1
2
3
4
5
)
7
8
g

o
- o

P
£ N

j

(]
o

-

[

-

NN
SR e B €

ST G S
B W b

caprirded
FILED SR 24 1589

Uiuss ._
‘ﬁ Vnm SENATE FILE 537

BY COMMITTEE ON
WAYS AND MEANS

Passed Senate, Date%—&”g"ﬁ;(/ﬁﬁr@assed House, Dates-?)—gq/?;;gq?)
Vote: AyesJ%j? .Naysﬂg) Vote: Ayes_fzziﬁ'Nays !é \

Approved __ Q{ 1 ,ﬁ_; 2 ’ lfgi

A BiLL FOR

An Act relating to the standard deduction for state individual
income tax purposes, limiting the deduction for net capital
gain to the transfer of certain capital assets, providing an
earned income tax credit, and providing retroactive
apoiicability and effective dates.

BE 1T ENACTED BY THE GENERAL ASSEMBLY COF THE STATE OF IOWA:
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S.F. ‘532 H.F.

Section 1. Secticn 422.4, subsection 17, paragraph &, Code
1885, is amended to read as follows:

a. "annual inflation factor" means an index, expressed as
a percentage, determined by the department by October 15 of
the calendar year preceding the calendar year for which the
factor is determined, which reflects the purchasing power of
the dollar as a result of inflation during the fiscal vyear
ending in the calendar year preceding the calendar year for
which the Factor is determined. In determinirg 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 for the
second quarter of the calendar year by the bureau of economic
analysis of the United States department of commerce and shall
adé ene-hatrf one-fourth of that percent change to one hundred
percent. The annual inflation factor and the cumulative
infiation factor shall each be expressed as a percentage
rounded to the nearest one-tenth of one percent. The annual
inflation factor shall not be less than one hundred percent.

Sec. 2. Section 422.4, subsection 17, paragraph ¢, Code
1989, is amended to read as follows:

c. The annual inflation factor for the 1988 calendar year

is one hundred percent. The annual inflation factor for the

1990 calendar year i1s one hundred percent, notwithstanding the

computation under paragraph "a".
Sec. 3. Section 422.4, Code 1989, is amended by adding the

following new subsection:
NEW SUBSECTION. 18. a. "Annual standard deduction

factor” means an index, expressed as a percentage, determined
by the department by October 15 of the calendar year preceding
the calendar year for which the factor is determined, which
reflects the purchasing power of the dollar as a result of
inflation during the fiscal year ending in the calendar year
preceding the calendar year for which the factor 1is
determined. In determining the annual standard deduction
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factor, the department shall use the annual percent change,
but not less than zero percent, in the implicit price deflator
for the gross national product computed for the second guarter
of the calendar year by the bureau of economic analysis of the
United States department of commerce and shalil add the total
percent change to one hundred percent. The annual standard
deduction factor and the cumulative standard deducticn factor
shall each be expressed as a percentage rounded to the nearest
one-tenth of one percent. The annual standard deduction
factor shall not be less than one hundred percent.

b. "Cumulative standard deduction factor" means the
procduct of the annual standard deduction factor for the 1989
calendar year and all annual standard deduction factors for
subsequent calendar years as determined pursuant to this
subsection. The cumulative standard deduction factor applies
to all tax years beginning on or after January 1 of the
calendar year for which the latest annual standard deduction
factor has been determined.

c. The annual standard deduction factor for the 13989
calendar year is one hundred percent.

d. Notwithstanding the computation of the annual standard
deduction factor under paragrapnh "a", the annual standard
deduction factor 1s one hundred percent for any calendar year
beginning after December 31, 1990, in which the unobligated
state general fund balance on June 30, a&as certified by the
director of revenue and firance by October 10, is less than
sixty miilion doilars,

Sec. 4. Section 422.9, subsection 6, unnumbered paragraph
1, Code 198%, is amended by striking the unnumbered paragraph
and iaserting in Lieu thereof the following:
caxpayei’'s 1lncome tax

a frcm the taxsayer's
inceme . as computzd without regard to Lhis subsectlon,

e
percent 0f the net capital gain from the sale ¢f the
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a. Net capital gain from the sale of real property used in
a business. in which the taxpayer materially participated, as
defined in section 459{h) of the Internal Revenue Code, and
which has been held for a minimum of ten years, or from the
cale of a business in which the taxpayer was employed or in
which the taxpayer materially participated, as defined in
section 469(h}) of the Internal Revenue Code, and which has
been held for a minimum of ten years. The sale of & business
means the sale of all or substantially all of the tangible
personal property or services of the business.

b. Net capital gain from the sale of cattle c¢r horses held
by the taxpayer for breeding, draft, dairy, or sporting
purposes for a period of twenty-four months or more from the
date of acquisition; but only if the taxpayer received more
than one-half of the taxpayer's gross income from f{farming or
ranching operations in this state during the tax year.

c. Net capital gain from the sale of breeding livestock,
other than cattle or horses, if the ilivestcocck is neld by the
taxpaver for a period of twelve months or more from the date
of acquisition; but only if the taxpayer received more than
one-half of the taxpayer's gross income from farming or
ranching operations in this state during the tax year.

The net long-term capital gain of paragraphs "a", "b", and
"c" together shall not exceed seventeen thousand five hundred
dollars for the tax year. Married taxpayers who elect
separate filing on a combined return for state tax purposes
are treated as one taxpayer and the amount of net capital gain
to be used to determine the tctal amount to be subtracted by
them shall not exceed seventeen thousand five hundred dollars
in the aggregate. Married taxpayers who file jointly or
separately on a combined return shall prorate the seventeen
thousand five hundred dollar limitation between them based on
the ratio of each spouse's net capital gain to the total net
caplital gain of both spouses. In the case cof married

taxpayers filing separate returns, the amount of net capital

~3-
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foiiowing the Cctober 31 Geadline, if thg total amcunt of

claims for refund exceeds eight million dollars for the tax

year. Notwithstanding any other provision, interest shal: not
be due on any refund claims that are paid by rebruary 28

foliowing the Octoper 31 deadline. Taxpayers whose tax years

begin on a date other than January 1 must file their refund

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

their tax years. If the claim is not payable on February 28

following the Octooer 31 deadline ¢f calendar year taxpayers,

beceause the taxpayer is a lisgcal year filer, then the amount

of the ciaim a:iowed shail be the same ratio as refund ciaims

available February 1 following the October 31 deadline. These

claims shall be funded by moneys appropriated for payment of
Yy [oney PRILOp . _BPay oL

refunds of individual income tax.

Sec. 6. NEW SECTION. 422.12B EARNED INCOME TARX CREDIT.

1. The taxes imposed under this division, less credits
allowed under sections 422.10 through 422.12, shall be reduced
by an earned income credit equal to ten percent of the federal
earned income credit received by the taxpayer under section
32(b)} of the Internal Revenue Code. Any credit in excess of
the tax liability is nonrefundable.

2. Married taxpayers electing to file separate returns or
filing separately on a combined return may avail themselves of
the earned income credit by allocating the earned income
credit to each spouse in the proportion that each spouse’'s
respective earned income bears to the total combined earned
income. Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the credit
only in the amount £fairly and equitably allocable to Iowa
under ruies prescribed by the director,

Sec. 7. Section 422,21, Code 1989%, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The director shall determine for

the 1990 and each subsequent calendar year the annual and

cumylative standard deduction factors for each calendar year
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to be applied to tax years beginning on or after January 1 of
that calendar year. The director shall compute the new
standard deduction dollar amounts as specified in section
422.9, subsection 1, by the latest cumulative standard
deduction factor and round off the result to the nearest ten
dolliars. The annual and cumulative standard deduction factors
determined by the director are nct rules as defined in section
174.2, subsection 7.

Sec. 8. Section 1 of this Act takes effect January 1.
1821, for tax years beginning on or after that date.

Sec. 9. Sections 2 and 3 of this Act take effect January
I, 1990, for tax years beginning on or after that date.

Sec. 10. Sections 4, 5, and 6 of Lhis Act apply
retroactively to January 1, 1989, for tax years beginning on
or after that date.

EX2LANATICON

The bill requires the director of revenue and finance to
annually index the standard deduction for individual income
tax purposes beginning with the 1990 tax years. Current law
only indexes the income tax brackets and certain federal
pension deductions.

The bill also limits the present capital galn deductiocn
refund claim to individuals whose net capital gains are from
cer-2i1n business assets.

The bill also provides a state earned income tex credit for
individuals. The credit is equal to ten percent of the

federal earned income credit. The credi: is nonrefundable.
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SENATE FILE 537

$-3933

1 Amend Senate File 537 as follows:

2 1, Page 2, by inserting after line 27, the

3 following:
4 "Sec. 100. Section 422.5, subsection 1, paragraph
S k, subparagraph (1), Code 1989, is amended to read as
6 !
7
8
9

follows:

(1) Add items of tax preference included in
federal alternative minimum taxable income under
section 57, except subsections (a)(l), (a)(2), and

10 (a)(5), of the Internal Revenue Code, make the
11 adjustments included in federal alternative minimum
12 taxable income under section 56, except subsections
i3 (a)Y{4), {(bYy(L){cYtiiiy, and {d)., of the Internal
14 Revenue Code, anmd add losses as required by section 58
15 of the Internal Revenue Code, and add the capital gain
16 deduction subtracted from net income in subsection 19
17 of section 422.7. In the case of an estate or trust,
18 the items of tax preference, adjustments, and losses
19 shall be apportioned between the estate or trust and
20 the beneficiaries in accordance with rules prescribed
21 by the director.”
22 2. Page 2, by inserting after line 27, the
23 following:
24 "Sec. 101. gection 422.7, Code 1989, is amended by
25 adding the following new subsection:

4 26 NEW SUBSECTION. 19. Subtract sixty percent of the

. 27 net capital gain as computed in section 1202 of the

- 28 Internal Revenue Code in effect for tax years

29 beginning in the 1986 calendar year. For purposes of
30 determining the amount to be subtracted, the net
31 capital gain shall not exceed one thousand eight
32 hundred dollars. Marrlied taxpayers who elect separate
33 filing on a combined return for state tax purposes are
34 treated as one taxpayer and the amount of net capital
35 gain to be used to determine the total amount to be
36 subtracted by them shall not exceed one thousand eight
37 hundred dollars in the aggregate. Married taxpayers
38 who file jointly or separately on a combined return
39 shall prorate the one thousand eight hundred dollar
40 limitation between them based on the ratio of each
41 spouse's net capital gain to the total net capital
42 gain of both spouses. In the case of married
43 taxpayers filing separate returns, the amount of net
44 capital gain to be used to determine the amount to be
45 subtracted by each spouse shall not exceed nine
46 hundred dollars. Any income or loss resulting from
47 the forfeiture, transfer, or sale or exchange
48 described in section 422.7, subsection 17, shall not
49 be used in computing net capital gain for purposes of
50 this subsection."

-1-
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5-3933
Page 2 .
A 1 3. By striking page 2, line 28 through page 5,
line 14 and inserting the following:

“Sec. 102. Section 422.9, subsection 6, Code 1989,
is amended by striking tne subsection."

4. Page 5, by lnserting before line 15 the
following:

"Sec. 103. Section 422.12, subsection 2,
unnumbered paragraph 1, Code 1989, is amended to read
as follows:

A child and dependent care credit equal to ferty-
f+tve fifty-five percent of the federal child and
dependent care credit provided in section 21 of the
Internal Revenue Code."

5. Page S5, by striking lines 15 through 30.

6. Page 6, Lllne 13, by striking the figures and
word "4, 5, and 6" and inserting the following: "100,
101, 102, and 103".

7. Title page, lines 3 and 4, by striking the
words "providing an earned income" and inserting the
following: "increasing the child and dependenc care’.

8. BY renumbering as necessary.

CALVIN O. HULTMAN JACK W, HESTER
RICHARD F. DRAKE JOHN W. JENSEN
LINN FUHRMAN JULTIA GENTLEMAN
NORM GOODWIN WILMER RENSINK
JIM LIND MARK R. HAGERLA
PAUL PATE DALE L. TIEDEN
JACK RIFE RAY TAYLOR
RICHARD VANDE HOEF MAGGIE TINSMAN
JOEN SQORHOLTZ

S$-3%933 FILED APRIL 26, 1989

DIVISION A-LOST, DIVISION B-LOST l;_f) ‘Eﬁ(p}ﬂ&)
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SENATE FILE 537
S5-3931

Amend Senate File 537 as follows:

1. Page 2, by inserting after line 27 the
following: e

"Sec. 30. Section 422.5, Code 1989, is amended by
adding the following new subsection:

NEW SUBSECTION. 10. In the case of income derived
from the sale or exchange of livestock in excess of
the number the taxpayer would sell if the taxpayer
followed the taxpayer's usual business practices, a
taxpayer may elect to spread the income equally over
the four tax years following the tax year in which
such sale or exchange occurs if the taxpayer
establishes that, under the taxpayer's usual business
practices, the sale or exchange would not have
occurred in the taxable year in which it occurred if
it were not for drought conditions cor other act of
God. This subsection shall apply only to a taxpayer
whose principal trade or business is farming, within
the meaning of section 6420(c¢)(3), of the Internal
Revenue Code."

2. Page 3, by inserting after line 22 the
following:

"d. The gain indicated in income for the tax year
from the sale or exchange of livestock as described in
section 422.5, subsection 10."

3. Page 3, lines 23 and 24, by striking the words
"and "c¢"" and inserting the following: ""c¢", and
lldll " .

4. Page 6, line 13, by inserting after the word
"Sections" the following: "30,".

BERL E. PRIEBE JACK RIFE

KEN SCOTT LEONARD BOSWELL
EMIL J. HUSAK DALE L. TIEDEN
JOHN A, PETERSON ’ H. KAY HEDGE

EUGENE FRAISE JOHN JENSEN
JOHN SOORHOLTZ RICHARD VANDEHOEF

S$~3931 FILED APRIL 26, 1989 ~

ADOPTED L{"&(a ng {ple

-
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SENATE FILE 537

Amend Senate File 537 as follows: x
1. Page 1, by striking lines 1 through 19.

2. Page 1, by inserting before line 26, the

$-392S

1
2
3
4 following:

5 "Sec. 100. Section 422.4, subsection 17, paragraph
6 d, Code 1989, is amended by striking the paragraph.”

7 3. Page 2, by striking lines 21 through 27,

8 4. Page 6, by striking lines 9 and 10.

3 S. Page 6, line 13, by striking the words "and 6"

10 and inserting tre following: "6, and 100",

11 6. By renumbering as recessary.

By CALVIN O. HULTMAN JOHN JENSEN
RICHARD F. DRAKE JULIA GENTLEMAN
JACK W. HESTER WILMER RENSINK
LINN FUHERMAN MARK R. HAGERLA
JACK RIFE DALE L. TIEDEN
RICHARD VANDE HOEF RAY TAYLOR
JOHN SOQORHOLTZ MAGGIE TINSMAN
JIM LIND

5-3929 FILED APRIL ?€ﬁ4 989
LOST &i— - 3 .
SENATE FILE 537
S$-3930
1 amend Senate File 537 as follows:
2 1. Page 1, line 15, by striking the word "one- .

3 fourth" and inserting the word "one-third".
By CHARLES BRUNER

$-3930 FILED APRIL 26, 1989

ADOPTED ,3(_5{" %(p !Lﬂlf}
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SENATE FILE 537
FISCAL NOTE

A fiscal note for SENATE FILE S37 AS AMENDED AND PASSED BY THE SENATE is heceby
submitted pursuant to Joint Rule 17. Data used in developing this fiscal note
1s available from the Legislative fiscal Bureau to members of the Legislature
upon request.

Senate File 537 as amended and passed by the Senate requires the Director of
Revenue and Finance to annually index the standard deduction for individual
income ctax purposes beginning with the 1990 tax years. Current law only
indexes che income tax brackers and certain federal pension deductions.
Additionally, the annual inflation factor (AIF) applied to income brackets and
federal pensions is 33% of the AIF instead of S0%Z. The annual standard
deduction factor is not subject to reduction.

The bill also Llimits the present capital gain deduction refund claim to
individuals whose net capital gains are from certain business assets. The bili
also provides a state earned income tax credit for individuals. The credit is
equal to 10% of the federal earned lncome credit. The credit is nonrefundable.

Standard deduction indexation: For tax vyear 1990, cthe currvent scandard
deduction amounts of $3,030 for married joint filers and §1,230 for individuals
would be indexed by whatever the annual standard deduction factor is determined
to be.

For tax vear 1991 and subsequent years, standard deduction and income bracket
indexation would occur 1f the ending fund balance of the General Fund was at
Least $60.0 million.

Tax Year 1990 Assumptions

l. For compavison purposes, estimates for two scenarios are provided: the
first scenario assumes current law indexation will not be triggered for
Tax Year 1990, the second scenario assumes current Law indexation will be
triggered for Tax Year 1990.

2. The annual inflation factor and annual standard deduction factor
applicable to tax year 1990 1is 4.5%, based on information from Data
Resources Incorporated.

3. Under current law, if the FY 1989 Ceneval Fund ending baliance was $60.0
million, the income brackets in 422.5, Code of Iowa, would be indexed by
the oroduct of 50% of the annual inflation factor multipiied by the
cumulative inflation factor,

4, Under the proposal, regardless of the General Fund ending balance, income
brackets would not be indexed, and the standard deductions would be
indexed by the product of the entire amount of the annual standard
deduction factor multiplied by the cumulative standard deduction factor.

5. Assuming withholding ctables are not changed, these effects would firsc
occur in FY 1991. _

., Civil service annuity exclusions were held constant in this simuiation,
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s1nce stare tax treatment of government pensions must change.

Fiscal Etfecr, Tax Year 1990, Standard Deduction ladexation
L. Current  law basts [or comparison assumes bracker indoxation Eii}_nut be
triggered for tax year 1990.

The tax model indigates indexing the standard deduction amounts would reduce
taxpayer llability by $3.3 million.

2. Current law basis for comparison assumes indexation will be triggered for
tax year 1990

Est. Reduction due to indexation under current law: ($9.9 miliion)
Est. Reduction due to indexation under proposal: {$3.3 million)

Tax Year 1991 Assumptions

1. For comparison purposes, estimates for two scenarics are provided: the
" first scenarioc assumes current law indexation was not triggered for Tax
Yratr 19903 the second scenario assumes current law indexation was
triggered for Tax Year 1990.

2. Indexation will he triggered tor Tax Year 1991,

3. The annuai inflation facter and annual standard decuctxu" factor
applicable to tax year 1991 is 4.2%, based OGFDRL sapril, 1989 report.

4. Under current law, the income brackets in 427, é, Code of [owa would be
indexed by the product of 50% of the annual inflavion factor multiplied by
the cumulative inflatton factor.

2. Under the proposal, income brackets would be increased by the product of
33% of the annual inflation facror muitiplied by the cumulative inflation
facror, and standard deductions would be increased by the product of the
entire amount of the annual staandard deduction Yactor muitiplied by the
cumulative standard deduction factor.

6. Assuming withholding tables are not changed, this effect would first occur
in FY 1992,

7. Civii service annuity exciusions were held constant in this simulation,
since state tax Ireatment of government pensions must change.

Fiscal Effect, Tax Year 1991, Bracket and Standard Deduction Indexation

l. Current law basis for comparison assumes bracket indexation was not
triggered for tax year 1990.

Est. Reduction due to indexation under current law: (39.3 million)
fst. Reduction due to indexation under proposal: ($9.2 miilien)
2. Current law basis for comparison assumes bracket indexation was triggered

for tax year 1990.

Fst, Reduction due ro indexation under curren
T 5

law: (32.6 miilion)
Est. Reduct:ion due teo indexsction under p :

($9 2 'P__.LLIOD)

Cepizal Cailns Refund Chanpges: Beginning nax year 19389, snly carzaln types cof
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‘ assets would be elizible tor the 60%Z capital gains deduction refund.
Ceneraily, the eligible assets must be (a) real property used in a business, or
trom the sale of a business, in which the taxpaver materiaily participated, or
was employed, and which was held for a minimum of 10 years, or (b} from the
sale ot livestock by taxpayers deriviag more than half ot their income from
tarming or ranching. The $8.0 million cap on the total amount refunded wculd
continue.

Earned {ncome rax Credit: A nonrefundable tax credit equivalent to 10%Z of the
taxpayer's federal earned income tax credit is allowed for rax years beginning
on or after January 1, 198%. This is estimated by the tax model to reduce
taxpayer liability by $3.2 million. Assuming withholding changes are not made,
this effect would first occur in FY 1960,

Spources: Legislative tax model
Data Resources Incorporated
Department of Revenue ané Finance (LsB 2721sv, PDD)

FILED APRIL 28, 1989 BY DENNIS PROUTY, FISCAL DIRECTOR

,‘
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1 An Act relating to the standard deduction for state individual

2 income tax purnoses, limiting the deduciion for net capital
3 gain to the transfer of certain capital assetfs, providing an
4 earned income tax credit, and providing recroactive
S applicability and effective dates. %ﬁ
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Section 1. Section 422.&4,. subsection 17, paragraph a, Code
1689, is cmended to read as follows:

2. "“Annual inflation factor" means an index, expressed as
a percentage, determined by the department by Octcber 15 cf
the calendar year preceding the calendar year Zor which the
factor is determined, which reflects the purchasing power of
the dollar as a resul: 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

the

!

deflator for the gross national product computed o
second quarter of the calendar year by the bureau of economic
analysis of the United States department of commerce and shall

add ene-nhnaitf one-third of that percent change to one hundred

percent. The annual inflation factor and the cumulative
inflation factor shall each be expressed as a percentage
rounded to the nearest one-tenth of one percent. The annual
inflation facter shall not be iess than one hundred percent.
Sec. 2. Section 422.4, subsection 17, paragraph ¢, Ccde
1989, s amended to read as foliows:
¢. The annual inflation factor for the 1388 calendar year

is one hundred percent. The annual inflation factor for the

1990 calendar vear is one hundred percent, notwithstanding the

computation under paragraph "a".
Sec. 3. Section 422.4, Code 1983, is amended Dy adding the

following new subsection:
NEW SUBSECTION, 18. a. "Annual standard deduction

factor” means an index, expressed as a percentage, ce:zermined
by the department by October 15 of the calendar year preceding
the calendar year for which the factor is determined, which
reflects the purchasing power of the dollar as a result of
inflation during the fiscal vear ending in the calendar year
preceding the calendar year for which the factor is

determined. In determining the annual standaré deduction




factor, the department shall use the annual percent change,
but not less than zero percent, in the 1lmplicit price deflator
fcr the gross national prcduct computed for tne second gquarcter
of the calendar year by the bureau of econom:ic analysis of th
1

.

United States depariment of commerce and shall add the to
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percent change to one hundred percent. The annual standard
deduction factor and the cumulative standard deduction factor
shall each be expressed as a percentage rounded to the nearest

one-tenth of one percent. The annual standard deduction
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factor shall not be less than cne hundred percent.

. "Cumulatrive standard deduction facktor™ means the
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product of zhe annual standard deduction factor £or the

bt
rn
Q
-

calendar year aad all annual standard deduction factors
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subseguent calendar years as determined pursuant to this

‘

subsection. The cumuliative standard deducticn factcor appiles

to ali tax years beginning on or after January 1 of the

o
- o

calendar year for which the latest annual stancard deduction

.

factor has been determined.
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c. The annual standard deduction factor for the 1589

[YC I .
o W

calendar year 1S one nhundred percent.

b

d. Notwithsianding the computation of the annual standard

deduction factor under paragrapn "a", the annual standard
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W

deduction factor is one hundred percent for any calendar year

beginning aftcer Decemper 31, 1990, 1in which the unobligated
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state general fund baiance or June 30, as certified by th
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[ea]

director of revenue and finance by October 10, is less than
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sixty miliion dollars.
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Internal Revenue Code.

Sec. 5. Section 422.9, subsection 6, unnumpered paragrapi
1, Code 188%, is amended by strixing the unnumpered paragraph
and inserting in lieu thereof the following:

The taxpayer may recompute -he taxpayer's income tax

liability for the tax year by subtracting from %he taxpayer's

-

o
taxable income, as computed without regarc¢ t0O this subsection,

e cf tre

]

sixty percent of the net capital gain from the s
following:

a. Net capital gain from the sale of real property used in
a business, in which the taxpayer materially participated, as
defined in section 469(h) cf tne internal Revenue Code, and
which has been neld for a minimum of ten years, or from the
sale of a business in which the raxpaver was employed or in
which the taxpayer materialily participated, as defined in
section 46%{h) of tne Internal Revenue Code, and which has
peen nheld for a minimum of ten years. The sale of a business
means the sale <f all or substantially all ¢f the tangible
personal property or services of the business.

b. Net capital gain from the sale of cattie ©or horses neld
by the taxpayer for breeding, draft, dairy, or sporting
purposes £or a period of twenty~-four months cr more from the
date of acguisition; but only 1f the taxpayer received mcre
than cne-half of the taxpayer's gross income from farming or
ranching opverations in this state during -he tax vear.

c. Net capital gain from the sale of pbreeding Livestock,
cther than cattle or horses, if the livestock is held by tae
taxpayer {or a periocd of twelve months or more Zrom the date

of acquisition; put only if the taxpaver race.ved more tnan
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Tne net long-term capital gain ¢f paragraphs "a', "L, "o,
T
and "d&" together snail not axceed seventeen thousanc flve
T TN
nundrec doliars £or tne tax year. Married taxpayerz «who elecct

separate fillrng on a combined return for stacte tax purposes
are treated as one taxpayer and the amount cf net capitai gain
0 be used to determine the total amount to e subtracted by
them shall not exceed seventeen thousand five hundre

d
in the aggregate. Married haxpayers who file jcintly or

l_)

separately on a ccocmbinec return shall prorate the seventeen
thousand five nundred doilar limitation between them based on
the ratio of each spouse’'s net capital gain Tc the total net

capital gain of both spouses. In the case of married

taxpayers filing separate returns, the amount of net capital
gain to be used to determine the amount Lo be subtracted by
each spouse shal. not exceed eight tncusand seven nundred
£ifzy deilars,

Sec. 6. Section 422.9, subsection 6§, unnumbered paragrapn
4, Code 1989, is amended to read as follow
e

5:
tor the tax year the total amount of refund ims that
shall be paid shall not exceed eight million dgllar If the

tctal amount of the claims for refund dees exceed that amount,
each claim for refund shall pe paid on a pro rata bas:is so
tnat the total amcunt paid £or the tax vear does not exceed

eight miilion dollars. n the case where refund claims are

not paid in full, the amcunt of the refund o which the

taxpayer s entitled uncder this subDs2ction ls the pro rata
amount that was pa:d and the taxpayer i1s not entitled to a
refund for the unpaid portionn and 1s not entitlied to carry

that amount forward or backward to ancther tax year.
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Taxpayers shail not use reZunds as estimated payments for
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mp-rpbto-gy-refund-crarpg-avatiapie-cn-Febr

3

taime-angil-ne-Sunded-by-meneys-anpropriated-fe

e
payrent-of-cefurnds-cf-individuai-sacome~-raxr Tne deadline fof

filing a claim for a refund for calendar vyear taxpayers whose

tax years begin on January 1 is Octeoper 31 foilowing the

calendar vear. The department shail determine on February 1

following zhe Qctober 31 deadline, if the total amount of

claims for refund exceeds eight million dellars

year. Notwithstanding any other provisicon, intere

=
be due on any refund claims that are paid by Februar
e

following the October 31 deadline. Taxpayers whos

begin on a date other than January 1 must file thelir rafu

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

thelr tax years. If the claim is nct payable on Februarv 28

following the October 31 deadline of calendar yvear Laxpayers,

because the taxpayer is a fisgcal vear filer, then the amount

0f the claim alliowed snhall be the same ratic as refund claims

s
avaiiable February 1 foilowing the October 3. deadiine. These
ed f

claims shall be funded by monevs appropriat

refunds of individual. income =-ax.
Sec. 7. NEw SECTION. 322.22B EARNED INCOME TAX CREDIT.

l. The taxes imposed under tnis division, less credits
a

allowed under sections 422,..0 through 422.12, sh
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a me credlt received by the taxpayer under se
32{b) of the Internal Revenue Code. Any credii in excess of
b

1iity 13 nonrefundabie.

rn

flling separateiy on a comsined return may avall themselves ¢
1 he earnad 1nconme

ca
credl: to each spcuse in the Droporticn that each spouse

! n 8 3
respecrive 2arned lncome bears to the total cembined esarnad
income. Taxpayers z2ffecied by the allocaticn provisions of
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a

section 422.8 shall be permitted a deduction for the
e
s

cnly -n the amount fairiy and equitably allocable ©o icwa
under rules prescribed by the director.

e
Sec., 8. Section 422.21, Code 198%, is amended by adding
the following new unnumperec¢ paragraph:
NEW UNNUMRERED PARAGRAPH. The director shall determine for
e

the 1990 and each subsequeni calendar year th
cumulative standard deduction Zactors for ea
to be applied -o tax vears beginning on 9r a
that calendar year. The director shall ccmpute the n
standard deduction dollar amounts as specified in section
422.9, subsection 1, by the lates: cumila:zive standard
deduction factor and round off the resuit to the nearest ten
deilars. The annuai and cumulative standard deduction factors
determined by the director are not rules as defined in section
17A.2, subsection 7.

Sec, 9. Section i1 of this Act takes eifect January I,

[

£ that date.
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1991, for tax years peginning on o

Sec. 10. Sections 2 and 3 of tni wake effect January
1, 1990, for tax years beginning on or after that date.
Sec. 1l. Secricns 4, 5, 5, and 7 cf this Act apply
. . s . - “
rerroactively to January 1, 1986, for tax years beginning on

or atter that date.
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SENATE FILE 537

H~4387
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Amend amendment, H-4349, to Senate File 537, as
amended, passed, and reprinted by the Senate, as
follows:

1. Page 1, by inserting before line 44, the
following:

“e. Net capital gain from the sale of stock or
securities as defined in section 1083(f) of the
Interral Revenue Code.”

2. Page 1, line 45, by striking the wards "and
"g"" and inserting the following: ""d4", and et

By METCALF Of Polk

§-4387 FILED MAY 2, 1989

Lusk 5 3-5%( > 2204)



HOUSE CL1P SHEET MAY 3, 1989 Page 14

SENATE FILE 537

H-4359
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amend amendment, H-4349, to Senate File 537, as
amended, passed, and reprinted by the Senate, as
follows:

1. By striking page 1, line 5, through page 2,
line 25, and inserting the following:

""Section 1. Section 422.5, subsection 1,
paragraph k, unnumbered paragraph 2, Code 1989, is
amended to read as follows:

The state alternative minimum taxable income of a

taxpayer is equal to the taxpayer's state taxable
income, as computed with the deductions in section
422.9, except-fer-the-net-eapitat-gain-deduetions with

the following adjustments:
Sec. 2. Section 422.9, subsection 6, Code 1989, is

amended by striking the subsection.

Sec. 3. Section 422.21, unnumbered paragraph &,
Code 1989, is amended by strlklng the unnumbered
paragraph.”

2. Page 2, line 30, by striking the word "giving"
and inserting the following: “eliminating the”

3. Page 2, line 31, by striking the words

"treatment to limited amounts of capital gain,".
By CONNOLLY of Dubuque
DODERER of Johnson

H- 433? FILED Y 2, l989>

Lk 25 S p1saz

SENATE FILE 537

H-4368
1 amend the amendment, H-4349, to Senate File 537, as
2 amended, passed, and reprinted by the Senate, as
3 follows:
4 1. Page 1, line 18, by striking the word "ten”
5 and inserting the following: "five”
6 2. Page 1, line 23, by striking the word "ten"
7 and inserting the following: "Eive"

By STROMER of Hancock

B-4368 FPFILED MAY 2, 1989 )

FEIREEVARECTIAN 3-8 (pL A




SENATE FILE 537

H-4345

34)

Amend Senate File 537, as amended, passed, and
reprinted by the Senate, as follows:

1. By striking everything after the enaciing
ciause and inserting the foilowing:

"Section 1. Section 422.9, subsection 6,

unnumber ed paragraph 1, Code 1985, 1s amended by
strik:ing the paragraoh and inserting in lieu therecf
the Zollowing:

The taxpayer may recompute the taxpaver's income
tax liaoxllty for the tax vear by subtracting from the
taxpayer's taxable income, as computed wichout regard

this subsection, sixty percent of the net capiteil
in from the sale of the following:

a. Net capital gain from the sale of real property
used in a business, in which the taxpayver materially
participated for ten years, as defined in section
469(nh) of the Internal Revenue Cocde, and wnhich nas
peen held for a minimum of ten years, or from the sale
of a business, as defined in section 422.42, in which
the taxpayer wes employed or in which the taxpayer
materially participated for ten years. as defined in
section 469(h) of the Internal Revenue Code, and which
2as been held for a minimum of ten years. The sale of
a business means the sale of all or substanti