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Senate File 494 passed by the General Assembly in 1979 called 
for the Legislative Council to establish a Joint Subcommittee of 
the Standing Committees on Ways and Means for consideration of the 
state income tax structure which should include indexing and its 
effects on state revenues and existing state programs. The 
Legislative Council authorized two meeting days and appointed the 
following members of the Joint Subcommittee: 

Senator David M. Readinger, Co-chairperson 
Representative Walter Conlon, Co-chairperson 
Senator Richard F. Drake 
Senator Edgar H. Holden 
Senator C. W. Hutchins 
Senator Bob Rush 
Representative Michael W. connolly 
Representative Mick Lura 
Representative Emil S. Pavich 
Representative Doug Shull 

At the two meetings, the Subcommittee received information from 
the Department of Revenue involving the effects that the income tax 
changes made by Senate File 494 would have on state revenues, the 
issues involved with legislation to allow for income averaging and 
averaging of lump-sum distributions, the revenue effects on 
amending the franchise tax and changing the deduction for federal 
income taxes to an accrual basis. The Subcommittee also discussed 
with the State Comptroller the meaning and make up of the 
"unobligated general fund balance" as used in Senate File 494. 

The handouts received by the Subcommittee from the Department of 
Revenue which are on file with the Legislative Service Bureau are 
entitled as follows: 

1. Senate File 494--0utline of Changes--Individual Income Tax 
Law--Tax Year 1979. 

2. Accrual Versus Cash Federal Tax Deduction. 

3. Franchise Tax. 

4. Income Averaging. 
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s. A Report on the Issues Related to Income Averaging. 

o. Lump-Sum Distributions. 

7. A Report on the Issues Related to Lump-Sum Distribution 
Averaging. 

Also on file with the Legislative Service Bureau are all drafts 
on income averaging and lump-sum distribution averaging and a draft 
from the Advisory Commission on Intergovernmental Relations 
entitled "Inflation and Income Taxes: A Primer". 

The Joint Subcommittee recommended that the following study 
bills be drafted: 

1. A bill authorizing individual taxpayers to income average in 
determining their income tax liability with the bill based upon the 
federal law and with a five-year residency requirement. 

2. A bill authorizing the averaging of a lump-sum distribution 
from an employee's pension, retirement or annuity plan in computing 
the individual's income tax with the bill based on the federal law. 

3. A bill providing for the deduction of the federal income on 
an accrual basis in determining the individual or corporate income 
tax with the transition year being 1980. 

4. A bill to make the indexing provisions of Senate File 494 
permanent and lowering the amount required in the general fund to 
forty million dollars. 

The Subcommittee also recommended that further study be given to 
the amending of the franchise tax and to its impact. 
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S.1:'. ___ H.F. 

1 section 1. Acts of the sixty-eighth General Assembly, 
2 1979 Session, chapter ninety-three (93), section one (1), 

3 amending section fOUl" hundred twenty-two point four (422.4), 

4 Code 1979, is amended to read as follows: 

5 SECTION 1. Section four hundred twenty-two point four 

6 (422.4), Code 1979, is amended by adding the following new 
7 subsection; 

8 NEW SUBSECTION. 

9 a. "Annual inflation factor" means an index, expressed 
10 as a percentage, determined by the department each year to 
11 reflect the purchasing power of the dollar as a result of 

12 inflation or deflation during the preceding calendar year. 

13 In determining the annual inflation factor, the department 

14 shall llse the annual percent change in the consumer price 

15 index produced by the bureau of labor statistics of the United 

16 States department of labor and shall add one-fourth for the 

17 1979 cillendar year~ ElRS two-fourths for the 1980 c"lendar 
18 year., thre·e-fourths for the 1981 c<'llendar ~ar and the total 
19 amount :or subseauent calendar years of that percent change 

20 to one hundred percent, except that the amount of the percent 

21 change acded to ~~e one hundred percent shall not exceed the 

22 greater of zero or the difference between the percent change 

23 and three percent. The annual inflation factor and the 

24 cumulative inflation factor shall each be expressed as a 

25 percentage rounded to the nearest one-tenth of one percent. 

26 b. "Cumulative inflation factor" means the product of 

27 the annual inflation factor for the 1978 calendar year and 

28 all annual i~flation factors for subsequent calendar years 

23 as determined pursuant to this subsection. The cumulative 
30 inflation factor shall apply to all tax years beginning on 

31 or after Janunry fir~t of the calendar year in which the 
32 latest annual inflation factor has been determined. 

33 c. The annual inflation factor for the 1978 calendar year 

34 is one hundred percent. 

35 a~--~Re-ap.RHa~-±p.€±a£~6R-~deee£-aRa-~te-e~~±a~~ve-~Rf~a£±6R 
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S.F. H.F. 

1 faetep-BRa±±-eR±y-ge-cem~Htea-fe~-~Be-i9~9-aRa-*gB~-6a±eRea~ 
2 yea~eT 

3 e d. Notwithstanding the computation of the annual 
4 inflation factor under para~raph a of this subsection, the 
5 annual inflation factor is one hundred percent for any calendar 

6 year in which the unobligated state general fund balance on 

7 June thirtieth as certified by the state comptroller by 

8 September ten~l of the fiscal year beginning in ~lat calendar 

9 year is less than B~Hty forty million dollars. 

10 Sec. 2. Acts of the Sixty-eighth General Assembly, 1979 

11 session, chap~er ninety-three (93), section four (4), amending 
12 section four hundred twenty-tl-70 point five (422.5), Code 1 ".J79, 

13 is amended 
14 SEC. 4. 

15 Code 1979, 

16 paragraph: 

to read as follol-Is: 
Section four hundred twenty-tlvo point five (422.5), 

is amended by adding the following new unnumbered 

17 NEW UNNUMBERED PJI.RAGRAPH. Upon determination of the latest 

18 cumulat.ive inflation factor, the director of revenue shall 

19 multiply each dollar amount set forth in SubsE:ctions 1 through 

20 13 of this section and each dollar amount specified in 
21 unnumbered paragraph 6 of this section as the maxim~m amount 
22 of annuities received which may be excluded in determining 

23 final taxable income by this cumulative inflation factor, 

24 shall round off the resulting product to the nearest one 
25 dollar and incorporate the result into ~le income tax forms 

26 and instructions for each tax year. ~he-.~~ee~e~-~ha*±-Re~ 

27 a±tef-the-ae±±a~-ameHRtB-Bpee~fie.-iR-BHBBeetieR6-*-thFBH§h 

28 *~-ef-th~6-aeet~eR-f6F-aRy-taH-yea~-~e~iRRiR~-eR-ef-afteF 

29 Ja?~afy-iT-*98*T However, the resulting product shall not 
30 reduce the dollar amounts set forth in. SUbsections 1 through 

31 13 and unnumbered pal:agraph 6 of section 422.5 below those 
32 specified on January 1, 1979. 

33 Sec. 3. Acts of the Sixty-eighth General Assembly, 1979 

34 Session, chapter ninety-three (93), section eight (8), amending 

35 Gection four hundred twenty-two point twenty-one (422.21), 
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S.F. ___ H.F. 

1 Code 1979, is amended to read as follows: 
2 SEC. 8. Section four hundred twenty-two point twenty-
3 one (422.21), Code 1979, is amended by adding the following 
4 new unnumbered paragraph: 
5 NEW UNNUl1BERED PARAGRAPH. The director shall determine 
6 for the 1979 and ~98Q subsequent calendar years the annual 
7 and cumulative inflation factors for those calendar years 
8 to be applied to tax years beginning o~ or after January first 
9 of that calendar year. The director shall compute the new 

10 dollar amounts as specified therein to be adjusted in section 

11 422.5 by the latest cumUlative inflation factor and round 
12 off the result to the nearest one dollar. ~fie-a~fee~ef-BHa~~ 

13 Re~-eeM~~~e-Rew-ae~~af-a~e~R~B-B~ee~{±ea-~R-e~Beee~~eRe-i 
14 ~REe~gH-i3-e{-eee~ieR-422~S-{ef-aRy-~aH-yeaE-BegiRR~R~-ea 
15 eE-af~ef-~aR~aEY-~T-i98±~ The annual and cumulative inflation 
16 factors determined by the director are not rules as defined 
17 in section 17A.2, subsection 7. 
18 Sec. 4. This Act is retroactive to January 1, 1980 for 
19 tax years beginning on or after January 1, 1980 and to this 

20 extent is retroactive. 
21 Sec. 5. 
22 shall take 

This Act, being deemed of immediate importance, 
effect from and after its pUblication in 

23 __________ , a newspaper published in , Iowa, 

24 and in ___________________________ , a newspaper published in 

25 
26 

________________ , Iowa. 

EXPLANATION 
27 The bill ma)tes permanent the indexing of t.~e individual 
28 income tax rate brackets and the maximum amount of annuities 
29 received fron, the United states government which may be 
30 excluded in determining taxable income. The bill also lowers 
31 from $60,000,000 to $40,000,000 the amount of unobligated 
32 general fund balance which must be available before indexing 
33 may occur for a tax year beginning in the calendar year in 

34 which the balance is certified. 
35 
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accrued for the tax year in computing the state individual 

and corporate income tax for that year. 

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

1 Section 1. Section four hundred twenty-two point nine 

2 (422.9), subsection two (2), paragraph b, Code 1979, as that 

3 section is amended by Acts of the Sixty-eighth General As-

4 sembly, 1979 Session, chapter ninety-three (93), section five 

5 (5), is amended to read as follows: 

6 b. Add the amount of federal income taxes ~a~a-ef accrued 

7 as-tfle-e~~e-~ay-ee, du~ing the tax year, adjusted by any fed­

S eral income tax refunds to the extent such refunds result 

9 from a carry-back of a federal loss or tax credit to a prior 

10 tax year. Pfev~aed7-flewevef7-tRat-wflefe If married persons, 

11 who have filed a joint federal income tax return, file 

12 separately, StieR the total shall be divided between them 

13 according to the portion tfiefefefe-~a~a-ef accrued,-aB-tfie 

14 eage-m~y-8e7 by each. 

15 In addition to the amount otherwise computed under paragraph 

16 ~<.?f this subsection, taxpayers vlho deducted federal income 

17 taxes on a cilsh basis for tax years ~nninq prior to Jan1lary 

-"-=.::-..:;s:;.h:.;a,,,lo.;l=-. add i1i1Y additional feder"l income taxes paid 
years beginning prior to January 1, 1980 in the tax 

Day;nent and shall sub~ract any refunds or credits 

18 !.!.- 1980 

19 for tax 

20 year ot 

21 of federal income taxes Daid for tax vears beginning prior 

22 to Ja_nuary 1, 1980 in the tax year the refund or credit is 

23 received. 

24 SE:c. 2. Section four hundred twent.y-two point thirty-five 
25 (422.35), subsec~ion four (4), Code 1979, is amended to read 

26 as follows: 

27 4. Subtract fifty percent of the federal income taxes 

28 ,a~.-ef accrued,-aB-~he-ease-ffiay-heT during the tax year, 

29 adj usted by any federal income tax ref\:nds to thp- extent such 

30 rp-funds result from a carry-back of il federal loss or tax 

31 credit to a prior tax year; and add the rowa illcome tax 

32 deducted in computing said taxable income. 

33 In addition to the amount otherwise computed under this 

34 SUbsection, taxpayers that deducted federal income taxes on 

35 a ca>ih 9asis [or tax~rs beginnillg pnor to January 1, 1980 

-1-



S.F. H.F. 

1 shal I subtract fi fty percent. of any additional federal income 

2 taxes paid for tax years beginning prior to January 1, 1980 

3 in the tax year of payment ar,o. Shill 1 add to IO\1a income fi fty 

4 ~T"nt ot <lny refunds or credit" of fedcr<ll income taxes 

5 paid for tax years beginnina orior to Janu.arv 1, 1980 in the 

6 tax year the refund or credit is received. 

7 Sec. 3. This Act is ret.roacti ve to Jan".lary 1, 1980 for 

8 tax YOilrs beginni.ng on or after that date. 
9 Sec. 4. This Act, being deemed of immediate importance, 

10 shall take effect from and after its publication in 

11 , a newpaper published in Iowa, 

12 and ln ____________________________ , a newspaper published in 

13 ________________ , Iowa. 

14 EXPLANATION 

15 The bill provides that beginning with tax years beginning 

16 on Janllary 1, 1980 deduction will be allOlved for the indi-

17 vidual's or corporation's federal tax liability for t.he tax 

18 year for I'hicht..l-}e state return is bei!'lg filed. This deduc-

19 tion will be adjusted by refunds which result from a carry-

20 back of a federal loss or tax credit to a prio~ tax year. 

21 Provision is made for the transitional period to allow 

22 individuals ane. corporations who had refunds or paid c:dditional 

23 taxes for tax years beginning before the effective date of 

24 this Act to adjust their federal tax liability by such refunds 

25 or tax payments. 
26 
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Approved ________________________________ __ 

A BILL FOR 
Act allowing special income tax treatment for the receipt 

of a lump sum distribution from an employees' pension, 

retirement or annuity plan. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IO\vA: 
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S.F. H.F. 

1 Section 1. Chapter four hundred tHenty-two (422), Code 

2 1979, is c.mended by c.dding sections t",·o (2) through four (4) 

3 of this Act as a ne", division. 

4 Sec. 2. NEW SECTION. DEFINITIONS. For purposes of this 

5 division unless otherwise required by the context: 

6 1. "Internal Revenue Code of 1954" means the Internal 

7 Revenue Code of 1954 as amended to and including January 1, 

S 1979. 

9 2. "Tax year", "resident" and "individual" mean the same 

10 as defined in section four hundred twenty-tHo point four 

11 (422.4) of the Code. 

12 3. "Taxpayer" means an individual, estate or trust for 

13 which the receipt of a lump sum distribution in the tax year 

14 would be low:! taxable income as determined under the provisions 

15 of division two (II) of this chapter Wie,0ut regard for the 

16 provisions of this division or ar. election made for federal 

17 income tax purposes to receive the benefits of section 402 

IB (e) of the Inte~nal Revenue Code of 1954. 

19 Sec. 3. NE\v SECTION. TAX ON Lur1P SUH DISTRIBUTIONS. 

20 1. A tax is imposed on the ordinary income portion of 

21 a lump sum distribution received by a taxpayer in a tax year, 

22 in the amount determined as follows: 

23 a. The amount of tax imposed for the tax year is an amount 

24 equal to the amount of the initial separate 'c.ax for the tax 

25 year multiplied by the ratio that the ordinary income portion 

26 of the lump sum distributio!1 for. the tax year bears to the 

27 total taxable amount of that distribution for the tax year. 

28 b. The initial separate tax for the tax year is an amount 

29 equal to ten times the tax \;hich would be imposed l.nder 

30 subsections one (1) through thirteen (l3) u: section fOllr 

31 hundred twenty-two point five (422.5) of the Code if the 

32 taxable income ,,,ere an amount equi:l to one,-tenth of the exceSfi 

33 of Lhe totaltaxc.ble amount Gf t.he lump sum dist.ci.t\.tion for , 
34 the tax year o'Jer the minimum distribution allGwanc0. 

35 c. The mjnimum distribution allowance [or the tax year 

-1-



S.F. H.F. 

1 15 an amount equal to one-half of the first twenty thousand 

2 dollars of the total taxable amount of the lump sum 

3 distribution for the tax year reduced, but not below zero, 
4 by one-fifth of the amount by which that total taxable alllount 
5 exceeds twenty thousand dollars. 

6 2. In the case of a taxpayer receiving a lump sum 
7 distribution for the ·tax year who during the six-tax-year 

8 period ending on the last day of the tax year has received 

9 one or mQre other lump sum distributions after December 31, 

10 1979, or if a part or all of the distribution is an annuity 

11 contr~ct, in computing the tax imposed by subsection one (1) 

12 of this section the total taxable amounts of all these 

13 distributions during that six-tax-year period shall be 

14 aggregated. However the amount of the tax computed shall 

15 be reduced, but not below zero, by the sum of the tax imposed 

16 by subsection one (1) of this section with respect to tllose 

17 other lump sum distributions and that portion of the tax on 

18 the aggregated total taxable amounts which is attributable 
19 to annuity contracts. For purposes of this subsection: 

20 a. A beneficiary of a trust to which a lump sum 

21 distribution is made shall be treated as the recipient of 
22 the distribution if the beneficiary is an 

of section 

employee, including 

401 (e) (1) of the 23 an employee within the meaning 

24 Internal Revenue Code of 1954, wi th respect to tl:e plan under 

25 which the distribution is made or is treated as the owner 
26 of the trust for purposes of sections 671 through 679 of the 

27 Internal Revenue Code of 1954. 

28 b. In the case of the distribution of an annuity contract, 

29 the taxable Cl'!\ount of that distribution is the current acturial 

30 value of the contract as determined on the date of the 
:n distribut.i.on. 
32 c. In the case of a lump sum distribution with respect 
33 to any individual which is made only to tHO ox more trusts, 

34 the tax imposed by sUbsection one (1) of this section shall 
35 be computed as if the distribution was made to a single trust, 

-2-



S.F. ___ rI.F. 

1 but the liability for the tax shall be apportioned among the 
2 trusts according to the relative amounts received by each. 
3 3. The ordinary income portion of a lump sum distribution 
4 for the tax year shall be allowed as a deduction for the tax 
5 year in computing Iowa net income under section four hundred 

6 twenty-two point seven (422.7) of the Code to the extent that 
7 portion is included in the adjusted gross income as properly 
8 computed for federal income tax purposes under the Internal 
9 Revenue Code of 1954. 

10 4. The definitions of and special rules, including the 
11 rules on taxpayer elections, for a lump sum distribution, 

12 the total taxable amount of a lump sum distribution and the 
13 ordinary income portion of a lump sum distribution shall be 
14 as specified in section 402 (e) (4) of the Internal Revenue 

15 Code of 1954 except that rules shall be prescribed by the 
16 director in lieu of the regulations promulgated by the 

17 secretary of the treasury. A taxpayer who has made an election 
18 under section 402 (e) (4) (B) or section 402 (e) (4) (L) of 
19 the Internal Revenue Code of 1954 for ferderal income tax 

20 purposes shall be bound by that election in determining the 
21 taxpayer I sImla income tax 1 iabili ty fer that tax year. 
22 Sec. 4. NEW SECTION. ELIGIBLE TAXPAYERS. 'fhe provisions 
23 of this division shall apply only to taxpayers who have elected 
24 1n determining their federal income tax liability for the 

25 tax year to receive the benefits of section 402 (e) of the 
26 Internal Revenue Code of 1954. 

27 Sec. 5. section four 

28 unnumbered paragraph two 
hundred twenty-t:wo point five (422.5) 

(2), Code 1979, as amended by Acts 
29 of the Sixty-eighth General Assembly, 1979 Session, chapter 
30 ninety-three (93), section two (2), 1S amended to read as 
31 follows: 
32 However, 110 tax shall be imposed on any resident or non-

33 resident Nhose net income, as defined in section 422.7, is 
34 five thousand dollars or less; but in the event that the 
35 payment of tax under this division would reduce the net ir..conte 

-3-



S.F. H.F. 

1 to less than five thousand dollars, then the tax shall be 

2 ~educed to that amount which would result in allowing the 

3 taxpayer to retain a net income of five thousand dollars. 

4 The preceding sentence does.not apply to estates or trusts. 

5 For the purpOSe of this parag~aph, the entire net income, 

6 including any part thereof Hot allocated to Iowa, shall be 
7 taken into account and the amount of the ordinary income 
8 portion of a lump sum distribution deducted under the Internal 

9 Revenue Code of 1954 shall be included if! net 1ncome. If 

10 the combined net income of a husband and wife exceeds five 

11 thous:'lnd dollars, neither of them shull receive the benefit 

12 of this paragraph, and it is immaterial I-Ihether they file 

13 a joint return or separate returns. A person \-!ho is cl aimed 

14 as a dependent by another person as defined in section 422.12 

15 shall not receive the benefit of this paragraph if the persell 
16 claiming the dependent has net income exceeding five thousand 
17 dollars C~ the person claiming the dependent and the person's 

18 spouse have combined net income exceeding five thousand 
19 dollars. 

20 Sec. G. Section four hundred twenty-two point seven 

21 (422.7), Code 1979, is amended by adding the following ne~ 
22 subsection: 

23 NEW SUBSECTION. Subtract t.he deduction allOl~ed by 
24 subsection three (3) of section three (3) of this Act. 
25 Sec. 7. This Act is retroactive to January 1, 1980 fo~ 

26 lump sum distributions received in tax years b~ginning on 

27 or after January 1, 1980. 

28 Sec. 8. This Act, being deemed of immediate imporlance, 

29 shall take effecl from and after its publication 1n 

30 , a newspaper published in 
31 __________________ , Iowa, and 1n 
32 a newspaper pUblishp.d in ________________________ , Iowa. 

33 EXPLANATION 

34 This bill provides that taxpayers subject to lhe IQ\·la 
35 individual income tax call ~eceive benefits similar to the 
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S.F. ___ H.F. 

1 federal law with regard to the receipt; in a tax year of a 
2 lump sum distribution from an employees' pension, retirement 
3 or an!'.uity plan. Presently such a distribution is completely 
4 taxed in the tax year received thus resulting in the taxpayer 
5 being place in a high tax bracket if the distribution is 
6 large. The bill would determine the tax on 10% of the 
7 distribution and multiply this by 10 to determine the total 
8 tax. The bill would also provide that the tax on the 
9 distribution be determined without adding other income received 

10 in th~ tax year. Presently other income is included with 

11 the distribution in determining the tax. This bill would 
12 apply to those taxpayers who elect the benefits of the federal 
13 law in determining their federal income tax. 
14 
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Passed House, Date -------
Vote: Ayes, _____ _ Nays ____ _ 
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A BILL FOR 
1 An Act authorizing a taxpayer to income average in deter-

2 mining the taxpayer's individual income tax liability 

3 for the tax year. 

4 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IO\~A: 
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S. F. H.F. 

1 ~;ect_:;.on 1. Chapter. four hundred twenty-two (422;, Code 

? 1979, is amc;)dc>d by ac.ding sections tl,O (2) through six (6) 

3 of this Act d:; a new division: 

4 Sec. 2. ~:;!:_SE~TIOJ~. i.IMITATION ON Ti'~,{. Notui tb::tandi ng 

:, t.h2 ar:;ount of t.:;x dCl:crmi;-Jed in .:lcco~dcnce with sect ion fou.~ 

6 hundred t\·,enty-two point five (422.5) of the Code, l[ dn 

7 eljgible individual has averagable income exceeding three 

8 thom:and dollars for t.he computi".tion Y8ar, then the tax imposed 

" by sec t.ion four hundred twent'y-two poir,t [i ve "'22.5) of thr; 

) 0 Code for the cOlnpl1tatiofl year which is attributablp. t.o 

11 aveuIgiiDle in(;(Jllle shall be fi ve times the increase in tax 

12 unc~'r th<:t: sec·tion betl·;"'!cn the tax on the su:n of twcnty pel"'::e~lt 

13 of the averagnble incom~ plus one hundre~ twenty percent of 

14 the 'lVerclge he,se p~rj.od income and the tax on one hundred 

).~ t''{C;1:''y perccnt of the olver-age base period income . 

.1. 6 S\!c. 3. NEvi SECTION. DEFINITIONS. For the PU.rPOSf"S of 

-, 
~ . "Aver,,;g::ble J.nco~e" meallS 1:11", "moemr by which Io~"a 

1 () ~:,\::i;b;'~ ~ r::::O:TIe: for t:he co:nputa tioll year exceeds one hunJ.t"crj 

?OO tVkr.-sy perce,1t of average base period income. In C:Ohlputi ng 

21 aver<:']ctble income, taxutle income for the computation ye2-:' 

~L shaJ.l be redue:ed, to the ~xtent included i.n taxnble income, 

23 b;.' tlle :ll"ount to I-lh.lCh secti.on 72(m) (S) of the Int.ern"l 

24 heVt.'ll11e Code of 1951 cp;::lies and the amounts inc:~ude(l 1.il the 

25 inco~~ of a hen~fici8ry of a trllst under section 667(a) of 

26 the Intern~l Rcvenue Cods of 1954. 

"/1 2. 

28 S\~ln of 

"Average OZlse period incorr.e" means one-fourtl, ot the 

t.he bc>se period incomes for the !"lase period. 

2.9 3. ".,.:-se period income" for a t<lX year rr.eans the Iowd 

30 taxable income f::>::: that year ir..creasec1, to the cxtc.nt U,e 

~l al~lOUjlt \olould !l<!\ie be~n i:1cludc.d in tax&ble income, by an 

:12 <lmoun'c equaJ to the cxc"'!ss of the amount excluded [ro,~ f.ederal 

33 gl-oss ir..ccrr,e under ::;ection 911 and subpart D of pdrt I I I of 

34 subc~'T'tel N of the Iuteln",l R .... venue rode of 1951}, over t},:e 

35 dC!dt\c~i{')',::; "'hich \-Iould h,we been properly alloc<:lb~", to or 
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1 charge:ablc <:.gainst. ~'hC\t uffiount k-ut. for t.he exc;lu~;i."n of that 

2 amount from fede~al gro~s incom8; and dccreused, ~.o the extent 

3 incJ.1l0cd i.n tilxable illcoflle, by the amOtlllt.S inclu6erl. in t.he 

1. income of u bcnefici'lry of il. t.tU5t ulij.cr sertion 60'/(a) of 

~; the !ntenl<11 Revenue Code of 19S4. 

6 <) • "Cor.lputdtion Yc,,,r" meiWS the tax year tor I.hich the 

7 taxpayer cheoses the benefits of this division. 

8 
,. " . "Sa::e period" fIle'ins the fOl1r tax yec-Is immediately 

9 prec'-!ding t..h(·~ c;omputCl~~i-:Jn yea:-. 

10 E.. uBa~::~ period year" means uI."'..y of the four LuJi.. years 

11 i:m,;CUH\\'e] y preceding the computatio'1 y(,ar. 

12 7. Except as othE~wis8 provided in tllic subsection, 

13 "cJ..l.<]ible i r.di viduaJ" n,edf'S an i ndi vicu~,l who was d ~'es i.cent. 

11 of tt.i3 sl<:.t.8 thl:011g11outthe co:npatc.tLon .I<?ar and tln:ouyhout 

15 every baSE period year ~nd who is subject to the t~x imDcs2~ 

16' by di vi sien onE' (I) of thi.s chapter for tr.e CC~lplltat.iol) yc..:.t·. 

17 F .. n ir.d::':lidu2l1 j,s not ;:~11 c.,:_i.9ible ind.lv:i Q.u£ll [or' tI1'~~ corl)!!'lJ.!~ i.on 

18 year if, for <;ny bast': period yea;:, t!1e ir.dividual "na tl1e 

,1.0 individ~(-?ll' s spouse fu:rnished } (:5S than one:-h:lf 0[ l:he 

20 individuul t s support oxcetJt that th~ in0iviciual wi.o m",et~5 

21 the rcsiaency requL:",n,ents is an eligible indiviuilitl ill ctny 

22 of tIle following cases: 

7.3 il. I f the computat.ion year ends ilfter -che indi \'idual 

24 i'ttilined ilgcl...,E:nty-five arld, dll~'ing at lca:::t four of the 

25 indi v:i.dual t s t<::x YOilrs beginning aft:er the inc.ividuaJ «.tt.ai llEo 

26 "ge twenty-oae and enc.i:1g with the computdticn year, the 

2? ind.ividual was not a full-time student. 

28 b. If more than onu-half of the individual's Iowa taxable 

29 ~!1come for Lhc corr,put<:tion year is attributable to ~)ork 

30 peJ:i::or,ned by Lhe individual ir. substantial part d\:ring two 

31 or more of the base pe~lod years, or 

32 c. If the ir.dividual cOluput.es 01S or her tax on thE; bas!.s 

33 of joillt income of husbi;md and wife for the computatio:1 year 

34 and not. m0r~ than twenty-five percent of the aggrc~at.e Iowa 

35 net inccme of the individui:l and the jnd~\!idual!s cpouhe for 
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1 the computation yea;: is iltt:dblltable to the individual. 

2 8. "Student" means, wit.h respect to a tax year, an 

:'\ illai. vidual who durin':l eilc!1 of five calendar months 'during 

.. the tax year "as a [uU.-time student at an educaU onal 

5 orgaTlization ~escribcd in section 170(b)(1)(A)(ii) of the 

6 Internal Revenue Code of 1954, or was pursuing a full-tine 

7 coursl" of institutional oll-fanll training nnde:- the supervision 

B of an accredited agent of such an educational organization 

9 or of iI state or a political subdivision of d state. 

J 0 9. "Net income", "taxable income", "tax year" anJ "InterllCll 

11 Revenue Code of 1954" have the same meaning as defined :"n 

12 section fcur hundred tw"nty-t·,/o point fOUl' (122. ~) of the 

13 Code. 

14 Sec. 4. NeW SECTION. ELECTION. This division a:r;plics 

15 to a tilX year only at the taxpayer's electi.on. The electio:< 

16 may be made or changed at any tilDe before the expiration ot 

J.7 the period prcsCI:ibed for maki1l9 3 clilim fL'r cn:dit 01' refund 

18 of tl1F' tax '~in~,)oseu by d'i.vision one (I) of this ch,"pter for 

19 \:hc tax year. 

20 Sec. S. N2W SECTION. 11l\RRICD 'l'AXPA':il'I,S. -------_.-
21 1. For purposes of this division, the base period incomR 

22 of '111 iJec.iividual for any base period year shall not be less 

23 thall fifty percent of the base period incor.le which \>lould 

7·1 rr~etll t. frOin combining his or her income and deductiolls for 

25 that year with the greater of the income and deduct.ions for 

26 thA\: yeilr of the individual who is his or her spc\.lse for\:he 

27 co.,:puta+:iol1 year or v.'ith the income and dedUctions Jcr that 

2R yea~ of the individual who was his or ller spouse for that 

2~ base period year. However, this subsection does not apply 

30 [0:'; cl base period year if, for the computation year, the 

31 j ncti vidual files wi ttl hi.s or her sp0use a j oillt return fo~' 

32 IOWA Incomo tax purposes or filee a federal return as a 

3) sur'li ving spo~se; ,mel the individual was not. married to dny 

spous~ for that base period year. 

3~ 2. I n the Cilse 0 f a j oint return for IOHa inCOIllC tax 
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1 purposes, the three thouSilnd dol L:u. figure speci fied ill se(;tioll 

~ two (2) of this Act shal.l be applied to the aggregate 

3 iIV~rJg~bJ.c j,ncome. 

4 3. For purpo,~es of this division, section 143(a) of t;he 

5 Internal Rt:venue Code of 19~)4 applj cs in dGtermining whcl:her 

6 an indivirlunl is married 

7 Sec. 6. NEI'.' SECT! ON. 

for any tax year. 

nr:TURN NOT folllDE IN EliSE YEAR. This 
9 ci':ision !;hclll apply to t:he tax year even though the t"xp"yer-

9 (-L~chng the benefit3 of this divisi.on was not required t() 

10 rr.,,;,(: imd s1gn an IOI'/u income tax return for olle or marc: tax 

Il ye5lrs during the baFe pe:ciod. The average belse period incer.,,, 

12 for that 

13 bad been 

II! fo!:" the 

taxpayer 

rpquired 

ti.~Y. years 

shall be determined ;,s if that taxpilyer 

to make and sign an Iowa income tax return 

in the bctse period. 

15 Sec. 7. SecUo;' fOllr hundred twenty-two point seveli 

16 (42?7), Code 19)9, is amended by adding the following n~v 

l7 :'\lhs~ction: 

18 NEW SURSECTION. 
-'--~---"-----

19 h0neflts of sections 

If the taxpayer elects to recelve tIle 

two (2) thr~ugh six (6) c! ttis Act, 

20 "eLl the amount equal to the excess of the amount excluded 

21 [ro~ fede~al grops in(;ome tInder section 911 and subp~rt D 

22 (Jf rdrt I I I of subch,"pter IJ of the IllternCll Rcver:ue Code 01 

23 1')54 over the: acductions which '.'Ioulu have been properly 

24 «ll'.M<lblc to or cba.l.geallie against such amount put for the 

25 exclusion of that al~ount from [('d-=ra1 gross incorre. 

26 Sec. 8. This Act is efective January 1, 1981 for 

27 computation years beginning on or after ~lat dat~ and for 

28 Lase period years beginning on or after January 1, 1977. 

29 EXPL.\Nf.lT ION 

30 This hi 11 ButhoJ:izes Iowa individaal tClxp3yers Lo average 

31 thei: taxable income for a tax year over a five-year perlod 

32 if the tAxpayer was a residcent throughout tha'.:. five-year 

33 period. This will result in moet cases in lees takes due 

34 the state. The provisions in the bill for ~nc0me tax averaging 

35 a~c based upon the f~deral income tax averaging provisions 
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1 wi th the onl.y ch<.nges r.,ade being those needed to make the 

2 provisions applicable to Iowa. The bill provides that a 
J taxpayer can income average for a tax year beginning on or 

4 afler January 2. 1981. 
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