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An Act exempting from state income taxation pension income earned
by a nonresident of the state and providing a retroactive
applicability date.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. Section 422.8. csubsection 2, {ode 1993, 1is
amended to read as follows:

2. Nonresident's net income alliocated to Iowa is the net
wncome, Or portion thereof, which i~ derived frcom a tusiness
“cede, grofessicn, or occupation carcied on withia ¢rhls state

inccme from any oroperrty, troer, escate, 27 otner source

‘owa. However, income derived from a business, trade,

.00, Ur occupation

carried o witnin i

ot she

lOL\,;O’A -~

docume1tpc rF“-*PT%&

=y a nonrecsident 0f .

rofession, or occupation
arc pértly without the skhzte. onl ce i o 2f ¢he net
~oite which 15 falrly and equicad’y aszoil: . .nie to that part
susiness, trade, profession, or ocoin.:.cn carried on
statn iz allocated vo Icwa or puv-oila ol section
subsection 1, paragraph fot, ondd osmotion 422013 and
tomoany property, trusit, 2slatco G-her source
2achin and partly withou. o= 5@ : 1+ alliocated to
it the same manner, except tiiet ann o ibie3, interest on
depesits and interest-~bearing obligat_urs, and dividends
<.located to Iowa only to the estent o waicn they are
from a business, trade, profession, or ccupation
on within the state.
2. This Act applies retroact:vely tc¢ January !, 1994,
vears beginning on or after thac ¢
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5111l exempts from state i,2cac faxoTion pension income
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from a business, trade, or

i&n, or occupation

of
on within Iowa, or from any onne, source within the




l state, and received by a nonresident of the state and related

2 directly to the nonresident's retirement.
3 The bill applies retroactively to January 1, 1994, for tax
4 years beginning on or after that date.
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SENATE FILE 2074
FISCAL NOTE

A fiscal note for Senate File 2074 is hereby submitted pursuant to Joint Rule
17. Data used in developing this fiscal note is available from the Legislative
Fiscal Bureau to members of the Legislature upon request.

Senate File 2074 exempts from State income tax pension income earned in Iowa,
but received by a nonresident of the State. The Bill applies retroactively to
January 1, 1994, for tax years beginning on or after that date.

FISCAL TMPACT:

Senate File 2074 1is expected to result in a loss to the General Fund of
approximately $800,000 in FY 1995 and subsequent years.

The Department of Revenue and Finance (DRF) estimates that, if a Michigan
Supreme Court ruling were applied to Iowa, the impact to the State could be
considerably less, because the State would not be able to tax the interest
income portion of pensions of non-residents related to income from prior
personal service performed in Iowa, The DRF estimates that the interest income
portion 1s approximately 50.0%Z of retirement income. Thus, although under
current law the impact is $800,000, the impact would be c¢closer to $400,000 if
Iowa's current statute were interpreted and applied in the same way as the
Michigan statute.

-

SOURCES:

Department of Revenue and Finance

Legislative Tax Model (LSB 34705V, JAM)
FILED FEBRUARY 3, 1994 BY DENNIS PROUTY, FISCAL DIRECTOR
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BE-5591
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Amend Senate Tile 2074, as passed by the Senate, as
folleows:

1. Page 1, by inser:ting before line 1 the
following:

"Section 1001. Section 422.7, Code Supplement
1993, is amended by adding the follcwing new
subsection:

NEW SUBSECTION. 29. For a person who is disabled,
or is fifty-five years of age or older, or 1s the
surviving spouse ©f an :individual or a survivor naving
an insurable interest in an individual who would have
qualified for the exenption under this subsection for
the tax year, subtract, to the extent included, the
total amount of a governmental or other pension,
retirement pay, annuity, or other similar periodic
payment made under a plan maintained or contributed to
by an employer, or maintained and contributed to by a
self-employed person as an employer, up to a maximum
of three thousand dollars for a perscn who files a
separate state income tax return, and up to a maximunm
of six thousand doliars for a nhusband and wife who
file a joint state income tax return. However, a
surviving spouse who is not disabled or fifty-five
years of age or older can only exclude the amount of
annuities or other similar periedic payments received
as a result of the death of the other spouse.”

2. Page 1, by striking line 30 and inserting the
foliowing: .

“Sec. . Section 1 of this Act, which amends
section 422.8, subsection 2, applies retroactively o
January 1, 1994,".

3. “pPage 1, line 31, by inserting after the word
"date.” the following: "Section 1001 of this Act
takes effect January i, 1996, for tax years beginning
on or after that date.”

4. Title page, iine 2, by inserting after the
word "nonresident” the folliowing: ‘"and resident”.

By HANSEN of Woodbury

H-5591 FILED MARCH 22, 1994

WITHDRAWN
4”4/?#
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SENATE FILE 2074

H-5564
i Amend Senate File 2074, as passed by the Senate, as
2 follows:
3 1. Page 1, by inserting after line 29 the
4 following:
5 "Sec. . Section 422.73, Code 1993, is amended
6 by adding the following new subsection:
7 NEW SUBSECTION. 8. Notwithstanding subsection 2,
8 a claim for credit or refund of individual income tax
9 paid for any tax year beginning on or after January 1,

10 1985, and before January 1, 1989, is considered timely
11 1f filed with the department on or before April 30,

12 1995, if the taxpayer's claim is the result of the

13 unconstitutional taxation of federal pension benefits
14 based upon the decision in Davis v. Michigan

15 Department of Treasury, 489 U.S. 803, 109 S. Ct. 1500
16 (1989).

17 A taxpayer entitled to a credit or refund of tax

18 paid under this subsection shall receive the credit or
19 refund within the time frame used for other retired

20 federal employees claiming a credit or refund of tax
21 unlawfully imposed on thelr federal pensions during

22 the same tax years."

23 2. Page l, by striking line 30 and inserting the
24 following:
25 "Sec. . Section 1 of this Act, which amends

26 section 422.8, subsection 2, applies retroactively to

27 January 1, 1994,".
By O'BRIEN of Boone

H-5564 FILED MARCH 22, 1994

WITHDRAY z?
4.14-9
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@ Amend the amendment, H-5564, to Senate File 2074,
T 2 as passed by the Senate as follows:

1. Page 1, lires 1 and 12, by striking the word
and figures "April 30, 1995" and inserting the
following: “August 1, 1994".

2. Page 1, by striking lines 19 through 22 and
inserting the following: "refund within four years.
Any claims for refund shall be payable from the
federal retirees refund account, to the extent funds
are available, as established in section 422.105.

Sec. . NEW SECTION. 422.105 FEDERAL RETIREES
REFUND ACCOUNT.

The department shall establish a federal retirees
refund account for the purpose of paying the refund
claims of federal retirees pursuant to section 422.73,
subsection 8. Funds in the account shall be as a
result of a line item appropriation. If funds in the
account are insufficient to pay all refund claims, the
department shall prorate the available funds.""

By RANTS cf Woodbury

H-5613 FILED MARCH 23, 1994
Gut g O Astf 5

SENATE FILE 2074
5619

Amend the amendment, H-5564, to Senate File 2074,
as passed by the Senate, as follows:

1. Page 1, lines 11 and 12, by striking the word
and figures "April 30, 1995" and inserting the
following: "August 1, 1994".

2. Page 1, by striking lines 19 through 22 and
ingserting the following: "refund within four years.
The amount of crecdit or refund shall be equally spread
over those four years. Any claims for refund shall be
payable from the special refund account established in
section 422.105,

Sec. . NEW SECTION. 422.105 SPECIAL REFUND
ACCOUNT.

The department shall establish a special refund
account for the purpose of paying the refund claims of
federal retirees pursuant to section 422.73,
subsection 8. There is appropriated annually from the
general fund of the state an amount sufficient to pay
the refund claims of these federal retirees.""

By O'BRIEN of Boone

H-5619 FILED MARCH 23, 1994
/S
ot ) /79
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H-5855 FILED MARCH 30, 1994

H-5855

MARCH 31, 1994 Page 46
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SENATE FILE 2074

Amend tne amendment, H-5564, to Senate ile 2074,
as passed oy the Senate, as follows:

1. Page 1, by striking lines 3 through 22 and
inserting the following:

" . Page 1, by 1inserting after line 29 the
following:

"Sec. _ . Section 422.73, Code 1993, is amended
by adding the following new subsection:

NEW SUBSECTION. 8. Notwitnstanding subsection 2,
a claim for credit or refund of individual income fax
paid for any tax year beglinniag on or after January 1,
1985, and before Jancary i, 1989, 1S considered timely
:f fi1led with the department on or before April 30,
1995, 1f the taxpayer's claim is the result of the
unconstitutional taxation of federal pens:ion penefits
based upon the decision in Davis v. Michigan
Department of Treasury, 489 U.S. 803, 109 S. Ct. 1500
(1989).

A taxpayer entitled to a credit or refund of tax
paié¢ under this subsection shall receive the credit or
refund within four years. The amount of credit or
refund shall be equally spread over those fZcur years.

Any claims for refund shall be payable from the
special refund account established in section 422.105.
The department shall state on the actual tax form for
the next four tax years a notice that federal retirees
may be entitled to a credit or refund under the
provisions of this subsectiocon.

Sec. . NEW SECTION. 422.105 SPECIAL REFUND
ACCOUNT.

The department shall establiish a special refund
account for the purpose of paying the refund claims of
federal retirees pursuant to section 422.73,
subsection 8. Beginning with the fiscal year
beginning July 1, 1994, there is appropriated annually
from the general fund of the state an amount
sufficient to pay the refund claims of these federal
retirees.""

By O'BRIEN of Boone
HENDERSON of Scott
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Vote: Ayes Nays

A BILL FOR

An Act exempting from state income taxation pension income earned

by a nonresident of the state and providing a retroactive

applicability date.
BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. Section 422.8, subsection 2, Code 1993, 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. HBowever, income derived from a business, trade,

profession, or occupation carried on within this state and

income from any property, trust, estate, or other source
within Iowa shall not include distributions from pensions,
including defined benefit or defined contribution plans,

annuities, individual retirement accounts, and deferred

compensation plans or any earnings attributable thereto so

long as the distribution is directly related to an

individual's documented retirement and received while the

individual is a nonresident of this state. If 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 eguitably 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 "j", 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.

Sec. 2. This Act applies retroactively to January 1, 1994,
for tax years beginning on or after that date.

EXPLANATION

This bill exempts from state income taxation pension income
derived from a business, trade, profession, or occupation
carried on within Iowa, or from any other source within the
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1 state, and received by a nonresident of the state and related

2 directly to the nonresident's retirement.
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The bill applies retroactively to January 1, 1994, for tax

years beginning on or after that date.
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SENATE TILE 207¢

AH ACT
EXEMPTING FROW STATZ TNCOME TAXATION PENSTON INCOME EARHED
BY A NCMRESIDENT OF THE STATE AND PROVIDING A RETROACTIVE
APPLICABILITY DATE,

BE IT ENACTEC RY THE GENERAL ASSEMALY OF THE STATE OF 10WA:

Section 1. Section 422.8, subsection 2, Code 1993, is
amended to read as follows:

2. Nonresi:dent'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
ot income from any property, trust, estate, or other source
within Jowa. However, income derived from a business, trade,

income from any ptoperty, trust, estate, or other source

within Towa sball not include distributions from pensions,

annuities, individual retirement accounts, and defegred

compensation plans or any earnings attributable thereto so

long as the distribution is directly related to an

individual is a nonregident of this state. If a business,

trade, profession, or occupation is carried on pattly within
and partly without the state, only the pochion of the net
inccme which 1s fairly and equitably attributable to that part
of the business, trade, ptofession, ot cccupation carried on
within the state .3 allocated to lowa for purpnses of section
422.%, subsection 1, paragraph "j", and section 422.13 and
1ncome from any property, trust, estate, or othet soutce
partly within and partly without the state 15 allocated to
Towa 1n the same mannet, except that annuit:es, 1nteregt on

bank deposits and interest-bearing obligations, and dividends

Senate File 2074, p. 2

are aliocated to Iowa onlty to the extent to which they are
derived from a husiness, trade, profession, ot occupation
carried on withan the state.

Sec. 2. This Act applies retrcactively Lo January 1, 1994,
for tax years peginning on or after that date.

LECNARD L. BOSHELL
President of the Senate

HARQLD VAN MAANEN
Speaker of the House

I hereby certify that thig bill otiginated i1n the Senate and
is xnown as Senate File 2074, Seventy-fifth Genecal Assembly.

JOHN F. DWYER
Secretary of the Senate

Approvod@y ¢ 1994

TERRY E. BRANSTAD
Governor




