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Act relating to state income taxation by exempting certain
bonds ard notes issued by the agricultural development
authority and providing a retroactive applicability date.
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Seciion 1. Secticn 422.7, subsection 19, Code Supnlement
1985, is amended to read as follows:
act interest earned on bond
gricuirtural development authori:ty a e
.17, subsaction 10y-te-the-exeenit-Rg-srboresni-ca~-inctudee
in-federar-adiusted-graoss-rneene,
<

ection 422.35, subsection 13, Code Supplement

[So I Vel
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1989, is amended to read as follows:
13. Subtract the interest earned from bconds and notes
issued by the agricultural development avthority as provided
in section 175.17, subsection 10;-to-tme-gxtene-thneg-interest
tg~tneiuded-sa-federai-tarabie-sneere.

Sec. 3.

This Act 1s retroactively applicable for tax years
beginning on or after January 1, 1989,

EXPLANATION

This bill provides that interest on obligations issued by
the agricultural development authority for its beginning
farmer loan program 1s exempt Ifrom state Income tax ncotwith-
standing the fact that they are exenp:t from federal income
taxes. Current law makes such obligations exempt from state
income tax only to the extent that the interest is included in
federal taxaov.e income. The bill is retroactive:y effective

for tax years beginning on or after January 1, 1989.
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. SENATE FILE 2115
FISCAL NOTE

A fiscal note for Senate File 2115 {s hereby submitted pursuant to Joint Ruig
17. Data used in developing this fiscal note is available from the Legislative
Fiscal Bureau to members of the Legislature upon request.

Senate File 2115 is written to exempt interest income on obligations issued by
the Towa Agricultural Development Authorities beginring farmer loan program
from Iowa individual or corporate income tax.

Fiscal Effect

There 1s no fiscal effect since this interest was exempted from lowa's state
income taxes by the amendment of Section 175.17 of the Iowa Code, by Senate
File 423 during the 1989 session.

Source: Department of Revenue and Finance (LSB 74965+, #0D)

FILED APRIL 5, 19990 BY DENNIS PROUTY, FISCAL DIRECTOR
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A BILL FOR
An Act relating to state income taxation by exempting certain

bonds and notes issued by the agricultural development
authority and providing a retroactive applicability date.
IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1., Sectior 422.7, subsection 19, Code Supplement
1989, is amended to read as follows:

19. Subtract interest earned on bonds and notes issued by
the agricuitural development authority as provided in section
175.17, subsection i07-te-the-extent-the-interest-ia-inciuded
tn-federai-adiusted-grosz-income.

Sec. 2. Section 422.3%, subsection 13, Code Supplement
1989, is amended to read as follows:

13. Subtract the interest earned from bonds and notes
issued by the agricultural development authority as provided
in section 175.17, subsection 1l07-te-the-extent-the-:intereat
ta-tnecivded-in-federai-+axanie-income.

Sec. 3. This Act is retroactively applicable for tax vyears
beginning on or after January 1, 1989.

EXPLANATION

This bill provides that interest on obligations issued by
the agricultural development authority for its beginning
farmer loan program is exempt from state income tax notwith-
standing the fact that they are exempt from federal income
taxes. Current law makes such obligations exempt from state
income tax only to the extent that the interest is included in
federal taxable income. The bill is retroactively eifective
for tax years beginning on or after January 1, 1989.

BACKGROUND STATEMENT
SUBMITTED BY THE AGENCY

The interest on obligations issued by the ITowa agricultural
development authority is currently subject to state income
taxes. The obligations are exempt from federal income taxes.

If the interest on the obligations were exempt from state
income taxes, they would be a more attractive investment for
Iowa investors, including commercial banks, contract sellers,
and individuals. Several states grant a state income tax
exemption for obligations issued 20 finance beginning and
first-time farmer loans. The states of Nebraska and Colorado

are two of the states granting these exemptions.
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The 1986 Tax Reform Act reduced the attractiveness of
investing in bonds issued by the authority for banks due to
the loss of deducting the cest of funds from federal income
taxes. A state tax exemption would restore some of this loss
and make the lccal banks more willing to consider
participating in the authority's loan program. Because of the
size of first-time farmer loans (they average only $80,000),
farmers are unable to access credit markets outside of the
state of Iowa and must rely primarily on their local banks to

make the loans.
The fiscal impact on the state treasury would not be that
12 significant if the bonds were state tax exempt. The authority

has 1ssued bonds (in which the interest income was subiecs to
state income taxes) in the following amounts:

1986 -- § 573,097

1987 -- ¢ 821,300

1988 -- $ 5,990,361

1989 -- $13,007,746 as of October 23, 1989

LEB 7496SD 73
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Sec. 1.
Tr.s Act 5 retroactively apolicabio for tax yearcs
pesinciag an or afzer January 1, 1939,

JU ANN LTMMERMAY
STNATE FILE 2105 Frosident of the Senate

AN ACT
RELASTING 7O STATE INCOME TAXATION BY EXZVMETIHG CORTAIM PONOS ;e e e
AND NOTIS SSUED BY THZ AGRICULTURAL UEVELOPUENT AUTHOILDY DONALD D, AVENSON
AND BROVIDING A RETROACTIVE APPLICADLLITY OFTE. speaker of the House
BE IT ENACTED BY THE GENERAL ASSEMALY OF THE STATE OF IGTA: I oereby cectify that this bail originaced in
13 koouwn as Senate Tile 2115,

Lhe Senate ard

Seveaty-toicd Ceneral Assenbhly.
Section 1. Section 422.7, subsection 19, Ccde Supplenent
1989, 15 armended to rerad as follouws:
L9, Subtract interest earned on boands and nores issued by G e m e e e e e e
the agricultural development authority as provided in soction JOHN F. JAYER
179,17, sabzection l0y-tem-the-externk-thea-intecase-i9 ineraded ‘53 é: $ecroetary of the Senate
b, 990

1n-fedesn-pdrusted-arons-tncome. Approved

Sec. 2. Section 422.3%, subgection 11, Code Supplewent
1989, is amended to read as follows:

P30 Subrragt the interest earaed f-om vonds and notes

TERRY . BRANSTAD

issied by the agricultural development authcerity as prowvided
in section 179,17, subgection L0s-ta-bthe-extent-Ehe-tArteeal
te-tnecivded-sn-Eederai-taxebie-trenme,

GOvernoy
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