunds.

Source: Depactment of Revenue and finance

Fiscal Director
Leg1slat/e ?ucal Bureau

Date: j/f
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HOUSE AMENCMENT TO
SENATE 2074

FIiLE

Amend Senate File 2074 as amended, passed and
reprinted oy the Senate as {0ollows:

1. 3y striking everything after the enracting
clause and inserting the fo:ilowing:

"Secticn 1. Section 422.3, subsection 5, Code
1987, is amended by striking the subsection and
inserting in lieu therecf the following:

5. "Internal Revenue Code” means the Internal
Revenue Code of 1954, prior to the date of its
redesignation as the Intetnal Revenue Code of 1986 by
the Tax Reform Act of .986, or means the Internal
Revenue Code of 1986 as amended to and including
January 1, 1988, whichever is applicabie.

Sec. 2. Section 422.4, subsections L, 4, 10, 11,
14, 17, and 18, Code Supplement 1987, are amended to
read as follows:

1. The words "taxable income" mean tne net i1ncome
as defined in section 422.7 minus the deductions
allowed by section 422.9, in the case of individuals;
in the case of esrtates or trusts, the words "taxable
income” mean the taxable inccme (without a deduction
for personal exemption) as computed for rederal income
tax purposes under the Internal Revenue Code of-1954,
but with the adjustments specified in section 422.7
plus the Iowa income tax deducted in computing sa+d
the federal taxable income and minus federal income
taxes as provided in section 422.9.

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

a. If a taxpayer has made the election provided by
section 441, subsection "f", of the Internal Revenue
Code ©f-1954, "tax year" means the annual period so
elected, varying from fifty-two to fifty-three weeks.

b. If the effective date or the applicability of a
provision of this division is expressed in terms of a
tax year beginning, including, or ending with
reference to a specified date which is the first or
last day of a month, a tax year described in paragraph
"a® of this subsection shall be treated as beginning
with the first day of the calendar month beginnirg
nearest to the first day of the tax year or as ending
with the last day of the calendar month ending neatres:
tc the last day of the tax year.

c. This subsection is effective for tax years
ending on or after December 14, 1975.

10. The wotrd "individual" means a natural person;
and where if an individual is permitted to file as a&
corporation, under the-previsrensa-cof the Internal
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Revenue Code o0€-1954, such that fictional status shetil
is not be recognized for purposes of this chapter, and
steh the individual's taxable i1ncome shall be computed
as required under the-provitaions-of the internal
Revenue Code 0f-1954 relating to individuals not
filing as a corporation, with the adjustments allowed
by this chapter.

11. The term words "head of household" shati-heave
has the same meaning as provided by the Internal
Revenue Code of-1954,

4. The term ward ."wages" shati-rnave has the same
meaning as provided by the Internal Revente Code of
1954,

17. a. "Annual :inflation facror" means-am-indexy
axpressed-as-a-percentege;-determined-dy-the
depactment-cach-year-to-refiect-the-purenasing-power
of-the-dotiar-es-n-resutc-of-rnfitacion-during-the
preceding-catendar-yearc--For-the-198%-and-3nbaeguent
caterdar-years;-“annuat-tnfiacron-factes? means an
index, expressed as a percentage, determined by the
department by Octobe:r 15 of the calenda:r vear
prececing the calendar year for whicnh the factor .s
cdetermined, te-reflect which reflects tne purchasing
power of the dollar as a result of infiation during
the fi:scal year ending in the calendar year preceding
the calendar year for which the factor 1s determ:ined.
In determining the annual inflation facto:r, the
department shall use the annual percent change, but
not less than zero percent, in the implicit price
deflator for the gross national product computied £or
the-whoie-catendar~-year-or for the second gquarter of
the caiendar years-:in-the-case-of-the-annget-snfiatron
factor-for-the-i98: -and-subsequent- carendar -yearu; by
the bureau of economic analysis of the United States
department of commerce and shalil add two-fomrtha-far
the-1988-and-subseguenc-catendar-years one-half of
that percent change to one hundred percent, Phe
ennuat-snfiation-factor-for-the-1939-cetendur-year-t9
one-hundred-two-potnt-three-percent= The annual
inflation factor and the cumulative inflation factor
shall each be expressed as a percentage rounded to the
nearest cne-tenth of one percent. The annueal
inflation factor shall not be less than one hundred
percent.

b. “Cumulative inflation factor™ means the product
of the annual inflation factor for the 3978 1988
calendar year and all annual inflation factors for
subsequent calendar years as determined pursuant to
this subsection. The cumulative inflation factor
applies to all tax years begirning on or afser January
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1 of the ca.endar year for which tne latest annual
inflation factor nas reen determined.

c. The arnuai inilation factor for the $973 :988
caiendar year 1is one hundred percent. Notwrthstandsng
cene-eomoutation-of-cha-anneat-tnflatron-factor-unages
paragrapn-tal;-the-annual -tnfiatron-faccor-for-tae
138F-eatendar-year-+3-sne-hundred-pereents

d. Notwiths:tanding the computation cf the annual
inflazion factor undet nparagranh "a" 2f-th:ia
subseccran, -he annuai inflaticn factcr is cne hundred
percent for any calendar vear in which the unovniicgaced
state general fund balance on June 30 as~cercrfrec-by
che-director-of-ravenue-and-£frnance-by-Sepremrez-i9-of
che-ftacai-year-pegtaning-tn-thet-catendar-year-23
iteaa-than-sixty-mirizon-dottars:--However;-for-the
$981~and-subsequent-catendar-yearsy-the-annua:
infiarion-factor-t3-one-hundred-percent-for-any
eatendar-year-tf-the-unobitgated-state-generar-fund
batance-on-Jume-36-of-the-catendar-year-preceding-the
caienda:‘yeaf-for—whfch—the-factor—és-dete:mined; as
cerzified by the director of revenue and firance by
Octcber 10, is iess than sixty million collars.

18--~For-purpeges-of-section-422:37-vob3ectron-57
rhe-ineernai-Revenne-Eode-0£-3954-ahatl-be-interpreted
to-itnciude-che-provisions-of-Pubs-bs-Ner-98-4<

Sec. 3. Section 422.4, subsections 19 and 20, Code
Supplement 1987, are amended to read as foliows:

19. The definition of the Internal Revenue Code of
1964 in section 422.3, subsection 5, shail be
interpreted o include provisions of the Tax Reform
Act of 1986, Pub. L. No. 99-514 which amendecd the
Internal Revenue Code of 1954, and the Revenue Act o
1987, Pub. L. No. 100-203, unless the context
otherwise requires.

20. “"Internal Revenue Code of 1986" means tne
Internal Revenue Code of 1954 as amended by the Tax
Reform Act of 1986, Pub. L. No. 99-514 and the Revenue
Act of 1987, Pub. L. No. 100-203.

Sec. 4. Section 422.4, subsections 19 and 20, Code
Supplement 1987, are amended by striking the
subsections.

Sec. 5. Section 422.5, subsection 1, Code
Cupplement 1987, is amended by str:ik:ng the
subsection.

Sec. 6. Section 422.5, subsection 1A, unnumbered
varagraph 1, Code Supplement 1987, is amended tc tead
as follows:

In-treu-obt-wubueetton-t;-a& A tax is imposed upon
every resident and nonresident of the state wnicn hax
shal!l be levied, collected, and paid annually upon and
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<ith respect to the eatire raxable inccome as defined
'n this division a. rates as follcows:

Sec. 7. Section 422.5, =ubsection 1A, paragrapn .,
supparagraph (l). Code Supplement 1987, is amenied to
read as tollows:

(1) Add items of tax preference inciuded 1in
federal alternative minimum taxable income under
section S7, except subsections {a)(l). (a)(2)., and
(a)(s5)., of the Internal Revenue Code of-+986, make the
ad justments included in federal aiternative minlimuT
raxable income undet section 56, except subsecticns
ta)y(4y., (b}(l)(C)(iiL), and (d), of the Intecrnal
pevenue Code of-1984, and igd losses as required oy
section 58 of the -nternal Revenue Code sE-3986. In
the case of an estate Or LITUST, the items of tax
preference, adjustments, and losses shall D€
apportioned between the estate Or trust and the
beneficiaries in accordance with rules presczibed by
the director.

Sec. 8. Section 422.5, subsection 2. vhnumbeced
paragraph 2, Code Supplement 1987, is amended tc read
as follows:

Sowever, [or married Dersons filing jointly oF
filing separvacely on 2 combined ret.rn, unmazried
reads of ncusehold. and surviving spousSes, references

irn this subsection and subsections 6 and 10 0 five
thousand dollars shall be interpreted to mean seven

thousand Eive hundred dollars. In addition, .f the
filing separately

married persons’. filihg jointly oOrf
sn a combined return, unmacrried head of houszzholc's,
or surviving spouse s net income exceeds sever

+housand [ive hundrec éollars, the ragu.iar tax impesed
the maximum

inder this divisior shall be the lesser of
state individual income .ax rate times the port.on of
the neot income 1n eXCESS of seven thousand five

hundred dollars or the regular tax liability compute::
withott regard to tnis sentence. Taxpayers electing

ro £1:e separately shall compute the alternet€ tax
rotal net 1xcome

de_crived in this paragraph using the

of the nusband anc wife. HOWEVED, the alternate tax
described in this paragraph Jdoes not apply if ore
spcuse ¢lects to carry back or carry forwerd the
as provided in sect:on 452.9, subsection J.

Sec. 9. Secriot %222.5, subsection 2, Code
Suppiement 1987, is amended by striking rhe s.u3eCt'ON
and inserting in lieu thereof the tollowing:

2. However, the tax shall not be imposed on a
cesident or nonresident whose net income, as defined
in section 422.7, :s seven thousand five rundzed
dnllars or less in the case of married persons £iling

less
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jointly or filing separately on a combined return,
unmarried heads of hocusenold, and survivine spoucses oOr
five thcusand dollars or less in tne case zf all other
persons; but in the event that the payment of tax
under this division wouid reduce the net income -0
less tnan seven thousand five hundred doliars or five
thousanrd dolilars as applicabie, then the tax shall be
reduced to that amount which would result in allowing
the taxpayer to retain a net income cf seven thousand
five hundred dc:lars or five thousand dollars as
applicable. The preceding sentence does not apply to
estates or trusts. For the purpose of this
subsection, the entire net income, including ary part
of the net income not allocated to Iowa, shall be
taken into account. For purposes of this subsect:ion,
net income inciudes all amounts of pensions or sther
retirement income received from any source which (s
not taxable under this division as a result of any
other state law. If the combined net income of a
husband and wife exceeds seven thousand five hundred
dollars, neither of them shall receive the benefit of
tnis subsection, and it is immaterial wnether they
file a joint return or separate returns. However, 1f
a husband and wife f1le separate returns and have a
combined net income of seven thousand five hundred
doliars or less, neither spouse shall receive the
berefit of this paragraph, if one spouse has a net
operating loss and elects to carry back or carry
forward the loss as provided in section 422.9,
subsection 3. A person who is claimed as a dependent
by another person as defined in section 422.12 shall
not receive the benefit of this subsection 1f the
person claiming the dependent has net income exceeding
seven thousand five hundred dollars or five thousand
dollars as applicable or the person claiming the
dependent and the person's spouse have combined net
income exceeding seven thousand five hundred dollars
ot five thousand dollars as applicable.

In addition, 1f the married persons', filing
jointly or filing separately on a combined return,
unmarried head of household's, or suiviving spouse's
net income exceeds seven thousand five hundred
dollars, the regular tax imposed under this divis:ion
shall be the lesser of the maximum state indiwvidual
inccme tax rate “imes the portion of the net income 1in
excess of seven :tnousand five hundred dollars cr =he
reqular tax liability computed without regard to this
sentence. Taxpayers electing to file separately shall
compute the alternate tax described in this paragraph
using the totai net income of the husband and wife.
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The alternate tax described 1n this paragraph dces not
apply 1f one spouse elects to carry back or carry
forward the loss as provided in section 422.9,
subsection 3.

Sec. 10. Section 422.5, subsection 6, Code
Supplement 1987, is amended to read as follows:

6. A person who is disabled. is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable i1nterest Iin
an individual who would have qualified {or the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, ts
sufficient to require that the tax be imposed upon it
under this section, may determine {inal raxable income
for purposes ¢f imposition of the tax Dy excluding the
amount of annuities received from the United States
civil service retirement and disability trust fund.
which are not already excluded in determining net
income, as defined 1n section 422.7, up to 2 maximum
each tax year of {ive thousand five-handred six
hundred twenty-seven Jdollars for a person who #iles a
separate state 1ncome tax return and eignt thousand
one hundred eighty-four dollars total for a husband
and wife who file a joint state income :ax 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
shail be reduced by the amount of any social securicy
benefits received. For the purpose of this section,
the amount of annuities received from the United
States civil service retirement and disability trusct
fund taxable under the Internal Revenue Code of 1954
shall be included in net income for purposes of
determining eligibility under the five thousand dollax
or less exclusion.

Sec. 11. Section 422.5, subsections 6, 7, 8, and
10, Code Supplement 1987, are amended tc read as
follows:

6. A person who is disabled, is sixty-two years of
age or older or is the surviving spouse of an
individual or survivor having an insurable interest in
an individual who would have qualitfied for the
exemption under this paragraph for this tax year and
receives one or more annuities from the United States
civil service retirement and disability trust fund,
and whose net income, as defined in section 422.7, is
sufficient to reguire that the tax be imposed upon it
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' under this section, may derermire fina. taxable income
for purpcses of impcsition 2f tae tax ny excluding the
amount cf anrnuities received from the CUnited Sta
clvll service ret.rement and disab:ilairy trust fu
which are not already exciuded 1n determining ne
income, as defined in sectiorn 422.7, up TO a maxiitum
each tax year of five thousand five-hundred six
nundred twenty-seven Jdoliars for a person wno flles &
sepatate state 1ncome tax return and eilght thousand
one hundrecd eighty-four dollars total for a husband
and wife who fiie a -O:1n- state 1nccme rax ratyrn.
However, a surviving soouge whe 1s not disablad or
3ixty-two years of age or oider can only excliuce the
amcunt of annuities rece.ved as a resu.t of :trne Zdeath
of the other spouse. The amourt of the exemptlon
shall be reduced by the amount of any sccial security
benefits received. For the purpose of this sec:izn,
the amounrt of annuities received from the United
States civil service retirement and disability trust
fund taxable uncder the Internal Revenue Code of-%554
snall be included in net income fc¢r purposes of
determining eligibility under tre seven :thousand five
hundred doliar or less or five thcusand dollar or iess
excliusion, as app-icable,

7. Upon determiration of the latest cumuiative
inflation factor, the director shall multiply each
dollar amount set forth in subsection I, paragrapns
"a" threagh-Um® and "i" of this section, and each
dollar amount specified in this section as the maximum
amount of annuities received which may be excluded In
determining firal taxable income, by this cumulative
inflation factor, shall round off tne resulting
product to the nearest one dellar, and shall
incorporate the result into the income tax forms and
rnstructions for each tax year.

8:--income-of-an-indtvidual-which-ta-excivded-from
gress-ineome-under-the-fncernai-Revence-Code-of-+554
as~a-resnie-of-the-provisiona-cf-the-Hostage-Reisef
Act-0f-19885;-94-stac--3967;-3hall-noe-pe-snecluded-aa
tncome-tn-eomputing-che-cax-imposed-by-thia-csectrons

10. 1In addition to the c:ther tax=2s imposed 2y this
section, a tax 1s 1mposed on the amourt of a lump sum
distribution for which tne taxpayer has elected under
section 402(e) of the Internal Revenue Code of-1554 to
be separately taxed for federal 1ncome tax puracets
for the tax year. The rate of tax is eqgual tc rwenty-
five percent of the separate federal tax imposec on
the amount of the lump sum distribution. A
nonresicent is liable for this tax only on that
portion of the lump sum distribution ailocable to
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Towa. The $oa. amon:t of the lump sum lshridution
subject to separace fede;al rax sneall b; included .o
net income for purpases of determining eiigioilily

under the seven thousand five nundred deollar o e

or five thousand doliar or 1235 exclusicn, as
agpplicable.

Sec. 2. Sec:tion 422.6, unnumbered naragradh 2,
Code 1987, is amended -0 read as follows:

The beneficiary of a trust who recaives an
accunulation distridution sha.l be allowed credit
wlthout interest Zor the “owa income raxes paid bty tne
trust attirioutable to aeeh zne accumu.ation
ulstrlbutlon in a manner corresponding to the
provisions Lor Ct e01L urnder the federal :nccome tax
relating to accumulation distributions as con: alﬂed :
the Internal Revenue Code @©£-3954, The trust @mazrr 1
not be entitled to a refurd of taxes paid or the
distributions. The trust shall maintain detailed
records tc verify the ccmputation of the tax.

Sec. .3. Section 422.7, unnumbered paragraph . and
subsections 2, 6, 7, 8, 9, i, 16A, 19, 21, 23, 24,
and 27, Code Supplement 1487, are amended to read as
follows:

Tre term "net inccme" means the adjustad gross
income as properly computed for federal incore tax
purposes under the Internal Revenue Code ©f-1954, with
the follewing adjustments:

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

6. Individual taxpayers and married taxpayers who
file a joint federal income tax return and wno elect
to file a joint return, separate returns, or separate
filing on a combined return for Iowa income tax
purposes, may avail themselves of the disapil 1ty
income exclusion and shall compute the amnount of the
disability inccme exciusion subject to the .imitatiorns
for joint federal income tax return filers crovided by
section 105{(d) of the Internal Revenus {ode »--1954.
The disability incoms exclusicn provided in section
105(d) of the Internal Revenue Code &f-19%4, as
amended up to and inciuding December 31, :982,
continues to apply for state income tax purposes for
tax years beginning on or aiter January 1, 19845.

7. Add to the taxapble i1income of rrusts, tnat
nortion of trust income excluded from f:deral taxavie
income under section 641(c) of the Internal Revenue
Ccde o£-1954.

8. Ma:rried taxpayers who file a ‘oint federal

t
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4 lncecme tax return and who elect to file separa.e
2 1eturns or separate f£i1°1rg on a combined retu.n
3 Towa income tax purposes, may avail themse.ves O
d expensing of busiress assets and ceopital loss
Sprovisions of sections 179.a) ancé .2il!(b) respectively
b of tne Inteinal Revenue Cocde of~t354 and z%all .~aguie
7 the amount of expensing of business assets and capiltal
8 loss subject Lo rhe lim:tatioas for joirt federa:

% income tax return file-s provided by sect.ens 179(b)
19 and 1211(b) respectiveiy of the Interna’ Revenue Code
1l of-1954.

12 9. Subtract the amourt cf the jobs tax ciedit

13 2llowable for the tax year under secrizn 51 c©f tne

1 Internal Revenue Coce @£-:9%4 to the exten:t thal the
15 rredit irncreased federal adiusted gross income.
16 1l. Subtract the amsunt of the alconcl fuel credit
17 allowable for the rax year under sectior 40 of the

18 Internal Revenue Code ©f-13954 to the exten: that the
1% credit ircreased federa! acjusted gross inaconme.

20 16A. Notwitastanciag-any-other-provrsson;-2as Sid
21 the amounts deductecd and subtract the amour-s :incl.ded

22 as income as a result of ine treaiment provided sale-
23 leaseback ayreemen:s unce: section 188(f)(8) ~¢ rthe

24 Internal Revenue Cocde of-1954 for preperiy pieced ir

25 service by tre tra-sferee prior to Januacry i, 1386, to .

26 the 2xztent tnat the amounts deducted and the amounts .
2T included in i1nccome are not otrerwise deductible or

28 incluced in i1ncome under the Internal Revenut Code =t

2% 1354 as amended to and including Decenber 31, 1985.

30 gntizlement to depreciation on any property inciudes

31 1n a sale-leasedback agreement which is piaced :in

fort
£ the

32 service by the transferee prior to January i, 198%,
-3 shail be determined unde:r the Internal Reven.e Code of
1985,

34 1954 as anended to and including December 31,
35 excluding saction 168(f)(8) in making tre

36 determination.

37 19. Married taxpayers, who file a joint federal

358 income tax return and who eiect to fi.e separate

3" returns or who elect separate filirg on a ceobined

‘0 retyrn for state income tax purposec, shall include i
net .ncome any social security bener ts or-trer-t
rariroad-retirement-benefieys received Lo t..¢ same
extent as those benefifs are taxable c¢n the taxvaver'
joirnt federal return for that year under secticn 86 of
the Internal Revenue Coce of-3954. The benefi:s
.ncluded in net income must be allocated Letween the
spoiuses in the ratio of the social security venefits
or-trec-t-rartroad-retiremmnt-benalista rece.ved by
€ach spouse to the total of these benefits rece:red uy

both spouses. .
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i 1 21 Add the four percent <I 1@ D&SiC Saiety o0 2
g2 judge, wno i3 A member of =re cudicial retivement
system estap.ished¢ n chavter 502, arric.e 5, whiooh s

P}

exempr from feders: incoma wax under tre interna’
Fevenue Code of-1954.

23. Add the amount of
develosnment costs ophionsl
or i1ncutred as cdescrided 1
internal Revenue Code »6-:G54., This amcunt may be
recovered cnrough cost depleticn or deprecisticn, &s
Appropriate under rules prescriped by the diractor.

24. Add tne percentage deplietich amount deterrined
Wwith respect to an oil, gas, cr geotnerma. wel. as
described in secticn 57(a)(.; cf the In-arnal Revenue
Code ©£-1954.

27. Add interest and dividends from reguliatesd
investment companies exempt f:om federal 1ncome tax

1ntangible d4rilling and

y educted in the year ce.d
gsecticn 37(ari2) of the

5
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-8 under the Tnternal Revenue Code &% 1986 and sub:tract
13 rhe loss on the sale or excnange of & share of a

20 reguiated investment company held for six months or
21 1ess to ithe extent tne loss was disallcwed under

22 section 852(b}{3)(B) 0of the Internal Revenue Cod= of
23 1986.

24 Sec. l4. Section 422.7, subseciion 15, Code

25 Supplement 1387, is amended by striking the subsect:on
; 6 and inserting in lieu thereof the following:

7 15. Notwithstanding the method for computina the
28 amount of travel expenses that may be deducced under
¢9 section 162(h) of the Interral Revenue Cod2, for ta:

30 years beginning on or afte: January 1, 1987, a member
31 of the gereral assembly whcese place »f residencea
22 within the legislative disntrict is greater than fifty

33 miles frcm the capitoi buiiding of the state mav
34.- deduct the total amount per day determired under
35 section 182(h)(1}1BY of the Internal Revenue Cois and
36 a member of the general assembly whcose place ot
37 residence within the legislative disctrict is fifty or
38 fewer miies from the canitol building of the state may
39 deduc: fifty dolizars per day. This subsection dJdoes
4C not apply to a member of the general assembly who
41 elects to itemize for state tax purposes the member's
42 trave. expenses.

43 Sec. 15. Sectior :22.7, subsections Z, 10, 12z, ~3.
44 14, 16, 17, 20, 22, and 26, Code Supplenment 1987, are
45 amended by striking the subsections.

46 Sec. 16. Sectilor. 422.8, subsections 2 and 4, Code
347 1687, are amended to read as follows:

4 2. Nonresident's net inccom2 ailocated to Iowa 1S
s3 tih2 ret ircome, or portion thereof, whicn (s derivy!

he
30 frew a business, trage, professzion, or occugition
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carried on within this stare o7 income frem any

property, trust, estate, cf ~ther source with.n Iowa. .
if eny a business, rcade, profession, Ct mccupation 1is
carried on partly wizhir and parzly withont the state,
only the porticn nf the fet 1acome which .s fairly »nd
equitably attributabie to that part of the business:,
trade, profession, Cr occupation carried on wirhin the
state is ailocated to iowa f.or purposes of sect.ion

9 422.5, subsection 1, paragrary uau 9" and sectiorn

10 422.:3 and income from any propertyy rrust, estate, OF
11 othe: source partly within and partly without the

12 state is allocaeted o Towa in tne same manner, ~xcebDw
13 rhat annulties, interest on baak deposits and

14 interest-bearing obligaticens, nd dividends are

15 allocated to Iowa only to :the excent toO wnich thev are
16 derived from a business, trade, profession, ot

.7 occupation carried on Witnin tne state. oweser,

18 income received by an individual wad 1s 4 resident of
‘g another state is nnt allccated to Iowa if the income
20 is subject to an incume tax imposed by the state wneze
21 the individual resides, and :f the state of res:dence
25 allows a similar exciusicn for .ncome received in that
23 state oy residents of Iowa. Tn order to imp.ement the
24 exclusicas, the director shall designate by rule the
2% states which allow & simiiar exclusion for 1income

26 received by residents of Iowa, and may enter into

27 agreements with other states t9 prcvide that simiiar .
28 exclusions will be ailowed. ard to provide suitable

29 withholding requirements in each state.

30 4. The amcunt of minimum tax paid to anotner state
31 or foreign coyntry by a -esidenz rtaxpaver of this

32 state irom prelference item: der ived from scurces

33 outside of Iowa srali De 1ilowed as a credit &gainst
34 the tax computed under t2is div:sion except that the
35 credit shall not exceed what the amount of state

36 alternative minimum tax woulc have been on the same

37 preference items which were +.ved py the other 3tate
38 »r foreign country. The limitat.on oFf this credic

39 shall be computed acrording <O i@ foilewing formula:
49 The -cotal of pref=rence L1LEDS earned outside of Iowe
41 and ::2xed by another State Of forelon countty shall pe

[o s B JURV | T~ S OV I N R S

1. dividad by the total of preferznus ttemz - £ the

43 resident taxpayer of Jowa. in computing tnis

14 g ctient, those ltems exciudable under section 422.5,
1% e,bsection 1, paragraph “o® "k”, subpavagraph )

5 znall not be used Ip comput ing tne preflezrence -Leéml.

7 T:is quotient multipl.ed simes tre & stare

8 aiternative minimum Jas as Cete;mined in £ -IC0:CR

3 322.5, subseccion 1, paragraph ‘e® kT oo .n® rotal ~°
¢ preferance items as if entiv oty =rined 1n I-A shalil
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be the maximum tax credit against the Icwa alternative
minimum tax. However, the maximum tax credit will not
be allowed to the extent that the mirimum tax imposed
by the other state or foreign country is less than the
maximum tax credit computed above.

Sec. 17. Section 422.9, subsection 1, Code
Supplement 1987, is amended by striking the subsection
and inserting in lieu thereof the foliowing:

1. An optional standard deduction. after deduction
of federal income tax, equal to one thouzand two
hundred thirty decllars for a married person who files
separately or a single person or equal to three
thousand thirty dollars for a husband and wife who
file a joint return, a surviving spcuse, Or an
unmacried head of household. The optional standard
deduction shall not exceed the amount remainiag after
deduction of the federal income tax.

Sec. 18. Section 422.9, subsection 2, unnumberved
patagraph 1, Code Supplement 1987, is amenrdec to tead
as follows:

The total of contributions, interest, taxes,
medicai expense, nonbusiness losses, ard miscellaneous
expensess and moving expenses; deductible for federal
income tax purposes under the Internal Revenue Code of

+954, with the foilowing adjustments:

Sec. 19. Section 422.9, subsection 2, paragraph <. {
Code Supplement 1987, is amended by stiriking the i
paragraph.

Sec. 20. Section 422.9, subsectioa 3, unnumbered 1

paragraph 1 and paragraph ¢, Code Supplement 1987, are
amended to read as follows:

If, after applving all of the adjustments provided
for in section 422.7, the allocation gprovisions c¢f
section ¢22.8, and the deductions allowable in this
section subject to the modifications provided in
section 172(d) of the Internal Revenue (ode of-:954,
the taxable income results in a net operating loss,
the net operating loss shall be deducted as follows:

c. Tf +he election under sect:ion 172ib)}{3)(C: of
=h> Internal Revenue Code o€-7954 is mace, tha lowz
net operating loss shall be carried {orward fiiteen
taxable years.

Sec. 21. Section 422.9, subsectioa 6, IT3.le¢
Supplement 1987, including four paragrapis, 1S amended
by striking the subsection.

Sec. 22. Section 422.:0, unnumberad paragrapn :,
Code Supplement 1987, i» amended to read as follows:

The taxes imposed under this divisicn shall be
reducad by a state tax credit for increasiug rese3rch
activities in this state., Ffor individuals. the credit :

.l
L N

o~
-

i

I o~

-

L - . R, A % . S Lm
- - - [ . : - L ML . C o
L R A oy Arillia B s - ,,‘:ﬂ,“-d‘;t\- R, wfpe e

ke
e




| ol ol

anatr-equat equals six anc one-half percent of thne
state's apportionred share =-f the gquairifying
experncitures for increasing research activities. Tne
state's apportiored snare of the guelilying
expenditures for irncreasing research activ:ties s a
percent egual to the razio of quailfied research
expenditures in this state o total gualif:ed reseazch
expenditures. For purposes 2f this secticn, an
individual may claim a research credit for auaiifying
research expenditures incurred dy a vartnershio,
subchapter S corpcraticn, and estate or trust electing
to have the income taxed directly to the individual.
The amount claimed by the individual shall be based
upon the pro rata share of the individual's earnings
of a partnership, subchapter S corporation, ©r estate
or trust. For purposes of this section, "quailfying
expenditures for increasing research activities" means
the qualifying expenditures as defined for :she federal
credit fcr increasing research activities which would
be allowable under secrion 36 41 of the Internal
Revenue Code of-i%5d47-1n-effect-on-ganuary-1;-+985;-¢¢
whreh-wouid-be-piiowabie-under-section-4:-0f-the
Internai:-Revenue-cuder-o0£-1986,

Sec. 23. Section 422.!2, subsection L, paragraph
¢, Code Supplemen:t 1987, is amended to read as
follows:

¢. For each dependent, an additional ten dollars.
As used in this section, the term "dependent” shat?
have has the same meaning as provided by the Internal
Revenue Code ©f-1954,.

Sec. 24. Section 422.12, subsection 2, unnumbered
paragraph 1, Code Supplement 1987, is amended to read
as follows:

A child and dependent care credit equal to forty-
five percent of the federal child and dependent care
credit provided in section 21 of the Internal Revenue
Code of-1954.

Sec. 25. Section 422.13, subsection 1, paragraph
a, Code Supplement 1987, is amended to read as
follows:

a. The individuai is required to file a federal
income tax return under the Internal Revenue Code =f
1954,

Sec. 26. Section 422.16, subsection 1, unnumbered
paragraph 1, Code Supplement 1987, is amended to read
as follows:

Every withholding agent and every empioyver as
defined in this chapter and further defined in the
Internal Revenue Code o£-1954, with respect to inccme
tax collected at source, making payment of wages to a
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nonresident emplovee working in Iowa. or to a resident
employee, shall deduct and withhold from the wages an
amount which will approximate the employee's annual
tax liability on a calendar yeat basis. calculated on
the basis of tables to be prepered by the department
and schedules or percentage rates, based on the wages,
ro be prescribed by the department. Every employee or
other person shall declare to the employer OrL
withholding agent the number of the employee’'s OT
other person’'s perscnal exemptions and dependency
exemptions or credits to be used in applying the
tables and schedules or percentage rates. However, no
greater number of personal or dependency exemptions ot
credits may be declared by the employee of othert
person than the number to which the employee Or other
person is entitled except as allowed under section
3402{m){1) of the Internal Revenue Code 0f-+354, The
claiming of exemptions Of credits in excess aof
entitlement is a serious misdemeanot .

Sec. 27. Section 422.16, subseccion 11, paragraphs
a and d, Code Supplement 1987, are amencded to read as
follows: .

a. Every person or married coupie filing a return
shall make estimated tax payments if the person's Ot

, couple's Iowa income tax attributable to income other

than wages subject to withholding can reasonably be
expected to amount to fifty dollars or more for the
raxable year, except that, in the cases of farmers anc
fiahers fishermen, the exceptions provided in the
Internal Revenue Code 6£-%954 with respect to mak ing
estimated payments apply. The estimated tax shall be
paid in quarterly instailments. The first instailment
shall be paid on or before the iast day of the fourth
month of the taxpayer's tax year for which the
estimated payments apply. The other installments
shall be paid on or before June 30, September 30, and
January 31. However, at the election of the person Ot
macried couple, any installment of the estimated tax
may be paid prior to the date prescribed for its
payment. If a person or married couple filing a
return has reason to believe that the person's OI
couple’'s Iowa income tax may increase or decrease,
either for purposes of meeting the reqguirement toO make
estimated tax payments or for the purpose of
increasing or decreasing estimated tax payments, the
person or married couple shall increase or decrease
any subsequent estimated tax payments accordingly.
d. Any amount of estimated tax paid is a credit
against the amount of tax found payable on a final,
completed return, as provided in subsection 9,
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re:ating tc the credit for
the tax fcund pavable <o a
correctly prepared under sec S 422.5 througn
422.25, and any overpayment <f one deolliar or ncre
shall be refunced to -ne naxpayer and the return
constitutes a claim for refund for this purpose.
Amounts less than one dullar shall not be refunded.
The me=znod provided by the Internal Revenue Code =€
1954 for determining what 1S applicabie to thre
addition o tax for underpavmen: cf tne rax payab.e
applies to perscns required t¢ make payments of
estimated tax under this section except the amcun: =
be added to the tax for undezpayment of estimated ta
is an amount determined at tne rate in effect under
section 421.,7., This adcéition to tax gpecified for
underpayment of -he tax payable is not subrect %o
waiver provisicns reiating to reasonablie cause, except
as provided in the Irnternal Revenue CoCe of-:954,
cnderpayment of estimated tax shal: pe determinecd :in
the same manner as provided under the Internal Revenue
Code o#-1954 and the exceptions in the Internal
Revenue Code 0f£-1954 alsc apoly.

Sec. 28. Sectior §22.20, subsection 2, Ccde
Supp.ement 1387, 13 amended ts read as follows:

2. It 3mat:z-be is uniawful for any an officer,
employee, or agent, or former officer, employee, or
agent of the state <o disclose to any person, except
as author:i:zed in subsection I of this section, any
federal tax return or reczurn information as defined in
section 6103(b) of the Internal Revenue Code of-1554.
It shati-f=reher-be is unlawful for any a person to
whom any federal tax return or return information, as
defined in section 6i03(b) of the Internal! Revenue
Code o£-1954, 1s disciosed in a manner unauthorized by
subsection 1 of this section to thereafter print or
publish in any manner nor provided by law any such
return or return information. Any A person ceommitting
an-offense-against-the-foregotng violating this
provision shati-be is guilty of a serious misdemeanor.

Sec. 2%, Section 422.21, unnumbered paragraphs 4,
5, and 6, Code Supplement 1987, are amended to read as
follows:

The director shall determine for the 1979 1989 and
each subsequent calendar years year the annual and
cumulative inflation factors for these ecach calencar
years year to pe applied to tax years beginning ¢on or
after January ! of that calendar year. The director
shall ccmpute the new dollar amounts as specified
theretn to be adjusted in section 422.5 by the lates:
cumulative inflation factor and round off the result

tne tax witnneld againstk
return proveriy anc

T

>
b4
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ro the nearest one dollar. The annual anc cumuiat.ve
inflation faczors determined by the directcr arve not
ruies as defined in sectiecn 17A.2, subsection 7.

The deparctmert shall provide on income tax forms or
in the lnstruction bookiets in a manner that w:ill be
noticeable to the taxpavers a statemen:t sz-the-axtents
that, even thcugn tne taspayer may not ~ave any
federal or state income tax liability, the taxpayer
may be eligible £or the federal earned income tax
credit. The statement cthall also conrtain nnzice of
where the taxpayer may check on the taxpayer's
eligibility for this credit,

Phe-deparcment-chatt-prepare-and-make-avazante-a
apecrut-return-for-frirng-a-tax-refand-cltarm-resurerng
frem-the-net-capicur-garn-deduction-auenorrzac-+=
sectron-422:97;-3ubsectron-6---Phe-speerat-re<urng
snuti-be-destqned-so-tnac-che-deparement-witi-be-ente
ro-ecompiie-data-ehat-tdentifiea-enp~-source-and-type-of
the-capreat-garns-and-io3ses-and-the-geograshica:
locazron-cf-the-transacetena-tnvoiving-sne-captnut
gatruy-unc-teases--8y-Faruary-157;-19897-the-depurcment
shati-make-avariapie-to-ethe-generat-guzenpiy-tne-data
compried-Srem-the-apecrat-returna-£fited-dersng-the
previous-estencar-years

Sec. 39. Section 422.25, subsection 1, unnumbered
paragraph 1, Code 1987, is amended to read as follows:

Within three years after the return is filed or
within three years after the return became due,
including any extensions of time for filing, whichever
time 1is the later, the department shall examine 1t and
determine the correct amount of tax, and the amount
determined by the department is the tax. However, if
the taxpayer omits from income an amount which wiil,
under the Internal Revenue Code of-1954, extend tne
statute of limitations for assessment of federal tax
to six years under the federal law, the period for
examination and determination 1s six years. In
addition to the applicable period of limitation for
examination and determination, the department may make
an examination and determination at any time within
six months from the date of receipt by the department
of written notice from the taxpayer of the final
disposition of any matter between the taxzpayer and the
internal revenue service with respect to the
patrticuiar tax year. In order to begin the running of
the stx-moenths! six-month period, the notice shall be
in writing 1n any form sufficient to inform the
department of the final disposition with trespect to
that year, and a copy of the federal document showing
the final disposition or final federal! adjustments

D
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shall be attached to the notice.
Sec. 31. Section 422.32, subsection L, Code
Supplement 1987, is amenced ro read as follows:

1. The word "corporation” includes joint stock
companies, and assoc.ations organized for pecuniary
profit, except-}tmfted-pa:tnerships—organized-under
chapter-545 and publicly -raded partnerships taxed as
corporations under the interral Revenue Code.

Sec. 32. Section 422.32, supsection 11, Code
Supplement 1987, 1is amended to read as follows:

11. "Internal Revenue Code™ means the Internal
Revenue Code of 1954, prior to the date of 1its
redesignaticn as the Internal Revenue Code of 1986 by
the Tax Reform Act of 1986, or means the Interrnal
Revenue Code of 1986 as amended to and including
January 1, 1983 1988, whichever is applicable.

Sec. 33. Section 422.32. subsection 11, Code
Supplement 1987, 1s amended by striking the
subsection.

Sec. 14. Section 422.33, Code Supplement 1987, 1s
amended by adding the following new subsection:

NEW SUBSECTION. 1A. There :s imposed upon each
corporation exempt from tne general business tax on
corporations by section 422.34, subsections 2 through
6§, a tax at the rates in subsection 1 upon the state's
apporticned share computed in accordance with
subsections 2 and 3 of the unrelated businress income
computed in accordance with the Internal Revenue Code
and with the adjustments set forth in section 422.35.

Sec. 35. Section 422.72, subsection 2, Code
Supplement 1987, is amended to read as follows:

> Federal tax returns, copies of returns, and
return information as defined in section 6103(b) of
the Internal Revenue Code of-1954, whicn are required
to be filed with the department for the enforcement of
the income tax laws of this state, shall be deemed-and
neid as confidential by the department and subject to
the disclosure limitations in subsection 1 ef-thrs
amsctron.

Sec. 36. Section 450.1, unnumbered paragrapn 2,
Code 1987, is amended to read as follows:

For purposes of this chapter, unless the context
otherwise requires, "personal representative” meaas an
executor, administrator, or trustee as each 1is defined
in section 633.3 and "Internal Revenue Code" means the
same as defined in section 422.3.

Sec. 37. Section 450.3, subsections 2 and 7, Code
1987, are amended to read as follows:

2. By deed, grant, sale, g1ft or transfer made
within three years of the death of the grantor or
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donor, which 1< not a bene f:de sale for an adeguare
ard full consideraticrn in moaey or money’s wortn and
which is in exc=ss c¢f the anncal gifi tax exclusion
allcwable for each donee urnder section 2303,
subsecticrs b anéd e of the Internal Revenue Code of
r954-aa-detined-tn-seceton-422-3, If buoh spouses
consent, a glft mace by cne spouse to a perscn

no: the other spouse 13 considered, for

of this subsection, as made one nalf by

under the same terms and ccnditiors provided for in
secticn 2513 of the Internal Revenue {cde “€-1954-a3
defrned-ru-sectren-422:3.

7. Which qualifies ss a gqualif:ed terminaple
interest property as defined in secrion 20356{b){(7}(3)
of the Internal Revenue Code mf-1954-as-defimed-n
weeston-422+3, shail, iL an election 1s made, be
treated and considered as passing in fee, or 1ts
equivaient, tc the surviving spouse in =he estate of
the denor-grantor. Property on which the electizn 13
made shall be included in the gross estate of the
surviving spouse anrd sha:l oe deemed to have passed in
fee from the surviving spouse to the persons
succeeding to the remainder 1nterest, unless the
property was soid, distributed, or otherwise disposed
of prior to the death of tne surviving spouse. A
sale, disposition, or disposal of the property prior
to the death of the surviving spouse shall void tne
election, and shall subject the property disposed of,
less amounts received or retained by the surviving
spouse, to taz in the donor-grantor's estacte in the
same manner as if the tax had been deferred .nder
sectinons 450.44 through 450.49.

Sec. 38. Section 450.37, subsection 1, paragraph
b, Code 1987, is amendecd to read as follows:

b. The alternate value of the property, 1{ the
personal representative so elects, that has peen
established for federal estate tax purposes under
section 2032 of the Internal Revenue Code of-195d4-aw
defined-itn-sectiorn-422<-3. The election shall be
exercised on the return by the personal reprecentative
or other person signing the return, within the time
prescribed by law for filing the return or before the
expiration of any extension <f time granted for filing
the return.

Sec. 39. Section 450A.1, subsection 5, Code
Supplement 1987, is amended o read as fcllows:

5. "Internal Revenue Code" means the same as tLhe
term is defined in section 42253 422.32.

Sec. 40. Section 450B.1, Code 19387, is amended to
read as follows:
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4508.1 DEFINITIONS.
As used in tnis chapter, uniess the context

otherwise requires:

1. “Internar Revenue Code @&-1954" meansc tne same
as defined in section 422.3.
2. "Taxpayer"” means a guaiified heir tiable for

the inheritance tax imposed under chapter 450 on
qualified real property.

3. "Qualified real property”, "qualified use”,
vcessation of qualified use”, and "qualified nheir”
mean the same as defined in section 2032Aa of the
internal Revenue Code of-1954.

4. For purposes of subsection 1, the Internal
Revenue Code of-1954 shall be interpreted to include
the provisions of Pub. L. No. 98-4.

Sec. 41. Section 450B.2, code 1987, is amended toO

tread as follows:

450B.2 ALTERNATC ELECTION OF VALUE rOR QUALTTIED
USE.

Notwithstanding section 450.37, the value of
qualified real property fcr the purpose of tne tax
imposed under chapter 450 may, &t the election of the
taxpaver, bte its balue for the use under which it
qualifies as prescrxbed by secticn 2032a ¢f thne
Internal Revenue Code of-1954. A caxpayer may make an
election under this secticn only if ail of the
following conditions are mer:

1. An election for federal estate tax purpcses was
made with regard to the qualified real property under
section 2032A of the Internal Revenue Code of-%954.

2. All persons who signed the agreement referced
ro in section 2032A(d)(2) of the [nternal Revenue Code
0f-1954 make -he election under rhis section and sign
an agreement with tne department of revenue and
finance consenting to the application of section
4508.3 with respect to the qualified real property.

3. The total decrease 1in tne value of the
qualified real property as 4 result of the election
under this section does not exceed the dollar
limitation specified in section 20328(2){2) of the
Internal Revenue Code o£-~1954.

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

The definitions and special rules specified in
section 2032a(e) of the Internal Revenue Code of-19854

shall apply with respect to qualified real property
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for which an election was made under chis section
except that rules shall be prescribed by the director
of revenue and finance in li<u of the regulations
promulgated by the secretary of treasury-
The director shall prescrine regulations setting
‘nis chapter in the case€ of

forth the application of
an interest in a partnerzhip, corporation, or trust
which, with respect to the decedent, is an interest in
a closely held business within the meaoning of section
6166(b){1) of the Interna: Revenue Code of-1354. Sucn
requlations shall conform as nearly as possible with
the regulations promulqated by the nited States

to such interests.

secretary of treasury in respect
Sec. 42. Secticn 450B.3, code 1987, is amend=2d to

read as follows:
4508.3 _ADDITIONAL INAERITANCE TAX APELICABLE.
r an

There is imposed upon the qualified heir
additional inheritance tax if, within ten years after
the decedent's death and before the death of the
qualified heir, the qualified heir dispcses cf, other
than to a member of the family, any :nterest in
qualified real propecty £nr which an election unist
section 450B.2 was made or ceases to Jse for the
qualified use the gqualified real properiy f£or which an
election under section 450B.1 was made as prescribed
in section 2032A{c} <f the Internal Ro:venue Code nt
$1954. The additiona: inheritance tax shall he the
amount computed undev seccinn 450B.5 and shall be d:e
<5z montns after the date of tne dispos’t.on Of
cessarion of qualified use referred to iu this
secticn. The amount of tie sdditiona: inberitance tax
chall cccrue interest -t the rate Of ten pe:-ent per
year froi nine months after the decadent's SEINE + I oo
the due date of the tax. tne tax shall be paid to the
department of revenue and finance anc shall oe
deposited into the general fund of the state. Tixes
not paid within the trime prescribed ina this secuion
shall Adraw interest at the rate of ten peccenl ped
annum vntil paid. There shall not be an additi nal
inheritance tax if the dispositicn o cessacion occur
ten years or more after the decédent's decth.

Sec. 43. Section 451.1. subsection &, Code
is amended to read a» follows:

8. *“Internal Revenue Code of-1954"
as defined in section 422.3. :

Sec. 44. Section 451.2, unnumbered paragraph 1,
Code 1987, is amended to read as follows:

An amount equal to the federal estate tax credit
for siate death taxes as allowed in
Revenue Code of-1954 is hereby imposed upon

1987,

means tice same

the Internal
Svery

-




SENATE

i |
L

FEBRUARY 16, 1988

© 5-5070

D0~ S s Ll Do

Page 21

transfer of the net estate of every decedent, being a
resident of, or owning property in this stater-as
herein-previded.

Sec. 45. Secticn 451.3, Code 1987, is amended to
read as follows:

451.3 GROSS AND NET ESTATE.

The gross estate shall be the same as finally
determined for federal estate tax and the net estate
shall be the gross estate less deductions as permitted
by federal law, in arriving at the net taxable federal
estate, all determined as provided in the Internal
Revenue Code eof-1954.

Sec. 46. 1987 Iowa Acts, Second Extracordinary
Session, chapter 1, section 13, is amended to read as
follows:

SEC. 13. Section 422.4, subsection 17, section
422.5, subsection 7, section 422.7, subsections 10,
12, 14, 5+ 22, and 26, section 422.9, subsection 2,
paragraph "e", and section 422.21, unnumbered
paragraph 4, dc not apply.

Sec. 47. 1987 Icwa Acts, Second Extraordinary
Session, chapter 1, section 16, is amended to read as
follows: _

SEC. 16. Sections 1 through 10, 13, and 14 of this
Act are retroactive to January 1, 1987 for tax years
beginning in-the-1987-ecatendar—-year-enty on or after
that date, ' _

Sec. 48. 1987 Iowa Acts, Second Extraordinary
Session, chapter 1, sections 13 and 14, are repealed.

Sec. 49. PFor purposes of tax years beginning in
the 1988 calendar year, references in section 422.9,
subsection 6, unnumbered paragraph 4 and section
422.21, unnumbered paragraph 6, tc the year 1887,
1988, or 1989, shall mean the year 1988, 1989, or
1990, respectively.

Sec. 50. The Code editor shall renumber sections
422.5, subsection 1A, as section 422.5, subsection 1.
References in the Iowa Code to section 422.5,
subsection 1, shall mean section 422.5, subsection 1A,
as renumbered. The Code editor may renumber other
subsections as a result of this Act.

Sec. 51, Sections 3, 8, 10, 14, 31, 32, 46, and 47
of this Act are retroactive to Januarv 1, 1987, for
tax years beginning on or after that date.

Sec. 52. Sections 1, 2, 4, 5, 6, 7, 9, 11, 12, 13,
15 through 20, 22 through 28, 30, 33, 34, 35. 48, and
50 of this Act are retroactive to January 1, 1988, for
tax years beginning on or after that date.

Sec. 53. Sections 21 and 2% of this Act are
effective January 1, 1989, for tax years beginning on

B
h
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vE Sec. 57. Tris Act, be:ng deamed oI imnediata
-7 1mportance. takes effect upon enactment.”
18 2. Title page, iine 5, by Irn erting aftcer tne
w9 wo:d 'app;-rabllity," the feliowliag: "taxzing
20 unrelated business income cf c&iteln aonprafit
2- orcanlzah*or:, repeciing cazital gains refund
Z2 provisions, Striking OpSOisTE Drov.siNMs
5-5070
Filed February 15, 1988 n RECETVED TROM THL #TJSE

s - R RS . T
. LS PR 4 et S AP, K-SR Dy el e
A e
NP
.3 .

i, passed, and

3 througa 5.

= A
- > -
z. ?age 2., -ine ng the words and

figure "Sections 21 and” ting the fo.iCwincC:
ection”.
3. Page Ii, -ine 49, by Strixing the word "are”
and insertiag the following: "is™.
: 4 Page 22, iines 21 anéd 22, by striking tne
i1 words “repealing capital gains 'etund pfOVL:lO”S, .

5-5122

Filed Fcbruary 22, 1988 BY EMIL J. HUSAK

{fgfj;f-iﬁ;.; PR RICHARD F. DRAKL
. BERL E. PRIEBE

CALVIN O. HULTMAN

; JACK XNYSTRCM
LEONARD L. 3CSWELL

EUGENE S. FRAISE
JOHN E. SOORHOLTZ




JPE—
SENATE AMENCMENT TO HCUSE AMENDMENT TO SENATE FILE 2074
H=9147
1 Amend the House amendment, $S-5070, to Senate File
7 2074, as amended, passed, and reprinted by the Senate,
as follows:

1. Page 12, by striking lines 43 through 45.

2. ©Page 21, line 49, by striking the words and
figure "Sections 21 and" and inserting the following:
"Section".

3. Page 21, line 49, by striking the word "are
and inserting the foilowing: "is"

L]
o .

4. Page 22, lines 21 and 22, by striking the
words "repealing capital gains refund provislons,
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WAYS AND MEANS Eruner. Char; Drake and Murpny

Passed Senate, Date

Vote: Ayes Nays

Approved

S8 L0335
lAays » /77mwa/S

_'_/t’/'.‘T-L,J
1, . ,
) 4/
SENATE FILE X 0 7 %
BY (PROPOSED COMMITTEE ON

WAYS AND MEANS BILL)

Date
Nays

Passed House,
Vote: Ayes

A BILL FOR

An Act relating to the extension of the applicability of House
File 689, enacted during the Second Extraordinary Session of
the Seventy-second General Assembly during 1987, updating
references to the Internal Revenue Code, providing for
retroactive applicability, and providing an effective date.

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

TLSB 7611SC 72
mg/sc/14
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Section 1., Section 422.4, subsections 19 and 20, Code .
Supplement 1987, are amended to read as follows:

19, The definition of the Internal Revenue Code of 1954 in
section 422,3, subsection 5, shall be interpreted to include
provisions of the Tax Reform Act of 1986, Pub. L. No. 95-514
which amended the Internal Revenue Code of 1954, and the
Revenue Act of 1887, Pub. L. No. 100-203, unless the context
otherwise requires,

20. "Internal Revenue Code of 1986" means the Internal
Revenue Code of 1954 as amended by the Tax Reform Act of 1986,
Pub. L. No. 99-514 and the Revenue Act of 1987, Pub. L. No.

100-203.

Sec. 2. 1987 Iowa Acts, Second Extracordinary Session,
chapter 1, section 16, is”’amended to read as follows:

SEC. 16. Sections 1 through 10, 13, and 14 of this Act are
retroactive to January 1, 1987 for tax years beginning in-the
1987-catendar-year-enty on or after that date.

Sec. 3. For purposes of tax years beginning in the 1988 .
calendar year, references in section 422.9, subsection 6,
unnumbered paragraph 4 and section 422.21, unnumbered
paragraph 6, to the year 1987, 1988, or 1989, shall mean the
year 1988, 1989, or 1990, respectively.

Sec. 4. Sections 1 and 2 of this Act are retrcactive to
January 1, 1988, for tax years beginning on or after that
date,.

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

takes effect upon enactment.
EXPLANATION

The bill makes permanent and updates to later federal
changes those provisions of H.F. 689 enacted during the Second
Extracrdinary Session that conform state individual income tax
to the new federal tax provisions; reduce the tax schedule
from thirteen brackets to nine brackets, the lowest rate from
.5 percent to .4 percent, and the highest rate from 13 percent
to 9.98 percent; increase the standard deduction for all .

-1-
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filers by $30 and eliminate the 15 percent, of net income
after federal tax deduction, limit on the standard deduction:
increase from $5,000 to $7,500 the amount of net income below
which no tax is owing for all filers except single persons and
provide a phase-in of the regular tax for those who have net
income over $7,500; clarify the taxation of interest and
dividends from regulated investment companies exempt from
federal tax and the loss from the sale or exchange ¢of shares
of such companies; provide for taxpayers to receive the
benefit of the repealed 60 percent capital gains deduction by
allowing for the filing of refund claims by taxpayers based
upon the difference in the amount of tax paid determined
without the capital gains deduction and the amount that would
have been paid if the deduction, not to exceed $10,500, was
allowed; and limit the total amount of refund claims paid for
the capital gains deduction to $8,000,000 with each claim
receiving a pro rata amount if the total claims exceed that
amount. The bill is effective upon enactment and applies to
the tax years beginning on or after January 1, 1988.
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SENATE PILE 2071

AN ACT

RELATING TO THE EXTENSION OF THE APPLICABILITY OP HOUSE PILE
689, EYACTED DURING THE SECOND EXTRAGRDINARY SESSION OF
THE SEVENTY-SECOND GENERAL ASSEMBLY DURING 1987, UPDATING
REPERENCES TO THE INTERNAL REVENUE CODE, PROVIDIMG FOR
RETROACTIVE APPLICABILITY, TAXIWG UNRELATED BUSIMESS INCOME
OF CERTAIN HONPROFIT QRGANIZATIONS, STRIKING ORSQLETE PRO-
VISIONS, AND PROVIDING AN EPPECTIVE DATE.

8E IT ENACTED BY THE GENERAL ASSEMBLY OF T¥WE STATE OF IOWA:

fection 1. Sectlon 422.), subsection 5, Code 1987, i3
ananded by striking the subaectlion and inserting in lieu
thereof the following:

$. “Internal Revenus Codo” means the Intarnal Revenue Code
of 1954, prlor to the date of its tedssignation as the
Internal Revenue Code of 1986 by tha Tax Reforam Act of 1986,
of means the [nternal Revenus Code of 1986 as amended to and
including January L, 1988, wnichever is applicable.

Sec., J. Section 422.4, wubsectlons 1, 4, 10, 11, 14, 17,
and 18, Code Supplement 1987, are amended to read as follows:
L. The words “taxable Incose® mean the net incoae as

dafined in section 422.7 ainus the deductlons allowed by
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section 422.9, in the case of individuals; in tho case of
estates or trusts, the words “taxable Income® mean the taxable
sncome (without a deductlon for personal exemption) as
comnputed for federal income tax purposes under the Internal
Reveanue Code of-~195%4, but with the adjustaents specified in
section 422.7 plus the Iowa lncome tax deducted in computing

sald the federal taxable income and mlnus federal lncome taxes

as provided In section 422.,9.

4. The words “tas year™ mean the calendar year, or the
€iscal year ending ducing such calendar ysar, upon the basis
of which the net income Is computed under thls divislon.

a. It a taxpayec has made the electlon provided by sectior
441, subsection “f*, of the Internal Revenus Code of-1954,
“tax year® means the annual period so elected, varying troam
fifty-tvo to Cifty-thrca weeks.

b. [If the effective date or the appllcabillry of a
proviasion of this divislon is expressed in terms of a tax year
beginning, including, or ending with reference to a specified
date which is the tlrst or last day of a month, a tax year
described in pacragraph “a” of this subsectlon shall be treated
48 beglinning with the flrat day of the calendar month
beginning nearest to the Eicrst day of the tax year or as
ending with the last day of the calendar wonth endlrg nearest
to the last day of the tax year.

¢. This subsectlon is effective for tax years ending on or
atter December 14, 1975.

10. The word "individual®™ means a natural person; and
vhere 1f an individual i» permitted to €lle a3 a corporation,
under the-provisjons-of the Internal Revenus Code of-41954,
soch that fictlonal status shakk is not be recognized tor
purposes of this chapter, and such the individual's taxable
income shall be computed as required under the-provisions-of
the Internal Revenue Code of-195¢ relating to individuals not
tiling as a cotporation, with the adjustments allowed by this
chapter.
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1Y, 1The term worda “head of household™ shaii-have has the
fame meaning a3 provided by the Intecrnal Revenue Code of-1954.

14. The term word "wages™ shahi-have has the same mpaning
a3 provided by the Internal Revenue Code of-319%4.

17. a. “Annual intlatlon factor® meszns-an-indexy-expressed
as-a-percentager-determined-ny-the-department-cach-year-to
reficct-the -porchasing-power-of-the-dohlar-as-a-resuit-of
tnftation-during-the-preceding-caiendar-yearr--Por-the-i304
and-subsequent-calendar-yearar-*annzai-tnflation-factor® means
an index, expressed as a percentage, detsrmined by the
department by October 15 of the calendar year preceding the
calendar year for which the factor is datermined, to-refleet
vhich retlects the purchasing power of the dollar as a resule
of intlation durlng the fiscal year ending in the calendax
year preceding the calendar year focr which the factor is
determined. In determlning the annual inflation factor, the
deapactaent shall use the annual percent change, but not less
than zer0 pecrcent, in the impliclit price deflator tor the
gross national product coaputed for-the-wvhoie-calendar-year-or
€or the second quarter of the calendar yeary-in-the-case-of
the-annaat-sntlation-factor-for-the-19%0i-and-subsequent
cakendar-yoaray by the bureau of sconomic analysls of the
United States department of cormerce and shall add two-fourths
for-the-i980-and-subsequent-calendar-years one-nalf of that
pParcent change to one hundred percent. The-annuai-intlaczon
tactor-for-the-3979-calandar-year-i0-one-hundred-two-potnt
thres-percentr The annual inflatlon factor and the cumulative
intlation factor shall each be sxpreassed as a percentage
rounded to the neareat one-tenth of one percent. The annual
inflation factor shall not be leas than one hundred pe:cent.

b. “Cusulative Inflatlon factor” means thas product of the
annual Inflatlon tactor for the F370 1988 calendar year and
all annual inflation factors for subsequent calendar years as
determined pursuant to this subsectlon. The cumulative
inflation factor applies to all tax years beginning on o

Senate Pile 2074, p.

atter Januagy 1 of the caleandar year for which the late;st
annual i1nflation tactor has been determined.

c. The annual lnflation factor for the 4938 1988 calendac
year is one hundred percent. HNotwithatending-the-compazation
of-the-annvak-intiarion-Ffactor-onder-paragraph-"ady-the-annuat
inktatson-factor-for-the-1967-catendar-year-is-one-handred
percent:

d. Notwithatanding the computation of the annual 1nilation
factor under paragraph "a® of-thia-asubseckion, the annuel
intlation tactor is one hundced percent for any calendar year
In which the unobligated state general fund balance oa June 30
ss-cercrbied-by-the-dircctor-of-revenue-and-finance-by
Septenber-h0-of-the-fiscal-yeaar-beqinning-in-that-caiencar
year-is-tass-than-sixty-niition-deibarsy--Houevar;-for-zhe
i968k-and-anbsequent-cakendar-yearsy-the-annuai-rntiaticr
tactor-is-one-hundred-percent-for-any-cakeadar-year-st-the
anobiigated-state-general-fund-batance-on-Juna-30-of-the
calendar-year-preceding-the-catendar-year-for-which-the-tactor
in-determined; as certified by the director of revenue and
finance by Octobesr 10, iw leas than sixty ailllion dollars.

t01--Por-purposes-of-section-422¢3y-subsectron-Sr-the
fnternal-Revenue-Code-ot-19%4-ahatk-be-interpreted-to-irciude
the-provisions-of -Pubr-hry-Nor-98-drc

Sec. 1. Sectlon 422.4, asubsectiong 19 and 20, Code
Supplement 1987, are amended Lo read asz follows:

19. The dafinition of the Internal Revenue Code of 1954 in
section 422.), subsection 5, shall be lnterpreted to include
provisions of the Tax Reform Act of 1986, Pub. L. No. 99-514
which amended the Internal Revenue Code of 19%4, and the
Revenue Act of 1987, Pub, L. No, 100-203, unless the context
othervise requires.

10. “Internal Revenue Code of 1966" neans the Internal
Revenue Code of 1954 a3 amended by the Tax Reform Act ©o! 1986,
Pub. L. No. 99-5l4 and the Revenue Act of 1987, Pub. l.. No.
100-203.




See eition 422.4, subsectlons 19 and 20, Code
Supplement 1987, are amended by stciving the subsections.

Sec. 5. Section 422.%, subsection 1., Code Supplrment 1987,
is amended by striking the subsection.

Sec. 6. Section 422.5, subsection IA, unnumbered paragraph
1. Code Supplement 1987, is acended to tead as tollovs:

In-}icu-of gubsection-ky-a A tax is izposed upon every
resident and nontesident of the state which tax shall be
levied, collected, and pald annually upon and with respect to
the entire taxable Llncome as defined in this divislon at rates
as follows:

Sec. 7. Section 422.%, subsectlon 1A, paragraph k,
Subparagraph (1), Code Supplement 1387, is amended to read as
follows:

{1) Add items of tax preference included in federal
alternative minimum taxable incoms under a@ectlon S7, except
subsectlons {(a){l), {a)(2). and (a){5%), of the Internal
Revenue Code of-4906, make the adjustaents included in federal
alternative minimum tazable income under section %6, axcept
subsectlions (a}f4), (bI{L)(C)(iLlL), and (d), of the Internal
Revenue Code ot-1%66, and add losscs as requiced by section 58
of the [ntecrnsl Revenue Code of-i986. In the case of an
astats ot trust, the items of tax preference, adjustments, and
losses shall Le apportioned between the estate oc trust and
the beneficiaries In accordance with cules presciibed by the
director,

Goc., B. Section 421.3, subsectlon 2, unnusbared paragraph
2, Code Supplezent 1987, is amended to read as follows:

Mowaver, for married parsons filing jointly or filing
asparately on a combined return, unmarried heads of household,
and surviving spouses, references in this subsectlion and
subsections & and 10 to five thousand dollars shall be
interpreted to mean seven thousand flve hundred dollars. In
addition, lf the marcied pecsons', €iling jolntly or filing
sepacately on a combined return, unmarried head of

hougehold s, ©of suctviviag spouse’s net lacume exceeds =even
thousand five hundjed dollars, the teguldr tax imposed undut
thiy division shall be the lesser of the maxiaum state
individual income tax rate times the portlon of the net income
in excess of seven thousand five hundred dollars or the
regular tax Lllabllity cosputed without cegard to this
sentence. Taxpayurs electing to [ile ceparately shall compute
the alternate tax described in this pacagraph using the total
net income of the husband and wife. However, the alterpate
tax described in this paraqraph does not apply if one spouse
¢lecta to carry back or carry forward the loss as provided in

section 422.9, subsection }.

Sec. 3. Sactlon 422.5, subsection 2, Code Suppleament 1987,
ls amended by strlking the subsection and inserting in lieu
thereof the (ollowing:

2. However, the tax shall not be leposed on a resident or
nonresident whose net incoms, as defined in section 422.7, is
seven thousand five hundred dollars or less ln the case of
maccled persons filing jointly or flling aeparately on a
combined return, unmarcied heads of household, and surviving
spouses or tlve thousand dollars or less in the case of all
other persons; but in the event that the payment of tax unde:
this division would reduce the net income to less tham seven
thousand tive hundred dollars or tive thousand dollars as
applicable, then the tax shall be reduced to that amcunt which
would result In allowing the taxpayer to retaln a net income
of seven thousand Cive hundred dollars or five thousand
dollars as applicable. The preceding sentence does not apply
to estates or trusts. FPor the purpose of thie subsection, the
antlre net Income, including any pact of the net lncome not
allocated to lowa, shall be taken into account. for purposes
of rhis subsuctlon, net income Includes all amounts of
pensions or other retirement lncome received from any source
vhich is not taxable under thls diviaion as a result of any
other state lav., [f the ccabined net income of a husband and

5
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wife ¢xceeds seven thousand five hundred dollars, neither of
them shall receive the benefit of this subsection, and 1t Ls
lmmaterial wvhether they file a jolnt return or separate
teturns.  Howevar, if a husband and wife tlle separate returns
and have a combined net income of seven thousand five hundred
dollars or less, neither spouse shall receive the benefit of
this parageaph, if one spouse has & net operating loss and
e#lects to carry back or carcy forward the loss as provided in
section 422.9, subsectlion ), A person who is claimed as a
dependent by another person as detined in section 422.12 shall
not recelve the beneflt of this subsection Lf the person
claimlng the dependent has net income exceedling seven thousand
five hundred dollars or flve thousand dollacrs as applicable ov
the parsaon clalming the dependent and the person’'s spousc have
combined net income exceeding seven thousand five hundred
dollars or tive thousand dollars as applicable,

In addition, if the sarried parsons’, €lling jointly or
tlling separately on &4 combined return, unoarrled head of
household*s, or surviving spouse’s net Income exceeds seven
thousand five hundred dollars, the regular tax mposed under
this divielon shall be the lesssr of the maximum state
indlvidual Income tax rate times the portion of the net jacome
in excess of seven thousand five hundred dollars or the
reqular tax liabllity computed wlthout regacd to this
sentence. Tazpayers electing to file separately snhall compute
the alternate tax descrlbed In thls paragraph uslng the total
net income of the husband and wife. The alternate tax
described in thie paragraph does not apply If one spouse
electe to carcy back or carry forward the loss as provided in
section 427.9, subsectlon 3.

Sec. 10. Section 411.%, subsectlon &, Code Bupplement
1987, |s amended to read as follows:

6. A parson who ls disabled, is slaty-two years of age ot
older or ls the durviving spouse of an individual ar survivos
having an insurable intecest |n an Lndividual who would have
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qualified for the exemption under this paragraph for tnig tax
y@ar and receives one or more annulities from the United States
civil service retirement and disability tcust fund, and whose
net [ncome, as defined in saction 422.7, is sufficient to
require that the tax bs leposed upon it under this sectlon,
may determine ¢inal taxable income Por purposes of imposition
of the tax by excluding the amount of annuities received trom
the United States civil secvice retivement and disability
teust fund, which are not alteady excluded In determining net
income, as deflned in section 422.7, up to & maximum each tax
year of five thousand five-homdred slx hundred twenty-seven
dollare for a person who flles & separate state income tax
teturn and eight thousand one hundred eighty-four dollacs
total for a husband and wife who flle a jolnt state income tax
ceturn. However, a surviving spouse who ls not disabled ot

siuty-two years of age or older can only exclude the amount of
annulties recalved as a result of the death of the other
spouss. The amount of the exemptlion shall be reduced by the
amount ot any soclal security beneflts received. For the
purpose of this section, the amount of annuities received fron
the United States clivil service cetlrement and disability
trust fund taxable under the Internal Revenue Coda of 1954
shall be included in net lncome (ot purposes of deteraining
¢ligibility under the five thousand dollar or less exclusion.

Sec. 11. Section 422.5, aubsections &, 7., 8, and 10, Code
Eupplemant 1987, are amended to read as tollows:

6. A peraon who is disabled, Is slxty-two years of age or
older or s the surviving spouse of an Individual or sutvivor
having an ingurable interest in an individual who would have
qualified for the exemption under this patagraph for this tax
year and recelves one or more annulties fros the United States
clvil service retirement and disabitlity tvust fund, and whose
het income, as defined in section 422.7, ts suféiclent to
fequire that the tax be imposed upon it under this sectaion,
way determine final taxable income for purposes of imposltion
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of the tax by vxcluding the amount of annuitles ceceived trum
they United Statos civi] service reticement and disability
trust fund, which acte not already excluded In determining net
income, as defined in section 422.7, up to a Daximum each tax
year of five thousand five-hundred six hundred twenty-seven

dollars for a person who flles a separate state income tax
teturn and eight thousand one hundced elghty-four dollars
total for & husband and wife who file a joint state income tax
return, HWowever, a surviving ppouse vho is not disablied or

slxty-two years ol age or oldesr can only exclude the amount of
annulties reccived as a result of the death of the other
spouse. The amount of the sxemption shall be ceduced by the
amount Oof any social security benefits recelved. For the
pucpose of this section, the amount of annuities recelved fronm
the United States civil service reticrement and disability
trust fund taxable under the Internal Revenue Code of-195%4
shall be included in net income Lor purposes of determlning
eligibility under the seven thousand five hundred dollar ot
less or five thousand dollac or lees exaclusion, as applicable.
7. Upon determination of the latest cumulative Inflation
factor, the dlvector shall multiply sach dollar amount set

forth in subazection L, paragraphs "a” throwgh-“a® and “i" of
thls section, and each dollar amount specified in this section
a8 the maximue amount of annuitles received which may be
cxcluded In deterrinlng final taxable income, by this
cumulative Inflatlon factor, shall round oft the resulting
product to the neacast one dollar, and shall Llncocporate the
result Into the income tax forms and instructions €or each tax

yeac.

8r--Income-of -an-individoak-which-is-euciuded-trom-gross
tncoae-ander-the-Internak-Revenwe-Code-of-3954-as-a-regake-of
thea-provistons-of -the-Hoseaqe-Retiet-Aet-of -2980y-94-stacr
19677 -shalt-not-be-tnciuded-as-incona-in-computing-the-tax
tmposed-by-this-sections
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10 In additi1on to the other taxws imposad by this
section, a4 tax 1§ 1mposed on the amount of & lump sum
distribution foc which the taxpayer has elected under section
402(e) of the Intecnal Revenus Code of-L954 to be separately
taxed for federd)l lncome tax pucposes for the tax year. The
cate of tax is equal to twenty-five percent of the separate
tedecal tax imposed on the amount of the lump sum
distcibution. A nonresident is llable for this tax crly on
that portlon of the lump sum distribution allocable to lowa.
The total asount of the lump suz diatribution subject to
sepacate federal tax shall be included in net lncome for

five hundred dollar or less or flve thousand dollar ¢r less

exclusion, as _applicable.
Sec. 11. Section 422.6, unnumbaced paragraph 2, Ccde 1987,

i3 amended to read as follows:

The beneflcliaty of a trust vho recelves an accumulation
distribution shall be allowed credlt wlithout interest for the
lova income taxes pald by the trust attributable to aceh the
accunmulation distribution in a manner corresponding to the
provisions for credit under the federal income tax relating to
accumulation distributions as contalned in the Internal
Revenue Code of-3$954. The trust ahedl 13 not be entitled to a
refund of taxas pald on the distributions., The trust shall
malntain detalled records to verlfy the computation of the
tax.

Sec. 1). Section 422.7, unnumbered paragraph 1 and
subssctions 2, 6, 7, 8, 9, 11, 16A, 19, 21, 23, 24, ard 27,
Code Supplement 1987, are amended to read as follows:

The tera “net income” means the adjusted gross income as
propeely cooputed for federal lacome tax purposes under the
Internal Revenue Code of-1954, vith the {ollowing adjustments:

3. Add interest and dividends from foreign secusities and
from securities ol state and other political pubdivis:ions
exeapt from federal lncome tax under the Internal Revenue Code
of-19%4.
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6. Individual taspayers and mavrcvied vaxpayers who (ile a
joint tedecal income tax return and who elect to file a joint

teturn, separvate returns, or separate filing on a combined

ceturn for lowa income tax purposes, way avail themselves of
the disability lncome axclusion and shall compute the amount
of the disability income exclusion subject to the llmitations
tor jolnt tedural lncome tax return Eilecs provided by sectlon
105(d) of the Internal Revenue Code of-:9%4. The disablllity
income exclusion provided ln sectlon 105(d) of the Internal
Revanue Code of-1954. as azended up to and including Decemuer
31, 1902, continues to apply for state income tax purposes for
tax yaars beginning on or alter January 1, 1984,

7. Add to the taxable Income of trusts, that portlon of
trust income excluded from (ederal taxable income under
section 641(c) of the Internal Revenue Code of-195%4.

8. Marcled taxpayers who file a jolnt federal Incoze tax
cteturn and who elect to file separate returns or sepacate
filing on a coabined return fOor lowa Incoms tax purposea. may
avall thesselves of the eipensing of business assets and
capital loss provisions of sections 179(a) and 121l1ib}
tespect|vely of the Internal Revenue Code of-1954 and shall
compute the amount of expensing of busiress assets and capital
loss subject to the llmltatlons for joint federal income tax
roturn fllecs provided by sections 179(b) and 1211(D)
tespectively of the Internal Revenus Code ot-12954.

9. dubtract the amount of the jobs tax credit allowable
for the tax year under section 51 of the Internal Revenue Code
of-19%4 to the extent that the Credit increased fedecal
adjusted gross Inconmae.

11. Subtract the amount of the alcohol Cuel credit
allowable for the tax year under sectlon 40 of the Internal
Revenus Code of-$954 to the extent that the credit increased
federal adjusted grous income.

16A. Notwithatending-any-other-provisionr-add Add the
anmounts deducted and subteact the amounts Included as iancoma
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as a result of the treatment provided sale-leaseback
agreemants under section 168(£){#) of the Internal Revenus
Code of-19%4 for property placed Ln secvice by the transferee
prior to January 1, 1986, to the axtent that the amounts
deducted and the amounts included in lncome are not otheswlée
deductible or included In income under the Internal Revenue
Code of-:9%¢ as amended to and including December 31, 1985.
Entitlement to depreclation on any propetty lncluded in a
sale-leaseback agreement which is placed in service by the
transferee prior to January 1, 1986, shall be determined under
the Internal Revenue Code ot-495¢ as amended to and including
December )1, 1385, excluding sectlon 188(L)(8) !n making the
determlnation.

19. Harried taxpayers, who file a joint federal incone tax
return and who elect to flle separate creturns or who elect
sepacats £iling on & comblned return for state lncome tax
purposes, shall include in net income any soclal security
benefits or-taer-i-reiiroad-retirement-benefica recelved to
the same extent as those benefite are taxable on the
taxpayet's joint federal return for that year under section 86
of the Internal Revenue Code of-3954, The benefits included
in net income must be allocated betveen the spouses Ln the
ratlo of the social security benelits or-tier-i-ratiroad
retirement-benefits received by each apouse to the total ot
these benetits received by both spouses.

21. Add the tour percent of the baslc salary of a judge,
who I8 2 member of the judiclal retlrement system established
in chapter 602, article 9, which is exenpt from federdl income
tax under the Internal Revenue Code of-1954.

23. Add the amount of intanglble drilling and developoent
costs optionally deducted in the year pald or lncurred as
described In section %7(a)(2) of the Internal Revenue Code of
4954. This amount may be recovered through cost depletion or
depreciation, as approprlate under rules prescribed by the
dyrector .
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1. Add the percentige depletion amount determined with
fespect to an ovil, gas, or geothermal well as described in
section $7{a)(l) of the Internal Revenue Code of-1954.

17. Add interest and dividends from regulated investment
companles exenpt from federal income tax under the Internal
Revenue Code of 1986 and subtract the loss on the sale ot
exchange of a share of a regulated !nvestment company held for
six months or less to the extent the lose wvas disallowed under
section 852{b)(4)(B} of the Internal Revenue Code of-1986.

gec. 14, Section 422.7, subsectlon 15, Code Supplement
1987, ia amended by striking the subsection and lnserting la
lieu thereot tne following:

15. Motwithstanding the method for computing the amount of
travel expenses that may be deducted unde: section 162(h} of
the Internal Revenus Code, for tax years beginnlng on oc after
January 1. 1987, a meabar of the genaral assesbly whose place
of residence within the leginlative distzict is greater than
ittty siles from the capltol bullding of the state may deduct
the total amount per day determined under eectlon L&2(h){1)(B)
of the Internal Revenue Code and a member of the general
assambly whose place of residence within the leglislative
district is fifty or tever miles from the capitol building of
the state zay deduct tifty dollars per day. Thls subsection
does not apply to a meaber of the general assepbly who elacts
to itemize for state tax purposes the mezbar's travel
expenses.

Bec. 1%, Section 422.7, subsectlons 5, 10, 12, 13, 14, 186,
17, 20, 22, and 26, Cods Supplement 1587, are amendad by
atfiking the subsections. .

Sec. 16. Section 422.9, subsectlons ? and 4, Code 1987,
are amended to read as follows:

2. Nontesident's net lncome allocated to Iowa is the net
lacome, ot portion theteol, which le derived from a business.
trade, protession, or occupation carcled on within this state
or income from 4ny property, trust, estate, oy other source
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within [ova. If any a busineas, trade, prolession, orc

occupation Is cacried on partly within and partly without the
state, anly the portlon of the net lncome which ls faitcly and
equitably atcrlbutable to that part of the business, trade,
profession, or occupation carried on within the state is
allacated to lowa tor purposes of sactlon 422.5, subsection |,
paragraph *a® "3" and section 422.1) and income trom any
property, trusc, estate, or other source partly within and
partly without the state is allocated to lowa in the same
manner, except that annultles, Interest on bank deposits and
Interest-bearing obllgations, and dividends are allocated to
Towa only to the extent to which they are darlived fron a
busliness, trade, profession, or occupatlon carried on within
the state. However, income received by ap individual who I3 a
resldent of another state is not allocated to lova il the
income 18 subject to an Incoae tax leposed by the state wherce
the indlvidual resides, and if the state of residence allovs a
simllar exclusion for incowe recelived In that state by
residents of lova. In order to leplement the exclusions, the
director shall designate by rule the states which atlow a
simtlar exclusion €or income recelved by resldents of lowa,
and may enter into agresments with other states to provide
that similar exclusions will be alloved, and to provide
suitable withholding requireaents in each state.

4. The amount of winimum tax pald to another state of
foreign countzy by a cesident taxpayer of this state from
preferance itecs derived froa sources outside of lowa shall be
allowed as & credlt against the tax cosputed under this
division except that tha credit shall not exceed what the
amcunt of astate alternative minimums tax would have been on the
ssme preforence items which verse taxed by the other state arx
toreign country. The limitation on this credit shall be
computed according to the following foroula: The total of
preference ltemas earned outside of lowa and taxed by snother
state or foreign country shall be dlvided by the total of
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preference items cf the resldent taxpayer of lowa. In
computing this quotient, those ite=s excludable under section
422.5, subsection 1, paragraph %o® °k°, subparagraph {(l) shall
not be used 1a computing the preference items. This quotient
multiplied times the net state alternative mlnizua tax as
determined Ln sectlon 422.5, subsectlon 1, paragraph “e¥ 4"
on the total of preference items as If entircly sacned in Iowa
3hall be the maximum tax credit agalnst the lowa alternative
alnipum tar. However, the pasieum tax credit will not be
allowsd to the extent that the minlwua tax imposed by the
other state or forelgn countyy ie less than the maximum tax
credlt computed abovae,

6ec. 17. Section 421.9, subsectlon |, Code Supplement
1987, Is amended by atcining the subsectlion and inserting in
lieu the;eof the following:

1. An optlonal standard deduction, after deduction of
Cederal lncome Lax., equal to one thousand two hundred thirty
dollacs for a mazrled person who files asparately or & single
person ot equal to thres thousand thirty dollars for a husband

and wite who {ile a jolnt return, a surviving spouse, or an
unsarried head of housshold. The optlional standatd deduction
shall not exceed the amount rezalning after deductlion of the
tederal Income tax.

Bec. 18. EBection 421.9, subsaction 2, unnuabered paragraph
1, Code Supplement 1987, is amended to read as tollows:

The total of contributions, lnterest, taxes, medical
expanse, nonbusiness lossss; end miscellaneous expensesy and
moving expensesr deductibla for federal income tax purposes
under tha Internal Revenus Code of-3954, vith the following
adjustments:

fec. 19. Section 422.9, subsection 2, paragraph e, Code
Supplenent 1987, 1Is amended by striking the paragraph.

Gec. 20. Section 422.9, subsectlion 1, unnumbered paragtaph
I and paragraph c, Code Supplement 1987, are amended to read
a3 follows:
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It, afrter applying all of the adjustments provided lor an
section 422,7, the allocation provislona of section 422.8, and
the deductlons allowable in this sectlon subject to the
acditications provided in section 172{(d) of the Internal
flevenue Code of-1954, the taxable income results In a net
operating loss, the net operating loss shall be deducted as
tollows:

c. It the election under section 172(b){3){C) of the
Internal Revenue Code of-1954 ia made, the Iowa net operating
loss shall be carcled ftorvard fl€teen taxable years.

Sec. 1. Section 422.10, unnumbered paragraph 1, Code
Supplement 1987, is amended to cead as €ollows:

The taxes imposed under thls division shall be reduced by a
state tax credit tor Increasing research actlvities in this
state. Por individuals, the credit shalb-equad equals 3i1x and
one-hall percent of the state's apportioned share of the
quallfying expenditures for increasing tesearch activities.
The state's apportioned share of the qualifying expenditures
tor Increasing research activities 1a a percent equal to the
vratio of qualitied research expenditures Ln this state to
total qualified research expanditures. For purposes of this
sectlon, an Individual may clalm a research credit (or
qualtifying research expenditures incucred by a partnership,
subchapter S corporation, and estate or trust electing to have
the lncocme taxed directly to the individual., The amount
clalmed by the individual shall be based upon the pro rata
share of the Individual‘s earnings of a partnershlp,
subchapter 5 corpocation, or estate or trust. For purposes of
thls section, "qualifying szpenditures tor increasing cesearch
activities® means the qualifying expenditures as defined for
the tederal credit for lncreasing research activities vhich
would be allowable under section 30 41 of the Internal Revenus
Code of-49547-in-effect-on-Janvary-tr-49057-0r-which-vontd-be
etlowable-under-sectron-4t-of-the-tnternal-Revenae-Pocde-of
1986,




Senate File 2074, p. 1!

Sec. 22. Section 422.12, subsectlion 1, pacagraph ¢, {odu
Supplement 1987, i amended to read as follows:

c. Por vach dependent, an additional ten dollars. As used
in thia sectlon, the tera “dependent” shaii-have has the sace
meaning as provided by the Internal Revenue Code of-19%4.

Sec. 2). Sectlon 422.12, subsectlon 2, unnunbered
paragraph L, Code Supplement 1987, ls amended to read as
follows:

A child and dependent care credit equal to fotty-five
percent of the federal childd and dependent care credit
provided in aection 2L of the Internal Revenues Code of-19%4.

Gec. 24. Scctlon 422.1), subsectlon 1, paragraph a, Code
Supplemant 1987, is amended to cead as follows:

a. whe 1ndividual i1e required to flie a federal income tax
return under the Internal Revanue Code of-19%4.

Sec. 25. Sectlion 422,16, subsection 1, unnumbered
paragtaph 1, Code Supplement 1987, s szended to read as
follows)

Every withholding agent and every eaployer as defined in
this chapter and further defined In the Intecnal Ravenue Code
of-3954, with rawpect to lncome tax collected at source,
naking payment of wiges to & noaresident employes wocrking in
Iova, or to a resldent enmployes, shall deduct and withnold
from the wages an arount which wlll approxiaate the employee's
annual tax llabllity on a calendar year basis, calculated on
the basle of tables to bs prepared by the department and
achedulss or percentage cates, based on the wages, to be
prescribad by the department. Every esployee or othetr person
shall declare to the employer or withholdlng agent the number
of the enployee’s or other peraon’s personsl exenptions and
dependancy exenmptions or credits to be used in applying the
tables and schedules or percentage rates. However, no Jreates
number of personal or dependency exenptlions or credits may he
declared by the employee or other person than the numbe: to
which the employee or other person s entitled except as

Senate File 2074, p. 18

allowed under section 3402(m)(1l) of the Internal Revenue Code

ot-)9%4. The claiming of exemptlons or credits Ln excess of

entitlement is a sericus misdensanor.

Sec. 26. Section 422.16, subsectlon 11, paragraphs a and
d, Code Supplemeant 1987, are amended to read as ftollows:

a. Every person or wmarcled couple €iling & return shall
make estlmated tax payments Lf the person’'s of couple’s [owa
income tax attrlbutable to income other than wages 3subject to
withholding can reasonably be expected to amount to [ifty
dollare ot more for the taxable year, except that, in the
cases of laroers and fishers fishermen, the axceptions
provided in the [ntarnal Revenue Code ob-1954 with respect to
@ahing estisated payments apply. The estlizated tax shall be
paid in quarterly lnstallments. The first inatallment shall
be pald on or before the last day of the fourth month of the
taxpayer's tax year for which the sstimated payaments apply.
The other installments shall be pald on or before June 30,
September )0, and January 31. However, at the election of the
person of maciied couple, any installpent of the estimated tax
#ay be pald prioc to the date prescclibed for Its paysent, (!
A person of matcind couple filing a return has reason to
balieve that the person's or couple’s Towa lncome tax may
Increane or decrease, elthar focr pucposes of meeting the
requirenent to make estivated tax payments ocr for the purpose
of increasing or decreawing estimated tax paymants, the person
or married couple shall increase ocr deccease any subsequant
estimated tax payments accordingly.

d. Any amount of estimated tax pald ia a credit against
the amount of tax found payable on a (lnal, completed return,
As provided In subsection 9, celating to the credit tor the
tax withheld against the tax found payable on a return
propecly and correctly prepared under sections 422.5 through
422.25, and any overpayment ot one dollar or more shall be
tefunded to the taxpayer and the return constitutes a claim
toe refund for this purpose. Amounts less than one dollar
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shall no: be retunded. The method provided by the Intecnal
Revenue Code of-1954 tor detarmining what i3 applicable to the
addition to tax for underpayment of the tas payable applies to
peraons required to make payments of estimated tax under thils
section except the amount to be added to the tax for
underpaysent of estlmeted tax ls an amount determined at the
vate in effcct under section 42).7. This addition to tax
specifled tor undecpayment of the tax payable ls not subject
to walver provisions relating to reasonable cauvse, except ax
ptovided in the Intesnal Revenue Coda of-1954. Underpayment
ol estimated tax shall be determined In the same manner as
ptovided under the Internal Revenus Code of-1E954 and the
eaceptions ln the Internal Revenus Code of-3354¢ aleo apply.

Sec. 27. Sectlon 422.20, subsectlon 1. Code Supplement
1987, is amended to read as follows:

2. It shaki-be i3 unlawful for any an officer, uaployee,
or agent, or former offlcer, enployes, oc agent of the state
to dlaclose to any person, except as authorized in subsection
1 of this section, any Ffederal tax rtetutn or return
information as defined in section 610){b) of the Internal
Revenue Code of-1954. It shalk-further-be i3 unlavtul for amy
a person to whom any federal tax retugn or return Information,
as deflned in section §:10)(b) of the Internal Revenue Code of
954, ls disclosed in a manner unauthorized by subsiection )} of
this sectlon to therealter print or publish In any manner not
provided by law any such return or return information. Any A
person eemniteing-sn-othgnss-egainst-the-forsgoing violating
shig provision shaii-he |g guilty of a serlous misdessanc:.

$80. 28. Section 432,21, unnugbsred paragraphe 4, 5, and
6, Code Supplezent 1907, are amanded to cead as follows:

The director ahall detersine for the )$79 1989 and each
subsequent calendar years year the annual and cuamulatlve
intlation factora for these each calendar yaars year to be
applisd to tax years beginning on or after January | of that
caleandar year. The director shall compute the new dolla.
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amounts as specified therewn to be adjusted in section 422.9%
by the latest cumulative Inflation factor and round off the
tesult to the nearest one dollar. The annual and cumulative
Intlation factors determined by the director are not rules as
detined in section L7A.2, subsectlon 7,

The departaent shall provide on lncome tax forms or in the
instruction booklets in a wmannet that will be noticeadble to
the taxpayers a atatement to-the-extent that, even though the
taxpayer may not have any federal or atate income tax
1labil)ty, the taxpayec may be ellgible for the f{ederal earned
income tax credit. The statement shall also contain notlce of
vhere the taxpayer may check on the taxpayer's eligibility tor
this credit,

The-departaent-shatd-prepare-and-makc-avatiobie-a-specrat
retorn-for-Erling-a-tax-refund-charm-resuiting-Erom-rhe-net
cepltat-gain-deduction-authortzed-in-section-422:9;7-3ubseetior
6:--The-specigl-returns-ahati-be-destgned-so-thar-the
department-whii-be-able-to-comptic-data-that-jdentsties-che
source-and-typa-of-the-capitel-gains-and-iosses-and-the
geographlcat-iocation-of-the-transnctiona-inveiving-the
capital-garns-and-iossea:--By-danaary-Lk57-29097-the-department
sheli-uske-avatiobie-to-the-generai-assenbiy-the-data-compried
trom-the-special-returns-€ited-during-the-previonn-catendar
years

Sec. 29. Sectlon 422.1%, subsection 1, unnumbered
pactagraph 1, Code 1987, is amended to cead as follows:

Within threec yeacrs aftec the return Is €iled or within
three years aftec the retucrn became due, including any
extensions of time for tiling, whichever time ig the later,
the  depacrtmant shall examine it and detarmine the correct
amount Of tax, and the amount determined by the department s
the tax. However, if the taxpayer omits from income an amount
which will, under the [nternal Revenue Code al-1954, erxtend
the statute of limltations (or assessment of federal tax to
sly years under the federal law, the period ftor exaaination
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and devermination 13 si1x years, In addition to the applicable
period of linitation for examination and determination, the
departzent say make &n examlnation and detecaination at any
tiae within six months from the date of cecalpt by the
department of written notice fcom the taxpayer of the flnal
dlaposition of any matter between Lhe taxpayer and the
intecnal revenue zervice with reapect to the particular tax
year. In ocder to begin the ruaning of the sda-aonthst six-
@onth perlod, the notice shall be In writlng in any torm
sutticlent to inform the departaent of the £inal disposition
with crespect to that year, and a copy of the federal document
showing the final Jdisposition or final Cederal adjustments
shall be attached to the notlice.

Sec. 10. Section 422,11, subsection 1, Code Supplement
1987, 19 amended to vead as follows:

L. The word “corporation” includes jolnt stock companies,
and assoclations organized for pecuniary profit, except
bimited-partneraships-organized-under-chapter-545 and publicly
traded partnetships taxed as corporations undec the Internal
Revenus Code.

Sec. 31. Section 422.32, subsection 11, Code Supplement
1987, is amended to vread as follows:

1l. *Internal Revanue Code® means the Internal Revenue
Code of 1954, prior to the date of lta cedesignation as the
Internal Revenus Code of 1986 by the Tax Reform Act of 1986,
or means the Intecna)l Revenue Code of 1986 as amended to and
including January 1, 1947 1988, vhichever is appllicable.

Sec. 32. Section 422.)2, subsection 11, Code Supplement
1987, 13 amanded by striking the subsectlon.

Sec. 33. Section 422.33, Code Supplement 1967, 1s amended
by adding the followlng new subsectlon:

HEW SUBSECTION. LA. There is leposed upon each
corporation exempt from the general businass tax on
corporations by sectlon 422.)4, subsections 2 through é, a tax
at the rates in subsection 1 upon the state’'s apportioned
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share computed in accordance with subsections 2 and ) >t the

unrelated business income computed In accordance wikh the
Internal Revenue Code and with the adjustoents set foith in
section 422.35.

Sec. J4. Bection 422.72, subsectlon 2, Code Supplerent
1987, is amended to read as [ollows:

2. Federal tax returna, coples of returns, and retucrn
information as defined ln sectlon 6103(b) of the Intecrnal
Revenue Code of-1954, which are requlced to be (iled with the
departaent for tha enforcenent of the lncome tax laws of thas
state, shall be deemed-and held as contidential by the
departnent and subject to the disclosure limitations in
subsection ! of-thta-seckion,

Sec. 15. Sactlon 450.1, unnumbered paragraph 2. Code 1987,
is amended to read as f(ollows:

Por purposes of this chapter, unless the conteat otherwise
tequlres, “personal representativo® peanc an executor,
adalnistrator, or truntee as aach ls deflned In section 633.]
and “Internal Revenue Coade” means the same as defined in
sectlon 422.).

Sec., 36, Ssction 450.3, subsectlions 2 and 7, Code 1987,
Are amended to cead as follovs:

2. By desd, grant, sale, qift or transfer made within
three years of the death of the grantor or donor, which 18 not
4 bona tide sale €or an adequate and full conslderation in

maney ot money's worth and which ia In excess of the annual
gitr tax exclueion allowable for each donee under section
250), subsections b and e of the Internal Revenue Code of-1954
as-deéined-kn-section-¢2273. If both spouses consent. a giLft
made by one spouss to & person vho s not the other spouse is
consideted, for the putposes of this subsection, as made one
half by each spouse under the same terms and conditions
provided for in sectlon 2513 of the Intetnal Revenue Code of
1954-as-defined-in-secetion-4R2-3.
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7. wWhich qualifies a3 & qualified terminable intecest
propecty as defined Ln section 2056{b}(?)(B) of the Internal
Revenue Code ob-h954-as-defined-rn-aectron-422rd, shall, 1€ an
election is made, be treated and considered as passing in tee,
or its equivalent, to the surviving spouse In the estate of
the donor-grantor. Property on which the election | made
shall be included in the ¢gross eatate of the surviving spouse
and shall be deemed to have passed in fee (r0m the surviving
spouse to the persons succeading to the remainder interest,
unlass the property was sold, dlstributed. or othecwise
disposed of prior to the death of the surviving spouse. A
sale, disposition, or dlsposal of the property prior to the
death of the surviving spouse shall vold the election, and
shall subject the propecty disposed of, less amounts received
or cetained by the surviving spouse, to tax in the donor-
9rantor’s estate in the saze manner as i1f the tax had boen
deferred under sections 450.44 through 450.49.

Sec. 37, Section 450.)7, subsection 1, paragraph b, Code
1987, 1s amended to read as follows:

b. The alternate value of the propecty, Lf the personal
representative 50 elects, that has been establlshed for
taderal estate tax purposes under section 2032 of the Intecnal
Revenue Code of-1954-as-defined-in-section-422:3. The
tlection shall be exercised on the retucn by the personal
reprasentative or other pecson signing the return, within the
time prescribed by law for £filing the return or befors the
expiration of any exteneion of time gtanted for filing the
feturn, .

§ec. 318. Section 430A.1, aubmection 5, Code Buppleoent
1987, 1s amended to read as follows

S. “Internal Revenue Code” means the saze as the tern 18
detlned in section 42#:3 422.32.

Sec. 19. Sectlon 450B.1, Code 1987, La amended to rvad as
follows;

4508.1 DEPINITIONS.
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As used in this chapter, unless the context -cherwise

requires:

1. “Internal Revanue Code of-1954" means the gsame as
detlined in section 422.).

2. *Taxpayer™ means & qualifled heir llable for the
inheritance tax laposed under chapter 450 on qualified real

property,

3. “Qualitied real propecty®, "qualified use~, "cesaatlon
of qualified vae”, and "quatified heic” acan tre same as
datined in section 20)7A of the Internal Revenus Code of-14954.

4. Por purposes of subsection 1, the Internal Revenue Code
o#-1954 shall be Interpreted to Include the prcvisions of Pub.
L. Ho. 98-4.

Sec. 40. Section 450B.2, Code 1987, ls amended to read as
tollows:

4508.2 ALTEANATE RLECTION OF VALUE POR QUALIFPIED USE.

Notvithstanding section 450.37, the value of qualified real
property for the purpose of the tax impoted undec chapter 450
®ady, at the election of the taxpayer, be lts value lor the use
unde: which It qualifies as prescribed by sectlon 2037A of the
Internal Revenue Code of-2954, A taxpayer may make an
election under this section only if all of the tolloving
conditlons ace cet:

1. An clection for federal estate taa purposes was made
with regard to the qualified real property under saction 2032A
of the internal Revenue Code of-E954.

2. All parsons who signed the agreement referred to in
fection 2032A(d)(2) of the Internal Revenua Code of-1954 mahe
the electlon under this section and 3ign an agreement with the
departoent of revenue and finance consenting to the
application of section 450B.) with cespect to the qualifled
real property.

J. The total decrease in the value of the Qualiticd real
propecty a8 a result of the election under this secticn does
not exceed the dollar limitation speci€ied in section
2032h42}12) of the Internal Revenue Code of-1964.
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The election under this section shall be made by the
taxpayer in the manner as the dlirector of revenue and Clinance
may prescribe by cule. The value tor the qualitied use under
this sectlon shall be the value as determined and accepted tor
tederal estate tax purposes.

The detinitions and speclal rulas specitied in section
20)2A{e) ot the Internal Revanue Code of-395¢ shall apply with
tespect to qualltied real property tor which an election was
made under this section except that rules shall be prescribed
by the director of crevenue and finance In lleu of the
regulations promulgated by the secretacy of treasury.

The director shall prescribe regulations setting torth the
application ot this chapter In the case of an Interest in a
partnership, corporation, or trust which, with respect to the
decedent, ia an interest in a closely held business withln the
aeaning of section 6166(b){l) of the Internal Revenue Code of
£954. Such regulations shall confora as nearly as possible
with the regulations prozulgated by the United States
seceetary of treasury in respect to such interests.

Sec. 41. Sectlon 450B.), Code 1987, ls amendsd to read as
tollows:

45%08B.) ADDITIONAL INHERITANCE TAX APPLICABLE.

There is loposed upon the quallfied heir an additional
inheritance tax if, withln ten years after the decedent's
death and before the death of the qualified heir, the

qualified helr disposes of, other than to a sember of the

family, any interest in qualified real property for which an
election under seuction 4508.2 vas mvade or ceases to use for
the qualified use the qualifled real property for which an
elaction under saction 4500.2 was eade as preactibed in
section 20)2A(c} of the Internal Revenus Code of-1954. The
additional inheritance tax shall be the amount computed undex
section 430B.% and shall be due six months after the date of
the disposition O¢ cessation of qualitied use ceferred to in
this scction. The asount of the addltional |nheritance tax
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shall accrue interest at the rate of ten percent per year [rom
nine months after the decedent's death to the due date of the
tax. The tax shall be paid to the department of revenue and
flnance and shall be deposited i1nto the genetal fund of the
state. Taxes not pald within the tiae prescrlbed in this
sectlon shall draw intecest at the rate of ten peccent per
annue untll paid. There shall not be an additlonal
inheritance tax if the disposition or cesaatlon occurs ten
yeara or more after the decedent's death.

Sec. 42. Section 451,1, subsectlon 8, Code 1987, is
amended to read as follows:

8. “Internal Revenue Code of-19%4" means the same as
deflned in section 422.).

Sec. 41. Section 451.2. unnumbered paragraph 1, Code 1987,
1l smended to read as follows:

An amount equal to the fedetal estate tax credit for state
death taxes as allowed ln the Internal Revenue Code of-1954 lu
hereby lmposcd upon every transfer of the net estate of every
decedent, belng a resldent of, or ownlng property in this
stater-as-herekn-provided.

gec. 44, Section 451.), Code 1987, is amended to cead as
followe:

4%1.3 GROSS AND NET ESTATE.

The groas estale shall be the same as finally determined
tor federal estate tax and the net estate shall be the gross
estate less deductions as permltted by fedaral law, in
arriving at the net taxable (edera)l estate, all determined as
provided in the Internal Revenue Cods o#-1954.

Sec. 45. 1987 lowa Acts, Second Extraocdinary Session,
chapter 1, section 13, ls amended to read as follows:

SEC. 13. Section 422.4, subsection 17, section 422.5,

L4, ¥5y 22,
and 16, section 422.9, subsectlion 2, paragraph “e, and

section 412.21, unnumbered paragraph 4, do not apply.
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Sec. 46. 1987 [owa Acts, Second Extraordinary Sesgion,
chapter 1, nection 16, la acended to read as follows:

SEC. 16. Sections 1| through 10, 1), and 14 of this Act ate
retcoactive to Januaty 1, 1987 for tax years beginning sn-the

Sec. 47. 1987 [owa Acts, Second Extractdinacy Seaslon,
chapter 1, <ections 13 and 14, are repealed.

Sec. 48. For purposes of tax yeats beginning In the 1988
calendar year. references in section 422.%, subsectlon 6,
unnumbeced paragraph 4 and sectlon 422.21, unnumbeced
pacrageaph 6, to the year 1987, 1988, or 1969, shall mean the
year 1988, 1989, or 1990, respectively.

Sec. 49. The Cnde edltor shall renumber sectlon 422.5,
subsection 1A, as section 422.5, subnectlon ), References in
the [owa Corde to sectlon 422.5, subsection 1, shall mean
sectlon 422.5, subsection 1A, as renumbered. The Code edltor
may cenumber other subgections as A result of this Act.

Sec. 50. Sections 3, 8, 10, 14, 10, 31, 45, and 46 of this
Act are retcoactive Lo January 1, 1987, tor tax years
beginnlag on or atter that date.

Sec. 51. Sections 1, 2, 4, 5, 6, 7, 9, 11, 12, 1), 15
through 20, 21 through 27, 19, 32, 33, 34, 47, and 49 of this
Act are retroactive to January 1, 1988, for tax years
beginning on or after that date.

Sec. 52. Section 28 of this Act ls effective Janvary 1,
1989, for tax years beglnning on or after that date.

Sec. 5). Sections 35, 36, 37, and 319 through 44 of thisa
Act are effective January 1, 1988, for eatates of persons
dying an or after that date.

Sec. 54, Section 38 of this Act is retrcactive to October
22, 1986, tor generation skipping transfers which are eltglble
for the credit for state taxes under sectlon 2604 of the
internal Revenue Code and are made after October 22, 1986,
subject to the special cules of section 1433(b) of Pub. L. Ho.
99-514.
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Sec. 55. Sections 3, 8, 1, )8, and 45 of thls Act are
repealed January 1, 1988, for tax years beginmning on or after
that date or for estates of persons dylng on or after that
date.

Sec. %6. Thiwm Act, belng deemed of ismedlate Importance,

takes effect upon enactment.
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