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l An Act relating to the sales and use tax on optional service or 
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certain computers, equipment, machinery, and fuel, relating to 

the definition of manufacturer for purposes of the exemption, 

and providing a retroactive applicability date. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

TLSB 3775SV 77 
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H. F. 

1 Section 1. Section 422.43, subsection 6, Code Supplement 

2 1997, is amended by adding the following new unnumbered 

3 paragraph: 

4 NEW UNNUMBERED PARAGRAPH. If the optional service or 

5 warranty contract is a computer software maintenance or 

6 support service contract and there is no separately stated fee 

7 for the taxable personal property or for the nontaxable 

8 service, the tax of five percent imposed by this subsection 

9 shall be imposed on fifty percent of the gross receipts from 

10 the sale of such contract. If the contract provides for 

11 technical support services only, no tax shall be imposed under 

12 this subsection. The provisions of this subsection also apply 

13 to the tax imposed by chapter 423. 

14 Sec. 2. Section 422.45, subsection 

15 Supplement 1997, is amended to read as 

27, paragraph b, Code 

follows: 

16 b. The gross receipts from the sale of fuel used in 

17 creating heat, power, steam, or for generating electrical 

18 current, or from the sale of electricity, o~~eet~y-and 

19 p~imariiy-tlsed-in-p~eees~ing-by-e-man~fac~~re~ consumed by 

20 computers, machinery, or equipment used in an exempt manner 

21 described in naraqraph "a", subparagraph (1), (2), (3), (5), 

22 or (6). 

23 Sec. 3. Section 422.45, 

24 Supplement 1997, is amended 

25 subparagraph: 

26 NEW SUBPARAGRAPn. ( 4) 

subsection 27, paragraph c, Code 

by adding the following new 

Vehicles subject to registration, 

27 except vehicles subject to registration which are directly and 

28 primarily used in recycling or reprocessing of waste ?roducts. 

29 Sec. 4. Section 422.45, subsection 27, paragraph d, 

30 subparagr~ph (4), Code Supplement 1997, is amended to read as 

31 follows: 

32 (4) "ManufacturerN means as defined in section 428.20, but 

33 also includes concract manufacturers. A contra~t manufacturer 

34 is a manufacturer that otherwise falls within the definition 

35 of manufacturer under sectio~ 428.2G, except that a contract 
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l manufacturer does not sell the tangible personal property the 

2 contract manufacturer processes on behalf of other 

3 manufacturers. A business engaged in activities subseguent to 

4 the extractive process of quarrying or mining, such as 

5 crushing, washing, sizing, or blending of aggregate materials, 

6 is a manufacturer with respect to these activities. 

7 Sec. 5. Section 422.45, subsection 27, paragraph d, Code 

8 Supplement 1997, is amended by adding the foJ:owing new 

9 subparagraph: 

10 NEW SUBPARAGRAPH. (6) "Receipt or producing of raw 

11 materials" means activities performed upon tangible personal 

12 property only. With respect to raw materials produced from or 

13 upon real estate, the receipt or producing of raw materials is 

14 deemed to occur immediately following the severance of the raw 

15 materials from the real estate. 

16 Sec. 6. RETROACTIVE APPLICABILITY DATE. Sections 2, 3, 

17 and 5 of this Act are retroactively effective July l, 1997, 

18 for sales and taxable uses occurring on or after that date. 

19 EXPLANATION 

20 This bill amends the statute on sales and services taxes 

21 imposed on optional service or warranty contracts and amends 

22 the statute which exempts sales of certain industrial 

23 machinery, equipment, computers, fuel, and electricity from 

24 tax. The bill provides that if there is no separately stated 

25 fee for services on an optional service contract or warranty 

26 contract, then the sales tax is imposed on 50 percent of the 

27 gross receipts from the sale of the contract. It also expands 

28 the exemption allowed to sales of fuel and electricity used in 

29 computers, machinery, and equipment. The bill provides that 

30 sales of vehicles subject to registration are not exempt 

31 machinery or equipment sales unless the vehicles are directly 

32 and primarily used in recycling or reprocessing of waste 

33 products. The bill defines "receipt or producing of raw 

34 materials" to confine the phrase to activities performed on 

35 tangible personal property only. 

-2-



S.F. H.F. 

l The bill also exempts from state sales tax machinery and 

2 equipment used in activities subsequent to extraction of 

3 materials through mini~g or quarrying by adding a business 

4 engaged in that activity to the definition of ''manufacturer". 

5 The sections of the bill relating to the fuel and 

6 electr:city exemption, to sales of vehicles subject to 

7 registration, and co che definition of ''receipt or producing 

8 of raw materials" are retroactively effective to July l, 1997. 

9 The sect1ons of the bill relating to sales and services taxes 

10 on service and warranty contracts and to the definition of 

ll "manufacturer" take effect July 1, 1998. 
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SSNATE CLIP SHEET MARCH 4, 1998 

SENATE FILE D8S 
FISCAL NOTB 

A fiscal note for Senate File 2288 is hereby submitted pursuant to Joi11t Kule 
17. Data used in developing this fiscal note is available from the Legislative 
Fiscal Bureau to members of the Legislature upon request. 

Sen&te File 2288 amends the statute which exempts sales of certain industrial 
machinery, equipment, computers, fuel, and electricity from tax. It expands 
the exemption allowed to sales of fuel and electricity used in computers, 
machinery, and equipment. The Bill provides that sales of vehicles subject to 
registration are not exempt machinery or equipment sales unless the vehicles 
are directly and primarily used in recycling or reprocessing of waste products. 
The Bill also exempts from State sales tax machinery and equipment used in 
activities subsequent to extraction of materials through mining or quarrying by 
adding a business engaged in that activity to the definition of "manufacturer." 
The sections of the Bill relating to the definition of "manufacturer" and 
computer software maintenance or support contracts take effect July l, 1998. 
All other portions of the Bill are retroactive to July 1, 1997. 

ASSUMPTIONS 

l. 
2. 

Iowa's portion of 
Approximately 25.0% 
services as defined 
the definition of 
contract .. " 

national economic activity 1s estimated at 1.0%. 
of Iowa economic activity from computer related 

by the U. S. Census Bureau is assumed to fall under 
"computer software maintenance or support service 

3. Approximately 21 firms statewide are 
have purchases of equipment falling 

engaged in quarrying or mining and 
under the definition of the Bill. 

FISCAL EFFECT 

The only provisions of the Bill having a fiscal effect are those provisions 
related to computer maintenance or support service contracts and the quarrying 
o~ mining provisions. 

The fiscal effect of SF 2288 is a net decrease in revenue to the Gene~ai Fund 
of $1.0 million for FY 1999 and beyond. The fiscal effect is allocated 3S 

follows. The quarrying or mining provisions ar~ expected to 
loss tn sales tax revenues of ap?roximatel.y $23o,oc;; each year. 
is based upon app~oximately $4.5 million in annual purc.l~ses. 

have ,"n annual 
This r::s._irr.ate 

Th~? Sectior, of the Bill relatir1g to compt;ter softw:L·-:~ maint.enanc:e c); :::·1:-:port 
serv1ce contracts ts expected to result 1!1 s~:,,~ t:::: t"eve:·ue ; :>ss of 
approxiJu;.iLe1y $806,000 each year. This estirn.:lte i.~; "'·fl~0d upon $1~9 .. G :n5 t "!ion 
1n Lot;ll economic activi.ty :n computer reL?..ted se·r·;ict:!s, of {,.rh>; 7.5~[J% is 
.:!.Ssumed to fit the definition in t.he BiLl. Th1.: :·_:j ~i ·.J0\1;d b:isc ;:.~\('. ta.x 
l~abi!ity on 50.07 c>f the gro5s ~eceipts fro~ such a c. :r~ct whc~ ;~re lS r1:i 
separate [~e for r h(; nv:1taxau: .. ~ scrvi ce port.~_on< '!'ht:r\~rorc, Lh(~ ·.r->:'! r~.;'.'"enue 

!oss is e~ual to $129.0 .-r-5..1lion times 25~C% o!. .qcti•;it..i<!S mc::~i::;~ •.he ;.i.tl 's 



SENATE CLIP SHEET MARCH 4, 1998 

PAGE 2 , FISCAL NOTE, SENATE FILE 2288 

-2-

definition times SO.OZ gross receipts times the sales tax rntc of 5.0%. 
wouca also be an indeterminate loss to local option saiP.s tax u·,der this 
The local option effect 1s indeterminable because it is noc known in 
jurisdictions these two activities occur. 

SOURCES 

u. S. Census Bureau Current Business Reports, 1995 
Department of Revenue and Finance 
Iowa Limestone Producers Association 
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A BILL FOR 

Act relating to the sales and use tax exemption on certain 

computers, equipment, machinery, and fuel, relating to the 

definition of manufacturer for purposes of the exemption, and 

providing a retroactive applicability date. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

TLSB 3775SC 77 

sc/cf/24 



S.F. ---- H.F. 

1 Section l. Section 422.45, subsection 27, paragraph b, 
2 Code Supplement 1997, is amended to read as follows: 
3 b. The gross receipts from the sale of fuel used in 
4 creating heat, power, steam, or for generating electrical 
5 current, or from the sale of electricity, direet~y-and 

6 ~rimarily-ased-in-~roeeeeing-by-a-manufae~urer consumed by 
7 computers, machinery, or eguipment used in an exempt manner 
8 described in paragraph "a", subparagraph (1), (2), (3), (5), 

9 or ( 6). 
10 Sec. 2. Section 422.45, 
11 Supplement 1997, is amended 
12 subparagraph: 

subsection 27, paragraph c, 
by adding the following new 

Code 

13 NEW SUBPARAGRAPH. (4) Vehicles subject to registration, 
14 except vehicles subject to registration which are directly and 
15 primarily used in recycling or reprocessing of waste products. 

16 Sec. 3. Section 422.45, subsection 27, paragraph d, 
17 subparagraph (4), Code Supplement 1997, is amended to read as 
18 follows: 

19 (4) "Manufacturer" means as defined in section 428.20, but 
20 also includes contract manufacturers. A contract manufacturer 
21 is a manufacturer that otherwise falls within the definition 
22 of manufacturer under section 428.20, except that a contract 
23 manufacturer does not sell the tangible personal property the 
24 contract manufacturer processes on behalf of other 
25 manufacturers. A business engaged in activities subsequent to 
26 the extractive process of guarrying or mining, such as 
27 crushing, washing, sizing, or blending of aggregate materials, 
28 is a manufacturer with respect to these activities. 
29 Sec. 4. Section 422.45, subsection 27, paragraph d, Code 
30 Supplement 1997, is amended by adding the following new 
31 subparagraph: 

32 NEW SUBPARAGRAPH. (6) "Receipt or producing of raw 
33 materials" means activities performed upon tangible personal 
34 property only. With respect to raw materials produced from or 
35 upon real estate, the receipt or producing of raw materials is 

-1-



S.F. ---- H.F. 

1 deemed to occur immediately following the severance of the raw 

2 materials from the real estate. 

3 Sec. 5. RETROACTIVE APPLICABILITY DATE. Sections 1, 2, 

4 and 4 of this Act are retroactively effective July 1, 1997, 

5 for sales and taxable uses occurring on or after that date. 

6 EXPLANATION 

7 This bill amends the statute which exempts sales of certain 

8 industrial machinery, equipment, computers, fuel, and 

9 electricity from tax. It expands the exemption allowed to 

10 sales of fuel and electricity used in computers, machinery, 

11 and equipment. The bill provides that sales of vehicles 

12 subject to registration are not exempt machinery or equipment 

13 sales unless the vehicles are directly and primarily used in 

14 recycling or reprocessing of waste products. The bill defines 

15 "receipt or producing of raw materials" to confine the phrase 

16 to activities performed on tangible personal property only. 

17 The bill also exempts from state sales tax machinery and 

18 equipment used in activities subsequent to extraction of 

19 materials through mining or quarrying by adding a business 

20 engaged in that activity to the definition of "manufacturer". 

21 The sections of the bill relating to the fuel and 

22 electricity exemption, to sales of vehicles subject to 

23 registration, and to the definition of "receipt or producing 

24 of raw materials" are retroactively effective to July 1, 1997. 

25 The section of the bill relating to the definition of 

26 "manufacturer" takes effect July 1, 1998. 

27 

28 

29 

30 

31 

32 

33 

34 

35 

-2-

LSB 3775SC 77 

sc/cf/24 

;?o73 



• 
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AN AC'l' 

RELATil\'G TO THE SALES AND USE TAX ON OPTIONAL SERVICE OR 

WARRANTY' CONTRACTS AND '1'0 TRE SALES AND US& TAX BXF.MP'l'ION 

ON CERTAIN COMPUTERS, EQUIPMENT, MACIIlNfo:RY, AND FUBL, 

RELATING TO 'I'ftE DEFINITION OF M.ANUI'ACTURF:R FOR PURPOSES 

OF ·rae: EXEMPTION, AND PROVIDING A RETROACTIVE APPLICABILITY 

DATF.. 

BE IT E~ACTBD BY THE GENERAL ASSB~~LY OF THE S7ATE OF IOWA: 

Section 1. Section 422.43, subsection 6, Code Supplem~nt 

1997, is amended by adding the followinq new unnumbered 

paraqraph: 
NEW UNNUHBERF.O PARAGRAPH, If the optional service or 

warranty contract is a computer software maintenance or 

support service contract and there is no separately stated fee 
for the taxable personal property or !or the nontaxable 
service, the tax of five percent inpoaed by this subsection 

shall be imposed on fifty percent of the ;ross receipts from 
the sale of such contract. If the contract provides for 

tecnntcal support services only, no tax shall be imposed under 

this subsection. The provisions of this subsection also apply 
to the tax imposed by chapter 423. 

Sec. 2. section 422.45, subsection 27, paraqraph b, Code 

Supplenent 1997, is amended to read as follows: 

• • 
Senate ~ile 2288, p. 2 

b. The gross receipts frorn the sale of fuel used in 

creating heat, power, steat1 1 or for generating electrical 

current, or from the eale of electricity, direetiy-and 
pri-mar~iy-ttBed-it~-proeese il'\q -by- a-·manl.1fee~ttrer consumed by 

computers, machinery. or eguip~ent uBod in an exempt manner 
described in paragraph "a", subparagraph (11. (2), (31. (5), 

Q.Llll. 
Sec. 3. Section 422.~5. subsection 27, paraqraph c, Code 

Suppletr,ent 1997, is amended by adding the following new 

subparagraph: 
N&W SUBPARAGRAPH. (4) Vehicles subject to reqistration, 

except vehicle~ subject to registration which are directly and 
primarily used in recycling or reprocessin9 of waste products. 

Sec. 4. Section 422.45, subsection 27, paragraph d, 
subparagraph (4), Code Supplement 1997, is amended to read as 

follows: 
( 4} "Manufacturer" means as defined in section 426.20, but 

also includes contract manufacturers. A contract nanufacturer 
is a m4nufacturer that otherwise falls within the definition 
of manufacturer under section 428.20, oxc~pt that a contract 

~anufacturer does not sell the tangible personal propP.rty the 

contract manufacturer processes on behalf of other 
manufacturers. A business engaged in activities subsegu~nt to 
the extractive process of quarrying or mining. such as 
crushing, washing, sizing, or b.lend1ng of aggregate materials, 

is a manufacturer with respect to these activities. 
Sec. s. Section 422.45, subsection 27, paraqraph d, Code 

Supplement 1997, is amended by adding the following new 

subparaqraph: 
NEW SUBPARAGRAPH. (6) "Receipt or produclnq of raw 

materials'' means activities performed upon tcu1gible personal 

property only. With respect to raw materials produced (rom or 

upon real estate, the receipt or producinq of raw naterlals ia 
deemed to occur icr.rnediately followi.n9 the severance of the rat.· 

materials from the real estat(t. 

en ., 
1\) 
1\) 
(X) 
(X) 



Se~ate File 2288, p. 3 

Sec. 6. RETROACTIVE APPLICABILITY DATE. Sections 2, 3, 

and 5 of this Act are retroactively effective July 1, 1997, 

for sales and taxable uses occurring on or after that date. 

~y E. K~R 

President of the Senate 

RON J. CORBETT 

Speaker of the House 

I hereby certify that this bill originated in the Senate and 

is known as Senate File 2288, Seventy-seventh General Assembly. 

Approved ~ Sf 

TERRY E. BRANSTAD 

Governor 

~y PAT GUNDERSON 

Secretary of the Senate 
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