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A Bill FOR 

1 An Act relating to individual income tax credits by granting 

2 credits for contributing to individual education savings 

3 accounts, increasing the personal exemption credits, providing 

4 for refunds for child and dependent care credits and providing 

5 an effective date. 

6 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S.F. :J..3~(j H.F. 

1 Section 1. NEW SECTION. 261.5 TRUST FUND. 

2 A college aid trust fu~d is established 1n che office of 

3 the treasurer of state. The fund shall be a~ endowment for 

4 the college aid commissio~ a:Jd mo~eys deposited i~ the f"nd 

5 shall not be expended but shall be invested by :~e treasurer 

6 of state in investments author1zed for the Iowa public 

7 employees' retirement fund in section 97B.7. 

8 Interest earned on the fund is available for appropriation 

9 by the general assembly aEter July 1, 1993, and shall be used 

10 for student financial aid purposes. 

11 Sec. 2. NEW SECTION. 422.11B EDUCATION SAVINGS ACCOUNT 

l2 CREDIT. 

13 1. The taxes imposed under this division shall be reduced 

14 by an education savings account credit as provided in this 

15 section for a taxpayer who has an adjusted gross income :or 

16 federal tax purposes for the tax year of forty-five thousand 

17 dollars or less. The amo~nt of the credit is equal to :ive 

18 percent of the amount contributed in cash by the caxpayer to 

19 an education savings acco~nc Eor the benefit of one na~ed 

20 individual who is a reSident of this state, not :0 exceed one 

21 thousand dollars Eor the tax year and not to exceed twenty-

22 four thousand dollars for all tax years. A taxpayer may 

23 receive a credit for an education savings account set up for 

24 each eligible individual. Married taxpayers sha:l be t[ea~ed 

25 as one taxpayer ~or purposes of this section and will qllalify 

26 for the credit only if the:r combined adjusted gross :ncome 

27 for federal tax purposes for the tax year is :orty-five 

28 thousand dollars or less. The amount of credit wil! be based 

29 upon the first one thousa~d dollars contributed by them to the 

30 account. 

31 For the purposes of this section, an education savIngs 

32 account is a trust created or organized in the Gnited States 

33 for the exclusive benefit of the one individual named by the 

34 trustor. 

35 2. The trust must meet the following requIrements: 
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S. F. ~ allo H. F. 

1 a. The trustee must be a bank, or a person who 

2 demonstrates to the satisfaction of the director of revenue 

3 and finance that the manner in which the person will 

4 administer the trust will be consistent with the requirements 

5 of this section. 

6 b. The trust funds shall not be invested 1n life lnsurance 

7 contracts. 

8 c. The interest of the trustor in the balance of the trus: 

9 shall be nonforfeitahle. 

10 d. The assets of the trust shall not be commingled with 

11 other property except in a common trust fund or a common 

12 investmen: fund. 

13 e. The books and records of the trust shall be kept in 

14 accordance with this section using the tax year of the trustor 

15 and the tax year shall be specified in the governlng 

16 instrument. 

~ 17 f. The trust shall be created to be an education savinas 

.~ 18 account for the benefit of one named individual other than"the 

19 trustor, and the date of birth of the named individual shal: 

20 be specified. A trustor may establish only one trust for each 

21 e~igible individual under this section. 

22 g. Contributions shall be accepted only E,om the trustor. 

23 h. Contributions other than qualified rollover 

24 contributions shall be accepted only in cash. 

25 1. A contribution shall he accepted as a qualified 

26 rollover contribution only if the trustor furnishes to the 

27 trustee a written statement from a trustee of another 

28 education savings account for the benefit of the same ~amed 

29 individual as the trust to which the ,oi:over contriblltion is 

30 to be made, that complies with this section, and the date o~ 

31 distribution shown on the statement 1S within sixty days 

32 before the date of the contrlbution. 

13 J. A balance in the account on the day after c::e day or. 

34 which the beneficlary attair.s thirty yea,s of age, Ot, 1, 

3S earlier, the date on which the beneficiary dies, shall be 
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1 distrlbuted on that date; ninety percent to the t~ust8r and 

2 ten percent to the college aid trust fund established in 

3 section 261.5. 

4 k. A beneficiary may be the named individual in on~y one 

5 education savings account. 

6 3. a. Except as otherwise provided in thiS subsect~on, 

7 the amount paid or distributed during a tax year rrom an 

8 education savings account shall be subject to a tEn percent 

9 tax payab~e by the trustor for that tax year unless the ent:re 

10 amount is used exclusively to pay certified eligible educat:on 

II expenses incurred by the trustor for the benef!cid~y. If the 

12 amounL is used exclusively to pay certified eligible educattOIl 

13 expenses incurred by the trUStor for the beneficiary and the 

:4 trtlst meets the requirements oE this section, the amc)unt is 

15 nut subject to the five percent tax imposed in ~illS paragcapn 

16 for that tax year. 

17 b. Paragraph "a" does not apply to the distribu:~on to :he 

18 trust8r of an amoun~ paid or distributed during a tax year 

19 from an education savings account, to the extellt that the 

20 amount exceeds the amount upon which the credit may be 

21 determined under subsection 1, if the distrib~:~ion is rece: 1:ed 

22 by t~e t,ustor on or b~fore the date prescribed by law, 

23 including exte~sions of time, for filing the trustor's ret~r~ 

24 for that tax year; no credit was alJ.owpu undpr sLbsection : 

25 with respect to the excess amount; and the digt[ibut~on :s 

26 accompanied by the amount of income attributable to the excess 

27 amount. Income attributable to the excess amount shall be 

28 inc"uded :n the net income of the trustor for the tax year in 

29 which it is received. 

30 c. Paragrap~ fla'i does not apply to a di5tr~buLicn whic~ ~s 

31 a qual:fied rol~over contribution. 

32 4. a. An education savings account is exerr.pt :rom 

33 tdxat~on under this division unless the acco~nt has ceased to 

34 be an education savings account. An educaticn savi~gs accouIlt 

3S ceases to be an education savings account as of the first day 
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·e 1 of the tax year of the trustor, if the beneficiary attains 

2 twenty-two years of age and is not at least a half-t:me 

3 student at a qualified educational institution for the 

4 calendar year endlng during the tax year; if the beneficiary 

5 attains twenty-five years of age and is not a ~ull-time 

6 student at a quallfled educational institlltion ~or the 

7 calendar year ending during the tax year; if the beneficiary 

8 attains thirty years of age; if the trustor uses the account 

9 or any portion of the account as security for a loan; or if 
10 the trustor transfers an ownership interest in the account, 

11 including a transfer by operation of law. 

12 However, the prohibition on a transfer of ownership of the 

13 account does not apply to a transfer of an education sav1ngs 

14 account, as a result of the death of the trustor, to the 

15 beneficiary or to the estate of the deceased trustor in order 

16 that the estate may transfer the account to the beneficiary 

17 pursllant to the w'" of the deceased trustor; to a transfer of 

18 an ed~cation sav~ngs account, as a result of the death of the 

19 trustor, to another individual or to the estate of the 

20 deceased trustor in order that the estate may transfer the 

21 account to another individual pursuant to the will of the 

22 deceased trustor if the individual makes a qualifled rollover 

23 contribution with respect to the account; or to a transfer of 

24 an educa t ion savings account pursuant to the divorce of the 

25 trustor of the account if the transferee 1S l:equired by law ~o 

26 use the account Eor the purposes of paying the certified 

27 eligible education expenses of the beneficiary of the account. 

28 D. If an account ceases to be an educatioll savings aCCoullt 

29 on the first day of a tax year, subsect10n 3 shall be applied 

30 as 1f there were a distribution of all of. the assecs of the 

3t account on t~e Eil:st day of the tax year. 

32 5. For p~rposes of this section, the fOllowing definitions 

33 apply: 

'& 34 a. "Named individual" or "beneficiary" means aJ1 eligj!)le 

,.., 35 individual specified 1n the written governing instrument of an 
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1 education savings account. 

2 b. "Eligible individual" means an individual who is a son, 

3 daughter, stepson, or stepdaughter of the trustor of ~he 

4 account, or a descendant of any of. the individuals :isted. 

5 c. "Certified eligible education expenses" means, with 

6 respect to a beneficiary, the sum of the amount of eligib:e 

7 education expenses with respect to the oeneficiary which are 

8 paid by the taxpayer during the tax year to a qualified 

9 educational institution, as reElected in a written 

10 certification from that institution; plus the lesser of the 

11 off-campus housing expenses with respect to the beneficiary 

12 for the tax year, or the amount of cash provided by the 

13 ~axpayer to the beneficiary, or if the taxpayer is the 

14 trustor, the amount spent by the taxpayer on room and board 

l5 during the year. Off-campus housing expenses sha:l be 

16 certified by the eligible institution pursUdllt to subsection 

17 9, paragraph "d". 

18 d. "eligible education expenses" mea~s, wit~ :espect to a 

19 beneficiary, the sum of amounts charged for tl;~:ion for, and 

20 room and board pro'hded by, a quall~ied educationa: 

21 illstitution to the be~eficidry in connection wi~~ the fu:l-

22 time enrollment of the beneficiary in one or more ~e~ms of 

23 qualified education; olus the amounts charged tor :uition for 

24 the pare-time enrollment of the beneficiary in one or more 

25 terms of qualified education. 

26 e. "Qualified educatlon" means a program leadlng to a 

27 degree or certiflcation at a qualified educat:onal 

28 institution. 

29 f. "Qualified educational instit"tion" means a not-~or-

30 profit instltution approved by a recognized accrediti~g agency 

3l as determined by the college aid cor.~ission. 

32 g. "Qualified rollover contriblltioIl" mean~ a cont~ibution 

33 ~or whiCh the enti:e amount cf the contriblltion, i~cl~ding 

34 money and any other property, represents the distributlon :0 

35 the taxpayer of the entire amount of a prevlous education 
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· /e . savings account, as reflected in a statement :rom :he Lust!?p 

2 of ::he account furnished to the trustee ot the Ilew edtlcatio~ 

e 

3 savings account which ~as the same beneficiary as the preViOtlS 

4 aCCOl~nt; the con~ributioIl to the new account was made O~ or 

5 before the earlier of the beginning of the tax year of the 

6 taxpayer in which the berleficiary attains thirty years o~ age, 

7 or the date sixty days after the day on which the dlstrlbu:!on 

8 from the previous account occurs; and no rollover contribLt.ion 

9 described in tnis paragraph was made to the previous education 

10 savings acco.lnt during the one-year period ending on the day 

:1 on whiCh the distribution from the previous account occurs. 

12 "Quali~ied rollover contribution" includes a contrib'ltion 

13 for which the entire amount of the contribution. Includi'lg 

14 money and any other property, represe.lts the dis:ribution to 

15 

16 

the Laxpayer oE 
savlngs account 

the entire amount of a previous education 

that was acquired as a result of the death of 

17 the trustor of 

18 the trus~ee o~ 

the account, as reflected in a statement frol~ 

the account furnished to the trustee of the new 

19 education savings account which has the same belleEiciary as 

20 the previous account; and the contribution to the ~ew account 

21 was made within all of the following time limits: 

22 (1) On or before the later of the date one year after the 

23 date of death of the trustor of the previous education savillgs 

24 account or tile date sixty days after the date on which the 

25 previous account was transferred to the taxpayer. 

26 (2) On o( before the earlier of the beginning of the tax 

27 year of the taxpayer in which the beneficiary attai~s age 

28 thirty or the date sixty days after the date on which the 

29 distribution from the previous account occurs. 

30 (3) At a time when :he beneficiary is an e:iglbie 

31 individual with ~espec~ to the taxpayer. 

32 6. The director shall adopt rules for the appcicatio~ o~ 

33 this section, including rules with respect to. but ~ot Ilmi:ed 

.,. J3

5

4 to all of the :ollowing: 

~ a. An education savings account that receives a quai~fled 
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1 rollover contribution. 

2 b. An education savings account transferred as a result or 

3 the death of the trustor of the account. 

4 c. A taxpayer who owns more than one educatio!1 savings 

5 account with respect to the same beneficiary dur:ng the tax 

6 year. 

7 d. A tax year :n which a beneficiary attends mere than one 

8 qualified educational institution. 

9 e. The limitation of the certified eligible eduCat:oll 

10 expenses of all taxpayers with respect to a single beneficiary 

11 for a tax year, so that the total amount with respect to of~-

12 campus rOom and board used in determining the total amount of 

13 the expenses il) the year does not exceed the actual qua!ified 

14 off-campus housing expenses w:th respect to the benef~ciary 

15 for the tax year. 

16 7. For purposes of this sect~on, a taxpayer is deemed to 

17 have made a contribution to an educatioll savings acceunt on 

18 the las: day of a tax year if the contribution is made on 

:9 account of the tax year and is made not later chan the time 

20 prf:>scribed by ~aw for filing the re':.ur~ for r.he ::ax year, 

21 including extensions. 

22 8. For purposes of this section, a custodid: accou~t shal: 

23 be treated as a trust if the assets of the account are held by 

24 a bank, within the meaning of section 408(n) of tne :nterna: 

25 Revenue Code, or another person who demcnscrates cO :he 

26 satisfaction of the director, that the manner in which that 

27 person will administer the account will be cons:stent w~th the 

28 requirements of this section, and if the custod~al account 

29 would, except fer the fact that i: is not a trust, constitute 

30 an education savings acco~n:. I~ the case of a custodia: 

31 aCCOllnc treated as a trus~ by reason of tt:e preceding 

32 sentence, the custodian 

33 tr~stee of the account. 

the account sha!: oe treated as the 

34 9. The following reports shaLL be made: 

35 a. The trustee of an education savings account from which 
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a~y dis(;ib~~ior was made d~rlr.g a tax year shall, withir; 

2 forty-five days d~ter the close oE :~le tax year, reake a r2po:t 

3 to the d:reccor and the trustor of the accoun: showing 

4 name a~d address of the trustor uf ttle account and the d~Ctlnt 

5 of the dis:ributions. 

6 b. -~~~C ~r:...:s::~e of an education sdvir:gs dccuunt sha::, 

7 within forty-five days afce' the date the beneficiary atlai~ed 

8 age thirty, make a :eport to the dlrector and the trustor o~ 

9 the accoun: showing the name and address of the trustor of the 

10 aCCOu11t and the fact that the beneficiary attained age thirty 

:1 and the dace or. WhiCh the benefic:ary attained age thir:y. 

12 c. The trllstee of an edllcation savings account shall make 

13 reports and furnish statements with respect to contriblltions, 

14 distributions, and other matters, as the director may require 

lS by ru:es. 

16 d. A qualified educational institution certifying el:gible 

17 education expenses and qualified off-camp'ls housing expense~ 

18 shall do so as the director may by r~le require. The 

19 certificaticns shall contain additional information as ti,e 

20 director may by forms or rules require. 

21 10. :f the amount of the education savings account credie 

22 exceeds the amount of tax under this division, the excess 

23 amount may be carried forward to subsequent tax years until 

24 used. 

25 11. If the education savings account credit is taken unrler 

26 this section, the director shall deposit into the college aid 

27 trust fund established in section 261.5, from taxes co:lected 

28 under this div~sion, an amount equal to one percent of the 

29 amount contributed by the taxpayer to the education savings 

30 accOu~t upon which the taxpayer·s credit was determined. 

31 Sec. 3. Sect~on 422.12. unnumbered paragraph 1. Code 

32 Supplement 1987, ~s amended to read as follows: 

33 There shall be deducted from but Ilot to exceed lIe tax, 

34 exceoc as orovlded in su~s~_ction 2, after the S<.lm" shal,- "ave 

35 been computed as provided in this diVision, the followiny: 
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1 Sec. 4. Section 422.12, subsections 1 anc 2, Code 

2 Supplement 1987, ace amended to read as follows: 

3 1. A personal exemption credit in the following amounts: 

4 a. For an estate or trust, a single indlvidual, or a 

5 married person filing a separate return, !'~fteel"l twenty-f~ve 

6 dollars. 

7 b. For a head of household, or a husband and wife flling a 

8 joint return, thi~ty fifty dollars. 

9 c. For each dependent, an additional ten twenty-five 

10 dollars. As used in this section, the term "dependent" shall 

11 have the same meaning as provided by the Internal Revenue Code 

12 of 1954. 

13 d. For a sing~e individual, husband, wife or head 0: 
14 household, an additional exemption of fifteen twenty-five 

IS dollars for each ot said individuals who has atta:ned the age 

16 of sixty-f:ve years before the close of the tax year or on ti,e 

17 fi.rst day following the end cE the tax year. 

18 e. For a single indiv:dual, husband, wife or head oE 

19 household, an additior'!al exemption of §tf~~~M tw'e:l~y-: ive 
--_. "<-'-'-

20 dollars for 2ach of said i~dividudls who is b~irld at the clase 

21 of the tax year. For the purposes of this paragraph, an 

22 individual is blind only :f the individual's central ViSlldl 

23 acu:ty does not exceed twenty-two hundredths In the bet:er eye 

24 with correcting lenses, or if the individual's visua: acu~ty 

25 is greater than twenty-two hundredthS but is accompaniec by a 

26 limitation in the fields of vision such that the widest 

27 diameter of the vi sua: field subtends an angle no greater [han 

28 twenty degrees. 

29 f.--Per-tax-year~-be~~~~t~9-eM-er-8fter-58~tlar7-=,-~979-anci 

30 fer-eaen-ef-the-MeXt-fetlr-~tleeeed~n9-tax-7eer~,-tne-8MoeMt-er 

31 the-~er~ena±-exeMptrel"l-erecirt~-prev~ded-tn-th~~-~eb~eet~eM 

32 ~hal!-be-~nerea~ed-il"l-the-ametlnt-ef-ene-cieiier-~0r-~aeh-t8X 

33 yetlr7-~xeept-~het-th~-p~~~0na±-exeMpt±en-creci±t-a~~eweci-tlncier 

34 para9r8ph-ubu-ef-th~~-geb~eet~en-shar±-be-~neree~ed-rn-the 

35 a~etlnt-ef-twe-de±±ar~-fer-eaeh-tax-yeer.--~he-pe~sena= 
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e~em~tier.-ereciits-determi"ed-p~r~~Br.t-te-thie-pBrB9rBph-fer 

2 t8~-ye8re-be9innin9-er.-er-8fter-dB"~8ry-±,-±983-eh8±±-ee"ti"~e 

3 fer-e~eeeedin9-tB~-yeBre. 

4 2. A After the deduction of the other credits unde, this 

S section, a c~ild and dependent care credit equal to forty-five 

6 percent of the federal child and dependent care credit 

7 provided in section 21 of the Internal Revenue Code of 1954. 

8 The amount of the child and dependent care credit in excess of 

9 the tax is refundable to the taxpayer or, at the option of the 

10 taxpayer, may be used as a refundable credit for the following 

11 tax year. 

12 Married taxpayers electing to file separate returns or 

13 filing separately on a combined return must allocate the child 

14 and dependent care credit to each spouse in the proportion 

15 that each spouse's respective net lncome bears to the total 

16 combined net income. Taxpayers affected by the allocation 

-~~ 
19 

20 

provisions of section 422.8 shall be permitted a deduction for 

the credit only in the amount fairly and equitably allocable 

to Iowa under rules prescribed by the director. 

Sec. S. This Act is effective January 1, 1989, for tax 

21 years beginning on or after that date. 

22 EXPLANATION 

23 The bill authorizes the establishment of tax exempt 

24 education savings accounts by individuals with annual adjusted 

2S gross income of forty-five thousand dollars or less for 

26 payment of college costs of named individuals. Married 

27 taxpayers must have a combined annual adjusted gross income of 

28 forty-five thousand dollars or less to qualify and are treated 

29 as one taxpayer for purposes of determining the amount of 

30 credit. A credit of five percent of the amount contributed to 

31 the account is allowed to offset the person's individual 

32 income tax and earn tax-free interest, somewhat similarly to 

33 individual retirement accounts. 

34 

35 

The bill increases the personal exemption Credle for income 

tax purposes to $50 for married persons filing JOlntly and $25 
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1 for all other filers, dependents. and blind and elderly and 

2 makes the child and depe~dent care credit a re~ilnddble cr2di~. 

3 SUCCESSOR TO SS3 2274 (LSB 8427SC) 
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STATE OF IOWA 

fiLED APR 141988 FISCAL NOTE 
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Staff 10. POD 

rn compliance with 
for SeNATE FILE 2340 
tn developing this 
Bureau to members of 

SE)iATE :I1,£ 2340 

a writtp.fl request recei.ved ApriL 14, 1988, a fiscal note 
is hereby submitted pursuant to Joint Rule 17. Data used 
fiscal note 2re available from the Legislative Fiscal 

the Legislature upon request. 

Senate FiLe 2340 authorizes the est~blishment of tax exempt education sav.ngs 
accounts by individuals with annual adjusted gr0ss income of $45,000 or less 
for payment of college costs of named individuals. Harried taxpayers m~s[ 
have ~ combined annual adjusted gross income of $45,000 or less to qualify and 
are treated as One taxpayer for purposes of determining the amount of credit. 
A credlt of five percent of the amount contribu~€d to the account 4S allowed 
to offset the person's individu31 lncome tax and earn tax-free interest, 
somewhat similarly to individ~al retirement accounts. 

The bitl lncreases the personaL exemption credtt fur Lncome tax purposes to 
$50 for married persons fillng jointly and $25 for all other filers, 
dependents, and blinri and elderly and makes the child and dependent care 
credit a refundable credit. I I ASSUMPTIONS 

~I: "_', 1. Individual Education Account (rEA) participation rates and average 

I , 2. 

cont~ibutions by income class will be oimilar to national Individual 
Retirement Account (IRA) pa~ticipation rates and average contributions by 
income class for 1985. 

The number of families with tax liability with children likely to go to 
college is estimated to be 148,766. 

FI SCAL EFI."ECT 

Tne legisLative Fiscal 8ureau estimates the lEA tax credit provision to result 
!n a revenue loss of about $1.0 million in FY 90. 

The Department of Revenue and Finance estimates the increase In exemption 
credits wiil result in a revenue loss of about $14.0 to $15.0 millien 
annually. The lncreases are effective for tax years i989 and beyond, reducing 
ta% liability for FY 90 and subsequent fiscal years. Changing the child care 
credit from a nonrefundable to a refundable credit would also result in a 
revenue loss; however, the amount is unknown. 

Sou~ces: Department of Revenue and Finance 
Statistical Abstract of the U.S.--l987 
U.S. Treasury Department 
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A BILL FOR 

Act relating to individual income tax credits by granting 

credits for contributing to individual education savings 

accounts, increasing the personal exemption credits, providing 

for refunds for child and deppendent care credits and 

providing an effective date. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S.F. H. F. 

1 Section 1. NEW SECTION. 261.5 TRUST FUND. 

2 A college aid trust fund is established in the office of 

3 the treasurer of state. The fund shall be an endowment for 

4 the college aid commission and moneys deposited in the fund 

5 shall not be expended but shall be invested by the treasurer 

6 of state in investments authorized for the Iowa public 

7 employees' retirement fund in section 97B.7. 

8 Interest earned on the fund is available for appropriation 

9 by the general assembly after July 1, 1993, and shall be used 

10 for student financial aid purposes. 

11 Sec. 2. NEW SECTION. 422.11B EDUCATION SAVINGS ACCOUNT 

12 CREDIT. 

13 1. The taxes imposed under this division shall be reduced 

14 by an education savings account credit as provided in this 

15 section for a taxpayer who has an adjusted gross .income for 

16 federal tax purposes for the tax year of forty-five thousand 

17 dollars or less. The amount of the credit is equal to five 

18 percent of the amount contributed in cash by the taxpayer to 

19 an education savings account for the benefit of one named 

20 individual who is a resident of this state, not to exceed one 

21 thousand dollars for the tax year and not to exceed twenty-

22 four thousand dollars for all tax years. A taxpayer may 

23 receive a credit for an education savings account set up for 

24 each eligible individual. Married taxpayers shall be treated 

25 as one taxpayer for purposes of this section and will qualify 

26 for the credit only if their combined adjusted gross income 

27 for federal tax purposes for the tax year is forty-five 

28 thousand dollars or less. The amount of credit will be based 

29 upon the first one thousand dollars contributed by them to the 

30 account. 

31 For the purposes of this section, an education savings 

32 account is a trust created or organized in the United States 

33 for the exclusive benefit of the one individual named by the 

34 trustor. 

35 2. The trust must meet the following requirements: 

-1-
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1 a. The trustee must be a bank, or a person who 
2 demonstrates to the satisfaction of the director of revenue 

3 and finance that the manner in which the person will 

4 administer the trust will be consistent with the requirements 

5 of this section. 

6 b. The trust funds shall not be invested in life lnsurance 

7 contracts. 

8 c. The interest of the trustor in the balance of the trust 

9 shall be nonforfeitable. 

10 d. The assets of the trust shall not be commingled with 

11 other property except in a common trust fund or a common 

12 investment fund. 

13 e. The books and records of the trust shall be kept in 

14 accordance with this section using the tax year of the trustor 

15 and the tax year shall be specified in the governing 

16 instrument. 

~ 17 f. The trust shall be created to be an education savlngs 

• 

18 account for the benefit of one named individual other than the 

19 trustor, and the date of birth of the named individual shall 

20 be specified. A trustor may establish only one trust for each 

21 eligible individual under this section. 

22 g. Contributions shall be accepted only from the trustor. 

23 h. Contributions other than qualified rollover 

24 contributions shall be accepted only in cash. 

25 1. A contribution shall be accepted as a qualified 

26 rollover contribution only if the trustor furnishes to the 

27 trustee a written statement from a trustee of another 

28 education savings account Eor the benefit oE the same named 

29 individual as the trust to which the rollover contribution is 
30 to be made, that complies with this'section, and the date of 

31 distribution shown on the statement is within sixty days 

32 baZore the date of the contribution. 

33 j • A balance in tIle account on the day 

34 which the beneficiary attains thirty years 

35 earlier, the date on which the beneficiary 
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1 distributed on that date; ninety percent to the trustor and 

2 ten percent to the college aid trust fund established in 

3 section 261.5. 

4 k. A beneficiary may be the named individual in only one 

5 education sav~ngs account. 

6 3. a. Except as otherwise provided in this subsection, 

7 the amount paid or distributed during a tax year from an 

8 education savings account shall be subject to a ten percent 

9 tax payable by the trustor for that tax year unless the entire 

10 amount is used exclusively to pay certified eligible education 

11 expenses incurred by the trustor for the beneficiary. If the 

12 amount· is used exclusively to pay certified eligible education 

13 expenses incurred by the trustor for the beneficiary and the 

14 trust meets the requirements of this section, the amount is 

15 not subject to the five percent tax imposed in this paragraph 

16 

17 

18 

19 

20 

for that tax year. 

b. Paragraph lIall does 

trustor of an amount paid 

from an education sav~ngs 

amount exceeds the amount 

not apply to the distribution to the 

or distributed during a tax year 

account, to the extent that the 

upon which the credit may be 

21 determined under subsection 1, if the distribution is received 

22 by the trustor on or before the date prescribed by law, 

23 including extensions of time, for filing the trustor's return 

24 for that tax year; no credit was allowed under subsection 1 

25 with respect to the excess amount; and the distribution ~s 

26 accompanied by the amount of income attributable to the excess 

27 amount. Income attributable to the excess amount shall be 

28 included in the net income of the trustor for the tax year in 

29 which it is received. 

30 c. Paragraph Ita II does not apply to a distribution which is 

31 a qualified rollover contribution. 

32 4. a. An education savings account is exempt from 

33 taxation under this division unless the account has ceased to 

34 be an education savings account. An education savings account 

35 ceases to be an education savings account as of the first day 
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1 of the tax year of the trustor, if the beneficiary attains 

2 twenty-two years of age and is not at least a half-time 

3 student at a qualified educational institution for the 

4 calendar year ending during the tax year; if the beneficiary 

5 attains twenty-five years of age and is not a full-time 

6 student at a qualified educational institution for the 

7 calendar year ending during the tax year; if the beneficiary 

8 attains thirty years of age; if the trustor uses the account 

9 or any portion of the account as security for a loan; or if 

10 the trustor transfers an ownership interest in the account, 

11 including a transfer by operation of law. 

12 However, the prohibition on a transfer of ownership of the 

13 account does not apply to a transfer of an education savings 

14 account, as a result of the death of the trustor, to the 

15 beneficiary or to the estate of the deceased trustor in order 

16 that the estate may transfer the account to the beneficiary 

17 pursuant to the will of the deceased trustor; to a transfer of 

18 an education savings acccunt, as a result of the death of the 

19 trustor, to another indivldual or to the estate of the 

20 deceased trustor in order that the estate may transfer the 

21 account to another individual pursuant to the will of the 

22 deceased trustor if the individual makes a qualified rollover 

23 contribution with respect to the account; or to a transfer of 

24 an education savings account pursuant to the divorce of the 

25 trustor of the account if the transferee is required by law to 

26 use the account for the purposes of paying the certified 

27 eligible education expenses of the beneficiary of the account. 

28 b. If an account ceases to be an education savings account 

29 on the first day of a tax year, subsection 3 shall be applied 

30 as if there were a distribution of all of the assets of the 

31 account on the first day of the tax year. 

32 

33 

34 

3S 

5. For purposes of this section, the following definitions 

apply: 

a. "Ndwed individual" or "beneficiary· means an eligible 

individual specified in the written governing instrument of an 
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1 education savings account. 

2 b. "Eligible individual" means an individual who is a son, 

3 daughter. stepson. or stepdaughter of the trustor of the 
4 account. or a descendant of any of the individuals listed. 

5 c. "Certified eligible education expenses" means. with 

6 respect to a beneficiary. the sum of the amount of eligible 

7 education expenses with respect to the beneficiary which are 

8 paid by the taxpayer during the tax year to a qualified 

9 educational institution, as reflected in a written 

10 certification from that institution; plus the lesser of the 

11 off-campus housing expenses with respect to the beneficiary 
12 for the tax year, or the amount of cash provided by the 

13 taxpayer to the beneficiary, or if the taxpayer is the 

14 trustor. the amount spent by the taxpayer on room and board 

15 during the year. Off-campus housing expenses shall be 

16 certified by the eligible institution pursuant to subsection 

17 9. paragraph "d". 

18 d. "Eligible education expenses" means. with respect to a 

19 beneficiary, the sum of amounts charged for tuition for. and 

20 room and board provided by. a qualified educational 

21 institution to the beneficiary in connection with the full-

22 time enrollment of the beneficiary in one or more terms of 

23 qualified education; plus the amounts charged for tuition for 

24 the part-time enrollment of the beneficiary in one or more 

25 terms of qualified education. 

26 e. "Qualified education" means a program leading to a 

27 degree or certification at a qualified educational 

28 institution. 

29 f. "Qualified educational institution" means a not-for-

30 profit institution approved by a recognized accrediting agency 

31 as determined by the college aid commission. 

32 g. "Qualified rollover contribution" means a contribution 

33 for which the entire amount of the contribution, including 

34 money and any other property, represents the distribution to 

35 the taxpayer of the entire amount of a previous education 
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savings account, as reflected in a statement from the trustee 

of the account furnished to the trustee of the new education 

savings account which has the same beneficiary as the previous 

account; the contribution to the new account was made on or 

5 before the earlier of the beginning of the tax year of the 
6 taxpayer in which the beneficiary attains thirty years of age, 

7 or the date sixty days after the day on which the distribution 

8 from the previous account occurs; and no rollover contribution 

9 described in this paragraph was made to the previous education 

10 savings account during the one-year period ending on the day 

11 on which the distribution from the previous account occurs. 

12 "Qualified rollover contribution" includes a contribution 

13 for which the entire amount of the contribution, including 

14 money and any other property, represents the distribution to 

15 the taxpayer of the entire amount of a previous education 

16 savings account that was acquired as a result of the death of 

17 the trustor of the account, as reflected in a statement from 

18 the trustee of the account furnished to the trustee of the new 

19 education savings account which has the same beneficiary as 

20 the previous account; and the contribution to the new account 

21 was made within all of the following time limits: 

22 (1) On or before the later of the date one year after the 

23 date of death of the trustor of the previous education savlngs 

24 account or the date sixty days after the date on which the 

25 previous account was transferred to the taxpayer. 

26 (2) On or before the earlier of the beginning of the tax 

27 year of the taxpayer in which the beneficiary attains age 

28 thirty or the date sixty days after the date on which the 

29 distribution from the previous account occurs. 

30 

31 

32 

33 
34 

35 

(3) At a time when the beneficiary is an eligible 

individual with respect to the taxpayer. 

6. The director shall adopt rules for the application of 

this section, including rules with respect to, but not limited 

to all of the following: 

a. An education savings account that receives a qualified 
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1 rollover contribution. 

2 b. An 

3 the death 

education savings 

of the trustor of 

account transferred as a result of 

the account. 

4 c. A taxpayer who owns more than one education savings 

5 account with respect to the same beneficiary during the tax 

6 year. 

7 d. A tax year in which a beneficiary attends more than one 

8 qualified educational institution. 

9 e. The limitation of the certified eligible education 

10 expenses of all taxpayers with respect to a single beneficiary 

11 for a tax year, so that the total amount with respect to off-

12 campus room and board used in determining the total amount of 

13 the expenses in the year does not exceed the actual qualified 

14 off-campus hOUSing expenses with respect to the beneficiary 

15 for the tax year. 

16 7. For purposes of this section, a taxpayer is deemed to 

17 have made a contribution to an education savings account on 

18 the last day of a tax year if the contribution is made on 

19 account of the tax year and is made not later than the time 

20 prescribed by law for fi~ing the return for the tax year, 

21 including extensions. 

22 8. For purposes of this section, a custodial account shall 

23 be treated as a trust if the assets of the account are held by 
24 a bank, within the meaning of section 408(n) of the Internal 

25 Revenue Code, or another person who demonstrates to the 

26 satisfaction of the director, that the manner in which that 

27 person will administer the account will be consistent with the 

28 requirements of this section, and if the custodial account 

29 would, except for the fact that it is not a trust, constitute 

30 an education savings account. In the case of a custodial 

31 account treated as a trust by reason of the preceding 

32 sentence, the custodian of the account shall be treated as the 

33 trustee of the account. 

34 9. The following reports shall be made: 

35 a. The trustee of an education savings account from which 
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1 any distribution was made during a tax year shall, within 

2 forty-five days after the close of the tax year, make a report 

3 to the director and the trustor of the account showing the 

4 name and address of the trustor of the account and the amount 

5 of the distributions. 

6 b. The trustee of an education savings account shall, 

7 within forty-five days after the date the beneficiary attained 

8 age thirty, make a report to the director and the trustor of 

9 the account showing the name and address of the trustor of the 

10 account and the fact that the beneficiary attair.ed age thirty 

11 and the date on which the beneficiary attained age thirty. 

12 c. The trustee of an education savings account shall make 

13 reports and furnish statements with respect to contributions, 

14 distributions, and other matters, as the director may ,equire 

15 by ru,J.es. 

16 d. A qualified educational institution certifying eligible 

~ 17 education expenses and qualified off-campus ho~sing expenses 

18 shall do so as the director may by rule require. The 

• 

19 certifications shall contain additional information as ~he 

20 director may by forms or rules require. 

21 10. If the amount of the education savings account credit 

22 exceeds the amount of tax under this division, the excess 

23 amount may be carried forward to subsequent tax years until 

24 used. 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

11. If the education savings account credit is taken under 

this section, the director shall deposit into the college aid 

trust fund established in section 261.5, from taxes collected 

under this division, an amount equal to one percent of the 

amount contributed by the taxpayer to the education savings 

account upon which the taxpayer's credit was determined. 

Sec. 3. Section 422.12, unnumbered paragraph 1, Code 

Supplement 1987, is amended to read as follows: 

There shall be deducted from.but not to exceed the taxL 

except a~ provided in subsection 2, after the same shall have 

been computed as provided in this division, the following: 
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1 Sec. 4. Section 422.12, subsections 1 and 2, Code 

2 Supplement 1987, are amended to read as follows: 

3 1. A personal exemption credit in the following amounts: 

4 a. For an estate or trust, a single individual, or a 

5 married person filing a separate return, ~ifteen twenty-five 

6 dollars. 

7 b. For a head of household, or a husband and wife filing a 

8 joint return, thi~ty fifty dollars. 

9 c. For each dependent, an additional ten twenty-five 

10 dollars. As used in this section, the term "dependent" shall 

11 have the same meaning as provided by the Internal Revenue Code 

12 of 1954. 

13 d. For a single individual, husband, wife or head of 

14 household, an additional exemption of ~ifteen twentv-five 

15 dollars for each of said individuals who has attained the age 

16 of sixty-five years before the close of the tax year or on the 

17 first day following the end of the tax year. 

18 e. For a single individual, husband, wife or head of 

19 household, an additional exemption of ~iftee" twenty-five 

20 dollars for each of said individuals who is blind at the close 

21 of the tax year. For the purposes of this paragraph, an 

22 individual is blind only if the individual's central visual 

23 a~uity does not exceed twenty-two hundredths in the better eye 

24 with correcting lenses, or if the individual's visual acuity 

25 is greater than twenty-two hundredths but is accompanied by a 

26 limitation in the fields of vision such that the widest 

27 diameter of the visual field subtends an angle no greater than 

28 twenty degrees. 

29 ~~--Fer-tax-year~-~e~i"ning-en-e~-a~ter-aanaarI-t7-t979-and 

30 Eer-eae"-ef-t"e-"ext-fear-~aeeeedi"~-tax-year~7-the-ameant-ef 

31 t"e-~e~~ena%-exem~t±en-e~ed±t~-~ro~±ded-±"-t"i~-~Hb~eetie" 

32 ~haii-~e-i"e~ea~ed-±"-t"e-ametlnt-ef-one-do!iar-fer-eaeh-tax 

33 year7-exee~t-t"at-t"e-~e~~o"at-exem~t±e"-ered±t-aiiowed-tlnder 

34 ~ara~ra~"-ubu-of-th±~-~tlb~eetion-~"at!-be-i"erea~ed-in-the 

35 amotlnt-of-two-de!!ar~-for-eaeh-tax-yea~.--~he-per~onai 
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exeM~efe~-e~eafe~-deee~M±~ed-~tl:~tle~e-ee-eh±~-para9ra~h-~e~ 

eax-year~-be9f~~±~9-e~-e~-afeer-da~tla~Y-~7-~ge3-sha:%-ee~t±~tle 

fo~-stleeeedi~9-tax-yea~~~ 

2. A After the deduction of the other credits under this 

5 section, a child and dependent care credit equal to forty-five 

6 percent of the federal child and dependent care credit 

7 provided in section 21 of the Internal Revenue Code of 1954. 

8 The amount of the child and dependent care credit in excess of 

9 the tax is refundable to the taxpaver or, at the option of the 

10 taxpayer, may be used as a refundable credit for the following 

11 tax year. 

12 Married taxpayers electing to file separate returns or 

13 filing separately on a combined return must allocate the child 

14 and dependent care credit to each spouse 1n the proportion 

15 that each spouse's respective net income bears to the total 

16 combined net income. Taxpayers affected by the allocation 

17 provisions of section 422.8 shall be permitted a deduction for 

18 the credit only in the amount fairly and equitably allocable 

19 to Iowa under rules prescribed by the director. 

20 Sec. 5. This Act is effective January 1, 1989, for tax 

21 years beginning on or after that date. 

22 EXPLANATION 

23 The bill authorizes the establishment of tax exempt 

24 education savings accounts by individuals with annual adjusted 

25 gross income of forty-five thousand dollars or less for 

26 payment of college costs of named individuals. Married 

27 taxpayers must have a combined annual adjusted gross income of 

28 forty-five thousand dollars or less to qualify and are treated 

29 as one taxpayer for purposes of determining the amount of 

30 credit. A credit of five percent of the amount contributed to 

31 the account is allowed to offset the p~rson's individual 

32 income tax and earn tax-free interest, somewhat similarly to 

33 individual retirement accounts. 

~ 34 The bill increases the personal exemption credit for income 

35 tax purposes to $50 Eor married persons filing jointly and $25 

-10-



S.F. H.F. 

1 for all other filers, dependents, and blind and elderly and 

2 makes the child and dependent care credit a refundable credit. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 
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