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1.1(17A,421)
1.2(421,17A)
1.3(421,17A)

Revenue[701]

REVENUE DEPARTMENT|[701]

Created by 1986 Iowa Acts, Chapter 1245.

CHAPTER 1
STATE BOARD OF TAX REVIEW—ADMINISTRATION
Establishment, membership and location of the state board of tax review
Powers and duties of the state board
Powers and duties not subject to the jurisdiction of the state board

CHAPTER 2

STATE BOARD OF TAX REVIEW—CONDUCT OF APPEALS AND

RULES OF PRACTICE AND PROCEDURE

DIVISION I
APPELLATE CASES

GENERAL RULES OF PRACTICE AND PROCEDURE FOR FINAL CONTESTED CASE DECISIONS OF

2.1(421,17A)
2.2(421,17A)
2.3(421,17A)
2.4(421,17A)
2.5(421,17A)
2.6(421,17A)
2.7(421,17A)
2.8(421,17A)
2.9(421,17A)
2.10(17A,421)
2.11(421,17A)
2.12(421,17A)
2.13(17A,421)
2.14(17A,421)
2.15(17A,421)
2.16(17A,421)

2.17(421,17A)
2.18(17A)

2.19(421,17A)
2.20(421,17A)
2.21(421,17A)
2.22(421,17A)
2.23(421,17A)
2.24(421,17A)
2.25(421,17A)
2.26(421,17A)
2.27(421,17A)
2.28(421,17A)
2.29(421,17A)
2.30(17A)

OR ATTRIBUTABLE TO THE DIRECTOR OF REVENUE
Definitions
Appeal and jurisdiction
Form of appeal
Certification by director
Motions
Answer
Docketing
Filing of papers
Hearing an appeal
Appearances by appellant
Authority of state board to issue procedural orders
Continuances
Place of hearing
Members participating
Presiding officer
Appeals of state board decisions

DIVISION II
ORIGINAL JURISDICTION

RULES GOVERNING CONTESTED CASE PROCEEDINGS
IN WHICH THE STATE BOARD HAS ORIGINAL JURISDICTION
TO COMMENCE A CONTESTED CASE PROCEEDING

Applicability and scope
Definitions

Time requirements
Notice of appeal

Form of appeal
Certification by director
Answer

Docketing

Appearances by appellant
Place of hearing
Transcript of hearing
Requests for contested case proceeding
Notice of hearing
Presiding officer

Analysis, p.1
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2.31(421,17A)
2.32(421,17A)
2.33(421,17A)
2.34(17A,421)
2.35(421,17A)
2.36(17A)

2.37(421,17A)
2.38(421,17A)
2.39(421,17A)
2.40(421,17A)
2.41(421,17A)
2.42(17A)

2.43(421,17A)
2.44(421,17A)
2.45(421,17A)
2.46(421,17A)
2.47(421,17A)
2.48(421,17A)
2.49(421,17A)
2.50(421,17A)
2.51(421,17A)
2.52(421,17A)
2.53(421,17A)
2.54(421,17A)

3.1(421,422,423)

4.1(421)

5.1(17A,22)
5.3(17A,22)
5.6(17A,22)

5.9(17A,22)
5.10(17A,22)
5.11(17A,22)
5.12(17A,22)
5.13(17A,22)
5.14(17A,22)
5.15(17A,22)
5.16(17A,22)
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Transfer of case for hearing or appeal
Waiver of procedures

Telephone proceedings
Disqualifications of a presiding officer
Consolidation and severance

Service and filing of pleadings and other papers
Discovery

Subpoenas

Motions

Prehearing conference

Continuances

Withdrawals

Intervention

Hearing procedures

Evidence

Default or dismissal

Ex parte communication

Recording costs

Interlocutory appeals

Final decision

Applications for rehearing

Stays of agency and board actions

No factual dispute contested case
Appeal and review of a state board decision

CHAPTER 3
VOLUNTARY DISCLOSURE PROGRAM
Scope of the voluntary disclosure program

CHAPTER 4
MULTILEVEL MARKETER AGREEMENTS
Multilevel marketers—in general

CHAPTER 5

PUBLIC RECORDS AND FAIR INFORMATION PRACTICES

(Uniform Rules)
Definitions
Requests for access to records
Procedure by which additions, dissents, or objections may be entered into certain
records
Disclosures without the consent of the subject
Routine use
Consensual disclosure of confidential records
Release to subject
Availability of records
Personally identifiable information
Other groups of records
Applicability
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6.1(17A)

6.2(17A)
6.3(17A)
6.4(17A)
6.5(17A)
6.6(422)
6.7(68B)
6.8(421)

7.1(17A)
7.2(17A)
7.3(17A)
7.4(17A)
7.5(17A)
7.6(17A)
7.7(17A)
7.8(17A)
7.9(17A)
7.10(17A)
7.11(17A)
7.12(17A)
7.13(17A)
7.14(17A)
7.15(17A)
7.16(17A)
7.17(17A)
7.18(17A)
7.19(17A)
7.20(17A)
7.21(17A)
7.22
7.23(17A)
7.24(17A)
7.25(17A)
7.26(17A)
7.27(9C,91C)
7.28 and 7.29
7.30(421)
7.31(421)
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TITLE I
ADMINISTRATION

CHAPTER 6
ORGANIZATION, PUBLIC INSPECTION
Establishment, organization, general course and method of operations, methods by
which and location where the public may obtain information or make submissions
or requests
Public inspection
Examination of records
Copies of proposed rules
Regulatory analysis procedures
Retention of records and returns by the department
Consent to sell
Tax return extension in disaster areas

CHAPTER 7
PRACTICE AND PROCEDURE BEFORE THE
DEPARTMENT OF REVENUE

DIVISION I

INFORMAL, FORMAL, ADMINISTRATIVE AND JUDICIAL REVIEW PROCEDURES

APPLICABLE TO CONTESTED CASES AND OTHER PROCEEDINGS
COMMENCED PRIOR TO JULY 1, 1999

Definitions

Scope of rules

Business hours

Computation of time, filing of documents

Form and style of papers

Persons authorized to practice before the department
Resolution of tax liability

Protests

Identifying details

Docket

Informal procedures and dismissals of protests
Answer

Subpoenas

Commencement of contested case proceedings
Discovery

Prehearing conference

Contested case proceedings

Interventions

Record and transcript

Rehearing

Service

Reserved

Ex parte communications

Licenses

Declaratory rulings—in general

Department procedure for rule making—in general
Procedure for nonlocal business entity bond forfeitures
Reserved

Definitions which apply to rules 701—7.31(421) to 701—7.35(421)
Abatement of unpaid tax
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7.32(421)
7.33(421)
7.34(421)
7.35(421)

7.36(421,17A)
7.37(421,17A)
7.38(421,17A)
7.39(17A)
7.40(17A)
7.41(17A)
7.42(17A)
7.43(17A)
7.44(17A)
7.45(17A)
7.46(17A)
7.47(17A)
7.48(17A)
7.49(17A)
7.50(17A)
7.51(17A)
7.52(17A)
7.53(17A)
7.54(17A)
7.55(17A)
7.56(17A)
7.57(17A)
7.58(17A)
7.59(17A)
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Time and place of taxpayer interviews
Mailing to the last-known address
Power of attorney
Taxpayer designation of tax type and period to which voluntary payments are
to be applied
DIVISION II
INFORMAL, FORMAL, ADMINISTRATIVE AND JUDICIAL REVIEW PROCEDURES

APPLICABLE TO CONTESTED CASES AND OTHER PROCEEDINGS
COMMENCED ON OR AFTER JULY 1, 1999

Applicability and scope of rules

Definitions

Applicability of rules set forth in Division I of Chapter 7
Business hours

Persons authorized to represent themselves or others
Protest

Identifying details

Docket

Informal procedures and dismissals of protests
Answer

Subpoenas

Commencement of contested case proceedings
Discovery

Prehearing conference

Contested case proceedings

Record and transcript

Rehearing

Service

Ex parte communications and disqualification
Licenses

Declaratory order—in general

Department procedure for rule making

Public inquiries on rule making and the rule-making records
Criticism of rules

DIVISION III
WAIVER OR VARIANCE

7.60(78GA,HF2206)  Waiver or variance of certain department rules

7.61(17A)

8.1(17A)
8.2(17A)
8.3(17A)
8.4(17A)
8.5(422)

9.1(422,423)
9.2(422,423)

DIVISION 1V
PETITION FOR RULE MAKING

Petition for rule making

CHAPTER 8
FORMS AND COMMUNICATIONS
Definitions
Official forms
Substitution of official forms
Description of forms
Electronic filing of lowa income tax returns

CHAPTER 9
FILING AND EXTENSION OF TAX LIENS
AND CHARGING OFF UNCOLLECTIBLE TAX ACCOUNTS
Definitions
Lien attaches
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9.3(422,423)
9.4(422,423)
9.5(422,423)
9.6(422,423)
9.7(422,423)

Revenue[701]

Purpose of filing
Place of filing
Time of filing
Period of lien
Fees

CHAPTER 10

INTEREST, PENALTY, EXCEPTIONS TO PENALTY, AND JEOPARDY ASSESSMENTS

10.1(421)
10.2(421)

Definitions
Interest

10.3(422,423,450,452A) Interest on refunds and unpaid tax

10.4(421)
10.5(421)

10.6(421)
10.7(421)
10.8(421)
10.9(421)
10.10 to 10.19

10.20 to 10.29

10.30 to 10.39

10.40 to 10.49

10.50 to 10.55

10.56 to 10.65

10.66 to 10.70

10.71(452A)
10.72(452A)
10.73 to 10.75

10.76(453A)
10.77(453A)
10.78
10.79(453A)
10.80 to 10.84

10.85 to 10.89

10.90 to 10.95

10.96 to 10.100

Frivolous return penalty
Improper receipt of credit or refund

PENALTY FOR TAX PERIOD BEGINNING AFTER JANUARY 1, 1991
Penalties
Waiver of penalty—definitions
Penalty exceptions
Notice of penalty exception for one late return in a three-year period
Reserved

RETAIL SALES

Reserved
USE
Reserved
INDIVIDUAL INCOME

Reserved

WITHHOLDING
Reserved

CORPORATE
Reserved
FINANCIAL INSTITUTIONS

Reserved

MOTOR FUEL
Penalty and enforcement provisions
Interest
Reserved

CIGARETTES AND TOBACCO

Penalties
Interest
Reserved
Request for statutory exception to penalty
Reserved

INHERITANCE
Reserved

IOWA ESTATE
Reserved

GENERATION SKIPPING

Reserved
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10.101 to 10.109

10.110 to 10.114

10.115(421)

10.116(422,453B)
10.117(422,453B)
10.118(422,453B)
10.119(422,453B)
10.120(422,453B)
10.121(422,453B)
10.122(422,453B)
10.123(422,453B)
10.124(422,453B)
10.125(422,453B)
10.126(422,453B)

11.1(422,423)
11.2(422,423)
11.3(422,423)
11.4(422,423)
11.5(422,423)
11.6(422,423)
11.7(422,423)
11.8(422,423)
11.9(422,423)
11.10(423)
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FIDUCIARY INCOME
Reserved

HOTEL AND MOTEL
Reserved

ALL TAXES
Application of payments to penalty, interest, and then tax due for payments made
on or after January 1, 1995, unless otherwise designated by the taxpayer

JEOPARDY ASSESSMENTS
Jeopardy assessments
Procedure for posting bond
Time limits
Amount of bond
Posting of bond
Order
Director’s order
Type of bond
Form of surety bond
Duration of the bond
Exoneration of the bond

TITLE II
EXCISE

CHAPTER 11
ADMINISTRATION
Definitions
Statute of limitations
Credentials and receipts
Retailers required to keep records
Audit of records
Billings
Collections
No property exempt from distress and sale
Information confidential
Bonding procedure

CHAPTER 12

FILING RETURNS, PAYMENT OF TAX, PENALTY AND INTEREST

12.1(422)
12.2(422,423)
12.3(422)
12.4(422)
12.5(422,423)
12.6(422,423)
12.7(422)
12.8(422)
12.9(422)
12.10(423)
12.11
12.12(422)
12.13(422)
12.14(422,423)

Returns and payment of tax

Remittances

Permits and negotiated rate agreements

Nonpermit holders

Regular permit holders responsible for collection of tax
Sale of business

Bankruptcy, insolvency or assignment for benefit of creditors
Vending machines and other coin-operated devices
Claim for refund of tax

Audit limitation for certain services

Reserved

Extension of time for filing

Determination of filing status

Immediate successor liability for unpaid tax
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12.15(422,423)
12.16(422)
12.17(422)

13.1(422)
13.2(422)
13.3(422)
13.4(422)
13.5(422)
13.6(422)
13.7(422)
13.8(422)
13.9(422)
13.10(422)
13.11(422)
13.12(422)
13.13(422)
13.14(422)
13.15(422)
13.16(422)
13.17(422)

14.1(422)
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Officers and partners—personal liability for unpaid tax
Show sponsor liability
Purchaser liability for unpaid sales tax

CHAPTER 13
PERMITS

Retail sales tax permit required
Application for permit
Permit not transferable—sale of business
Permit—consolidated return optional
Retailers operating a temporary business
Reinstatement of canceled permit
Reinstatement of revoked permit
Withdrawal of permit
Loss or destruction of permit
Change of location
Change of ownership
Permit posting
Trustees, receivers, executors and administrators
Vending machines and other coin-operated devices
Other amusements
Substantially delinquent tax—denial of permit
Substantially delinquent tax—revocation of permit

CHAPTER 14
COMPUTATION OF TAX
Tax not to be included in price

14.2(422,423,77GA,ch1130) Retail bracket system for state sales and local option sales and service tax

14.3(422,423)

15.1(422)
15.2(422,423)
15.3(422,423)

15.4(422,423)
15.5(422,423)
15.6(422,423)
15.7
15.8(422,423)
15.9(422)
15.10(422)
15.11(422,423)
15.12(422,423)
15.13(422,423)

15.14(422,423)
15.15(422)
15.16(422)
15.17(422,423)
15.18(422,423)

Taxation of transactions due to rate change

CHAPTER 15
DETERMINATION OF A SALE AND SALE PRICE
Conditional sales to be included in gross sales
Repossessed goods
Exemption certificates, direct pay permits, fuel used in processing, and beer and
wine wholesalers
Bad debts
Recovery of bad debts by collection agency or attorney
Discounts, rebates and coupons
Reserved
Returned merchandise
Goods damaged in transit
Consignment sales
Leased departments
Excise tax included in and excluded from gross receipts
Freight, other transportation charges, and exclusions from the exemption applicable
to these services
Installation charges when tangible personal property is sold at retail
Premiums and gifts
Gift certificates
Finance charge
Coins and other currency exchanged at greater than face value
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15.19(422,423)
15.20(422,423)

16.1(422)
16.2(422)
16.3(422,423)
16.4(422,423)
16.5(422,423)
16.6(422,423)

16.7
16.8(422,423)
16.9(422,423)
16.10(422,423)
16.11(422,423)

16.12(422)

16.13(422)
16.14(422)
16.15(422)
16.16(422,423)
16.17(422,423)
16.18(422,423)
16.19(422,423)
16.20(422,423)

16.21(422,423)
16.22(422,423)
16.23(422)
16.24(422,423)
16.25(422,423)
16.26(422)

16.27 and 16.28
16.29(422)
16.30(422)

16.31
16.32(422)
16.33(422)
16.34(422,423)
16.35(422,423)
16.36(422)
16.37(422)
16.38
16.39(422)
16.40(422,423)
16.41(422,423)
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Trade-ins
Corporate mergers which do not involve taxable sales of tangible personal property
or services

CHAPTER 16
TAXABLE SALES

Tax imposed

Used or secondhand tangible personal property

Tangible personal property used or consumed by the manufacturer thereof

Patterns, dies, jigs, tools, and manufacturing or printing aids

Explosives used in mines, quarries and elsewhere

Electrotypes, types, zinc etchings, halftones, stereotypes, color process plates
and wood mounts

Reserved

Wholesalers and jobbers selling at retail

Materials and supplies sold to retail stores

Sales to certain corporations organized under federal statutes

Paper plates, paper cups, paper dishes, paper napkins, paper, wooden or plastic
spoons and forks and straws

Tangible personal property purchased for resale but incidentally consumed by
the purchaser

Property furnished without charge by employers to employees

Sales in interstate commerce—goods delivered into this state

Owners or operators of buildings

Tangible personal property made to order

Blacksmith and machine shops

Sales of signs at retail

Products sold by cooperatives to members or patrons

Municipal utilities, investor-owned utilities, or municipal or rural electrification
cooperatives or associations

Sale of pets

Sales on layaway

Meal tickets, coupon books, and merchandise cards

Truckers engaged in retail business

Foreign truckers selling at retail in lowa

Admissions to amusements, athletic events, commercial amusement enterprises,
fairs, and games

Reserved

Rental of personal property in connection with the operation of amusements

Commercial amusement enterprises—companies or persons which contract to
furnish show for fixed fee

Reserved

River steamboats

Pawnbrokers

Druggists and pharmacists

Memorial stones

Communication services furnished by hotel to its guests

Private clubs

Reserved

Athletic events

Iowa dental laboratories

Dental supply houses
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16.42(422)
16.43(422,423)
16.44(422,423)
16.45(422,423)
16.46(422,423)
16.47(422)

16.48(422,423)
16.49(422,423)
16.50(422,423)
16.51(422,423)
16.52(422,423)

17.1(422,423)
17.2(422)

17.3(422,423)
17.4(422,423)
17.5(422,423)

17.6(422,423)
17.7(422,423)
17.8(422)

17.9(422,423)

17.10(422,423)
17.11(422,423)
17.12(422)

17.13(422,423)
17.14(422,423)
17.15(422,423)
17.16(422,423)
17.17(422,423)
17.18(422,423)
17.19(422,423)

17.20(422)
17.21(422)

17.22(422,423)
17.23(422,423)
17.24(422)

17.25(422,423)
17.26(422,423)
17.27(422,423)
17.28(422,423)
17.29(422,423)
17.30(422,423)
17.31(422,423)
17.32(422)

17.33(422,423)
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News distributors and magazine distributors
Magazine subscriptions by independent dealers
Sales by finance companies

Sale of baling wire and baling twine

Snowmobiles and motorboats

Conditional sales contracts

Carpeting and other floor coverings

Bowling

Various special problems relating to public utilities
Sales of services treated as sales of tangible personal property
Sales of prepaid merchandise cards

CHAPTER 17
EXEMPT SALES

Gross receipts expended for educational, religious, and charitable purposes

Fuel used in processing—when exempt

Processing exemptions

Commercial fertilizer and agricultural limestone

Sales to the American Red Cross, the Coast Guard Auxiliary, Navy-Marine Corps
Relief Society, and U.S.O

Sales of vehicles subject to registration—new and used—by dealers

Sales to certain federal corporations

Sales in interstate commerce—goods transported or shipped from this state

Sales of breeding livestock, fowl and certain other property used in agricultural
production

Materials used for seed inoculations

Educational institution

Coat or hat checkrooms

Railroad rolling stock

Chemicals, solvents, sorbents, or reagents used in processing

Demurrage charges

Sale of a draft horse

Beverage container deposits

Films, video tapes and other media, exempt rental and sale

Gross receipts from the sale or rental of tangible personal property or from services
performed, rendered, or furnished to certain nonprofit corporations exempt from
tax

Raffles

Exempt sales of prizes

Modular homes

Sales to other states and their political subdivisions

Nonprofit private museums

Exempt sales by excursion boat licensees

Bedding for agricultural livestock or fowl

Statewide notification center service exemption

State fair and fair societies

Reciprocal shipment of wines

Nonprofit organ procurement organizations

Sale of electricity to water companies

Food and beverages sold by certain organizations are exempt

Sales of building materials, supplies and equipment to not-for-profit rural water
districts
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17.34(422,423)
17.35(422,423)
17.36(422,423)
17.37(422,423)
17.38(422,423)
17.39(422,423)
17.40(422,423)
17.41(422,423)

18.1(422,423)
18.2(422,423)
18.3(422,423)
18.4(422)

18.5(422,423)

18.6(422,423)
18.7(422,423)

18.8(422)
18.9(422)

18.10(422,423)
18.11(422,423)
18.12(422,423)
18.13(422,423)
18.14(422,423)
18.15(422,423)
18.16(422,423)
18.17(422,423)
18.18(422,423)
18.19(422,423)
18.20(422,423)
18.21(422,423)
18.22(422,423)

18.23(422)
18.24(422,423)
18.25(422,423)
18.26(422)

18.27(422)

18.28(422,423)
18.29(422,423)

18.30(422)
18.31(422,423)

18.32(422,423)

18.33(422,423)
18.34(422,423)
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Sales to hospices

Sales of livestock ear tags

Sale or rental of information services

Temporary exemption from sales tax on certain utilities
State sales tax phase-out on energies

Art centers

Community action agencies

Legislative service bureau

CHAPTER 18

TAXABLE AND EXEMPT SALES DETERMINED BY METHOD

OF TRANSACTION OR USAGE

Tangible personal property purchased from the United States government

Sales of butane, propane and other like gases in cylinder drums, etc.

Chemical compounds used to treat water

Mortgages and trustees

Sales to agencies or instrumentalities of federal, state, county and municipal
government

Relief agencies

Containers, including packing cases, shipping cases, wrapping material and similar
items

Auctioneers

Sales by farmers

Florists

Landscaping materials

Hatcheries

Sales by the state of lowa, its agencies and instrumentalities

Sales of livestock and poultry feeds

Student fraternities and sororities

Photographers and photostaters

Gravel and stone

Sale of ice

Antiques, curios, old coins or collector’s postage stamps

Communication services

Morticians or funeral directors

Physicians, dentists, surgeons, ophthalmologists, oculists, optometrists, and
opticians

Veterinarians

Hospitals, infirmaries and sanitariums

Warranties and maintenance contracts

Service charge and gratuity

Advertising agencies, commercial artists, and designers

Casual sales

Processing, a definition of the word, its beginning and completion characterized
with specific examples of processing

Taxation of American Indians

Tangible personal property purchased by one who is engaged in the performance
of a service

Sale, transfer or exchange of tangible personal property or taxable enumerated
services between affiliated corporations

Printers’ and publishers’ supplies exemption with retroactive effective date

Automatic data processing
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18.35(422,423)
18.36(422,423)
18.37(422,423)
18.38(422,423)
18.39(422,423)
18.40(422,423)
18.41(422,423)
18.42(422,423)
18.43(422,423)
18.44(422,423)
18.45(422,423)

18.46(422,423)
18.47(422,423)
18.48(422,423)

18.49(422,423)

18.50(422,423)
18.51(422,423)
18.52(422,423)
18.53(422,423)
18.54(422,423)
18.55(422,423)
18.56(422,423)
18.57(422,423)

18.58(422,423)

18.59(422,423)
18.60(422,423)
18.61(422,423)

19.1(422,423)
19.2(422,423)
19.3(422,423)

19.4(422,423)
19.5(422,423)

19.6(422,423)
19.7(422,423)
19.8(422,423)
19.9(422,423)
19.10(422,423)
19.11(422,423)
19.12(422,423)
19.13(422,423)
19.14(422,423)
19.15(422,423)
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Drainage tile

True leases and purchases of tangible personal property by lessors

Motor fuel, special fuel, aviation fuels and gasoline

Urban transit systems

Sales or services rendered, furnished, or performed by a county or city

Renting of rooms

Envelopes for advertising

Newspapers, free newspapers and shoppers’ guides

Written contract

Sale or rental of farm machinery and equipment

Sale or rental of computers, industrial machinery and equipment; refund of and
exemption from tax paid for periods prior to July 1, 1997

Automotive fluids

Maintenance or repair of fabric or clothing

Sale or rental of farm machinery, equipment, replacement parts, and repairs used in
livestock, dairy, or plant production

Aircraft sales, rental, component parts, and services exemptions prior to, on, and
after July 1, 1999

Property used by a lending organization

Sales to nonprofit legal aid organizations

Irrigation equipment used in farming operations

Sales to persons engaged in the consumer rental purchase business

Sales of advertising material

Drop shipment sales

Wind energy conversion property

Exemptions applicable to the production of flowering, ornamental, and vegetable
plants

Exempt sales or rentals of computers, industrial machinery and equipment, and
exempt sales of fuel and electricity on and after July 1, 1997

Exempt sales to nonprofit hospitals

Exempt sales of gases used in the manufacturing process

Exclusion from tax for property delivered by certain media

CHAPTER 19

SALES AND USE TAX ON CONSTRUCTION ACTIVITIES

General information

Contractors are consumers of building materials, supplies, and equipment by statute

Sales of building materials, supplies, and equipment to contractors, subcontractors,
builders or owners

Contractors, subcontractors or builders who are retailers

Building materials, supplies, and equipment used in the performance of
construction contracts within and outside lowa

Prefabricated structures

Types of construction contracts

Machinery and equipment sales contracts with installation

Construction contracts with equipment sales (mixed contracts)

Distinguishing machinery and equipment from real property

Tangible personal property which becomes structures

Construction contracts with tax exempt entities

Tax on enumerated services

Transportation cost

Start-up charges
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19.16(422,423)
19.17(422,423)
19.18(422,423)
19.19(422,423)
19.20(423)

Revenue[701]

Liability of subcontractors
Liability of sponsors
Withholding

Resale certificates
Reporting for use tax

CHAPTER 20

IAC 12/29/10

FOODS FOR HUMAN CONSUMPTION, PRESCRIPTION DRUGS, INSULIN,
HYPODERMIC SYRINGES, DIABETIC TESTING MATERIALS, PROSTHETIC,

20.1(422,423)
20.2(422,423)
20.3(422,423)
20.4(422,423)
20.5(422,423)
20.6(422,423)
20.7(422,423)
20.8(422,423)
20.9(422,423)
20.10(422,423)
20.11(422,423)
20.12(422,423)

26.1(422)
26.2(422)
26.3(422)
26.4(422)
26.5(422)
26.6(422)
26.7(422)
26.8(422)
26.9(422)
26.10(422)
26.11(422)
26.12(422)
26.13(422)
26.14(422)
26.15(422)
26.16(422)
26.17(422)
26.18(422,423)
26.19(422)
26.20(422)
26.21(422)
26.22(422)
26.23(422)

ORTHOTIC OR ORTHOPEDIC DEVICES

Foods for human consumption
Food coupon rules

Nonparticipating retailer in the food coupon program

Determination of eligible foods
Meals and prepared food
Vending machines

Prescription drugs and devices

Exempt sales of nonprescription medical devices, other than prosthetic devices

Prosthetic, orthotic and orthopedic devices

Sales and rentals covered by Medicaid and Medicare

Reporting

Exempt sales of clothing and footwear during two-day period in August

CHAPTERS 21 to 25
Reserved

TITLE III
SALES TAX ON SERVICES

CHAPTER 26

SALES AND USE TAX ON SERVICES

Definition and scope

Enumerated services exempt

Alteration and garment repair

Armored car

Vehicle repair

Battery, tire and allied

Investment counseling

Bank and financial institution service charges
Barber and beauty

Boat repair

Car and vehicle wash and wax

Carpentry

Roof, shingle and glass repair

Dance schools and dance studios

Dry cleaning, pressing, dyeing and laundering
Electrical and electronic repair and installation
Engraving, photography and retouching
Equipment and tangible personal property rental
Excavating and grading

Farm implement repair of all kinds

Flying service

Furniture, rug, upholstery, repair and cleaning
Fur storage and repair
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26.24(422) Golf and country clubs and all commercial recreation

26.25(422) House and building moving

26.26(422) Household appliance, television and radio repair

26.27(422) Jewelry and watch repair

26.28(422) Machine operators

26.29(422) Machine repair of all kinds

26.30(422) Motor repair

26.31(422) Motorcycle, scooter and bicycle repair

26.32(422) Oilers and lubricators

26.33(422) Office and business machine repair

26.34(422) Painting, papering and interior decorating

26.35(422) Parking facilities

26.36(422) Pipe fitting and plumbing

26.37(422) Wood preparation

26.38(422) Private employment agency, executive search agency

26.39(422) Printing and binding

26.40(422) Sewing and stitching

26.41(422) Shoe repair and shoeshine

26.42(422) Storage warehousing, storage locker, and storage warehousing of raw agricultural
products and household goods

26.43(422) Telephone answering service

26.44(422) Test laboratories

26.45(422) Termite, bug, roach, and pest eradicators

26.46(422) Tin and sheet metal repair

26.47(422) Turkish baths, massage, and reducing salons

26.48(422) Vulcanizing, recapping or retreading

26.49 Reserved

26.50(422) Weighing

26.51(422) Welding

26.52(422) Well drilling

26.53(422) Wrapping, packing and packaging of merchandise other than processed meat,
fish, fowl and vegetables

26.54(422) Wrecking service

26.55(422) Wrecker and towing

26.56(422) Cable and pay television

26.57(422) Camera repair

26.58(422) Campgrounds

26.59(422) Gun repair

26.60(422) Janitorial and building maintenance or cleaning

26.61(422) Lawn care

26.62(422) Landscaping

26.63(422) Pet grooming

26.64(422) Reflexology

26.65(422) Tanning beds and tanning salons

26.66(422) Tree trimming and removal

26.67(422) Water conditioning and softening

26.68(422) Motor vehicle, recreational vehicle and recreational boat rental

26.69(422) Security and detective services

26.70 Reserved

26.71(422,423) Solid waste collection and disposal services
26.72(422,423) Sewage services
26.73 Reserved
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26.74(422,423)
26.75(422,423)
26.76(422,423)
26.77(422,423)
26.78(422,423)
26.79(422,423)
26.80(422,423)
26.81(422)

27.1(422,422C,423)
27.2(422,422C,423)
27.3(422,422C,423)
27.4(422,422C,423)

28.1(423)
28.2(423)
28.3(423)
28.4(423)

29.1(423)
29.2(423)
29.3(423)
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Aircraft rental

Sign construction and installation
Swimming pool cleaning and maintenance
Taxidermy

Mini-storage

Dating services

Limousine service

Sales of bundled services contracts

CHAPTER 27
AUTOMOBILE RENTAL EXCISE TAX
Definitions and characterizations
Tax imposed upon rental of automobiles
Lessor’s obligation to collect tax
Administration of tax

TITLE IV
USE

CHAPTER 28
DEFINITIONS
Taxable use defined
Processing of property defined
Purchase price defined
Retailer maintaining a place of business in this state defined

CHAPTER 29
CERTIFICATES
Certificate of registration
Cancellation of certificate of registration
Certificates of resale, direct pay permits, or processing

CHAPTER 30

FILING RETURNS, PAYMENT OF TAX, PENALTY AND INTEREST

30.1(423)
30.2(423)
30.3(421,423)
30.4(423)
30.5(423)
30.6(423)
30.7(423)
30.8(423)

30.9(423)
30.10(423)
30.11(423)
30.12(423)

31.1(423)
31.2(423)
31.3(423)
31.4(423)

Liability for use tax and denial and revocation of permit

Measure of use tax

Consumer’s use tax return

Retailer’s use tax return

Collection requirements of registered retailers

Bracket system to be used by registered vendors

Sales tax or use tax paid to another state

Registered retailers selling tangible personal property on a conditional sale
contract basis

Registered vendors repossessing goods sold on a conditional sale contract basis

Penalties for late filing of a monthly tax deposit or use tax returns

Claim for refund of use tax

Extension of time for filing

CHAPTER 31
RECEIPTS SUBJECT TO USE TAX
Transactions consummated outside this state
Goods coming into this state
Sales by federal government or agencies to consumers
Sales for lease of vehicles subject to registration—taxation and exemptions
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31.5(423) Motor vehicle use tax on long-term leases
31.6(423) Sales of aircraft subject to registration
31.7(423) Communication services

CHAPTER 32

RECEIPTS EXEMPT FROM USE TAX

32.1(423) Tangible personal property and taxable services subject to sales tax
32.2(423) Sales tax exemptions applicable to use tax
32.3(423) Mobile homes and manufactured housing
32.4(423) Exemption for vehicles used in interstate commerce
32.5(423) Exemption for transactions if sales tax paid
32.6(423) Exemption for ships, barges, and other waterborne vessels
32.7(423) Exemption for containers
32.8(423) Exemption for building materials used outside this state
32.9(423) Exemption for vehicles subject to registration
32.10(423) Exemption for vehicles operated under lowa Code chapter 326
32.11(423) Exemption for vehicles purchased for rental or lease
32.12(423) Exemption for vehicles previously purchased for rental
32.13(423) Exempt use of aircraft on and after July 1, 1999

CHAPTER 33

RECEIPTS SUBJECT TO USE TAX DEPENDING ON
METHOD OF TRANSACTION

33.1 Reserved

33.2(423) Federal manufacturer’s or retailer’s excise tax

33.3(423) Fuel consumed in creating power, heat or steam for processing or generating
electric current

33.4(423) Repair of tangible personal property outside the state of lowa

33.5(423) Taxation of American Indians

33.6(422,423) Exemption for property used in lowa only in interstate commerce

33.7(423) Property used to manufacture certain vehicles to be leased

33.8(423) Out-of-state rental of vehicles subject to registration subsequently used in lowa

33.9(423) Sales of mobile homes, manufactured housing, and related property and services

33.10(423) Tax imposed on the use of manufactured housing as tangible personal property

and as real estate

CHAPTER 34
VEHICLES SUBJECT TO REGISTRATION
34.1(422,423) Definitions

34.2(423) County treasurer shall collect tax

34.3(423) Returned vehicles and tax refunded by manufacturers

34.4(423) Use tax collections required

34.5(423) Exemptions

34.6(423) Vehicles subject to registration received as gifts or prizes

34.7(423) Titling of used foreign vehicles by dealers

34.8(423) Dealer’s retail sales tax returns

34.9(423) Affidavit forms

34.10(423) Exempt and taxable purchases of vehicles for taxable rental

34.11(423) Manufacturer’s refund of use tax to a consumer, lessor, or lessee of a defective
motor vehicle

34.12(423) Government payments for a motor vehicle which do not involve government

purchases of the same
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34.13(423)

34.14(423)
34.15(423)
34.16(423)
34.17(321,423)
34.18(423)
34.19(423)
34.20(423)
34.21(423)

37.1(424)

38.1(422)
38.2(422)
38.3(422)
38.4(422)
38.5(422)
38.6(422)
38.7(422)
38.8(422)
38.9(422)
38.10(422)
38.11(422)
38.12(422)
38.13(422)
38.14(422)
38.15(422)

38.16(422)
38.17(422)
38.18(422)

38.19(422)

39.1(422)
39.2(422)
39.3(422)
39.4(422)
39.5(422)
39.6(422)
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Transfers of vehicles resulting from corporate mergers and other types of corporate
transfers

Refund of use tax paid on the purchase of a motor vehicle

Registration by manufacturers

Rebates

Repossession of a vehicle

Federal excise tax

Claiming an exemption from lowa tax

Affidavit forms

Insurance companies

CHAPTERS 35 and 36
Reserved

CHAPTER 37
UNDERGROUND STORAGE TANK RULES
INCORPORATED BY REFERENCE
Rules incorporated

TITLE V
INDIVIDUAL

CHAPTER 38
ADMINISTRATION
Definitions
Statute of limitations
Retention of records
Authority for deductions
Jeopardy assessments
Information deemed confidential
Power of attorney
Delegations to audit and examine
Bonding procedure
Indexation
Appeals of notices of assessment and notices of denial of taxpayer’s refund claims
Indexation of the optional standard deduction for inflation
Reciprocal tax agreements
Information returns for reporting income payments to the department of revenue
Relief of innocent spouse for substantial understatement of tax attributable to
other spouse
Preparation of taxpayers’ returns by department employees
Resident determination
Tax treatment of income repaid in current tax year which had been reported on
prior Iowa individual income tax return
Indication of dependent child health care coverage on tax return

CHAPTER 39

FILING RETURN AND PAYMENT OF TAX
Who must file
Time and place for filing
Form for filing
Filing status
Payment of tax
Minimum tax
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39.7(422)
39.8(422)

39.9(422)
39.10(422)

39.11(422)

39.12(422)
39.13
39.14(422)

39.15(422)

40.1(422)
40.2(422)
40.3(422)

40.4
40.5(422)
40.6(422)
40.7(422)
40.8(422)
40.9(422)
40.10 and 40.11
40.12(422)
40.13(422)
40.14(422)
40.15(422)

40.16(422)
40.17(422)
40.18(422)
40.19(422)
40.20(422)
40.21(422)

40.22(422)
40.23(422)
40.24(99E)
40.25 and 40.26
40.27(422)
40.28
40.29(422)
40.30(422)
40.31(422)
40.32(422)

40.33

Revenue[701] Analysis, p.17

Tax on lump-sum distributions

State income tax limited to taxpayer’s net worth immediately before the distressed
sale

Special tax computation for all low-income taxpayers except single taxpayers

Election to report excess income from sale or exchange of livestock due to drought
in the next tax year

Forgiveness of tax for an individual whose federal income tax was forgiven
because the individual was killed outside the United States due to military or
terroristic action

Tax benefits for persons in the armed forces deployed outside the United States

Reserved

Tax benefits for persons serving in support of the Bosnia-Herzegovina hazardous
duty area

Special tax computation for taxpayers who are 65 years of age or older

CHAPTER 40
DETERMINATION OF NET INCOME

Net income defined

Interest and dividends from federal securities

Interest and dividends from foreign securities, and securities of state and their
political subdivisions

Reserved

Military pay

Interest and dividend income

Current year capital gains and losses

Gains and losses on property acquired before January 1, 1934

Work opportunity tax credit and alcohol fuel credit

Reserved

Income from partnerships or limited liability companies

Subchapter “S” income

Contract sales

Reporting of incomes by married taxpayers who file a joint federal return but elect
to file separately for lowa income tax purposes

Income of nonresidents

Income of part-year residents

Net operating loss carrybacks and carryovers

Casualty losses

Adjustments to prior years

Additional deduction for wages paid or accrued for work done in Iowa by certain
individuals

Disability income exclusion

Social security benefits

Lottery prizes

Reserved

Incomes from distressed sales of qualifying taxpayers

Reserved

Intangible drilling costs

Percentage depletion

Away-from-home expenses of state legislators

Interest and dividends from regulated investment companies which are exempt
from federal income tax

Reserved
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40.34(422)
40.35(422)

40.36(422)
40.37(422)

40.38(422)
40.39(422)

40.40(422)

40.41
40.42(422)
40.43(422)

40.44(422,541A)
40.45(422)

40.46(422)
40.47(422)

40.48(422)
40.49(422)
40.50(422)
40.51(422)

40.52(422)
40.53(422)
40.54(422)
40.55(422)
40.56(422)

40.57(422)
40.58(422)

40.59(422)

40.60(422)
40.61(422)

40.62(422)

40.63(422)
40.64(422)
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Exemption of restitution payments for persons of Japanese ancestry

Exemption of Agent Orange settlement proceeds received by disabled veterans
or beneficiaries of disabled veterans

Exemption of interest earned on bonds issued to finance beginning farmer loan
program

Exemption of interest from bonds issued by the lowa comprehensive petroleum
underground storage tank fund board

Capital gains deduction or exclusion for certain types of net capital gains

Exemption of interest from bonds or notes issued to fund the E911 emergency
telephone system

Exemption of active-duty military pay of national guard personnel and armed
forces reserve personnel received for services related to operation desert shield

Reserved

Depreciation of speculative shell buildings

Retroactive exemption for payments received for providing unskilled in-home
health care services to a relative

Individual development accounts

Exemption for distributions from pensions, annuities, individual retirement
accounts, or deferred compensation plans received by nonresidents of lowa

Taxation of compensation of nonresident members of professional athletic teams

Partial exclusion of pensions and other retirement benefits for disabled individuals,
individuals who are 55 years of age or older, surviving spouses, and survivors

Health insurance premiums deduction

Employer social security credit for tips

Computing state taxable amounts of pension benefits from state pension plans

Exemption of active-duty military pay of national guard personnel and armed
forces military reserve personnel for overseas services pursuant to military orders
for peacekeeping in the Bosnia-Herzegovina area

Mutual funds

Deduction for contributions by taxpayers to the lowa educational savings plan trust
and addition to income for refunds of contributions previously deducted

Roth individual retirement accounts

Exemption of income payments for victims of the Holocaust and heirs of victims

Taxation of income from the sale of obligations of the state of lowa and its political
subdivisions

Installment sales by taxpayers using the accrual method of accounting

Exclusion of distributions from retirement plans by national guard members and
members of military reserve forces of the United States

Exemption of payments received by a beneficiary from an annuity purchased under
an employee’s retirement plan when the installment has been included as part of
a decedent employee’s estate

Additional first-year depreciation allowance

Exclusion of active duty pay of national guard members and armed forces military
reserve members for service under orders for Operation Iraqi Freedom, Operation
Noble Eagle or Operation Enduring Freedom

Deduction for overnight expenses not reimbursed for travel away from home of
more than 100 miles for performance of service as a member of the national
guard or armed forces military reserve

Exclusion of income from military student loan repayments

Exclusion of death gratuity payable to an eligible survivor of a member of the
armed forces, including a member of a reserve component of the armed forces
who has died while on active duty
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40.65(422) Section 179 expensing
40.66(422) Deduction for certain unreimbursed expenses relating to a human organ transplant
40.67(422) Deduction for alternative motor vehicles
40.68(422) Injured veterans grant program
40.69(422) Exclusion of ordinary or capital gain income realized as a result of involuntary
conversion of property due to eminent domain
40.70(422) Exclusion of income from sale, rental or furnishing of tangible personal property
or services directly related to production of film, television or video projects
40.71(422) Exclusion for certain victim compensation payments
40.72(422) Exclusion of Vietnam Conflict veterans bonus
40.73(422) Exclusion for health care benefits of nonqualified tax dependents
40.74(422) Exclusion for AmeriCorps Segal Education Award
40.75(422) Exclusion of certain amounts received from Iowa veterans trust fund
CHAPTER 41
DETERMINATION OF TAXABLE INCOME
41.1(422) Verification of deductions required
41.2(422) Federal rulings and regulations
41.3(422) Federal income tax deduction and federal refund
41.4(422) Optional standard deduction
41.5(422) Itemized deductions
41.6(422) Itemized deductions—separate returns by spouses
41.7(422) Itemized deductions—part-year residents
41.8(422) Itemized deductions—nonresidents
41.9(422) Annualizing income
41.10(422) Income tax averaging
41.11(422) Reduction in state itemized deductions for certain high-income taxpayers
41.12(422) Deduction for home mortgage interest for taxpayers with mortgage interest credit
41.13(422) Iowa income taxes and lowa tax refund
CHAPTER 42

ADJUSTMENTS TO COMPUTED TAX AND TAX CREDITS
42.1(257,422) School district surtax

42.2(422D) Emergency medical services income surtax

42.3(422) Exemption credits

42.4(422) Tuition and textbook credit for expenses incurred for dependents attending grades
kindergarten through 12 in Iowa

42.5(422) Nonresident and part-year resident credit

42.6(422) Out-of-state tax credits

42.7(422) Out-of-state tax credit for minimum tax

42.8(422) Withholding and estimated tax credits

42.9(422) Motor fuel credit

42.10(422) Alternative minimum tax credit for minimum tax paid in a prior tax year

42.11(15,422) Research activities credit

42.12(422) New jobs credit

42.13(422) Earned income credit

42.14(15) Investment tax credit—new jobs and income program and enterprise zone program

42.15(422) Child and dependent care credit

42.16(422) Franchise tax credit

42.17(15E) Eligible housing business tax credit

42.18(422) Assistive device tax credit

42.19(404A,422) Historic preservation and cultural and entertainment district tax credit
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42.20(422)
42.21(15E)
42.22(15E,422)
42.23(15)
42.24(15E,422)
42.25(422)
42.26(151,422)
42.27(422,476B)
42.28(422,476C)
42.29(15)
42.30(15E,422)
42.31(422)
42.32(422)
42.33(422)
42.34(422)
42.35(422)
42.36(175,422)
42.37(15,422)
42.38(15,422)
42.39(422)
42.40(422)
42.41(15,422)
42.42(15)
42.43(16,422)
42.44(422)
42.45(15)

43.1(422)
43.2(422)
43.3(422)
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Ethanol blended gasoline tax credit

Eligible development business investment tax credit
Venture capital credits

New capital investment program tax credits

Endow lowa tax credit

Soy-based cutting tool oil tax credit

Wage-benefits tax credit

Wind energy production tax credit

Renewable energy tax credit

High quality job creation program

Economic development region revolving fund tax credit
Early childhood development tax credit

School tuition organization tax credit

E-85 gasoline promotion tax credit

Biodiesel blended fuel tax credit

Soy-based transformer fluid tax credit

Agricultural assets transfer tax credit

Film qualified expenditure tax credit

Film investment tax credit

Ethanol promotion tax credit

Charitable conservation contribution tax credit
Redevelopment tax credit

High quality jobs program

Disaster recovery housing project tax credit
Deduction of credits

Aggregate tax credit limit for certain economic development programs

CHAPTER 43
ASSESSMENTS AND REFUNDS
Notice of discrepancies
Notice of assessment, supplemental assessments and refund adjustments
Overpayments of tax

43.4(68A,422,456A)  Optional designations of funds by taxpayer

43.5(422)
43.6 and 43.7
43.8(422)

44.1(422)
44.2(422)
44.3(422)
44.4(422)
44.5(422)

45.1(422)
45.2(422)
45.3(422)
45.4(422)

Abatement of tax

Reserved

Livestock production credit refunds for corporate taxpayers and individual
taxpayers

CHAPTER 44
PENALTY AND INTEREST
Penalty
Computation of interest on unpaid tax
Computation of interest on refunds resulting from net operating losses
Computation of interest on overpayments
Waiver of penalty and interest related to certain casualty losses

CHAPTER 45
PARTNERSHIPS
General rule
Partnership returns
Contents of partnership return
Distribution and taxation of partnership income
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46.1(422)
46.2(422)
46.3(422)
46.4(422)
46.5(422)
46.6(422)
46.7(422)
46.8(260E)
46.9(15)

46.10(403)

48.1(422)
48.2(422)
48.3(422)
48.4

48.5(422)
48.6(422)
48.7(422)
48.8(422)
48.9(422)

49.1(422)
49.2(422)
49.3(422)
49.4(422)
49.5(422)
49.6(422)
49.7(422)

50.1(422)
50.2(422)
50.3(422)
50.4(422)
50.5(422)
50.6(422)
50.7(422)
50.8
50.9(422)
50.10(422)
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CHAPTER 46
WITHHOLDING
Who must withhold
Computation of amount withheld
Forms, returns and reports
Withholding on nonresidents
Penalty and interest
Withholding tax credit to workforce development fund
ACE training program credits from withholding
New job tax credit from withholding
Supplemental new jobs credit from withholding and alternative credit for housing
assistance programs
Targeted jobs withholding tax credit

CHAPTER 47
Reserved

CHAPTER 48
COMPOSITE RETURNS

Composite returns
Definitions
Filing requirements
Reserved
Composite return required by director
Determination of composite lowa income
Determination of composite lowa tax
Estimated tax
Time and place for filing

CHAPTER 49
ESTIMATED INCOME TAX FOR INDIVIDUALS
Who must pay estimated income tax
Time for filing and payment of tax
Estimated tax for nonresidents
Special estimated tax periods
Reporting forms
Penalty—underpayment of estimated tax
Estimated tax carryforwards and how the carryforward amounts are affected under
different circumstances

CHAPTER 50
APPORTIONMENT OF INCOME FOR RESIDENT
SHAREHOLDERS OF S CORPORATIONS
Apportionment of income for resident shareholders of S corporations
Definitions
Distributions
Computation of net S corporation income
Computation of federal tax on S corporation income
Income allocable to lowa
Credit for taxes paid to another state
Reserved
Examples for tax periods beginning prior to January 1, 2002
Example for tax periods beginning on or after January 1, 2002
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51.1(422)
51.2(422)
51.3(422)
51.4(422)
51.5(422)
51.6(422)
51.7(422)
51.8(422)
51.9(422)

52.1(422)
52.2(422)
52.3(422)
52.4(422)
52.5(422)
52.6(422)
52.7(422)
52.8(422)

52.9

52.10(15)
52.11(422)
52.12(422)
52.13(422)
52.14(15E)
52.15(15E)
52.16(422)
52.17(422)
52.18(422)
52.19(422)
52.20(15E)
52.21(15E,422)
52.22(15)
52.23(15E)
52.24(422)
52.25(151,422)
52.26(422,476B)
52.27(422,476C)
52.28(15)
52.29(15E,422)
52.30(422)
52.31(422)
52.32(422)
52.33(175,422)
52.34(15,422)
52.35(15,422)
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TITLE VI
CORPORATION

CHAPTER 51
ADMINISTRATION
Definitions
Statutes of limitation
Retention of records
Cancellation of authority to do business
Authority for deductions
Jeopardy assessments
Information confidential
Power of attorney
Delegation of authority to audit and examine

CHAPTER 52
FILING RETURNS, PAYMENT OF TAX,
PENALTY AND INTEREST, AND TAX CREDITS
Who must file
Time and place for filing return
Form for filing
Payment of tax
Minimum tax
Motor fuel credit
Research activities credit
New jobs credit
Reserved
New jobs and income program tax credits
Refunds and overpayments
Deduction of credits
Livestock production credits
Enterprise zone tax credits
Eligible housing business tax credit
Franchise tax credit
Assistive device tax credit

IAC 12/29/10

Historic preservation and cultural and entertainment district tax credit

Ethanol blended gasoline tax credit

Eligible development business investment tax credit
Venture capital credits

New capital investment program tax credits

Endow lowa tax credit

Soy-based cutting tool oil tax credit

Wage-benefits tax credit

Wind energy production tax credit

Renewable energy tax credit

High quality job creation program

Economic development region revolving fund tax credit
E-85 gasoline promotion tax credit

Biodiesel blended fuel tax credit

Soy-based transformer fluid tax credit

Agricultural assets transfer tax credit

Film qualified expenditure tax credit

Film investment tax credit
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52.36(422)
52.37(422)
52.38(422)
52.39(15,422)
52.40(15)
52.41(15)
52.42(16,422)

53.1(422)
53.2(422)
53.3(422)
53.4(422)
53.5(422)
53.6(422)

53.7(422)
53.8(422)
53.9(422)
53.10(422)
53.11(422)

53.12(422)
53.13(422)
53.14(422)
53.15(422)
53.16(422)
53.17(422)
53.18(422)
53.19(422)
53.20(422)
53.21(422)

53.22(422)
53.23(422)
53.24(422)

53.25(422)

54.1(422)
54.2(422)
54.3(422)

54.4(422)
54.5(422)
54.6(422)
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Ethanol promotion tax credit

Charitable conservation contribution tax credit

School tuition organization tax credit

Redevelopment tax credit

High quality jobs program

Aggregate tax credit limit for certain economic development programs
Disaster recovery housing project tax credit

CHAPTER 53
DETERMINATION OF NET INCOME

Computation of net income for corporations

Net operating loss carrybacks and carryovers

Capital loss carryback

Net operating and capital loss carrybacks and carryovers

Interest and dividends from federal securities

Interest and dividends from foreign securities, and securities of state and their
political subdivisions

Safe harbor leases

Additions to federal taxable income

Gains and losses on property acquired before January 1, 1934

Work opportunity tax and alcohol fuel credit

Additional deduction for wages paid or accrued for work done in lowa by certain
individuals

Federal income tax deduction

Iowa income taxes and lowa tax refund

Method of accounting, accounting period

Consolidated returns

Federal rulings and regulations

Depreciation of speculative shell buildings

Deduction of multipurpose vehicle registration fee

Deduction of foreign dividends

Employer social security credit for tips

Deduction for contributions made to the endowment fund of the lowa educational
savings plan trust

Additional first-year depreciation allowance

Section 179 expensing

Exclusion of ordinary or capital gain income realized as a result of involuntary
conversion of property due to eminent domain

Exclusion of income from sale, rental or furnishing of tangible personal property
or services directly related to production of film, television, or video projects

CHAPTER 54
ALLOCATION AND APPORTIONMENT
Basis of corporate tax
Allocation or apportionment of investment income
Application of related expense to allocable interest, dividends, rents and
royalties—tax periods beginning on or after January 1, 1978
Net gains and losses from the sale of assets
Where income is derived from the manufacture or sale of tangible personal property
Apportionment of income derived from business other than the manufacture or sale
of tangible personal property
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54.7(422)
54.8(422)

54.9(422)

55.1(422)
55.2(422)
55.3(422)
55.4(421)
55.5(422)

56.1(422)
56.2(422)
56.3(422)
56.4(422)
56.5(422)
56.6(422)

57.1(422)
57.2(422)
57.3(422)
57.4(422)
57.5(422)
57.6(422)
57.7(422)
57.8(422)
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Apportionment of income of transportation, communications, and certain public
utilities corporations

Apportionment of income derived from more than one business activity carried
on within a single corporate structure

Allocation and apportionment of income in special cases

CHAPTER 55
ASSESSMENTS, REFUNDS, APPEALS
Notice of discrepancies
Notice of assessment
Refund of overpaid tax
Abatement of tax
Protests

CHAPTER 56

ESTIMATED TAX FOR CORPORATIONS
Who must pay estimated tax
Time for filing and payment of tax
Special estimate periods
Reporting forms
Penalties
Overpayment of estimated tax

TITLE VII
FRANCHISE

CHAPTER 57
ADMINISTRATION
Definitions
Statutes of limitation
Retention of records
Authority for deductions
Jeopardy assessments
Information deemed confidential
Power of attorney
Delegation to audit and examine

CHAPTER 58

FILING RETURNS, PAYMENT OF TAX, PENALTY AND INTEREST,

58.1(422)
58.2(422)
58.3(422)
58.4(422)
58.5(422)
58.6(422)
58.7(422)
58.8(15E)
58.9(15E)
58.10(422)
58.11(15E,422)
58.12(15)
58.13(15E)
58.14(151,422)

AND TAX CREDITS
Who must file
Time and place for filing return
Form for filing
Payment of tax
Minimum tax
Refunds and overpayments
Allocation of franchise tax revenues
Eligible housing business tax credit
Eligible development business investment tax credit
Historic preservation and cultural and entertainment district tax credit
Venture capital credits
New capital investment program tax credits
Endow Iowa tax credit
Wage-benefits tax credit
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58.15(422,476B)  Wind energy production tax credit

58.16(422,476C) Renewable energy tax credit

58.17(15) High quality job creation program

58.18(15E,422) Economic development region revolving fund tax credit
58.19(15,422) Film qualified expenditure tax credit

58.20(15,422) Film investment tax credit

58.21(15) High quality jobs program
CHAPTER 59
DETERMINATION OF NET INCOME
59.1(422) Computation of net income for financial institutions
59.2(422) Net operating loss carrybacks and carryovers
59.3(422) Capital loss carryback
59.4(422) Net operating and capital loss carrybacks and carryovers
59.5(422) Interest and dividends from federal securities
59.6(422) Interest and dividends from foreign securities and securities of states and other
political subdivisions
59.7(422) Safe harbor leases
59.8(422) Additional deduction for wages paid or accrued for work done in lowa by certain
individuals
59.9(422) Work opportunity tax credit
59.10 Reserved
59.11(422) Gains and losses on property acquired before January 1, 1934
59.12(422) Federal income tax deduction
59.13(422) Iowa franchise taxes
59.14(422) Method of accounting, accounting period
59.15(422) Consolidated returns
59.16(422) Federal rulings and regulations
59.17 Reserved
59.18(422) Depreciation of speculative shell buildings
59.19(422) Deduction of multipurpose vehicle registration fee
59.20(422) Disallowance of expenses to carry an investment subsidiary for tax years which
begin on or after January 1, 1995
59.21(422) S corporation and limited liability company financial institutions
59.22(422) Deduction for contributions made to the endowment fund of the lowa educational
savings plan trust
59.23(422) Additional first-year depreciation allowance
59.24(422) Section 179 expensing
ALLOCATION AND APPORTIONMENT
59.25(422) Basis of franchise tax
59.26(422) Allocation and apportionment
59.27(422) Net gains and losses from the sale of assets
59.28(422) Apportionment factor
59.29(422) Allocation and apportionment of income in special cases
CHAPTER 60
ASSESSMENTS, REFUNDS, APPEALS
60.1(422) Notice of discrepancies
60.2(422) Notice of assessment
60.3(422) Refund of overpaid tax
60.4(421) Abatement of tax

60.5(422) Protests
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61.1(422)
61.2(422)
61.3(422)
61.4(422)
61.5(422)
61.6(422)

67.1(452A)
67.2(452A)

67.3(452A)

67.4(452A)

67.5(452A)

67.6(452A)

67.7(452A)

67.8(452A)

67.9(452A)

67.10(452A)
67.11(452A)
67.12(452A)
67.13(4524A)
67.14(452A)
67.15(452A)
67.16(452A)
67.17(452A)
67.18(452A)
67.19(452A)
67.20(452A)
67.21(452A)
67.22(452A)
67.23(452A)
67.24(452A)
67.25(452A)
67.26(452A)
67.27(452A)

68.1(452A)
68.2(452A)
68.3(452A)
68.4(452A)
68.5(452A)
68.6(452A)
68.7(452A)
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CHAPTER 61

ESTIMATED TAX FOR FINANCIAL INSTITUTIONS
Who must pay estimated tax
Time for filing and payment of tax
Special estimate periods
Reporting forms
Penalties
Overpayment of estimated tax

CHAPTERS 62 to 66
Reserved

TITLE VIII
MOTOR FUEL

CHAPTER 67
ADMINISTRATION
Definitions

IAC 12/29/10

Statute of limitations, supplemental assessments and refund adjustments

Taxpayers required to keep records
Audit—costs
Estimate gallonage

Timely filing of returns, reports, remittances, applications, or requests

Extension of time to file

Penalty and interest

Penalty and enforcement provisions

Application of remittance

Reports, returns, records—yvariations

Form of invoice

Credit card invoices

Original invoice retained by purchaser—certified copy if lost
Taxes erroneously or illegally collected

Credentials and receipts

Information confidential

Delegation to audit and examine

Practice and procedure before the department of revenue
Time for filing protest

Bonding procedure

Tax refund offset

Supplier, restrictive supplier, importer, exporter, blender, dealer, or user licenses

Reinstatement of license canceled for cause
Fuel used in implements of husbandry
Excess tax collected

Retailer gallons report

CHAPTER 68

MOTOR FUEL AND UNDYED SPECIAL FUEL
Definitions
Tax rates—time tax attaches—responsible party
Exemption
Ethanol blended gasoline taxation—nonterminal location
Tax returns—computations
Distribution allowance
Supplier credit—uncollectible account
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68.8(452A)
68.9(452A)

68.10(452A)
68.11(452A)
68.12(452A)
68.13(452A)
68.14(452A)
68.15(452A)
68.16(452A)
68.17(452A)
68.18(452A)

69.1(452A)
69.2(452A)
69.3(452A)
69.4(452A)
69.5(452A)

69.6(452A)
69.7(452A)
69.8(452A)
69.9(452A)
69.10(452A)
69.11(452A)
69.12(452A)
69.13(452A)

69.14(452A)
69.15(452A)
69.16(452A)

70.1(437A)
70.2(437A)
70.3(437A)
70.4(437A)
70.5(437A)
70.6(437A)
70.7(437A)
70.8(437A)
70.9(437A)
70.10(437A)
70.11(437A)
70.12(437A)
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Refunds

Claim for refund—payment of claim
Refund permit

Revocation of refund permit

Income tax credit in lieu of refund
Reduction of refund—sales tax
Terminal withdrawals—meters
Terminal and nonterminal storage facility reports and records
Method of reporting taxable gallonage
Transportation reports

Bill of lading or manifest requirements

CHAPTER 69
LIQUEFIED PETROLEUM GAS—
COMPRESSED NATURAL GAS
Definitions
Tax rates—time tax attaches—responsible party—payment of the tax
Penalty and interest
Bonding procedure
Persons authorized to place L.P.G. or C.N.G. in the fuel supply tank of a motor
vehicle
Requirements to be licensed
Licensed metered pumps
Single license for each location
Dealer’s and user’s license nonassignable
Separate storage—bulk sales—highway use
Combined storage—bulk sales—highway sales or use
Exemption certificates
L.P.G. sold to the state of lowa, its political subdivisions, contract carriers under
contract with public schools to transport pupils or regional transit systems
Refunds
Notice of meter seal breakage
Location of records—L.P.G. or C.N.G. users and dealers

TITLE IX
PROPERTY

CHAPTER 70

REPLACEMENT TAX AND STATEWIDE PROPERTY TAX

DIVISION 1

REPLACEMENT TAX

Who must file return
Time and place for filing return
Form for filing
Payment of tax
Statute of limitations
Billings
Refunds
Abatement of tax
Taxpayers required to keep records
Credentials
Audit of records
Collections/reimbursements
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70.13(437A)

70.14(437A)
70.15(437A)
70.16(437A)
70.17(437A)
70.18(437A)
70.19(437A)
70.20(437A)
70.21(437A)
70.22(437A)
70.23(437A)
70.24(437A)
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Information confidential
DIVISION II
STATEWIDE PROPERTY TAX
Who must file return
Time and place for filing return
Form for filing
Payment of tax
Statute of limitations
Billings
Refunds
Abatement of tax
Taxpayers required to keep records
Credentials
Audit of records

CHAPTER 71
ASSESSMENT PRACTICES AND EQUALIZATION

71.1(405,427A,428,441,499B) Classification of real estate

71.2(421,428,441)
71.3(421,428,441)
71.4(421,428,441)
71.5(421,428,441)
71.6(421,428,441)

Assessment and valuation of real estate
Valuation of agricultural real estate
Valuation of residential real estate
Valuation of commercial real estate
Valuation of industrial land and buildings

71.7(421,427A,428,441) Valuation of industrial machinery

71.8(428,441)
71.9(428,441)
71.10(421)
71.11(441)
71.12(441)
71.13(441)
71.14(441)
71.15(441)
71.16(441)
71.17(441)
71.18(441)
71.19(441)
71.20(441)

71.21(421,17A)
71.22(428,441)
71.23 and 71.24
71.25(441,443)

71.26(441)

Abstract of assessment

Reconciliation report

Assessment/sales ratio study

Equalization of assessments by class of property
Determination of aggregate actual values
Tentative equalization notices

Hearings before the director

Final equalization order

Alternative method of implementing equalization orders
Special session of boards of review

Judgment of assessors and local boards of review
Conference boards

Board of review

Property assessment appeal board

Assessors

Reserved

Omitted assessments

Assessor compliance

CHAPTER 72

EXAMINATION AND CERTIFICATION OF ASSESSORS AND DEPUTY ASSESSORS

72.1(441)
72.2(441)
72.3(441)
72.4(441)
72.5(441)
72.6(441)
72.7

Application for examination
Examinations

Equivalent of high school diploma
Appraisal-related experience
Regular certification

Temporary certification

Reserved

IAC 12/29/10
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72.8(441) Deputy assessors—regular certification

72.9 Reserved

72.10(441) Appointment of deputy assessors

72.11(441) Special examinations

72.12(441) Register of eligible candidates

72.13(441) Course of study for provisional appointees

72.14(441) Examining board

72.15(441) Appointment of assessor

72.16(441) Reappointment of assessor

72.17(441) Removal of assessor

72.18(421,441) Courses offered by the department of revenue

CHAPTER 73

PROPERTY TAX CREDIT AND RENT REIMBURSEMENT

73.1(425) Eligible claimants

73.2(425) Separate homesteads—husband and wife property tax credit

73.3(425) Dual claims

73.4(425) Multipurpose building

73.5(425) Multidwelling

73.6(425) Income

73.7(425) Joint tenancy

73.8(425) Amended claim

73.9(425) Simultaneous homesteads

73.10(425) Confidential information

73.11(425) Mobile, modular, and manufactured homes

73.12(425) Totally disabled

73.13(425) Nursing homes

73.14(425) Household

73.15(425) Homestead

73.16(425) Household income

73.17(425) Timely filing of claims

73.18(425) Separate homestead—husband and wife rent reimbursements

73.19(425) Gross rent/rent constituting property taxes paid

73.20(425) Leased land

73.21(425) Property: taxable status

73.22(425) Special assessments

73.23(425) Suspended, delinquent, or canceled taxes

73.24(425) Income: spouse

73.25(425) Common law marriage

73.26 Reserved

73.27(425) Special assessment credit

73.28(425) Credit applied

73.29(425) Deceased claimant

73.30(425) Audit of claim

73.31(425) Extension of time for filing a claim

73.32(425) Annual adjustment factor

73.33(425) Proration of claims

73.34(425) Unreasonable hardship
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CHAPTER 74
MOBILE, MODULAR, AND MANUFACTURED HOME TAX
74.1(435) Definitions
74.2(435) Movement of home to another county
74.3(435) Sale of home
74.4(435) Reduced tax rate
74.5(435) Taxation—real estate
74.6(435) Taxation—square footage
74.7(435) Audit by department of revenue
74.8(435) Collection of tax
CHAPTER 75
PROPERTY TAX ADMINISTRATION
75.1(441) Tax year
75.2(445) Partial payment of tax
75.3(445) When delinquent
75.4(446) Payment of subsequent year taxes by purchaser
75.5(428,433,434,437,437A,438) Central assessment confidentiality
75.6(446) Tax sale
75.7(445) Refund of tax
75.8(614) Delinquent property taxes
CHAPTER 76
DETERMINATION OF VALUE OF RAILROAD COMPANIES
76.1(434) Definitions of terms
76.2(434) Filing of annual reports
76.3(434) Comparable sales
76.4(434) Stock and debt approach to unit value
76.5(434) Income capitalization approach to unit value
76.6(434) Cost approach to unit value
76.7(434) Correlation
76.8(434) Allocation of unit value to state
76.9(434) Exclusions
CHAPTER 77

DETERMINATION OF VALUE OF UTILITY COMPANIES
77.1(428,433,437,438) Definition of terms
77.2(428,433,437,438) Filing of annual reports
77.3(428,433,437,438) Comparable sales
77.4(428,433,437,438) Stock and debt approach to unit value
77.5(428,433,437,438) Income capitalization approach to unit value
77.6(428,433,437,438) Cost approach to unit value
77.7(428,433,437,438) Correlation
77.8(428,433,437,438) Allocation of unit value to state

CHAPTER 78
Reserved

CHAPTER 79
REAL ESTATE TRANSFER TAX AND DECLARATIONS OF VALUE
79.1(428A) Real estate transfer tax: Responsibility of county recorders
79.2(428A) Taxable status of real estate transfers
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79.3(428A)
79.4(428A)

79.5(428A)
79.6(428A)

80.1(425)

80.2(22,35,426A)

80.3(427)
80.4(427)
80.5(427)
80.6(427B)
80.7(427B)
80.8(404)
80.9(427C,441)
80.10(427B)
80.11(425A)
80.12(427)

80.13(427B,476B)

80.14(427)
80.15(427)
80.16(426)
80.17(427)
80.18(427)
80.19(427)
80.20(427)
80.21(368)
80.22(427)
80.23(427A)
80.24(427)
80.25(427A)
80.26(427)
80.27(427)
80.28(404B)
80.29 to 80.49
80.50(427,441)
80.51(441)
80.52(427)
80.53(427)
80.54(427)
80.55(427,441)
80.56(427)

81.1(453A)
81.2(453A)
81.3(453A)
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Declarations of value: Responsibility of county recorders and city and county
assessors

Certain transfers of agricultural realty

Form completion and filing requirements

Public access to declarations of value

CHAPTER 80

PROPERTY TAX CREDITS AND EXEMPTIONS
Homestead tax credit
Military service tax exemption
Pollution control and recycling property tax exemption
Low-rent housing for the elderly and persons with disabilities
Speculative shell buildings
Industrial property tax exemption
Assessment of computers and industrial machinery and equipment
Urban revitalization partial exemption
Forest and fruit-tree reservations
Underground storage tanks
Family farm tax credit
Methane gas conversion property
Wind energy conversion property
Mobile home park storm shelter
Barn and one-room schoolhouse preservation
Agricultural land tax credit
Indian housing property
Property used in value-added agricultural product operations
Dwelling unit property within certain cities
Nursing facilities
Annexation of property by a city
Port authority
Concrete batch plants and hot mix asphalt facilities
Airport property
Car wash equipment
Web search portal and data center business property
Privately owned libraries and art galleries
Disaster revitalization area
Reserved
Responsibility of local assessors
Responsibility of local boards of review
Responsibility of director of revenue
Application for exemption
Partial exemptions
Taxable status of property
Abatement of taxes

TITLE X
CIGARETTES AND TOBACCO

CHAPTER 81
ADMINISTRATION
Definitions
Credentials and receipts
Examination of records
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81.4(453A)
81.5(453A)
81.6(453A)
81.7(453A)
81.8(98)
81.9(98)
81.10(98)
81.11(453A)
81.12(453A)
81.13(453A)
81.14(453A)
81.15(98)
81.16(453A)

82.1(453A)
82.2(453A)
82.3(453A)
82.4(453A)
82.5(453A)
82.6(453A)
82.7(453A)
82.8(453A)
82.9(453A)
82.10(453A)
82.11(453A)

83.1(453A)
83.2(453A)
83.3(453A)
83.4(453A)
83.5(453A)
83.6(453A)
83.7(453A)
83.8(453A)
83.9(453A)
83.10(453A)
83.11(453A)

83.12(81GA,HF339)
83.13(81GA,HF339)
83.14(81GA,HF339)
83.15(81GA,HF339)
83.16(81GA,HF339)
83.17(81GA,HF339)

84.1(421B)
84.2(421B)
84.3(421B)
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Records

Form of invoice

Audit of records—cost, supplemental assessments and refund adjustments
Bonds

Penalties

Interest

Waiver of penalty or interest

Appeal—practice and procedure before the department
Permit—Ilicense revocation

Permit applications and denials

Confidential information

Request for waiver of penalty

Inventory tax

CHAPTER 82

CIGARETTE TAX
Permits required
Partial year permits—payment—refund—exchange
Bond requirements
Cigarette tax—attachment—exemption—exclusivity of tax
Cigarette tax stamps
Banks authorized to sell stamps—requirements—restrictions
Purchase of cigarette tax stamps—discount
Affixing stamps
Reports
Manufacturer’s samples
Refund of tax—unused and destroyed stamps

CHAPTER 83
TOBACCO TAX
Licenses
Distributor bond
Tax on tobacco products
Tax on little cigars
Distributor discount
Distributor returns
Consumer’s return
Transporter’s report
Free samples
Credits and refunds of taxes
Sales exempt from tax
Retail permits required
Permit issuance fee
Refunds of permit fee
Application for permit
Records and reports
Penalties

CHAPTER 84
UNFAIR CIGARETTE SALES
Definitions
Minimum price
Combination sales
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84.4(421B) Retail redemption of coupons
84.5(421B) Exempt sales
84.6(421B) Notification of manufacturer’s price increase
84.7(421B) Permit revocation
CHAPTER 85
TOBACCO MASTER SETTLEMENT AGREEMENT
DIVISION I
TOBACCO MASTER SETTLEMENT AGREEMENT

85.1(453C) National uniform tobacco settlement
85.2(453C) Definitions
85.3(453C) Report required
85.4(453C) Report information
85.5(453C) Record-keeping requirement
85.6(453C) Confidentiality
85.7 to 85.20 Reserved

DIVISION II
TOBACCO PRODUCT MANUFACTURERS’ OBLIGATIONS AND PROCEDURES

85.21(80GA,SF375) Definitions
85.22(80GA,SF375) Directory of tobacco product manufacturers

TITLE XI
INHERITANCE, ESTATE, GENERATION SKIPPING, AND FIDUCIARY INCOME TAX

CHAPTER 86

INHERITANCE TAX
86.1(450) Administration
86.2(450) Inheritance tax returns and payment of tax
86.3(450) Audits, assessments and refunds
86.4(450) Appeals
86.5(450) Gross estate
86.6(450) The net estate
86.7(450) Life estate, remainder and annuity tables—in general
86.8(450B) Special use valuation
86.9(450) Market value in the ordinary course of trade
86.10(450) Alternate valuation date
86.11(450) Valuation—special problem areas
86.12(450) The inheritance tax clearance
86.13(450) No lien on the surviving spouse’s share of the estate
86.14(450) Computation of shares
86.15(450) Applicability

CHAPTER 87

IOWA ESTATE TAX
87.1(451) Administration
87.2(451) Confidential and nonconfidential information
87.3(451) Tax imposed, tax returns, and tax due
87.4(451) Audits, assessments and refunds
87.5(451) Appeals

87.6(451) Applicable rules
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88.1(450A)
88.2(450A)
88.3(450A)
88.4(450A)
88.5(450A)
88.6(450A)

89.1(422)
89.2(422)
89.3(422)
89.4(422)
89.5(422)
89.6(422)
89.7(422)
89.8(422)
89.9(422)
89.10(422)
89.11(422)

91.1(453B)
91.2(453B)
91.3(453B)

103.1(423A)
103.2(423A)
103.3(423A)
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CHAPTER 88

GENERATION SKIPPING TRANSFER TAX
Administration
Confidential and nonconfidential information
Tax imposed, tax due and tax returns
Audits, assessments and refunds
Appeals
Generation skipping transfers prior to Public Law 99-514

CHAPTER 89

FIDUCIARY INCOME TAX
Administration
Confidentiality
Situs of trusts
Fiduciary returns and payment of the tax
Extension of time to file and pay the tax
Penalties
Interest or refunds on net operating loss carrybacks
Reportable income and deductions
Audits, assessments and refunds
The income tax certificate of acquittance
Appeals to the director

CHAPTER 90
Reserved
TITLE XII

MARIJUANA AND CONTROLLED
SUBSTANCES STAMP TAX

CHAPTER 91
ADMINISTRATION OF MARIJUANA AND
CONTROLLED SUBSTANCES STAMP TAX
Marijuana and controlled substances stamp tax
Sales of stamps
Refunds pertaining to unused stamps

CHAPTERS 92 to 96
Reserved

TITLE XIII

CHAPTERS 97 to 101
Reserved

TITLE XIV
HOTEL AND MOTEL TAX

CHAPTER 102
Reserved

CHAPTER 103
STATE-IMPOSED AND LOCALLY IMPOSED HOTEL AND
MOTEL TAXES—ADMINISTRATION
Definitions, administration, and imposition
Statute of limitations, supplemental assessments and refund adjustments
Credentials and receipts



IAC 12/29/10

103.4(423A)
103.5(423A)
103.6(423A)
103.7(423A)
103.8(423A)
103.9(423A)
103.10(423A)
103.11(423A)
103.12(423A)
103.13(423A)
103.14(423A)
103.15(423A)
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Retailers required to keep records
Audit of records

Billings

Collections

No property exempt from distress and sale
Information confidential

Bonding procedure

Sales tax

Judicial review

Registration

Notification

Certification of funds

CHAPTER 104
HOTEL AND MOTEL—

FILING RETURNS, PAYMENT OF TAX, PENALTY, AND INTEREST

104.1(423A)
104.2(423A)
104.3(423A)
104.4(423A)
104.5(423A)
104.6(423A)
104.7(423A)
104.8(423A)
104.9(423A)
104.10(423A)
104.11(421,423A)
104.12(421,423A)

105.1(423A)
105.2(423A)
105.3(423A)
105.4(423A)
105.5(423A)
105.6(423A)

107.1(422B)
107.2(422B)
107.3(422B)
107.4(422B)
107.5(422B)

Returns, time for filing

Remittances

Permits

Sale of business

Bankruptcy, insolvency or assignment for benefit of creditors
Claim for refund of tax

Application of payments

Interest and penalty

Request for waiver of penalty

Extension of time for filing

Personal liability of corporate officers and partners for unpaid tax
Good faith exception for successor liability

CHAPTER 105

LOCALLY IMPOSED HOTEL AND MOTEL TAX
Local option
Tax rate
Tax base
Imposition dates
Adding or absorbing tax
Termination dates

CHAPTER 106
Reserved
TITLE XV

LOCAL OPTION SALES AND
SERVICE TAX

CHAPTER 107
LOCAL OPTION SALES AND SERVICE TAX
Definitions
Local option sales and service tax
Transactions subject to and excluded from local option sales tax
Transactions subject to and excluded from local option service tax

Single contracts for taxable services performed partly within and partly outside of

an area of a county imposing the local option service tax

Analysis, p.35
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107.6(422B)

107.7(422B)
107.8(423B)

Revenue[701] IAC 12/29/10

Motor vehicle, recreational vehicle, and recreational boat rental subject to local
option service tax

Special rules regarding utility payments

Contacts with county necessary to impose collection obligation upon a retailer

107.9(423B,423E) Sales not subject to local option tax, including transactions subject to lowa use tax
107.10(422B) Local option sales and service tax payments to local governments

107.11(422B) Procedure if county of receipt’s origins is unknown

107.12(422B) Computation of local option tax due from mixed sales on excursion boats
107.13(421,422B) Officers and partners, personal liability for unpaid tax

107.14(422B) Local option sales and service tax imposed by a city

107.15(422B) Application of payments

107.16(422B) Construction contractor refunds

107.17(422B,422E)

108.1(422E)
108.2(422E)
108.3(422E)
108.4(422E)

108.5(422E)
108.6(422E)
108.7(422E)
108.8(422E)
108.9(422E)

Discretionary application of local option tax revenues

CHAPTER 108
LOCAL OPTION SCHOOL INFRASTRUCTURE
SALES AND SERVICE TAX

Definitions
Authorization, rate of tax, imposition, use of revenues, and administration
Collection of the tax
Similarities to the local option sales and service tax imposed in lowa Code chapter

422B and 701—Chapter 107
Sales not subject to local option tax, including transactions subject to lowa use tax
Deposits of receipts
Local option school infrastructure sales and service tax payments to school districts
Construction contract refunds
28E agreements

CHAPTER 109

NEW SCHOOL INFRASTRUCTURE LOCAL OPTION SALES AND SERVICES TAX—

109.1(422E)
109.2(422E)
109.3(422E)
109.4(422E)
109.5(422E)
109.6(422E)
109.7(422E)
109.8(422E)

120.1(421)
120.2(421)
120.3(421)

EFFECTIVE ON OR AFTER APRIL 1, 2003, THROUGH FISCAL YEARS

ENDING DECEMBER 31, 2022
Use of revenues and definitions
Imposition of tax
Application of law
Collection of tax and distribution
Insufficient funds
Use of revenues by the school district
Bonds
28E agreements

CHAPTERS 110 to 119
Reserved

TITLE XVI
REASSESSMENT EXPENSE FUND

CHAPTER 120
REASSESSMENT EXPENSE FUND
Reassessment expense fund
Application for loan
Criteria for granting loan
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CHAPTER 121
Reserved

TITLE XVII
ASSESSOR CONTINUING EDUCATION

CHAPTER 122

ADMINISTRATION
122.1(441) Establishment
122.2(441) General operation
122.3(441) Location
122.4(441) Purpose
CHAPTER 123
CERTIFICATION
123.1(441) General
123.2(441) Confidentiality
123.3(441) Certification of assessors
123.4(441) Certification of deputy assessors
123.5(441) Type of credit
123.6(441) Retaking examination
123.7(441) Instructor credit
123.8(441) Conference board and assessor notification
123.9(441) Director of revenue notification
CHAPTER 124
COURSES
124.1(441) Course selection
124.2(441) Scheduling of courses
124.3(441) Petitioning to add, delete or modify courses
124.4(441) Course participation
124.5(441) Retaking a course
124.6(441) Continuing education program for assessors

CHAPTER 125
REVIEW OF AGENCY ACTION

125.1(441) Decisions final
125.2(441) Grievance and appeal procedures
CHAPTERS 126 to 149
Reserved
TITLE XVIII
DEBT COLLECTION

CHAPTER 150
FEDERAL OFFSET FOR IOWA INCOME TAX OBLIGATIONS

150.1(421,26USC6402) Purpose and general application of offset of a federal tax overpayment to

collect an Iowa income tax obligation
150.2(421,26USC6402) Definitions
150.3(421,26USC6402) Prerequisites for requesting a federal offset
150.4(421,26USC6402) Procedure after submission of evidence
150.5(421,26USC6402) Notice by lowa to the Secretary to request federal offset
150.6(421,26USC6402) Erroneous payments to lowa
150.7(421,26USC6402) Correcting and updating notice to the Secretary
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151.1(421)
151.2(421)
151.3(421)
151.4(421)
151.5(421)
151.6(421)
151.7(421)
151.8(421)
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CHAPTER 151
COLLECTION OF DEBTS OWED THE STATE
OF IOWA OR A STATE AGENCY
Definitions
Scope and purpose
Participation guidelines
Duties of the agency
Duties of the department—performance of collection
Payment of collected amounts
Reimbursement for collection of liabilities
Confidentiality of information

CHAPTER 152
DEBT COLLECTION AND SELLING OF PROPERTY
TO COLLECT DELINQUENT DEBTS

152.1(421,422,626,642) Definitions
152.2(421,422,626,642) Sale of property
152.3(421,422,626,642) Means of sale

CHAPTER 153

LICENSE SANCTIONS FOR COLLECTION OF DEBTS OWED THE STATE OF IOWA OR

153.1(272D)
153.2(272D)
153.3(272D)
153.4(272D)
153.5(272D)
153.6(272D)
153.7(272D)
153.8(272D)
153.9(272D)
153.10(272D)
153.11(272D)
153.12(272D)
153.13(272D)
153.14(272D)

154.1(421)
154.2(421)
154.3(421)
154.4(421)
154.5(421)
154.6(421)
154.7(421)
154.8(421)

154.9 to 154.15

154.16(421)
154.17(421)
154.18(421)

A STATE AGENCY
Definitions
Purpose and use
Challenge to issuance of certificate of noncompliance
Use of information
Notice to person of potential sanction of license
Conference
Issuance of certificate of noncompliance
Stay of certificate of noncompliance
Written agreements
Decision of the unit
Withdrawal of certificate of noncompliance
Certificate of noncompliance to licensing authority
Requirements of the licensing authority
District court hearing

CHAPTER 154
CHALLENGES TO ADMINISTRATIVE LEVIES AND
PUBLICATION OF NAMES OF DEBTORS
Definitions
Administrative levies
Challenges to administrative levies
Form and time of challenge
Issues that may be raised
Review of challenge
Actions where there is a mistake of fact
Action if there is not a mistake of fact
Reserved
List for publication
Names to be published
Release of information
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211.1(423)

212.1(423)
212.2(423)
212.3(423)
212.4(423)
212.5(423)
212.6(423)
212.7(423)
212.8(423)

213.1(423)
213.2(423)
213.3(423)
213.4(423)

213.5(423)

213.6(423)
213.7(423)
213.8(423)

213.9(423)

213.10(423)
213.11(423)
213.12(423)
213.13(423)
213.14(423)
213.15(423)
213.16(423)
213.17(423)
213.18(423)
213.19(423)
213.20(423)
213.21(423)
213.22(423)
213.23(423)
213.24(423)

213.25(423)
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CHAPTERS 155 to 210
Reserved

TITLE XIX
STREAMLINED SALES AND USE TAX RULES

CHAPTER 211
DEFINITIONS
Definitions

CHAPTER 212

ELEMENTS INCLUDED IN AND EXCLUDED

FROM A TAXABLE SALE AND SALES PRICE
Tax not to be included in price
Finance charge
Retailers’ discounts, trade discounts, rebates and coupons
Excise tax included in and excluded from sales price
Trade-ins
Installation charges when tangible personal property is sold at retail
Service charge and gratuity
Payment from a third party

CHAPTER 213
MISCELLANEOUS TAXABLE SALES

Tax imposed

Athletic events

Conditional sales contracts

The sales price of sales of butane, propane and other like gases in cylinder drums,
etc.

Antiques, curios, old coins, collector’s postage stamps, and currency exchanged
for greater than face value

Communication services furnished by hotel to its guests

Consignment sales

Electrotypes, types, zinc etchings, halftones, stereotypes, color process plates,
wood mounts and art productions

Explosives used in mines, quarries and elsewhere

Sales on layaway

Memorial stones

Creditors and trustees

Sale of pets

Redemption of meal tickets, coupon books and merchandise cards as a taxable sale

Rental of personal property in connection with the operation of amusements

Repossessed goods

Sales of signs at retail

Tangible personal property made to order

Used or secondhand tangible personal property

Carpeting and other floor coverings

Goods damaged in transit

Snowmobiles, motorboats, and certain other vehicles

Photographers and photostaters

Sale, transfer or exchange of tangible personal property or taxable enumerated
services between affiliated corporations

Urban transit systems
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214.1(423)

214.2(423)
214.3(423)
214.4(423)
214.5(423)
214.6(423)

219.1(423)
219.2(423)
219.3(423)

219.4(423)
219.5(423)

219.6(423)

219.7(423)

219.8(423)

219.9(423)

219.10(423)
219.11(423)
219.12(423)
219.13(423)
219.14(423)
219.15(423)
219.16(423)
219.17(423)
219.18(423)
219.19(423)
219.20(423)
219.21(423)

225.1(423)

225.2(423)
225.3(423)
225.4(423)
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CHAPTER 214
MISCELLANEOUS NONTAXABLE TRANSACTIONS
Corporate mergers which do not involve taxable sales of tangible personal property
or services
Sales of prepaid merchandise cards
Demurrage charges
Beverage container deposits
Exempt sales by excursion boat licensees
Advertising agencies, commercial artists and designers as an agent or as a
nonagent of a client

CHAPTERS 215 to 218
Reserved

CHAPTER 219

SALES AND USE TAX ON CONSTRUCTION ACTIVITIES

General information

Contractors—consumers of building materials, supplies, and equipment by statute

Sales of building materials, supplies, and equipment to contractors, subcontractors,
builders or owners

Contractors, subcontractors or builders who are retailers

Building materials, supplies, and equipment used in the performance of
construction contracts within and outside lowa

Tangible personal property used or consumed by the manufacturer thereof

Prefabricated structures

Types of construction contracts

Machinery and equipment sales contracts with installation

Construction contracts with equipment sales (mixed contracts)

Distinguishing machinery and equipment from real property

Tangible personal property which becomes structures

Tax on enumerated services

Transportation cost

Start-up charges

Liability of subcontractors

Liability of sponsors

Withholding

Resale certificates

Reporting for use tax

Exempt sale, lease, or rental of equipment used by contractors, subcontractors, or
builders

CHAPTERS 220 to 224
Reserved

CHAPTER 225
RESALE AND PROCESSING EXEMPTIONS PRIMARILY
OF BENEFIT TO RETAILERS
Paper or plastic plates, cups, and dishes, paper napkins, wooden or plastic spoons
and forks, and straws
A service purchased for resale
Services used in the repair or reconditioning of certain tangible personal property
Tangible personal property purchased by a person engaged in the performance
of a service
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225.5(423)
225.6(423)

226.1(423)
226.2(423)
226.3(423)
226.4(423)
226.5(423)
226.6(423)
226.7(423)
226.8(423)
226.9(423)
226.10(423)
226.11(423)
226.12(423)
226.13(423)
226.14(423)
226.15(423)
226.16(423)
226.17(423)

226.18(423)

226.19(423)

230.1
230.2(423)

230.3(423)
230.4(423)
230.5(423)
230.6(423)
230.7(423)
230.8(423)

230.9(423)
230.10(423)
230.11(423)
230.12(423)
230.13(423)

231.1(423)
231.2(423)
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Maintenance or repair of fabric or clothing
The sales price from the leasing of all tangible personal property subject to tax

CHAPTER 226
AGRICULTURAL RULES
Sale or rental of farm machinery and equipment
Packaging material used in agricultural production
Irrigation equipment used in agricultural production
Sale of a draft horse
Veterinary services
Commerecial fertilizer and agricultural limestone
Sales of breeding livestock
Domesticated fowl
Agricultural health promotion items
Drainage tile
Materials used for seed inoculations
Fuel used in agricultural production
Water used in agricultural production
Bedding for agricultural livestock or fowl
Sales by farmers
Sales of livestock (including domesticated fowl) feeds
Farm machinery, equipment, and replacement parts used in livestock or dairy
production
Machinery, equipment, and replacement parts used in the production of flowering,
ornamental, and vegetable plants
Nonexclusive lists

CHAPTERS 227 to 229
Reserved

CHAPTER 230

EXEMPTIONS PRIMARILY BENEFITING MANUFACTURERS AND

OTHER PERSONS ENGAGED IN PROCESSING

Reserved

Carbon dioxide in a liquid, solid, or gaseous form, electricity, steam, and taxable
services used in processing

Services used in processing

Chemicals, solvents, sorbents, or reagents used in processing

Exempt sales of gases used in the manufacturing process

Sale of electricity to water companies

Wind energy conversion property

Exempt sales or rentals of core making and mold making equipment, and sand
handling equipment

Chemical compounds used to treat water

Exclusive web search portal business and its exemption

Web search portal business and its exemption

Large data center business exemption

Data center business sales and use tax refunds

CHAPTER 231
EXEMPTIONS PRIMARILY OF BENEFIT TO CONSUMERS
Newspapers, free newspapers and shoppers’ guides
Motor fuel, special fuel, aviation fuels and gasoline



Analysis, p.42

231.3(423)
231.4(423)
231.5(423)
231.6(423)
231.7(423)
231.8(423)
231.9(423)
231.10(423)
231.11(423)
231.12(423)
231.13(423)
231.14(423)
231.15(423)
231.16(423)

235.1(423)

239.1(423B)
239.2(423B)
239.3(423B)
239.4(423B)
239.5(423B)
239.6(423B)
239.7(423B)
239.8(423B)
239.9(423B)

239.10(423B)

240.1(423)

240.2(423)
240.3(423)
240.4(423)
240.5(423)
240.6(423)
240.7(423)

240.8(423)
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Sales of food and food ingredients

Sales of candy

Sales of prepared food

Prescription drugs, medical devices, oxygen, and insulin

Exempt sales of other medical devices which are not prosthetic devices
Prosthetic devices, durable medical equipment, and mobility enhancing equipment
Raffles

Exempt sales of prizes

Modular homes

Access to on-line computer service

Sale or rental of information services

Exclusion from tax for property delivered by certain media

Exempt sales of clothing and footwear during two-day period in August
State sales tax phase-out on energies

CHAPTERS 232 to 234
Reserved

CHAPTER 235
REBATE OF IOWA SALES TAX PAID
Sanctioned automobile racetrack facilities

CHAPTERS 236 to 238
Reserved

CHAPTER 239

LOCAL OPTION SALES TAX URBAN RENEWAL PROJECTS

Urban renewal project

Definitions

Establishing sales and revenue growth

Requirements for cities adopting an ordinance
Identification of retail establishments

Calculation of base year taxable sales amount
Determination of tax growth increment amount
Distribution of tax base and growth increment amounts
Example

Ordinance term

CHAPTER 240

RULES NECESSARY TO IMPLEMENT THE STREAMLINED SALES

AND USE TAX AGREEMENT

Allowing use of the lowest tax rate within a database area and use of the tax rate
for a five-digit area when a nine-digit zip code cannot be used

Permissible categories of exemptions

Requirement of uniformity in the filing of returns and remittance of funds

Allocation of bad debts

Purchaser refund procedures

Relief from liability for reliance on taxability matrix

Effective dates of taxation rate increases or decreases when certain services are
furnished

Prospective application of defining “retail sale” to include a lease or rental

IAC 12/29/10
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CHAPTER 241
EXCISE TAXES NOT GOVERNED BY THE STREAMLINED SALES AND
USE TAX AGREEMENT
241.1(423A,423D) Purpose of the chapter
241.2(423A,423D) Director’s administration

DIVISION 1
STATE-IMPOSED HOTEL AND MOTEL TAX
241.3(423A) Definitions
241.4(423A) Imposition of tax
241.5(423A) Exemptions

DIVISION II
EXCISE TAX ON SPECIFIC CONSTRUCTION MACHINERY AND EQUIPMENT

241.6(423D) Definitions
241.7(423D) Tax imposed
241.8(423D) Exemption
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CHAPTER 1
STATE BOARD OF TAX REVIEW—ADMINISTRATION

[Prior to 12/17/86, Revenue Department[730]]

701—1.1(17A,421) Establishment, membership and location of the state board of tax review. By
an Act of the Sixty-second General Assembly (1967 lowa Acts, chapter 342), the state board of tax
review (state board) was established within the department of revenue. The state board consists of three
members who are appointed by the governor and subject to confirmation by the senate. The board also
has a secretary who assists in administrative tasks and serves the board. One of the three members is
selected as the chairperson of the state board, and it is the chairperson’s duty to call and chair meetings.
The members shall serve staggered terms and each member shall serve a six-year term. A member shall
not be permitted a successive term.

The state board determines when it should convene to discuss or conduct hearings regarding matters
that are appealed to the board. The office of the state board is maintained in the department of revenue,
and its mailing address is State Board of Tax Review, Department of Revenue, Hoover State Office
Building, Fourth Floor, 1305 E. Walnut Street, Des Moines, lowa 50319.

701—1.2(421,17A) Powers and duties of the state board. The state board’s powers and duties include,
but may not be limited to, the following:

1. Reviewing matters appealed to the state board from the department of revenue or by an affected
taxpayer;

2. Reviewing matters of original jurisdiction and matters on the board’s own motion as set out in
Iowa Code section 421.1(4);

3. Determining and adopting policies that are authorized by law and that are necessary for the
more efficient operation of any phases of tax review;

4. Advising and counseling the director of revenue concerning tax laws and regulations;

5. Preparing and submitting to each regular session of the general assembly a report containing
recommendations regarding new laws, the amendment of current law, or review for repeal of laws;

6. Reviewing and recommending appropriate action regarding petitions of interested persons to
amend or rescind the procedural or administrative rules that govern the state board which are limited to
701—Chapters 1 and 2.

701—1.3(421,17A) Powers and duties not subject to the jurisdiction of the state board. The state
board shall not consider or review either of the following items:

1.3(1) Declaratory orders. The state board shall not consider or rule on petitions for declaratory
orders as to the applicability of any statutory provision, rule or other written statement of law or policy,
decision, or order. Upon request, the state board may review a ruling of the department of revenue
concerning the appropriate action regarding the petition.

1.3(2) Petitions for rule making. The state board will not consider any petitions of interested
persons requesting the promulgation, amendment or rescission of any substantive tax rule. Petitions
regarding these topics should be submitted to the department of revenue. The board shall review
and recommend appropriate action regarding petitions of interested persons to amend or rescind the
procedural or administrative rules that govern the state board which are limited to 701—Chapters 1 and
2.

These rules are intended to implement lowa Code chapter 17A.

[Filed July 1, 1975]

[Filed emergency 4/12/79—published 5/2/79, effective 4/12/79]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 10/30/87, Notice 9/23/87—published 11/18/87, effective 12/23/87]
[Filed 4/30/99, Notice 3/24/99—published 5/19/99, effective 7/1/99]
[Filed 1/28/05, Notice 12/22/04—published 2/16/05, effective 3/23/05]
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CHAPTER 2
STATE BOARD OF TAX REVIEW—CONDUCT OF APPEALS AND

RULES OF PRACTICE AND PROCEDURE
[Prior to 12/17/86, Revenue Department[730]]

DIVISION I
APPELLATE CASES

GENERAL RULES OF PRACTICE AND PROCEDURE FOR FINAL CONTESTED CASE DECISIONS OF
OR ATTRIBUTABLE TO THE DIRECTOR OF REVENUE

701—2.1(421,17A) Definitions. For the purposes of these rules, the following definitions shall apply:
“Board” or “state board” means the state board of tax review as created by chapter 342 of the Acts
of the Sixty-second General Assembly and governed by lowa Code chapter 17A and section 421.1.
“Department” means the lowa department of revenue.
“Director” means the director of the lowa department of revenue.

“Secretary” means the secretary for the state board of tax review.

701—2.2(421,17A) Appeal and jurisdiction.

2.2(1) Jurisdiction. Jurisdiction is conferred upon the state board by the giving of written notice to
the department within 30 days of the rendering of the decision, order, or directive, which is a final agency
action from which such appeal is taken. The appellant may appeal the entire decision or order issued
by the director or the appellant may appeal only certain issues set forth in the review by the director. In
cases in which the state board does not have original jurisdiction, the state board has the power to review
all of the original issues raised by the parties in the contested case, even if the issues were not appealed
or subject to cross-appeal by the parties.

2.2(2) Notice of appeal. The notice of appeal must be proper in format and content as set forth in
701—2.3(421,17A), which governs the notice of appeal.

Notice of appeal may be given by certified mail, return receipt requested, addressed to the department
of revenue to the attention of the director, or by service on the director as provided by the lowa Rules of
Civil Procedure. The mailing address for the notice of appeal is Secretary for the State Board, Director’s
Office, State Board of Tax Review, Hoover State Office Building, 1305 East Walnut Street, Fourth Floor,
Des Moines, Iowa 50319.

Proof that the notice of appeal was filed with the state board shall be made by executing an affidavit
of mailing signed by the appellant or the appellant’s duly authorized representative, with return receipt
and a copy of the notice attached. The affidavit shall state that the notice of appeal was mailed to the
secretary for the state board indicating the mailing address that was used, or the affidavit shall state that
the filing of the notice of appeal was conducted by in-person delivery to the secretary for the state board
with a file-stamped copy of the notice having been received and attached to the affidavit.

2.2(3) Scheduling of case briefs and arguments. The state board will determine the briefing and
argument schedule for the matter on appeal. The state board may resolve the appeal based on the briefs
or provide an opportunity for oral argument. The state board may amend a scheduling notice that was
issued by the state board. The state board may amend the notice on the board’s own motion or after
consideration of a petition requesting such a modification from any of the parties involved in the appeal.

701—2.3(421,17A) Form of appeal. The written notice of appeal shall contain a caption in the following
form:

BEFORE THE STATE BOARD OF TAX REVIEW
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF }

NOTICE OF APPEAL
DOCKET NO.
(Docket No. is assigned by Board)

(state taxpayer’s name, address and
designate type of proceeding, e.g., income
tax refund claim)
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The notice of appeal shall substantially state in separate numbered paragraphs the following:

1. The appellant’s name and legal residence;

2. The date on which the director’s decision, order or directive was issued;

3. The amount of assessment or refund denial, nature of tax, year or other period, date of
assessment or refund denial, and approximate amount of total tax liability in controversy;

4. A clear and concise assignment of each and every error;

5. A clear and concise statement of the facts upon which the affected taxpayer relies as sustaining
the assignment of error;

6. The relief requested;

7.  The signature of affected taxpayer or counsel, together with address to which all subsequent
correspondence, notice or papers shall be served or mailed.

The notice of appeal must be signed by the appealing party or a representative of that party and
contain a certificate of service.

701—2.4(421,17A) Certification by director. Within 30 days after notice of appeal is given, the director
shall certify to the board all records; documents; reports; audits; a copy of the decision, order or directive
from which appeal is taken; and all other pertinent information.

701—2.5(421,17A) Motions. All motions shall be in writing and shall be filed with the secretary for
the state board within 30 days after the filing of the attached pleading and shall contain the reasons and
grounds supporting the motion. The state board shall act upon such motions as justice may require.
Motions based on matters which do not appear of record shall be supported by affidavit.

701—2.6(421,17A) Answer. An answer shall be filed with the secretary for the state board within
30 days after the filing of pleading responded to, unless attacked by motion as provided in rule
701—2.5(421,17A), and then the answer shall be filed within 30 days after the date on which the state
board issues a ruling on the motion.

701—2.7(421,17A) Docketing. Appeals shall be assigned consecutive docket numbers. Records must
be maintained by the secretary for the state board consisting of the case name and the corresponding
docket number assigned to the case. The records of each case shall also include each action and each act
done, with the proper dates as follows:

1. The title of the appeal;

2. Brief statement of the type of tax, year or other period, date of assessment, refund denial, and
the amount involved including tax, penalty, interest and costs;

3. The manner and time of service of notice of appeal;

4. The appearance of all parties;

5. Notice of hearing, together with manner and time of service; and

6. The decision of the state board or other disposition of the case and the date.

701—2.8(421,17A) Filing of papers. After proof of notice has been filed, all motions, pleadings, briefs,
and other papers to be filed shall be filed in quadruplicate with the secretary for the state board who shall
send copies to members of the state board and to all other parties of record, unless represented by counsel
of record, then to such counsel.

701—2.9(421,17A) Hearing an appeal. In the event that the case consists of a review by the state
board of a decision of or attributable to the director in a contested case proceeding, the state board will
consider only those issues or selected issues actually presented at the contested case proceeding where
such issues were of the type which by statute were entrusted to the director for determination. Further,
when reviewing the decision of or attributable to the director on these issues presented at the contested
case proceeding, the board shall not hear any further evidence with respect to those issues, but the board
shall afford each party an opportunity to present briefs and oral arguments.
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701—2.10(17A,421) Appearances by appellant. Any appellant may appear in person or, in the case
of corporations, partnerships or other associations, by their duly authorized representative, or by an
attorney-at-law or a certified public accountant authorized to practice in the state of lowa.

701—2.11(421,17A) Authority of state board to issue procedural orders. The state board or a member
of the state board may issue preliminary orders regarding procedural matters. The secretary for the state
board shall immediately mail a copy of any such preliminary order entered under this rule to the two
members of the board who did not participate in the order. All orders entered under this rule shall
become the action of the board unless the members of the board who did not participate in the order
notify the secretary of their objection within five days of their receipt of the order. If the members of
the board who did not participate in the order timely object, then the order shall be null and void. The
secretary shall notify the parties of the order entered under this rule, when it becomes the order of the
board. The chairperson, or other member designated by the chairperson, may grant a continuance of the
hearing on appeal for “good cause” even though there is insufficient time before the scheduled hearing
for other members of the board to object to the continuance.

701—2.12(421,17A) Continuances. Any hearing may be continued for “good cause.” Requests for
continuance prior to the hearing shall be in writing and promptly filed with the state board immediately
upon “the cause” becoming known.

701—2.13(17A,421) Place of hearing. Unless otherwise designated by the state board, the hearing shall
be held in the office of the State Board of Tax Review, Hoover State Office Building, Fourth Floor, 1305
E. Walnut Street, Des Moines, Iowa 50319.

701—2.14(17A,421) Members participating. All appeals shall be heard by a minimum of two
members of the state board. Orders and decisions shall be signed by one member of the board and shall
name participating members. Decisions shall affirm, modify, remand, or reverse the decision, order,
or directive from which an appeal was made. A majority decision by the state board shall govern and
control. Written dissenting decisions may be filed.

701—2.15(17A,421) Presiding officer. The chairperson of the state board or a designated member shall
preside at the hearing.

701—2.16(17A,421) Appeals of state board decisions. Prior to July 1, 2004, only a taxpayer could
seek judicial review by the state board of a decision or order previously issued by the director. However,
effective for state board decisions issued on or after July 1, 2004, either the department or the taxpayer
may seek judicial review of a decision or order rendered by the state board. The department or taxpayer
may seek judicial review of the entire decision or order of the state board or may seek judicial review of
only certain issues contained in the decision or order of the state board.

DIVISION II
ORIGINAL JURISDICTION

RULES GOVERNING CONTESTED CASE PROCEEDINGS
IN WHICH THE STATE BOARD HAS ORIGINAL JURISDICTION
TO COMMENCE A CONTESTED CASE PROCEEDING

701—2.17(421,17A) Applicability and scope. The rules set forth under division II govern the
proceedings for all cases in which the state board has original jurisdiction to commence a contested
case proceeding.

701—2.18(17A) Definitions. For the purposes of division II, the following definitions shall apply:
“Board” or “state board” means the state board of tax review created by lowa Code section 421.1.
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“Contested case” means a proceeding defined by lowa Code section 17A.2(5), over which the state
board of tax review has original jurisdiction to commence a contested case proceeding, and includes any
matter defined as a no factual dispute contested case pursuant to lowa Code section 17A.10A.

“Department” means the department of revenue.

“Department of inspections and appeals” means the lowa department of inspections and appeals
which was created and is governed by lowa Code chapter 10A.

“Director” means the director of the department of revenue or the director’s authorized
representative.

“Division of administrative hearings” means the division of the department of inspections and
appeals responsible for holding contested case proceedings pursuant to lowa Code chapter 10A.

“Issuance” means the date of mailing of a decision or order or date of delivery if service is by other
means, unless another date is specified in the order.

“Party” means each person or agency named or admitted as a party or properly seeking and entitled
as of right to be admitted as a party.

“Person” means any individual; estate; trust; fiduciary; partnership including limited liability
partnership; corporation including limited liability corporation; association; governmental subdivision;
public or private organization of any character; or any other individual or entity allowed by definition
under the law of another agency involved in the proceedings under this division.

“Presiding officer” means the members of the state board officiating over the contested case
proceedings or, if the state board exercises its discretion and the notice of appeal is transferred from
the state board to the department of inspections and appeals, then “presiding officer” means an
administrative law judge employed by the division of administrative hearings of the department of
inspections and appeals.

“Proposed decision” means the presiding officer’s recommended findings of fact, conclusions of
law, decision, and order in a contested case.

701—2.19(421,17A) Time requirements. Time shall be computed as provided in lowa Code section
4.1(34), “Time—Iegal holidays.”

701—2.20(421,17A) Notice of appeal. Jurisdiction is conferred upon the state board by the giving of
written notice to the department within 30 days of the rendering of the decision, order, or directive from
which such appeal is taken. However, the state board does not have jurisdiction with regard to a final
equalization notice issued pursuant to lowa Code section 441.49, unless written notice is given within
10 days of the date of the order in accordance with rule 701—71.15(441).

Notice of appeal to the state board may be given by certified mail, return receipt requested, and
addressed to the department of revenue to the attention of the director at lowa Department of Revenue,
Hoover State Office Building, Fourth Floor, 1305 E. Walnut Street, Des Moines, lowa 50319, or by
service on the director as provided by the Iowa Rules of Civil Procedure.

Notice shall be proved by affidavit of mailing signed by the appellant or the appellant’s duly
authorized representative, with return receipt and a copy of the notice attached, filed with the secretary,
or by filing with the secretary a copy of the notice of appeal with return of service attached.

701—2.21(421,17A) Form of appeal. The written notice of appeal shall contain a caption in the
following form:

BEFORE THE STATE BOARD OF TAX REVIEW
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF }

NOTICE OF APPEAL
DOCKET NO.
(Docket No. is assigned by Board)

(state taxpayer’s name, address and
designate type of proceeding, e.g., income
tax refund claim)

The notice of appeal shall substantially state in separate numbered paragraphs the following:
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1. The appellant’s name and legal residence;

2. The date appellant received the director’s decision, order, or directive;

3. The amount of assessment or refund at issue, nature of tax, year or other period, date of
assessment or refund denial, and approximate amount of total tax liability in controversy;

4. A clear and concise assignment of each and every error;

5. Aclear and concise statement of the facts upon which the affected taxpayer relies as sustaining
the assignment of error;

6. The relief requested; and

7. The signature of affected taxpayer or counsel, together with address to which all subsequent
correspondence, notice or papers shall be served or mailed.

701—2.22(421,17A) Certification by director. Within 30 days after notice of appeal is given, the
director shall certify to the board all records; documents; reports; audits; a copy of the decision, order,
or directive from which appeal is taken; and all other pertinent information.

701—2.23(421,17A) Answer. An answer shall be filed with the secretary for the state board within
30 days after the filing of pleading responded to, unless attacked by motion as provided in rule
701—2.5(421,17A). If a motion is filed attacking the pleadings as provided in 701—2.5(421,17A), then
the answer shall be filed within 30 days after the date on which the board issues a ruling on the motion.

701—2.24(421,17A) Docketing. Appeals shall be assigned consecutive docket numbers. Records must
be maintained by the secretary for the state board consisting of the case name and the corresponding
docket number assigned to the case. The records of each case shall also include each action and each act
done, with the proper dates as follows:

1. The title of the appeal;

2. Brief statement of the type of tax, year or other period, date of assessment, and the amount
involved including tax, penalty, interest and costs;

3. The manner and time of service of notice of appeal;

4. The appearance of all parties;

5. Notice of hearing, together with manner and time of service; and

6. The decision of the state board or other disposition of the case and the date.

701—2.25(421,17A) Appearances by appellant. Any appellant may appear in person or, in the case
of corporations, partnerships or other associations, by their duly authorized representative, or by an
attorney-at-law or a certified public accountant authorized to practice in the state of lowa.

701—2.26(421,17A) Place of hearing. Unless otherwise designated by the state board, the hearing shall
be held in the office of the State Board of Tax Review, Hoover State Office Building, Fourth Floor, 1305
E. Walnut Street, Des Moines, Iowa 50319.

701—2.27(421,17A) Transcript of hearing. Hearings shall be tape-recorded. Any party may provide
a certified court reporter at the party’s own expense. Any party may request that a transcription of
the tape-recorded hearing be composed. The department reserves the right to impose a charge for
transcription services.

701—2.28(421,17A) Requests for contested case proceeding. Any party may request commencement
of a contested case proceeding by filing a written request for such a proceeding after the notice of appeal
and an answer have been filed.

701—2.29(421,17A) Notice of hearing.

2.29(1) Delivery. Delivery of the notice of hearing constitutes the commencement of the contested
case proceeding. Delivery may be executed by:

a. Personal service as provided in the lowa Rules of Civil Procedure;
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b.  Certified mail, return receipt requested;

c.  First-class mail; or

d.  Publication, as provided in the Iowa Rules of Civil Procedure.

2.29(2) Contents. The notice of hearing shall contain the following information:

a. A statement of the time, place, and nature of the hearing;

b. A statement of legal authority and jurisdiction under which the hearing is to be held;

c. A reference to the particular sections of the statutes and rules involved;

d. A short and plain statement of the matters asserted. If the state board or other party is unable to
state the matters in detail at the time the notice is served, the initial notice may be limited to a statement
of the issues involved. Thereafter, upon application, a more definite and detailed statement shall be
furnished;

e. Identification of all parties including the name, address and telephone number of the parties’
representatives where known;

£ Reference to the procedural rules governing conduct of the contested case proceeding;

g Identification of the presiding officer, if known. If the identity of the presiding officer is not
known, a description of who will serve as presiding officer;

h.  Notification of the time period in which a party may request that the presiding officer be an
administrative law judge; and

i.  Whether the state board on its own motion has decided to transfer the case to the division of
administrative hearings.

701—2.30(17A) Presiding officer.

2.30(1) Request. Any party who wishes to request that the presiding officer assigned to render a
proposed decision be an administrative law judge employed by the department of inspections and appeals
must file a written request within 30 days after service of a request for commencement of a contested
case proceeding as provided in 701—2.28(421,17A).

2.30(2) Denial of request. The state board may deny the request only upon a finding that one or more
of the following apply:

a. There is a compelling need to expedite issuance of a final decision in order to protect the public
health, safety, or welfare;

b.  An administrative law judge with the qualifications identified in subrule 2.30(4) is unavailable
to hear the case within a reasonable time;

c.  The case involves significant policy issues of first impression that are inextricably intertwined
with the factual issues presented;

The demeanor of the witnesses is likely to be dispositive in resolving the disputed factual issues;
Funds are unavailable to pay the costs of an administrative law judge and an interagency appeal;
The request was not timely filed;

The request is not consistent with a specified statute; or

The state board based on its discretion may wish to retain the case due to the subject matter of
the case or issues involved in the case.

2.30(3) Ruling on request. The state board shall issue a written ruling specifying the grounds for its
decision within 30 days after a request for an administrative law judge is filed. If the ruling is contingent
upon the availability of an administrative law judge with the qualifications identified in 2.30(4), the
parties shall be notified at least 10 days prior to the hearing if a qualified administrative law judge will
not be available.

2.30(4) Qualifications of the administrative law judge. An administrative law judge assigned to act
as a presiding officer in a case in which the state board has original jurisdiction shall have the following
technical expertise unless waived by the state board: The administrative law judge must be an attorney
licensed to practice law in the state of lowa and, based on the discretion of the state board, possess
sufficient technical expertise in the area of taxation and related matters to be capable of rendering a fair
and competent decision in such cases.
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2.30(5) Appeal of proposed decision by the administrative law judge. Except as provided otherwise
by another provision of law, all rulings by an administrative law judge acting as presiding officer are
subject to appeal to the state board. A party must seek any available appeal in order to exhaust adequate
administrative remedies.

2.30(6) Review of interagency appeals. Unless otherwise provided by law, members of the state
board, when reviewing a proposed decision upon interagency appeal, shall have the powers which apply
to presiding officers.

701—2.31(421,17A) Transfer of case for hearing or appeal. The secretary for the state board
shall transfer the case file to the division of administrative hearings within 30 days of the date of a
determination by the state board that the case should be transferred. The parties to the case shall be
notified at least 10 days prior to the hearing if a qualified administrative law judge will be available.

The administrative hearings division shall, upon issuance of a proposed decision, promptly forward
the record of the contested case proceeding and all other papers associated with the case to the state
board, if no timely motion to vacate under rule 701—2.46(421,17A) is filed. If such a motion is filed,
the record shall be promptly forwarded after the motion to vacate is denied or a proposed decision is
rendered on the merits.

701—2.32(421,17A) Waiver of procedures. Unless otherwise precluded by law, the parties in a
contested case proceeding may waive any provision of division II. However, the state board in its
discretion may refuse to give effect to such a waiver when it deems the waiver to be inconsistent with
the public interest.

701—2.33(421,17A) Telephone proceedings. The presiding officer may resolve preliminary procedural
motions by telephone conference in which all parties have an opportunity to participate. Other telephone
proceedings may be held with the consent of all parties. The presiding officer will determine the location
of the parties and witnesses for telephone hearings. The convenience of the witnesses or parties, as well
as the nature of the case, will be considered when location is chosen.

701—2.34(17A,421) Disqualifications of a presiding officer.

2.34(1) A presiding officer or other person shall withdraw from participation in the making of any
proposed or final decision in a contested case if that person:

a. Has a personal bias or prejudice concerning a party or a representative of a party;

b.  Has personally investigated, prosecuted, or advocated in connection with that case, the specific
controversy underlying that case, or another pending factually related contested case, or a pending
factually related controversy that may culminate in a contested case involving the same parties;

c.  Issubjectto the authority, direction, or discretion of any person who has personally investigated,
prosecuted, or advocated in connection with that contested case, the specific controversy underlying that
contested case, or a pending factually related contested case or controversy involving the same parties;

d. Has acted as counsel to any person who is a private party to that proceeding within the past two
years;

e. Has a personal financial interest in the outcome of the case or any other significant personal
interest that could be substantially affected by the outcome of the case;

/- Has a spouse or relative within the third degree of relationship who: (1) is a party to the case,
or an officer, director or trustee of a party; (2) is a lawyer in the case; (3) is known to have an interest
that could be substantially affected by the outcome of the case; or (4) is likely to be a material witness
in the case; or

g Has any other legally sufficient cause to withdraw from participation in the decision making in
that case.

2.34(2) Personally investigated. The term “personally investigated” means taking affirmative
steps to interview witnesses directly or to obtain documents or other information directly. The term
“personally investigated” does not include general direction and supervision of assigned investigators,
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unsolicited receipt of information which is relayed to assigned investigators, review of another person’s
investigative work product in the course of determining whether there is probable cause to initiate a
proceeding, or exposure to factual information while performing other functions of the state board,
including fact gathering for purposes other than investigation of the matter which culminates in a
contested case. Factual information relevant to the merits of a contested case received by a person who
later serves as presiding officer or a member of the state board shall be disclosed if required by lowa
Code section 17A.11 and the rules set forth in this division.

2.34(3) Withdrawal. In a situation where a presiding officer or other person knows of information
which might reasonably be deemed to be a basis for disqualification and decides voluntary withdrawal
is unnecessary, that person shall submit the relevant information for the record by affidavit and shall
provide for the record a statement of the reasons for the determination that withdrawal is unnecessary.

2.34(4) Motion for disqualification. If a party asserts disqualification on any appropriate ground,
including those listed in subrule 2.34(1), the party shall file a motion supported by an affidavit pursuant
to Iowa Code section 17A.11. The motion must be filed as soon as practicable after the reason alleged
in the motion becomes known to the party. If, during the course of the hearing, a party first becomes
aware of evidence of bias or other grounds for disqualification, the party may move for disqualification,
but must establish the grounds by the introduction of evidence into the record.

If the presiding officer determines that disqualification is appropriate, the presiding officer or other
person shall withdraw. If the presiding officer determines that withdrawal is not required, the presiding
officer shall enter an order to that effect. A party asserting disqualification may seek an interlocutory
appeal and a stay as provided under the rules of this division.

701—2.35(421,17A) Consolidation and severance.

2.35(1) Consolidation. The presiding officer may consolidate any or all matters at issue in two or
more contested case proceedings where: (a) the matters at issue involve common parties or common
questions of fact or law; (b) consolidation would expedite and simplify consideration of the issues
involved; and (c) consolidation would not adversely affect the rights of any of the parties to those
proceedings.

2.35(2) Severance. The presiding officer may, for good cause shown, order any contested case
proceedings or portions of the proceedings severed.

701—2.36(17A) Service and filing of pleadings and other papers.

2.36(1) When service is required. Except where otherwise provided by law, every pleading, motion,
document, or other paper filed in a contested case proceeding and every paper relating to discovery in
such a proceeding shall be served upon each of the parties of record to the proceeding simultaneously
with their filing. Except for the original notice of hearing and an application for rehearing as provided
in lowa Code section 17A.16(2), the party filing a document is responsible for service on all parties.

2.36(2) Service—how made. Service upon a party represented by an attorney shall be made upon
the attorney unless otherwise ordered. Service is made by in-person delivery or by mailing a copy to
the person’s last-known address. Service by mail is complete upon mailing, except where otherwise
specifically provided by statute, rule, or order.

2.36(3) Filing—when required. All pleadings, motions, documents or other papers in a contested
case proceeding shall be filed with the Secretary for the State Board of Tax Review, Hoover State Office
Building, Fourth Floor, 1305 E. Walnut Street, Des Moines, lowa 50319. All pleadings, motions,
documents or other papers that are required to be served upon a party shall be filed simultaneously
with the state board at the address for the secretary for the state board as previously stated. Thereafter,
once an administrative law judge becomes a presiding officer, such papers will be filed with that
administrative law judge.

2.36(4) Filing—when made. Except where otherwise provided by law, a document is deemed filed
with the state board or an administrative law judge if one of the following has occurred:
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a. Atthetimeitis delivered to the secretary for the state board at the Hoover State Office Building,
Fourth Floor, 1305 E. Walnut Street, Des Moines, Iowa 50319, or to the address for the administrative
law judge;

b.  When delivered to an established courier service for immediate delivery to the Secretary for
the State Board, Hoover State Office Building, Fourth Floor, 1305 E. Walnut Street, Des Moines, lowa
50319, or to the address of the administrative law judge; or

c.  When mailed by first-class mail or state interoffice mail to the secretary for the state board at
the address indicated above or to the address of the administrative law judge, so long as there is proof
of mailing.

2.36(5) Proof of mailing. Proof of mailing includes either: a legible United States Postal Service
postmark on the envelope, a certificate of service, a notarized affidavit, or a certification in substantially
the following form:

I certify under penalty of perjury and pursuant to the laws of lowa that, on (date of mailing), I
mailed copies of (describe document) addressed to the (agency office and address) and to the
names and addresses of the parties listed below by depositing the same in (a United States post
office mailbox with correct postage properly affixed or state interoffice mail).

(Date) (Signature)

701—2.37(421,17A) Discovery.

2.37(1) Discovery procedure. Discovery procedures applicable in civil actions are applicable in
contested cases. Unless lengthened or shortened by these rules or by order of the presiding officer, time
periods for compliance with discovery shall be as provided in the lowa Rules of Civil Procedure.

2.37(2) Discovery motions. Any motion relating to discovery shall allege that the moving party has
previously made a good-faith attempt to resolve the discovery issues involved with the opposing party.
Motions in regard to discovery shall be ruled upon by the presiding officer. Opposing parties shall be
afforded the opportunity to respond within ten days of the filing of the motion unless the time is shortened
as provided in subrule 2.37(1). The presiding officer may rule on the basis of the written motion and any
response, or may order written or oral arguments on the motion.

2.37(3) Admissibility of evidence. Evidence obtained in discovery may be used in the contested case
proceeding if that evidence would otherwise be admissible in that proceeding.

701—2.38(421,17A) Subpoenas.

2.38(1) Issuance.

a. A subpoena shall be issued to a party on request. Such a request must be in writing. In the
absence of good cause for permitting later action, a request for a subpoena must be received at least
three days before the scheduled hearing. The request shall include the name, address, and telephone
number of the requesting party.

b.  Except to the extent otherwise provided by law, parties are responsible for service of their own
subpoenas and payment of witness fees and mileage expenses.

2.38(2) Motion to quash or modify. The presiding officer may quash or modify a subpoena for any
lawful reason upon motion in accordance with the Iowa Rules of Civil Procedure. A motion to quash or
modify a subpoena shall be set for argument promptly.

701—2.39(421,17A) Motions.

2.39(1) Form. No technical form for motions is required. However, prehearing motions must be in
writing, state the grounds for relief, and state the relief sought.

2.39(2) Response. Any party may file a written response to a motion within ten days after the motion
is served, unless the time period is extended or shortened by rules of the agency or the presiding officer.
The presiding officer may consider a failure to respond within the required time period in ruling on a
motion.

2.39(3) Oral argument. The presiding officer may schedule oral argument on any motion.
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2.39(4) Deadline. Motions pertaining to the hearing, except motions for summary judgment, must
be filed and served at least ten days prior to the date of hearing unless there is good cause for permitting
later action or the time for such action is lengthened or shortened by rule of the state board or an order
of the presiding officer.

2.39(5) Motions for summary judgment. Motions for summary judgment shall comply with
requirements of lowa Rule of Civil Procedure 1.981 and shall be subject to disposition according to the
requirements of that rule to the extent such requirements are not inconsistent with the provisions of this
rule or any other provision of law governing the procedure in contested cases.

Motions for summary judgment must be filed and served at least 45 days prior to the scheduled
hearing date, or other time period determined by the presiding officer. Any party resisting the motion
shall file and serve a resistance within 15 days, unless otherwise ordered by the presiding officer, from
the date a copy of the motion was served. The time fixed for hearing or written submission shall be not
less than 30 days after the filing of the motion, unless a shorter time is ordered by the presiding officer.
A summary judgment order rendered on all issues in a contested case is subject to appeal or rehearing
pursuant to these rules.

701—2.40(421,17A) Prehearing conference.

2.40(1) Request. Any party may request a prehearing conference. A written request for prehearing
conference or an order for prehearing conference on the presiding officer’s own motion shall be filed not
less than seven days prior to the hearing date. A prehearing conference shall not be scheduled less than
three business days prior to the hearing date.

Written notice of the prehearing conference shall be given by the state board to all parties. For good
cause, the presiding officer may permit variances from this rule.

2.40(2) Prehearing information. Each party shall bring to the prehearing conference the following:

a. A final list of the witnesses who the party anticipates will testify at hearing. Witnesses not listed
may be excluded from testifying unless there was good cause for the failure to include their names;

b. A final list of exhibits which the party anticipates will be introduced at hearing. Exhibits other
than rebuttal exhibits that are not listed may be excluded from admission into evidence unless there was
good cause for the failure to include them; and

c.  Witness or exhibit lists may be amended subsequent to the prehearing conference within the
time limits established by the presiding officer at the prehearing conference. Any such amendments
must be served on all parties.

2.40(3) Permissible prehearing conference actions. In addition to the requirements of subrule
2.40(2), the parties at a prehearing conference may:

a.  Enter into stipulations of law or fact;

b.  Enter into stipulations on the admissibility of exhibits;

c.  Identify matters which the parties intend to request be officially noticed;

d.  Enter into stipulations for waiver of any provision of law; and

e.  Consider any additional matters which will expedite the hearing.

2.40(4) Telephone. Prehearing conferences shall be conducted by telephone unless otherwise
ordered. Parties shall exchange and receive witness and exhibit lists in advance of a telephone
prehearing conference.

701—2.41(421,17A) Continuances. Unless otherwise provided, applications for continuances shall be
made to the presiding officer.

2.41(1) Application. A written application for a continuance shall:

a. Be made at the earliest possible time and no less than seven days before the hearing except in
case of unanticipated emergencies;

b.  State the specific reasons for the request; and

c¢.  Be signed by the requesting party or the party’s representative.

An oral application for a continuance may be made if the presiding officer waives the requirement for
a written motion. However, a party making such an oral application for a continuance must confirm that
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request by written application within five days after the oral request unless that requirement is waived
by the presiding officer. No application for continuance shall be made or granted without notice to all
parties except in an emergency where notice is not feasible.
2.41(2) Factors in determining a continuance. In determining whether to grant a continuance, the
presiding officer may consider:
Prior continuances;
The interests of all parties;
The likelihood of informal settlement;
The existence of an emergency;
Any objection;
Any applicable time requirements;
The existence of a conflict in the schedules of counsel, parties, or witnesses;
The timeliness of the request; and
. Other relevant factors.
The presiding officer may require documentation of any grounds for continuance.
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701—2.42(17A) Withdrawals. A party requesting a contested case proceeding may withdraw that
request prior to the hearing. Unless otherwise provided, a withdrawal shall be with prejudice.

701—2.43(421,17A) Intervention.

2.43(1) Motion. A motion for leave to intervene in a contested case proceeding shall state the
grounds for the proposed intervention, the position and interest of the proposed intervenor, and the
possible impact of intervention on the proceeding. A proposed answer or petition in intervention shall
be attached to the motion. Any party may file a response within 14 days of service of the motion to
intervene unless the time period is extended or shortened by the presiding officer.

2.43(2) When filed. Motion for leave to intervene shall be filed as early in the proceeding as possible
to avoid adverse impact on existing parties or the conduct of the proceeding. Unless otherwise ordered,
a motion for leave to intervene shall be filed before the prehearing conference, if any, or at least 30 days
before the date scheduled for hearing. Any later motion must contain a statement of good cause for
the failure to file in a timely manner. Unless inequitable or unjust, an intervenor shall be bound by any
agreement, arrangement, or other matter previously raised in the case. Requests by untimely intervenors
for continuances which would delay the proceeding will ordinarily be denied.

2.43(3) Grounds for intervention. The movant shall demonstrate that: (a) intervention would not
unduly prolong the proceedings or otherwise prejudice the rights of existing parties; (b) the movant is
likely to be aggrieved or adversely affected by a final order in the proceeding; and (c) the interests of the
movant are not adequately represented by existing parties.

2.43(4) Effect of intervention. If appropriate, the presiding officer may order consolidation of the
petitions and briefs of different parties whose interests are aligned with each other and limit the number
of representatives allowed to participate actively in the proceedings. A person granted leave to intervene
is a party to the proceeding. The order granting intervention may restrict the issues that may be raised
by the intervenor or otherwise condition the intervenor’s participation in the proceeding.

701—2.44(421,17A) Hearing procedures.

2.44(1) Authority of presiding officer. The presiding officer presides at the hearing, and may rule on
motions, require briefs, issue a decision, and issue such orders and rulings as will ensure the orderly
conduct of the proceedings.

2.44(2) Objections. All objections shall be timely made and stated on the record.

2.44(3) Representation. Parties have the right to participate or to be represented in all hearings
or prehearing conferences related to their case. Partnerships, corporations, or associations may be
represented by any member, officer, director, or duly authorized agent. Any party may be represented
by an attorney or another person authorized by law.
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2.44(4) Participation in hearing. Subject to terms and conditions prescribed by the presiding officer,
parties have the right to introduce evidence on issues of material fact, cross-examine witnesses present
at the hearing as necessary for a full and true disclosure of the facts, present evidence in rebuttal, and
submit briefs and engage in oral argument.

2.44(5) Decorum. The presiding officer shall maintain the decorum of the hearing and may refuse
to admit or may expel anyone whose conduct is disorderly.

2.44(6) Sequestration. Witnesses may be sequestered during the hearing.

2.44(7) Conduct of the hearing. The presiding officer shall conduct the hearing in the following
manner:

a. The presiding officer shall give an opening statement briefly describing the nature of the
proceedings;

b.  The parties shall be given an opportunity to present opening statements;

c.  Parties present their cases in the sequence determined by the presiding officer;

d.  Each witness shall be sworn or affirmed by the presiding officer or the court reporter and shall be
subject to examination and cross-examination. The presiding officer may limit questioning in a manner
consistent with law; and

e.  When all parties and witnesses have been heard, parties may be given the opportunity to present
final arguments.

701—2.45(421,17A) Evidence.

2.45(1) Admissibility. The presiding officer shall rule on admissibility of evidence and may, where
appropriate, take official notice of facts in accordance with all applicable requirements of law.

2.45(2) Stipulations. Stipulation of facts is encouraged. The presiding officer may make a decision
based on stipulated facts.

2.45(3) Scope of admissible evidence. Evidence in the proceeding shall be confined to the issues
about which the parties received notice prior to the hearing unless the parties waive their right to such
notice or the presiding officer determines that good cause justifies expansion of the issues. Ifthe presiding
officer decides to admit evidence on issues outside the scope of the notice over the objection of a party
who did not have actual notice of those issues, that party, upon timely request, shall receive a continuance
sufficient to amend pleadings and to prepare on the additional issue.

2.45(4) Exhibits. The party seeking admission of an exhibit must provide opposing parties with an
opportunity to examine the exhibit prior to the ruling on its admissibility. Copies of documents should
normally be provided to opposing parties.

All exhibits admitted into evidence shall be appropriately marked and be made part of the record.

2.45(5) Objection. Any party may object to specific evidence or may request limits on the scope of
any examination or cross-examination. Such an objection shall be accompanied by a brief statement of
the grounds upon which it is based. The objection, the ruling on the objection, and the reasons for the
ruling shall be noted in the record. The presiding officer may rule on the objection at the time it is made
or may reserve a ruling until the written decision.

2.45(6) Offer of proof. Whenever evidence is ruled inadmissible, the party offering that evidence
may submit an offer of proof on the record. The party making the offer of proof for excluded oral
testimony shall briefly summarize the testimony or, with permission of the presiding officer, present the
testimony. If the excluded evidence consists of a document or exhibit, it shall be marked as part of an
offer of proof and inserted in the record.

701—2.46(421,17A) Default or dismissal.

2.46(1) Grounds. If a party fails to appear or participate in a contested case proceeding after proper
service of notice, the presiding officer may, if no adjournment is granted, enter a default decision or
proceed with the hearing and render a decision in the absence of the party.

2.46(2) Moving for default. Where appropriate and not contrary to law, any party may move for
default against a party who has failed to file a required pleading, has failed to pursue, or has failed to
appear after proper service.
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2.46(3) Default decisions or decisions rendered on the merits after a party has failed to appear or
participate in a contested case proceeding become final agency action unless, within 15 days after the
date of notification or mailing of the decision, a motion to vacate is filed and served on all parties or an
appeal of a decision on the merits is timely initiated. A motion to vacate must state all facts relied upon by
the moving party which establish that good cause existed for that party’s failure to appear or participate
at the contested case proceeding. Each fact so stated must be substantiated by at least one sworn affidavit
of a person with personal knowledge of each such fact, which affidavit(s) must be attached to the motion.

2.46(4) The time for further appeal of a decision for which a timely motion to vacate has been filed
is stayed pending a decision of the motion to vacate.

2.46(5) Properly substantiated and timely filed motions to vacate shall be granted only for good
cause shown. The burden of proof as to good cause is on the moving party. Adverse parties shall have
ten days to respond to a motion to vacate. Adverse parties shall be allowed to conduct discovery as to
the issue of good cause and to present evidence on the issue prior to a decision on the motion if a request
to do so is included in that party’s response.

2.46(6) “Good cause” for purposes of this rule shall have the same meaning as “good cause” as
interpreted in the case of Purethane, Inc.v. lowa State Board of Tax Review, 498 N.W.2d 706 (Iowa
1993).

2.46(7) A decision denying a motion to vacate is subject to further appeal within the time limit
allowed for further appeal of a decision on the merits in the contested case proceeding. A decision
granting a motion to vacate is subject to interlocutory appeal by the adverse party.

2.46(8) If a motion to vacate is granted and no timely interlocutory appeal has been taken, the
presiding officer shall issue another notice of hearing and the contested case shall proceed accordingly.

2.46(9) A default decision may award any relief consistent with the request for relief made in the
pleadings and embraced in the issues.

2.46(10) A default decision may provide either that the default decision is to be stayed pending a
timely motion to vacate or that the default decision is to take effect immediately, subject to a request for
stay.

701—2.47(421,17A) Ex parte communication.

2.47(1) Prohibited communications. Unless required for the disposition of ex parte matters
specifically authorized by statute, following the issuance of the notice of hearing, there shall be no
communication, directly or indirectly, between the presiding officer and any party or representative of
any party or any other person with a direct or indirect interest in such a case in connection with any
issue of fact or law in the case except upon notice and opportunity for all parties to participate. This
does not prohibit persons jointly assigned such tasks from communicating with each other. Nothing in
this provision is intended to preclude the presiding officer from communicating with members of the
state board. Nothing in this provision is intended to preclude the presiding officer from seeking the
advice or help of persons other than those with a personal interest in, or those engaged in personally
investigating, prosecuting, or advocating in, either the case under consideration or a pending factually
related case involving the same parties. Any communication received by the presiding officer from
those persons cannot directly or indirectly communicate any ex parte communications the receipt of
which is prohibited under the lowa Rules of Civil Procedure and the Code of Ethics. In addition, any
communication received by the presiding officer cannot furnish, augment, diminish, or modify the
evidence in the record.

2.47(2) Prohibitions on ex parte communications commence with the issuance of the notice of
hearing in a contested case and continue for as long as the case is pending.

2.47(3) Written, oral, or other forms of communication are “ex parte” if made without notice and
opportunity for all parties to participate.

2.47(4) To avoid prohibited ex parte communications, notice must be given in a manner reasonably
calculated to give all parties a fair opportunity to participate. Notice of written communications shall
be provided to all parties or their representatives and may be supplemented by telephone, facsimile,
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electronic mail or other means of notification. Where permitted, oral communications may be initiated
through a telephone conference call including all parties or their representatives.

2.47(5) Persons who jointly act as presiding officer in a pending contested case may communicate
with each other without notice or opportunity for parties to participate.

2.47(6) Other persons may be present in deliberations or otherwise advise the presiding officer
without notice or opportunity for parties to participate as long as they are not disqualified from
participating in the making of a proposed or final decision under any provision of law and they comply
with subrule 2.47(2).

2.47(7) Communications with the presiding officer involving uncontested scheduling or procedural
matters do not require notice or opportunity for parties to participate. Parties should notify other parties
prior to initiating such contact with the presiding officer when feasible, and shall notify other parties
when seeking to continue hearings or other deadlines.

2.47(8) Disclosure of prohibited communications. A presiding officer who receives a prohibited ex
parte communication during the period in which a contested case is pending must initially determine
if the effect of the communication is so prejudicial that the presiding officer should be disqualified.
If the presiding officer determines that disqualification is warranted, a copy of any prohibited written
communication, all written responses to the communication, a written summary stating the substance of
any prohibited oral or other communication not available in written form for disclosure, all responses
made, and the identity of each person from whom the presiding officer received a prohibited ex parte
communication shall be submitted for inclusion in the record under seal by protective order, or disclosed
if an appropriate order is made. If the presiding officer determines that disqualification is not warranted,
such documents shall be submitted for inclusion in the record and served on all parties. Any party
desiring to rebut the prohibited communication must be allowed the opportunity to do so upon written
request filed within ten days after notice of the communication.

2.47(9) Promptly after being assigned to serve as presiding officer at any stage in a contested case
proceeding, a presiding officer shall disclose to all parties material factual information received through
ex parte communication prior to such assignment unless the factual information has already been or
shortly will be disclosed pursuant to lowa Code section 17A.13 or through discovery. Factual information
contained in an investigative report or similar document need not be separately disclosed by the presiding
officer as long as such documents have been or will shortly be provided to the parties.

2.47(10) The presiding officer may render a proposed or final decision imposing appropriate
sanctions for violations of this rule including default, a decision against the offending party, censure,
or suspension or revocation of the privilege to practice before the state board. Violation of ex parte
communication prohibitions by state board personnel shall be reported to the secretary for the State
Board of Tax Review, Hoover State Office Building, Fourth Floor, 1305 E. Walnut Street, Des Moines,
Iowa 50319, for possible sanctions, including censure, suspension, dismissal, or other disciplinary
action.

701—2.48(421,17A) Recording costs. Upon request, the state board shall provide a copy of the whole
or any portion of the record at cost. The cost of preparing a copy of the record or of transcribing the
hearing record shall be paid by the requesting party.

Parties who request that a hearing be recorded by certified shorthand reporters rather than by
electronic means shall bear the cost of that recordation, unless otherwise provided by law.

701—2.49(421,17A) Interlocutory appeals. Upon written request of a party or on its own motion, the
state board may review an interlocutory order of a presiding officer. In determining whether to do so,
the state board shall weigh the extent to which its granting the interlocutory appeal would expedite final
resolution of the case and the extent to which review of that interlocutory order by the state board at the
time it reviews the proposed decision of the presiding officer would provide an adequate remedy. Any
request for interlocutory review must be filed within 14 days of issuance of the challenged order, but no
later than the time for compliance with the order or the date of hearing, whichever is first.
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701—2.50(421,17A) Final decision.

2.50(1) When the state board presides over the reception of evidence at the hearing, its decision is
a final decision.

2.50(2) When the state board does not preside at the reception of evidence, the presiding officer shall
make a proposed decision. The proposed decision becomes the final decision of the state board without
further proceedings unless there is a timely motion to vacate under rule 701—2.46(421,17A), or an
appeal to, or review on motion of, the state board within the time provided in rule 701—2.51(421,17A).

701—2.51(421,17A) Applications for rehearing.

2.51(1) Who may file. Any party to a contested case proceeding may file an application for rehearing
from a final order.

2.51(2) Content of application. The application for rehearing shall state on whose behalf it is filed,
the specific grounds for rehearing, and the relief sought. In addition, the application shall state whether
the applicant desires reconsideration of all or part of the decision on the existing record and whether, on
the basis of the grounds enumerated in subrule 2.51(3), the applicant requests an opportunity to submit
additional evidence.

2.51(3) Time of filing. The application for rehearing shall be filed with the state board within 30 days
after issuance of the final decision.

2.51(4) Notice to other parties. A copy of the application shall be timely mailed by the applicant to
all parties of record that are joining in the application for rehearing. If the application does not contain
a certificate of service, the state board shall serve copies on all parties.

2.51(5) Disposition. Any application for a rehearing shall be deemed denied unless the agency grants
the application within 30 days after its filing.

701—2.52(421,17A) Stays of agency and board actions.

2.52(1) When available. Any party to a contested case proceeding may petition the state board for a
stay or other temporary remedies pending judicial review of all or part of that proceeding. The petition
for a stay shall state the reasons justifying a stay or other temporary remedy.

2.52(2) When granted. In determining whether to grant a stay, the state board shall consider the
factors listed in lowa Code section 17A.19(5).

2.52(3) Vacation. A stay may be vacated by the state board upon application of the department or
any other party.

701—2.53(421,17A) No factual dispute contested case. If the parties agree that no dispute of material
fact exists as to a matter that would be a contested case if such a dispute of fact existed, the parties
may present all relevant admissible evidence either by stipulation or otherwise as agreed by the parties,
without necessity for the production of evidence at an evidentiary hearing. If such agreement is reached,
a jointly submitted schedule detailing the method and timetable for submission of the record, briefs,
and oral argument should be submitted to the state board for approval as soon as practicable. If the
parties cannot agree, any party may file and serve a motion for summary judgment pursuant to the rules
governing such motions.

701—2.54(421,17A) Appeal and review of a state board decision. Either party may appeal a final
decision issued by the state board. An appeal from a final state board decision is termed “judicial review
of an agency decision,” which is governed by lowa Code section 17A.19.
These rules are intended to implement lowa Code chapter 17A and lowa Code sections 421.1, 421.2
and 441.49.
[Filed July 1, 1975]
[Filed emergency 1/20/77, Notice 12/15/76—published 2/9/77, effective 1/20/77]
[Filed emergency 4/12/79—published 5/2/79, effective 4/12/79]
[Filed 9/12/80, Notice 8/6/80—published 10/1/80, effective 11/5/80]
[Filed 3/25/83, Notice 2/16/83—published 4/13/83, effective 5/18/83]
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CHAPTER 3
VOLUNTARY DISCLOSURE PROGRAM

701—3.1(421,422,423) Scope of the voluntary disclosure program. Any person located outside of
Iowa who is subject to Iowa tax or tax collection responsibilities may be eligible for the voluntary
disclosure program. Being subject to lowa tax may occur when a person has lowa source income or
has representatives or other presence in lowa. Certain activities by such persons may create lowa tax
return filing requirements for lowa source income, as defined in 701—subrule 3.1(1), not previously
reported. In addition, activities may also result in tax liabilities that are past due and owing.

The purpose of the voluntary disclosure program is to encourage unregistered business entities and
persons to voluntarily contact the department regarding unreported lowa source income. The person or
the person’s representative may initially contact the department on an anonymous basis. Anonymity of
the taxpayer can be maintained until the voluntary disclosure agreement is executed by the taxpayer and
the department.

The voluntary disclosure program may be used by the department and the taxpayer to report previous
periods of lTowa source income and to settle outstanding tax, penalty and interest liabilities, but it must
also ensure future tax compliance by the taxpayer.

3.1(1) Type of taxes eligible. Only taxes, penalties and interest related to lowa source income are
eligible for settlement under the voluntary disclosure program. For purposes of this rule, “lowa source
income” means the tax base and the tax collection responsibility for the following enumerated taxes:
corporate income tax, franchise tax, fiduciary income tax, withholding income tax, individual income
tax, local option school district income surtax, state sales tax, state use tax, motor fuel taxes, cigarette
and tobacco taxes, and local option taxes.

3.1(2) Eligibility of the taxpayer. The department has discretion to determine who is eligible for
participation in the voluntary disclosure program. In making the determination, the department may
consider the following factors:

a.  The location of the person must be outside of lowa;

b.  The person must be subject to lowa tax on lowa source income or have lowa tax collection
responsibilities;

c¢.  The person must not currently be under audit or examination by the department or under
criminal investigation by the department;

d.  The person must not have had any prior contact with the department or a representative of the
department which could lead to audit or assessment associated with the tax types or tax periods sought
to be addressed under the program;

e. The type and extent of activities resulting in lowa source income;

£ Failure to report the lowa source income or pay any liability was not due to fraud, intentional
misrepresentation, an intent to evade tax, or willful disregard of lowa tax laws; and

g Any other factors which are relevant to the particular situation.

3.1(3) Application to participate in the voluntary disclosure program. To apply for the voluntary
disclosure program, the person or the person’s representative must submit a written application to the
Nonfiler Unit, Compliance Division, lowa Department of Revenue, P.O. Box 10456, Des Moines, lowa
50306-0456. To be valid, an application must include the following:

a. The types of taxes involved,;

b.  Separate statements evidencing compliance with each of the eligibility requirements set forth
in 701—subrule 3.1(2);

c¢. A complete and accurate description of the person’s activities resulting in lowa source income,
the source of the Iowa source income or Iowa tax collection responsibilities, the type and dates, if
available, of the activities in lowa, a description of the product or service sold in lowa, and the number
of activity occurrences in lowa per year or whether the activities in lowa per year were continuous;

d.  The reason for noncompliance with lowa tax law;

e.  An estimation of the amount of unpaid Iowa tax by the tax type and applicable tax period(s);
and
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1 Any other matters which are relevant to the particular situation.

The department reserves the right to request additional information that the department determines
is necessary to determine or approximate the liability due, and to determine the applicant’s eligibility,
the accuracy of information presented and statements asserted by the applicant, and the terms of the
voluntary disclosure agreement.

3.1(4) Acceptance or rejection of an application for the voluntary disclosure program. The
department has the discretion to determine if an applicant meets all of the requirements for the
voluntary disclosure program. The department will notify an applicant in writing regarding whether the
applicant’s application for participation in the program is accepted or rejected.

Rejection of an application prior to the execution of an agreement may be based on the applicant’s
ineligibility; the applicant’s noncompliance in submitting information, documents, evidence, or returns
within the time period as requested by the department; misrepresentation of a material fact by the
applicant or the applicant’s representative; or the department’s determination that the matter may be
best handled by using other means of administration.

3.1(5) Terms of the voluntary disclosure agreement. The department has the discretion to settle all
outstanding lowa source income tax, penalty and interest liabilities of the eligible applicant. Settlement
terms are on a case-by-case basis. The existence of the voluntary disclosure agreement and the terms
of the agreement are to be held confidential by all parties to the agreement. Items considered by the
department in determining the settlement terms include: the type of tax; the tax periods at issue; the
reason for noncompliance; whether the tax is a trust fund tax; the types of activities resulting in the lowa
source income; the frequency of the activities that resulted in the lowa source income; and any other
matters which are relevant to the particular situation.

If a taxpayer initiates the contact with the department and is eligible for the voluntary disclosure
program and complies with the agreement terms, the maximum prior years for which the department
will generally audit and pursue settlement and collection will be five years, absent an intent to defraud,
the making of material misrepresentations of fact, or an intent to evade tax.

All voluntary disclosure agreements must require that the applicant file future lowa tax returns, unless
the activity by the applicant resulting in the Iowa source income has changed or there has been a change
in the law, rules, or court cases which dictate a different result.

The department reserves the right to audit all returns, spreadsheets or other documents submitted
by the applicant or a third party to verify the facts and whether the terms of the voluntary disclosure
agreement have been met. The department may audit information submitted by the applicant at any time
within the allowed statutory limitation period. The department may also assess any tax, penalty, and
interest found to be due in addition to the amount of original tax reported. The statute of limitations for
assessment and statute of limitations for refunds begin to run as provided by law.

3.1(6) Commencement of the voluntary disclosure agreement. The voluntary agreement commences
on the date of the execution of the voluntary disclosure agreement. Execution of the agreement is
complete when the agreement is executed by the taxpayer and the department’s authorized personnel.
Prior to the execution of the voluntary disclosure agreement by the taxpayer and the department, the
taxpayer is not protected from the department’s regular audit process if the identity of the taxpayer,
as an applicant, is unknown to the department. However, if the department has knowledge of the
taxpayer’s identity, as an applicant, the department will not take audit action against the taxpayer
during the voluntary disclosure process. However, if a voluntary disclosure agreement is not reached,
the department may assess tax, penalty and interest as provided by law at the time the identity of the
applicant becomes known to the department.

3.1(7) Voiding a voluntary disclosure agreement. The department also has the authority to declare
a voluntary disclosure agreement null and void subsequent to the execution of the agreement. The
department may void the contractual agreement if the department determines that a misrepresentation
of a material fact was made by the person or a third party representing the person to the department.
The department may also void a voluntary disclosure agreement if the department determines any of the
following has occurred:
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a. The person does not submit information requested by the department within the time period
specified by the department, including any extensions granted by the department;

b.  The person fails to file future lowa returns as agreed to in the voluntary disclosure agreement;

c.  The person does not pay the agreed settlement liability within the time period designated by the
department, including any extensions of time that may be granted by the department;

d.  The person does not remit all taxes imposed upon or collected by the person for all subsequent
tax periods and all tax types that are subject to the voluntary disclosure agreement;

e.  The person fails to prospectively comply with Iowa tax law. Whether the person has failed to
prospectively comply with Iowa tax law is determined by the department on a case-by-case basis;

f The person, based on a determination by the department, materially understates the person’s
tax liability; or

g The person has made a material breach of the terms of the voluntary disclosure agreement.

Voiding of the agreement results in nonenforceability of the agreement by the applicant and allows
the department to proceed to assess tax, penalty and interest for that person’s lowa source income or tax
collection responsibilities for all periods within the statute of limitations. The department reserves the
right to audit all returns, spreadsheets or other documents submitted by the applicant or a third party and
to make an assessment for all tax, penalty and interest owed, if the applicant is justifiably rejected for
the voluntary disclosure program or the agreement between the person and the department is declared
by the department to be null and void.

If the voluntary disclosure agreement is voided or the application for the program is rejected and
the department issues an assessment, the taxpayer may protest the assessment pursuant to 701—Chapter
7 and raise the issue of the propriety of voiding the voluntary disclosure agreement or rejecting the
application. If the department does not issue an assessment, but does reject the application or voids the
agreement, such action is not subject to appeal under 701—Chapter 7, but is considered to be “other
agency action” as set forth in lowa Code section 17A.19(3). See Purethane Inc. v. lowa State Board of
Tax Review, 498 N.W.2d 706 (Iowa 1993).

3.1(8) Partnerships, partners, “S” corporations, shareholders in “S” corporations, trusts, and
trust beneficiaries. Once the department has initiated an audit or investigation of any type of partnership,
partners of the partnership, “S” corporations, a shareholder in an “S” corporation, a trust, or trust
beneficiaries, the department is deemed to have initiated an audit or investigation of the entity and of
all those who receive Iowa source income from or have an interest in such an entity for purposes of
eligibility under subrule 3.1(2) for participation in the voluntary disclosure program.

3.1(9) Transfer or assignment. The terms of the voluntary disclosure agreement are valid and
enforceable by and against all parties, including their transferees and assignees.

3.1(10) Confidentiality. The terms of each voluntary disclosure contract are determined on a
case-by-case basis. Except as may be specifically required by law or preexisting written agreement,
the existence of a voluntary disclosure agreement and the terms of the voluntary disclosure agreement
are to be held confidential by the parties to the voluntary disclosure agreement, their representatives,
transferees, and assignees. Disclosure of the existence of a voluntary disclosure agreement or the terms
of such an agreement in a manner contrary to this rule may result in the agreement being declared null
and void at the discretion of the nondisclosing party.

These rules are intended to implement lowa Code section 421.17.

[Filed 9/15/00, Notice 8/9/00—published 10/4/00, effective 11/8/00]
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CHAPTER 4
MULTILEVEL MARKETER AGREEMENTS

701—4.1(421) Multilevel marketers—in general. Multilevel marketer companies may enter into
a written contract with the department to collect and remit state and local option sales taxes on
sales of tangible personal property to independent distributors for resale and remit the taxes directly
to the department. To be eligible for the multilevel marketer’s program, the company must meet
certain eligibility requirements and agree to certain terms in the multilevel marketer agreement as set
forth in 701—subrules 4.1(3) and 4.1(4). All written contacts with the department should be sent to
Nonfiler Unit, Compliance Division, lowa Department of Revenue, P.O. Box 10456, Des Moines, lowa
50306-0456.

4.1(1) Definitions. The following definitions of terms are applicable to this chapter:

“Independent distributor” means a seller who purchases products for resale to an lowa consumer
based on a price suggested by a multilevel marketer.

“Multilevel marketer” means a wholesaler that sells tangible personal property for resale via a
network of independent distributors who then sell the property to the ultimate consumers located in
Iowa at a retail price suggested by the multilevel marketer.

“Sales tax” or “sales taxes” for the purpose of this rule means lowa state sales tax, including local
option sales and service taxes, and state use tax. To determine if local option sales and service taxes are
due, see 701—107.2(422B), 701—107.3(422B), and 701—108.3(422E).

4.1(2) Collection of tax. lowa state sales tax is to be collected on the wholesale or retail selling price
if delivery of the multilevel marketer’s tangible personal property occurs in lowa or the property is used
in Iowa (see subparagraph 4.1(4) “a (1) for further details). In addition, local option sales tax is due
on the sale if delivery of the tangible personal property to the consumer occurs within a local option
tax jurisdiction. See information and examples illustrating delivery and taxation in 701—107.2(422B),
701—107.3(422B), and 701—108.3(422E).

4.1(3) Eligibility requirements. To be eligible for a multilevel marketer agreement as a multilevel
marketer, the following criteria must be met:

a.  Tangible personal property is sold by the multilevel marketer to an independent distributor for
resale to an Iowa end user or for a distributor’s personal use.

b.  Unless authorized by the department, the multilevel marketer must not have been previously
required to be registered to remit sales tax.

c¢.  The multilevel marketer must have contacted the department with a request to collect and remit
sales taxes directly to the department on sales made by an independent distributor.

d.  The multilevel marketer must not be under audit or examination by the department on the
effective date of the agreement.

The department has full discretion to determine if a multilevel marketer meets the eligibility
requirements for a multilevel marketer agreement. The department can request any and all information
and documentation necessary to determine whether eligibility requirements are met. Failure to timely
submit information and documents requested by the department will result in the department’s refusal
to enter into an agreement with the multilevel marketer.

4.1(4) Terms of the multilevel marketer agreement. The multilevel marketer agreement will become
effective on the date an authorized representative of the multilevel marketer executes the agreement.
Unless terminated in accordance with subrule 4.1(5), the multilevel marketer agreement remains in
effect as long as the multilevel marketer has an independent distributor making sales in lowa. Terms
of agreements are based on results of negotiations between the multilevel marketer and the department.
However, the following general terms must be in each multilevel marketer agreement:

a.  The multilevel marketer agrees to the following terms:

(1) The multilevel marketer agrees to collect tax on the following three types of sales, excluding
sales properly exempt from tax and evidenced by a valid exemption certificate:

1.  The multilevel marketer agrees to collect sales tax from the independent distributors based on
the suggested retail price of its product;
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2. Ifthe multilevel marketer allows independent distributors to purchase its product at a wholesale
price for the distributor’s personal use, then the multilevel marketer agrees to collect sales tax on sales
which are based on the wholesale price to the independent lowa distributor, unless the department waives
this requirement; and

3. The multilevel marketer agrees to collect sales tax on all retail sales by the multilevel marketer
to consumers that are subject to sales tax;

(2) The multilevel marketer will timely remit sales tax on transactions described in subparagraph
4.1(4)“a”(1);

(3) The multilevel marketer will maintain records to establish the accuracy of the sales tax returns
within the applicable statutes of limitation;

(4) The multilevel marketer agrees that the sales tax shall be added to the retail price charged to
the consumer, as required by lowa Code section 422.48;

(5) Themultilevel marketer agrees to be subject to audit and to pay any tax, penalty, and interest that
are ultimately found to be legally due and that were required to be collected by the multilevel marketer
under lowa law, these rules and the multilevel marketer agreement;

(6) The multilevel marketer agrees to abide by the rules in 701—Chapter 4; and

(7) The multilevel marketer agrees to register for an lowa retailer’s use tax permit.

b.  The department agrees to the following terms:

(1) The department will not audit, assess or demand payment of sales tax, penalty or interest from
the multilevel marketer for any tax periods ending before the effective date of the multilevel marketer
agreement, unless the multilevel marketer had a permit registration with the department prior to the
effective date of this multilevel marketing agreement. If a multilevel marketer had a permit registration
with the department prior to the effective date of this multilevel marketing agreement, the department
may audit, assess, refund, or demand payment of tax, penalty, and interest from the multilevel marketer
for any of those previous tax periods within the applicable statute of limitation.

(2) Unless required for transactions outside the multilevel marketer agreement, the department will
not require the multilevel marketer to retroactively register for an lowa sales tax permit or file lowa sales
tax returns for periods ending on or before the effective date of this agreement.

(3) The department agrees to allow a deduction from taxable sales reported by the multilevel
marketer for merchandise returned by an independent distributor for which tax has already been paid to
the department and for which the multilevel marketer, via the distributor, has allowed a credit or refund
of the tax to the consumer.

c.  Other general agreement terms:

(1) The multilevel marketer agreement is binding upon all parties, including their successors and
assignees; and

(2) The terms, provisions, interpretations and enforcement of the multilevel marketer agreement
are to be governed by the laws of the state of lowa.

d. Refunds. Refunds for any overpayment of taxes paid by a consumer as a result of a multilevel
marketer agreement should be claimed on the proper lowa refund claim form as designated by the
director.

Under this agreement, if the retail sale is made by an lowa retailer to an out-of-state consumer, the
multilevel marketer agrees to forego any claim for refund of tax which was paid on such sale.

4.1(5) Termination of a multilevel marketer agreement. If any of the following events occur, an
executed multilevel marketer agreement may be declared null and void:

a. Termination of a multilevel marketer agreement at the department’s discretion.

(1) The multilevel marketer has misrepresented any material fact regarding its activities,
operations, tax liabilities, or eligibility under the agreement.

(2) Itis determined by the department that the multilevel marketer had been notified that it was to
be or was under audit by the department prior to the time the multilevel marketer executed the multilevel
marketer agreement.

b.  Termination of a multilevel marketer agreement by mutual agreement of the parties.

(1) Change occurs in law that impacts the tax liability subject to the multilevel marketer agreement.
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(2) Collection and remittance of sales tax as required under the agreement are more feasible by
other means.

Written notice of termination will be promptly given by the department in the event of termination
under paragraph 4.1(5) “a. ” To accommodate the time necessary to effectuate changes by the multilevel
marketer and the department, the effective date of the termination of the multilevel marketer agreement
shall be 60 days from the date of the notice of the written termination, unless a request for additional
time is made by the multilevel marketer and the request is granted by the department.

4.1(6) Liability of independent distributors. After execution of a multilevel marketer agreement, an
independent distributor must collect, report, and remit to the department, unless remitted to the multilevel
marketer, any and all sales taxes that the independent distributor is required to collect, report, and remit
that exceed the amount of tax that the independent distributor has previously remitted to the multilevel
marketer company. If such excess tax is remitted to the multilevel marketer, the multilevel marketer
shall report and remit the tax to the department.

EXAMPLE 1. An independent distributor purchased products from the multilevel marketer at the
wholesale price because the distributor thought that the product would be for the personal use of the
distributor. The distributor paid lowa tax based on the wholesale price to the multilevel marketer and the
multilevel marketer remitted the tax to the state of lowa. Subsequently, the distributor resold the product
to an lowa customer at a retail price, which is greater than the wholesale price. The distributor is required
to charge lowa tax on the retail price. The distributor is also required to report and remit directly to the
department or the multilevel marketer the difference between the tax previously paid on the wholesale
price and the tax collected on the retail price from the lowa customer.

EXAMPLE 2. An independent distributor purchased products from a multilevel marketer for resale at
the retail price suggested by the multilevel marketer. Tax was collected by the multilevel marketer from
the independent distributor on the suggested retail price of the products and remitted to the department by
the multilevel marketer. The independent distributor subsequently sold the product to an lowa customer
for a price greater than the suggested retail price. The independent distributor is required to charge lowa
tax on the full sale price. The independent distributor is also required to report and remit directly to the
department or to the multilevel marketer the difference between the tax previously paid on the suggested
retail price and the tax collected on the price charged the lowa customer.

If an independent distributor makes sales that are exempt from sales taxes, then the independent
distributor must obtain a valid exemption certificate from the purchaser to evidence the transaction and
provide a copy of the completed exemption certificate to the multilevel marketer who has the multilevel
marketer agreement with the department.

4.1(7) Legislative changes. All multilevel marketer agreements are subject to all applicable
legislative enactments which are made subsequent to the agreement and which impact the agreement.

These rules are intended to implement lowa Code sections 421.5 and 421.17.

[Filed 9/15/00, Notice 8/9/00—published 10/4/00, effective 11/8/00]
[Filed 3/30/01, Notice 2/21/01—published 4/18/01, effective 5/23/01]
[Filed 7/3/01, Notice 5/30/01—published 7/25/01, effective 8/29/01]
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CHAPTER 5
PUBLIC RECORDS AND FAIR INFORMATION PRACTICES

The Towa department of revenue adopts, with the following exceptions and amendments, rules of
the Governor’s Task Force on Uniform Rules of Agency Procedure relating to public records and fair
information practices which are printed in the first volume of the lowa Administrative Code. Uniform
Rules X.1(17A,22) to X.8(17A,22) appear as rules 5.1(17A,22) to 5.8(17A,22). The following rules in
this chapter may reference rules that have not been adopted and, therefore, the text of such rules is not
set forth in this chapter. Reference to these types of rules is only for the purpose of reference and is not
intended for the purpose of adopting the referenced rules in their entirety.

701—5.1(17A,22) Definitions. As used in this chapter:
“Agency.” In lieu of “(official or body issuing these rules)” insert “department of revenue.”

701—5.3(17A,22) Requests for access to records.

5.3(1) Location of record. In lieu of “(insert agency head)” insert “director”. In lieu of “(insert
agency name and address)” insert “lowa Department of Revenue, Taxpayer Services, Box 10457, Des
Moines, Iowa 50306”.

5.3(2) Office hours. In lieu of “(insert customary office hours and, if agency does not have customary
office hours of at least thirty hours per week, insert hours specified in lowa Code section 22.4)” insert
“8 a.m. to 4:30 p.m. daily excluding Saturdays, Sundays, and legal holidays”.

5.3(7) Fees.

c.  Supervisory fee. Inlieu of “(specify time period)” insert “one-half hour”. In lieu of “(An agency
wishing to deal with search fees authorized by law should do so here.)” insert “An hourly fee may
be charged for actual agency expenses in searching for requested records when the time required for
searching for a combination of searching, supervision and copying is in excess of one-half hour.”

701—5.6(17A,22) Procedure by which additions, dissents, or objections may be entered into certain
records. Strike the words “or to (designate office)”.

701—5.9(17A,22) Disclosures without the consent of the subject.

5.9(1) Open records are routinely disclosed without the consent of the subject.

5.9(2) To the extent allowed by law, disclosure of confidential records may occur without the consent
of the subject. Following are instances where disclosure, if lawful, will generally occur without notice
to the subject:

a. For aroutine use as defined in subrule 5.10(1) or in any notice for a particular record system.

b.  To arecipient who has provided the agency with advance written assurance that the record will
be used solely as a statistical research or reporting record, provided that the record is transferred in a
form that does not identify the subject.

c¢.  To another government agency or to an instrumentality of any governmental jurisdiction within
or under the control of the United States for a civil or criminal law enforcement activity if the activity is
authorized by law, and if an authorized representative of such government agency or instrumentality has
submitted a written request to the agency specifying the record desired and the law enforcement activity
for which the record is sought.

d. To an individual pursuant to a showing of compelling circumstances affecting the health or
safety of any individual if a notice of the disclosure is transmitted to the last-known address of the subject.

e. To the legislative services agency.

1 Disclosures in the course of employee disciplinary proceedings.

g Inresponse to a court order or subpoena.
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701—5.10(17A,22) Routine use.

5.10(1) Defined. “Routine use” means the disclosure of a record without the consent of the subject
or subjects, for a purpose which is compatible with the purpose for which the record was collected. It
includes disclosures required to be made by statute other than the public records laws, lowa Code chapter
22.

5.10(2) To the extent allowed by law, the following uses are considered routine uses of all agency
records:

a. Disclosure to those officers, employees, and agents of the agency who have a need for the
record in the performance of their duties. The custodian of the record may upon request of any officer
or employee, or on the custodian’s own initiative, determine what constitutes legitimate need to use
confidential records.

b. Disclosure of information indicating an apparent violation of the law to appropriate law
enforcement authorities for investigation and possible criminal prosecution, civil court action, or
regulatory order.

c.  Disclosure to the department of inspections and appeals for matters in which it is performing
services or functions on behalf of the agency.

d. Transfers of information within the agency, to other state agencies, or to local units of
government as appropriate to administer the program for which the information is collected.

e. Information released to staff of federal and state entities for audit purposes for purposes of
determining whether the agency is operating a program lawfully.

/- Any disclosure specifically authorized by the statute under which the record was collected or
maintained.

701—5.11(17A,22) Consensual disclosure of confidential records.
5.11(1) Consent to disclosure by a subject individual. To the extent permitted by law, the subject
may consent in writing to agency disclosure of confidential records as provided in rule 5.7(17A,22).
5.11(2) Complaints to public officials. A letter from the subject of a confidential record to a public
official which seeks the official’s intervention on behalf of the subject in a matter that involves the agency
may to the extent permitted by law be treated as an authorization to release sufficient information about
the subject to the official to resolve the matter.

701—5.12(17A,22) Release to subject.

5.12(1) The subject of a confidential record may file a written request to review confidential records
about that person as provided in rule 5.6(17A,22). However, the agency need not release the following
records to the subject:

a. The identity of a person providing information to the agency need not be disclosed directly or
indirectly to the subject of the information when the information is authorized to be held confidential
pursuant to lowa Code section 22.7(18) or other provision of law.

b.  Records need not be disclosed to the subject when they are the work product of an attorney or
are otherwise privileged.

c.  Peace officer’s investigative reports may be withheld from the subject, except as required by
Iowa Code. (See Iowa Code section 22.7(5).)

d.  As otherwise authorized by law.

5.12(2) Where a record has multiple subjects with interest in the confidentiality of the record, the
agency may take reasonable steps to protect confidential information relating to another subject.

701—5.13(17A,22) Availability of records.

5.13(1) General. Agency records are open for public inspection and copying unless otherwise
provided by rule or law.

5.13(2) Confidential records. The following records may be withheld from public inspection.
Records are listed by category, according to the legal basis for withholding them from public inspection.

a. Sealed bids received prior to the time set for public opening of bids. (Iowa Code section 72.3.)
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b.  Records which are exempt from disclosure under lowa Code section 22.7.

¢.  Minutes of closed meetings of a government body (Iowa Code section 21.5(4)).

d. Identifying details in final orders, decisions and opinions to the extent required to prevent a
clearly unwarranted invasion of personal privacy or trade secrets under lowa Code section 17A.3(1)“d.”

e. Those portions of agency staff manuals, instructions or other statements issued which set
forth criteria or guidelines to be used by agency staff in auditing, in making inspections, in settling
commercial disputes or negotiating commercial arrangements, or in the selection or handling of cases,
such as operational tactics or allowable tolerances or criteria for the defense, prosecution or settlement
of cases, when disclosure of these statements would:

(1) Enable law violators to avoid detection;

(2) Facilitate disregard of requirements imposed by law; or

(3) Give aclearly improper advantage to persons who are in an adverse position to the agency. (See
Iowa Code sections 17A.2 and 17A.3.)

£ Records which constitute attorney work product, attorney-client communications, or which are
otherwise privileged. Attorney work product is confidential under lowa Code sections 22.7(4), 622.10
and 622.11, ITowa R.C.P. 122(c), Fed. R. Civ. P. 26(b)(3), and case law. Attorney-client communications
are confidential under Iowa Code sections 622.10 and 622.11, the rules of evidence, the Code of
Professional Responsibility, and case law.

g Corporate income return systems, corporate income tax field and office audit systems, related
field collections system, and corporate tax error resolution system (Iowa Code section 422.20).

h.  Individual and fiduciary income returns, individual and fiduciary income tax field and office
audit systems, and related field collections system (lowa Code section 422.20, 422.72, and 450.68).

i.  Individual income tax withholding system, [A-W4 system, declaration of estimated tax, and
withholding penalty waiver systems (Iowa Code sections 422.20 and 422.72).

j. Penalty waiver, abatement, and settlement systems (lowa Code sections 421.5, 422.20, and
422.72).

k.  Franchise tax returns, audit and collection systems (Iowa Code section 422.72).

[ Sales and use tax returns, field and office audit and collections systems, sales tax refund
examination system, industrial machinery, equipment, and computer refund systems, and sales and use
tax penalty waiver systems (Iowa Code section 422.72).

m. Motor vehicle fuel, railway fuel tax, and special fuel tax return and error resolution systems,
and related field and office audit and collection systems (Iowa Code section 452A.63).

n.  Inheritance, generation skipping transfer, qualified use inheritance and estate tax returns, field
and office audit systems, and related field collections system (Iowa Code section 450.68).

o. Federal and state exchange of information systems (Iowa Code sections 422.20(2) and 422.72).

p. Cigarette and tobacco tax systems with related office and field audit and field collections
systems (Iowa Code section 22.7(6)).

q. Property assessor and deputy assessor examination records systems (Iowa Code section 441.5).

r. Central property tax assessments systems (Iowa Code sections 422.20 and 22.7(6)).

s.  Elderly credit mobile home system (Iowa Code section 425.28).

t.  lowadisabled and senior citizen property tax and special assessment credit systems (Iowa Code
section 425.28).

u.  Local option sales and services tax system (Iowa Code section 422.72).

New job tax credit system (Iowa Code section 422.20).

Corporate and franchise estimated tax systems (Iowa Code section 422.20).

Hotel and motel tax system (Iowa Code section 422.72).

The work product portion of the hearing officer case files (Iowa Code subsection 22.7(4)).

z.  Permit application and maintenance systems (lowa Code sections 22.7(6), 452A.63, 422.20,
and 422.72).

aa. Taxpayer contact systems (Iowa Code subsection 22.7(18) and any relevant tax confidentiality
sections).

=% o2 o=
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bb. Centralized payroll and department personnel and payroll systems to the extent covered (Iowa
Code subsection 22.7(11)).

cc. Inheritance tax returns, estate tax returns, and generation skipping transfer tax returns (Iowa
Code sections 450.68, 450A.12, 450B.7 and 451.12).

dd. Any other records made confidential by law.

5.13(3) Authority to release confidential records. The agency may have discretion to disclose some
confidential records which are exempt from disclosure under lowa Code section 22.7 or other law.
Any person may request permission to inspect records withheld from inspection under a statute which
authorizes limited or discretionary disclosure as provided in rule 5.4(17A,22). If the agency initially
determines that it will release such records, the agency may where appropriate notify interested parties
and withhold the records from inspection as provided in subrule 5.4(3).

This rule is intended to implement lowa Code sections 421.17 and 422.72 and chapters 450, 450A,
450B, and 451 and 2003 Iowa Acts, chapter 178, sections 66 through 121.

701—5.14(17A,22) Personally identifiable information. This rule describes the nature and extent
of personally identifiable information which is collected, maintained, and retrieved by the agency by
personal identifier in record systems as defined in rule 5.1(17A,22).

5.14(1) Retrieval. Personal identifiers may be used to retrieve information from any of the systems
of records that the agency maintains that contain personally identifiable information.

5.14(2) Means of storage. Paper, microfilm, microfiche, and various electronic means of storage are
used to store records containing personally identifiable information.

5.14(3) Comparison. Electronic or manual data processing may be used to match, to collate, or to
compare personally identifiable information in one system with personally identifiable information in
another system of records or with personally identifiable information within the same system.

5.14(4) Comparison with data from outside the agency. Personally identifiable information in
systems of records maintained by the agency may be compared with information from outside the
agency when specified by law. This comparison is allowed in situations including:

a. Determination of any offset of a debtor’s income tax refund or rebate for child support recovery
or foster care recovery (2003 lowa Acts, House File 534, section 86);

b.  Collection of taxes by collection agencies (lowa Code subsection 421.17(22));

c.  Calculation of any offset against an income tax refund or rebate for default on a guaranteed
student loan (2003 Towa Acts, House File 534, section 86);

d. Offset from any tax refund or rebate for any liability owed a state agency (2003 Iowa Acts,
House File 534, section 86);

e.  Offset for any debt which is in the form of a liquidated sum due, owing, and payable to the
clerk of district court as a criminal fine, civil penalty surcharge, or court costs (2003 Iowa Acts, House
File 534, section 86).

5.14(5) Nature and extent. All of the record systems listed in subrule 5.14(6) contain personally
identifiable information concerning matters such as income, property holdings or exchanges, financial
transactions, and demographic information such as address and number of dependents.

5.14(6) Records systems with personally identifiable retrieval. The agency maintains the systems
of records which contain personally identifiable information as enumerated in the following list.
Confidential information as described in subrule 5.13(2) is contained in systems described in the
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following lettered paragraphs of subrule 5.14(6): “b” through “L,” “n,” “o,” “q,” “s,” through “v,
and “x” through “mm.” The legal authority for the collection of the information is listed with the
description of the system.

a. Board of tax review agendas, minutes, and presentation materials (lowa Code section 421.1);

b.  Centralized payroll and accounting systems (lowa Code sections 7A.1, 7A.27, 19A.11,421.17,
421.32, and 421.40);

c¢.  Corporate income returns, corporate income tax field and office audit systems, related field

collections system, and corporate tax error resolution (Iowa Code sections 422.33, 422.41, and 422.85);
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d. Individual income returns, individual income tax field and office audit systems, and related field
collections system (Iowa Code sections 422.5, 422.13, and 422.14);

e. Individual income tax withholding system, IA-W4 system, declaration of estimated tax, and
withholding penalty waiver systems (Iowa Code sections 422.15 and 422.16);

1 Penalty waiver, abatement, and settlement systems (lowa Code sections 422.25 and 422.28);

g Franchise tax returns and audit and collection systems (Iowa Code sections 422.60, 422.66, and
422 .85);

h. Sales and use tax returns, field and office audit and collection systems, sales tax refund
examinations system, and sales and use tax penalty waivers systems (lowa Code sections 422.43,
422.54, and 423.2);

i.  Motor vehicle fuel tax return and error resolution systems, and related field audit and collection
systems (Iowa Code chapter 452A);

j. Inheritance, generation-skipping transfer, qualified use inheritance and estate tax systems,
related field and office audit systems, and related field collections systems (Iowa Code sections 450.66,
450.67, 450.71, 450.81, 450.88, 450.94, 450.97, 450A.8, 450A.11, 450A.12, 450B.7, 451.5, 451.11,
and 451.12);

k.  Federal and state exchange of information systems for tax administration (Iowa Code sections
422.20 and 422.72);

[ Cigarette and tobacco tax systems with related office and field audit and field collections system
(Iowa Code chapter 453A);

m. Hearing officer case files (Iowa Code sections 17A.11 to 17A.18);

n.  Property assessor assistance, provisional assessor training, and property assessor and deputy
assessor examinations (Iowa Code sections 421.25, 441.5, and 441.8);

o. Annual assessment sales ratio study system (Iowa Code section 428A.1);

p. Declaration of value system (Iowa Code section 428A.1);

q. Central property tax assessments (Iowa Code sections 433.1,433.2,434.1, 434.6, 434.7, 434.8,
434.9,434.10, 434.11, 434.14, 437.2, 437.4, 438.3, 438.4, 438.6, and 438.12);

. Real estate transfer tax system (Iowa Code section 428A.1);

s.  Elderly credit mobile home system (Iowa Code section 435.22);

¢t Elderly credit special assessment system and lowa disabled and senior citizen property tax and
rent reimbursement credit system (Iowa Code sections 425.25, 425.26, and 425.27);

u.  Equalization of property appraisals system (Iowa Code subsection 421.17(2));

v.  Police officers’ and firefighters’ retirement system (Iowa Code section 411.20));

w.  Tax policy and interpretation and final orders, decision, and opinion files (Iowa Code section

x.  Equipment and security inventory systems (Iowa Code sections 7A.30 and 421.17(1));

. Mailing systems for tax forms and newsletters (Iowa Code subsection 421.17(1));

z.  Permit applications and maintenance systems (Iowa Code subsection 421.17(1));

aa. Taxpayer contact systems (Ilowa Code subsection 421.17(1));

bb. Department personnel, budget, and payroll systems (lowa Code sections 7A.1, 19A.9(13),
421.17(1), 421.32, and 421.40);

cc. Local option sales and services tax system (Iowa Code section 422B.9);

dd. Corporate and franchise estimated tax (Iowa Code section 422.85);

ee. New jobs tax credit system (Iowa Code subsection 422.33(7));

ff-  Hotel and motel tax system (Iowa Code section 422A.1);

gg. Industrial machinery, equipment, and computers refund system (Iowa Code section 422.47A);

hh. Express company tax system (lowa Code sections 436.3, 436.4, 436.6, and 436.9);

ii. Farm machinery and equipment refund system (lowa Code section 422.47B);

jj. Litigation file systems (Iowa Code subsection 421.17(1));

kk. Criminal investigation and charge systems (Iowa Code subsection 421.17(1)).
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701—5.15(17A,22) Other groups of records. This rule describes groups of records maintained by the
agency other than record systems as defined in rule 5.1(17A,22). These records are routinely available
to the public. However, the agency’s files of these records may contain confidential information as
discussed in rule 5.13(17A,22). The records listed may contain information about individuals.

1.  Administrative records. This includes documents concerning budget, property inventory,
purchasing, yearly reports, office policies for employees, time sheets, printing and supply requisitions.
(See Iowa Code subsection 421.17(1).)

2. Publications. The agency receives a number of books, periodicals, newsletters, government
documents, etc. These materials would generally be open to the public but may be protected by copyright
law. (See Iowa Code subsection 421.17(1).)

3. Office publications. This agency issues a variety of materials including newsletters, brochures,
and pamphlets, press releases, and statistical reports. (See lowa Code subsection 421.17(1).)

4. Rule-making records. Public documents generated during the promulgation of agency rules,
including notices and public comments, are available for public inspection. (See lowa Code subsection
421.17(1).)

5. Office manuals. Information in office manuals may be confidential under lowa Code subsection
17A.2(7), paragraph ‘f,” or other applicable provision of law.

6. Legal library (Iowa Code subsection 421.17(1)).

7.  Legislation monitoring system (Iowa Code subsection 421.17(1)).

8. All other records that are not exempt from disclosure by law.

701—5.16(17A,22) Applicability. This chapter does not:

1. Require the agency to index or retrieve records which contain information about individuals by
that person’s name or other personal identifier.

2. Make available to the general public records which would otherwise not be available under the
public records law, lowa Code chapter 22.

3. Govern the maintenance or disclosure of, notification of or access to, records in possession of
the agency which are governed by regulations of another agency.

4. Apply to grantees, including local governments or subdivisions thereof, administering
state-funded programs, unless otherwise provided by law or agreement.

5. Make available records compiled by the agency in reasonable anticipation of court litigation
or formal administrative proceedings. The availability of such records to the general public or to any
subject individual or party to such litigation or proceedings shall be governed by applicable legal and
constitutional principles, statutes, rules of discovery, evidentiary privileges and applicable regulations
of the agency.

This rule is intended to implement lowa Code chapter 22.

[Filed 4/27/88, Notice 3/9/88—published 5/18/88, effective 6/22/88]
[Filed emergency 5/26/88—published 6/15/88, effective 6/22/88]
[Filed 10/9/92, Notice 9/2/92—published 10/28/92, effective 12/2/92]
[Filed 11/24/99, Notice 10/20/99—published 12/15/99, effective 1/19/00]
[Filed 10/24/03, Notice 9/17/03—published 11/12/03, effective 12/17/03]
[Filed 3/26/04, Notice 2/18/04—published 4/14/04, effective 5/19/04]
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TITLE I
ADMINISTRATION
CHAPTER 6
ORGANIZATION, PUBLIC INSPECTION

[Prior to 10/7/87, see Revenue Department[730] Ch 6]

701—6.1(17A) Establishment, organization, general course and method of operations, methods by
which and location where the public may obtain information or make submissions or requests.

6.1(1) Establishment of the department. By an Act of the general assembly (chapter 1245, Acts of
the 71st GA), a department of revenue and finance was created in lieu of three separate state agencies.
The department is administered by the director with a three-member state board of tax review established
within the department for administrative and budgetary purposes. As to the organization and functions
of the state board of tax review, see rules contained in 701—Chapters 1 to 5.

Effective July 1, 2003, the lowa department of revenue and finance is titled the lowa department of
revenue.

The department of revenue in recognizing its responsibilities has adopted the following creed to
guide and lend direction to its endeavors:

“The Department of Revenue is dedicated to serving the citizens of lowa and other public officials,
while performing the following mission:

“Collect all taxes due, which any person may be required by law to pay, but no more.

“In carrying out this mission the department resolves to provide the best service possible in a cordial
and helpful manner and to provide maximum opportunity and incentive for the professional growth and
development of all our employees.”

The office of the department is maintained at the seat of government in the Hoover State Office
Building, 1305 East Walnut Street, P.O. Box 10460, Des Moines, lowa 50306.

6.1(2) Organization. For ease of administration, the director has organized the department into
divisions which are in some instances further divided into bureaus, sections, subsections and units.

6.1(3) Methods by which and location where the public may obtain information or make submissions
or requests. The department of revenue maintains its principal office in the Hoover State Office Building,
1305 East Walnut Street, P.O. Box 10460, Des Moines, Iowa 50306.

a.  Principal office. Members of the public wishing to obtain information or make submissions
or requests on any matters may do so at the department’s principal office. Applications for permits or
licenses may be obtained and submitted at the principal office and any assistance needed in filling out the
applications will be provided if the taxpayer so desires. Requests for confidential information should be
submitted to the director and the appropriate form will be provided and should be filled out and submitted
to the director. Members of the public wishing to inspect information required to be made available to
members of the public may do so in the director’s office.

b.  Regional offices. Regional offices do not have facilities for making available all matters that
are available for public inspection under 6.2(17A). The regional offices and auditors do have copies of
all rules and will make them available to the public. Members of the public needing forms or needing
assistance in filling out forms are encouraged to contact the principal office.

DEPARTMENT OF REVENUE

The department consists of the office of the director; the following divisions: compliance, property
tax, revenue operations, internal services, and technology and information management; and the state
board of tax review.

THE OFFICE OF THE DIRECTOR

The office of the director consists of the director and the following areas within this office: strategic
planning, internal audit, clerk of the hearing section, public/private partnership and research and fiscal
analysis.

Essential Functions of the Director’s Office:

1. The director’s office provides overall management of the agency and reviews protest and

revocation cases on appeal.
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2. The strategic planning function plans and coordinates the future operations and goals of the
department.

3. The director’s office provides financial checks and balances within the department.

4. The clerk of the hearing section receives all protests, tracks protests and coordinates protest
processing.

5. Public/private partnership provides for a working relationship between the public and private
sector.

6. The director’s office provides research and data information.

7. Thedirector’s office provides fiscal analysis and reporting, which includes fact-finding, defining
issues, issue resolution, and projection of revenues, and evaluates the fiscal impact of tax legislation and
policies on state budget.

PROPERTY TAX DIVISION

The property tax division provides technical assistance and training to local assessing jurisdictions,
ensures equal assessment of property, and is responsible for determining valuation for railroads, electric,
water, and pipeline companies.

COMPLIANCE DIVISION

The compliance division includes the examination section, audit services, taxpayer services, policy
section, investigative audit section, in-state field offices and out-of-state field offices.
Essential Functions of the Compliance Division:

1. Examination, which includes office examination of returns, assessment, and review and
approval of refund claims, and which identifies nonfilers and those that underreport income;

2. Audit services, which includes the development and review of audit programs and completed
audits, manuals, and guidelines for auditors, and which coordinates the administrative process of protests
and protest resolution;

3. Taxpayer services, which is responsible for responding to inquiries from the public,
practitioners and other agencies, and drafting brochures and graphics, completes returns, maintains
library and Web page, and coordinates public education by the department;

4. Policy, which is responsible for the interpretation of legislation, statutes and cases, develops and
maintains rules for the department and monitors tax-related issues considered by the general assembly
and the United States Congress. This section also drafts declaratory orders, offers technical advice and
completes studies and reports;

5. Investigative audit, which is responsible for audits for criminal prosecution, reviews cases for
potential prosecution and represents the department in criminal proceedings and depositions;

6. In-state field offices provide assistance to taxpayers concerning procedure and perform audits;
and

7. Out-of-state field offices perform audits for all taxes throughout the country from nine locations
throughout the United States.

INTERNAL SERVICES DIVISION
Essential Functions of the Internal Services Division:

1. Central accounting, which includes operating budget development, maintenance and reporting;
and

2. Employee resource team, which governs personnel activities, payroll, benefits, quality of the
environment and customer service.

TECHNOLOGY AND INFORMATION MANAGEMENT DIVISION

This division consists of information resources management, application design and development,
program management, program evaluation, operations, forms management, reporting, and technical
planning and support.

Essential Functions of the Technology and Information Management Division:

1. Application development, which includes system analysis, programming, database
administration and support;

2. Forms management, which includes review and performing the function of compliance with
federal and state law and managing electronic filing programs; and
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3. Technical planning and support, which includes technical support to the agency on software and
hardware issues, and which assists in application and development regarding technology-related issues.
REVENUE OPERATIONS DIVISION

This division includes collections (accounts receivable, central collections, field office advanced
collections), customer accounts, document processing, and data operations and information technology.
Essential Functions of the Revenue Operations Division:

1. Collections, which includes accounts receivable, central collections, advanced collection field
offices and customer accounts;

2. Document processing, which includes preparing tax information for processing, deposits and
records; and

3. Data entry, which includes entry of all tax forms, files, and databases, and which edits taxpayer
documents and mailing information.

This rule is intended to implement lowa Code sections 421.1, 421.2, 421.9, 421.14, 421.17, 422.1
and 422.72 and 2003 Iowa Acts, chapter 178, sections 66 through 121.

701—6.2(17A) Public inspection. Effective July 1, 1975, lowa Code section 17A.3(1)“c” and “d”
provides that the department shall index and make available for public inspection certain information.
Pursuant to this requirement the department shall:

1. Make available for public inspection all rules;

2. Make available for public inspection and index by subject all written statements of law or policy,
or interpretations formulated, adopted, or used by the department in the discharge of its functions;

3. Make available for public inspection and index by name and subject all final orders, decisions
and opinions.

Section 17A.3(1)“c” and “d” also excepts certain matters from the public inspection requirement:

Except as provided by constitution or statute, or in the use of discovery or in criminal cases,
the department shall not be required to make available for public inspection those portions of its
staff manuals, instructions or other statements issued by the department which set forth criteria or
guidelines to be used by its staff in auditing, in making inspections, in settling commercial disputes
or negotiating commercial arrangements, or in the selection or handling of cases such as operational
tactics or allowable tolerances or criteria for the defense, prosecution, or settlement of cases, when
the disclosure of such statements would: (1) enable law violators to avoid detection; or (2) facilitate
disregard of requirements imposed by law; or (3) give a clearly improper advantage to persons who are
in an adverse position to the state.

Identifying details which would clearly warrant an invasion of personal privacy or trade secrets
will be deleted from any final order, decision or opinion which is made available for public inspection
upon a proper showing by the person requesting such deletion as provided in rules 701—7.15(17A) and
7.42(17A).

Furthermore, the department shall not make available for public inspection or disclose information
deemed confidential under lowa Code sections 422.20 and 422.72.

Unless otherwise provided by statute, by rule or upon a showing of good cause by the person filing
a document, all information contained in any petition or pleading shall be made available for public
inspection.

All information accorded public inspection treatment shall be made available for inspection in the
office of the Policy Section, Compliance Division, Department of Revenue, P.O. Box 10457, Des Moines,
Iowa 50306, during established office hours.

These rules are intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts,
chapter 1202.

701—6.3(17A) Examination of records. Situations may occur that give rise to the need for state
officials, other officers, agents or employees of the state, or other persons based on a court subpoena
to review tax returns or information belonging to the department in order to fulfill duties and
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responsibilities or to assist in an investigation. However, there are guidelines that govern such reviews,
which are as follows:

6.3(1) Upon the express written approval of the director of revenue or administrator of the
compliance division, officers or employees of the state of lowa may examine state tax returns and
information belonging to the department to the extent required as part of their official duties and
responsibilities. Written approval will be granted in those situations where the officers or employees of
the state of lowa have (1) statutory authority to obtain information from the department of revenue and
(2) the information obtained is used for tax administration purposes. Where information is obtained
from the department of revenue on a regular basis, the director of revenue may enter into a formal
agreement with the state agency or state official who is requesting the information. The agreement will
cover the conditions and procedures under which specific information will be released. The following
persons do not need written approval from the director of revenue or the administrator of the compliance
division to examine state information and returns:

1. Assistant attorneys general assigned to the department of revenue.

2. Local officials acting as representatives of the state in connection with the collection of taxes
or in connection with legal proceedings relating to the enforcement of tax laws.

3. The child support recovery unit of the department of human services and other state agencies
and subdivisions of the state that are set forth in lowa Code section 422.17 as amended by 1999 ITowa
Acts, chapter 152, section 1, to secure a taxpayer’s name and address per the terms of an interagency
agreement. (Also see lowa Code section 252B.9)

4.  Workforce development department per the terms of an interagency agreement.

5. The legislative services agency regarding sample individual income tax information to be used
for statistical purposes. (Also see lowa Code section 422.72(1).)

6. The auditor of state, to the extent that the information is necessary to complete the annual audit
of the department as required by lowa Code section 11.2. (Also see Iowa Code section 422.72(1).)

Tax information and returns will not be released to officers and employees of the state who do not
meet the requirements set forth above. (See Letter Opinions, November 25, 1981, Richards to Bair,
Director of Revenue, and March 4, 1982, Richards to Johnson, Auditor, and Bair, Director of Revenue.)

The director may disclose state tax information, including return information, to tax officials of
another state or the United States government for tax administration purposes provided that a reciprocal
agreement exists which has laws that are as strict as the laws of lowa protecting the confidentiality of
returns and information.

6.3(2) The director of revenue must provide state tax returns and return information in response
to a subpoena issued by the court based on lowa R. Crim. P. 2.5 commanding the appearance before
the attorney general or an assistant attorney general if the subpoena is accompanied by affidavits from
such person and from a sworn peace officer member of the department of public safety affirming that
the information is necessary for the investigation of a felony violation of lIowa Code chapter 124,
“Controlled Substances,” or 706B, “Money Laundering.” Affidavits accompanying the subpoenas and
the information provided by the director of revenue must remain a confidential record and may only be
disseminated to a prosecutor, peace officer involved in the investigation, or to the taxpayer who filed
the information. In addition, the court in connection with the filing of criminal charges or institution of
a forfeiture action may also receive such confidential information.

A person who knowingly files a false affidavit with the director to secure information or who
divulges information received under this rule in any manner prohibited by this rule commits a serious
misdemeanor.

This rule is intended to implement Iowa Code sections 252B.9, 421.18, 421.19, 422.20, 422.72, and
452A.63.

701—6.4(17A) Copies of proposed rules. A trade or occupational association, which has registered
its name and address with the department of revenue, may receive, by mail, copies of proposed rules.
Registration of the association’s name and address with the department is accomplished by written
notification to the Administrator, Compliance Division, Department of Revenue, Hoover State Office
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Building, Fourth Floor, Des Moines, lowa 50319. In the written notification, the association must
designate, by reference to rule 701—7.36(421,17A), the type of proposed rules and the number of
copies of each rule it wishes to receive. If the association wishes to receive copies of proposed rules
not enumerated in rule 701—7.36(421,17A), it may make a blanket written request at the time of
registration or at any time prior to the adoption of such rules. A charge of 20 cents per single-sided page
shall be charged to cover the actual cost of providing each copy of the proposed rule. In the event the
actual cost exceeds 20 cents for a single-sided page, it will be billed accordingly.

This rule does not prevent an association which has registered with the department in accordance
with this rule from changing its designation of types of proposed rules or number of copies of proposed
rules which the association desires to receive. If an association makes such changed designation, it must
do so by written notification to the Administrator, Compliance Division, Department of Revenue, Hoover
State Office Building, Fourth Floor, Des Moines, lowa 50319.

This rule is intended to implement lowa Code section 17A.4 as amended by 1998 lowa Acts, chapter
1202.

701—6.5(17A) Regulatory analysis procedures. Any small business as defined in lowa Code section
17A.4A [1998 lowa Acts, chapter 1202, section 10] or organization of small businesses which has
registered its name and address with the department of revenue shall receive by mail a copy or copies
of any proposed rule which may have an impact on small business. Registration of the business’s or
organization’s name and address with the department is accomplished by written notification to the Policy
Section, Compliance Division, Department of Revenue, Hoover State Office Building, P.O. Box 10457,
Des Moines, lowa 50306. In the written notification, the business or organization must state that it wishes
to receive copies of rules which may have an impact on small business, the number of copies of each
rule it wishes to receive, and must also designate, by reference to rule 701—7.36(421,17A), the types
of proposed rules it wishes to receive. If the small business or organization of small businesses wishes
to receive copies of proposed rules not enumerated in rule 701—7.36(421,17A), it may make a blanket
written request at the time of registration or at any time prior to the adoption of the rules. A charge of
20 cents per single-sided page shall be imposed to cover the actual cost of providing each copy of the
proposed rule. In the event the actual cost exceeds 20 cents for a single-sided page, it will be billed
accordingly.

The administrative rules review committee, the administrative rules coordinator, at least 25 persons
signing that request who qualify as a small business, or an organization representing at least 25 such
persons may request issuance of a regulatory analysis by writing to the Policy Section, Compliance
Division, Department of Revenue, Hoover State Office Building, Des Moines, lowa 50319. The request
shall contain the following information: the name of the persons qualified as a small business and the
name of the small business or the name of the organization as stated in its request for registration and an
address; if a registered organization is requesting the analysis, a statement that the registered organization
represents at least 25 persons; the proposed rule or portion of the proposed rule for which a regulatory
analysis is requested; the factual situation which gives rise to the business’s or organization’s difficulties
with the proposed rule; any of the methods for reducing the impact of the proposed rule on small business
contained in Iowa Code section 17A.4A [1998 Towa Acts, chapter 1202, section 10] which may be
particularly applicable to the circumstances; the name, address and telephone number of any person or
persons knowledgeable regarding the difficulties which the proposed rule poses for small business and
other information as the business or organization may deem relevant.

This rule is intended to implement lowa Code section 17A.4A [1998 lowa Acts, chapter 1202].

701—6.6(422) Retention of records and returns by the department. The director may destroy any
records, returns, reports or communications of a taxpayer after they have been in the custody of the
department for three years, or at such later time when the statute of limitations for audit of the returns
or reports has expired. The director may destroy any records, returns, reports or communications of a
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taxpayer before they have been in the custody of the department for three years provided that the amount
of tax and penalty due has been finally determined.
This rule is intended to implement lowa Code section 422.68.

701—6.7(68B) Consent to sell. In addition to being subject to any other restrictions in outside
employment, self-employment or related activities imposed by law, an official of the department of
revenue may only sell, either directly or indirectly, any goods or services to individuals, associations, or
corporations subject to the authority of the department of revenue when granted permission subsequent
to completion and approval of an lowa department of revenue application to engage in outside
employment. The application to engage in outside employment must be approved by the official’s
immediate supervisor, division administrator, and the administration division administrator. Approval
to sell may only be granted when conditions listed in Iowa Code section 68B.4 are met.
This rule is intended to implement lowa Code section 68B.4.

701—6.8(421) Tax return extension in disaster areas. Ifa natural disaster is declared by the governor
in any area of the state, the director may extend for a period of up to one year the due date for the filing of
any tax return and may suspend any associated penalty or interest that would accrue during that period of
time for any affected taxpayer whose principal residence or business is located in the covered area if the
director determines it necessary for the efficient administration of the tax laws of this state. The director
will notify the public of any possible extensions of tax filings as well as possible suspensions of penalty
and interest. Notification will be made through different means available to the director including, but
not limited to, press releases, media information, and the department's Web site. Persons eligible for
extension shall notify the director that they qualify and shall include a notation of the reason for the
extension request on the tax return.
This rule is intended to implement 2008 Iowa Acts, Senate File 2400.
[Filed July 1, 1975]
[Filed emergency 4/28/78—published 5/17/78, effective 4/28/78]
[Filed 5/9/80, Notice 4/2/80—published 5/28/80, effective 7/2/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 4/23/81, Notice 3/18/81—published 5/13/81, effective 6/17/81]
[Filed 7/16/82, Notice 6/9/82—published 8/4/82, effective 9/8/82]
[Filed 8/12/83, Notice 7/6/83—published 8/31/83, effective 10/5/83]
[Filed 4/5/85, Notice 2/27/85—published 4/24/85, effective 5/29/85]
[Filed 10/4/85, Notice 8/28/85—published 10/23/85, effective 11/27/85]
[Filed 9/18/87, Notice 8/12/87—published 10/7/87, effective 11/11/87]
[Filed 11/21/90, Notice 10/17/90—published 12/12/90, effective 1/16/91]
[Filed 9/27/91, Notice 8/21/91—published 10/21/91, effective 11/20/91]
[Filed 9/17/99, Notice 8/11/99—published 10/6/99, effective 11/10/99]
[Filed 11/24/99, Notice 10/20/99—published 12/15/99, effective 1/19/00]
[Filed 3/26/04, Notice 2/18/04—published 4/14/04, effective 5/19/04]
[Filed 10/31/08, Notice 9/24/08—published 11/19/08, effective 12/24/08]
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CHAPTER 7
PRACTICE AND PROCEDURE BEFORE THE

DEPARTMENT OF REVENUE
[Prior to 12/17/86, Revenue Department[730]]

DIVISION I
INFORMAL, FORMAL, ADMINISTRATIVE AND JUDICIAL REVIEW PROCEDURES
APPLICABLE TO CONTESTED CASES AND OTHER PROCEEDINGS
COMMENCED PRIOR TO JULY 1, 1999

701—7.1(17A) Definitions. As used in the rules contained herein the following definitions apply, unless
the context otherwise requires:

“Act” means the lowa administrative procedure Act.

“Administrative law judge” means the person assigned to preside over a proceeding whether that be
the director or an administrative law judge appointed according to lowa Code chapter 17A.

“Agency” means each board, commission, department, officer, or other administrative office or unit
of the state.

“Contested case” means a proceeding, including licensing, in which the legal rights, duties or
privileges of a party are required by constitution or statute to be determined by an agency after an
opportunity for an evidentiary hearing.

“Department” means the lowa department of revenue.

“Department of inspections and appeals” means the state department created by lowa Code chapter
10A.

“Director” means the director of the department or the director’s authorized representative.

“Division of appeals and fair hearings” means the division of the department of inspections and
appeals responsible for holding contested case proceedings which are authorized by lowa Code chapter
10A.

“License” means the whole or a part of any permit, certificate, approval, registration, charter, or
similar form of permission required by statute.

“Licensing ” means the agency process respecting the grant, denial, renewal, revocation, suspension,
annulment, withdrawal, or amendment of a license.

“Motion” has the same meaning as the term is defined in Iowa R. Civ. P. 1.431.

“Party” means each person or agency named or admitted as a party, or properly seeking and entitled
as of right to be admitted as a party, including intervenors.

“Person” means any individual, estate, trust, fiduciary, partnership, corporation, association,
governmental subdivision, or public or private organization of any character or any other person
covered by the Act other than an agency.

“Petition” means application for declaratory ruling, initiation of rule-making proceedings or
document filed in licensing.

“Pleadings” means protest, answer, reply or other similar document filed in a contested case
proceeding.

“Presiding administrative law judge” means the administrative law judge who presides at the
evidentiary hearing on the contested case.

“Proceeding” means licensing, rule making, declaratory rulings, contested cases, informal
procedures.

“Protester” means any person entitled to file a protest which can culminate in a contested case
proceeding.

“Review unit” means the unit composed of department employees designated by the director and
the attorney general’s staff who have been assigned by the director to review protests filed by taxpayers.

Unless otherwise specifically stated, the terms used in these rules promulgated by the department
shall have the meaning defined by the Act.

This rule is intended to implement lowa Code sections 10A.202(1m), 17A.22 and 421.14.
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701—7.2(17A) Scope of rules. The rules contained in this chapter pertaining to practice and procedure
are designed to implement the requirements of the Act and aid in the effective and efficient administration
and enforcement of the tax laws of this state. These rules shall govern the practice, procedure and conduct
of informal proceedings, contested case proceedings, licensing, rule making, and declaratory rulings
involving:

1. Sales tax—Ilowa Code sections 422.42 to 422.59.

Use tax—chapter 423.

Individual and fiduciary income tax—sections 422.4 to 422.31 and 422.110 to 422.112.
Franchise tax—sections 422.60 to 422.66.

Corporate income tax—sections 422.32 to 422.41 and 422.110 to 422.112.
Withholding tax—sections 422.16 and 422.17.

Estimated tax—sections 422.16, 422.17 and 422.85 to 422.92.

Motor fuel tax—chapter 452A.

9. Property tax—chapters 421, 425, 426A, 427, 427A, 428, 428A and 433 to 441.

10. Cigarette and tobacco tax—chapters 421B and 453A.

11. Inheritance, generation skipping transfer and estate tax—chapters 450, 450A, 450B and 451.

12. Local option taxes—chapter 422B.

13. Hotel and motel tax—chapter 422A.

14. Drug excise tax—chapter 453B.

15. Automobile rental excise tax—chapter 422C.

16. Environmental protection charge—chapter 424.

17. Other taxes as may be assigned to the department from time to time.

As the design of these rules is to facilitate business and advance justice, any rule contained herein,
unless otherwise provided by law, may be suspended or waived by the department to prevent undue
hardship in any particular instance or to prevent surprise or injustice.

This rule is intended to implement Iowa Code chapter 17A.

I

701—7.3(17A) Business hours. The principal office of the department in the Hoover State Office
Building in Des Moines, lowa, shall be open between the hours of 8 a.m.to 4:30 p.m. each weekday
except Saturdays, Sundays and legal holidays as prescribed in lowa Code section 4.1(34), for the
purpose of receiving protests, pleadings, petitions, motions, requests for public information, copies of
official documents, or for the opportunity to inspect public records.

All documents or papers required to be filed with the department by these rules shall be filed with the
administrative law judge in the principal office of the department in the Hoover State Office Building, Des
Moines, lowa 50319. Requests for public information or copies of official documents or the opportunity
to inspect public records shall be made in the director’s office at the department’s principal office.

701—7.4(17A) Computation of time, filing of documents. In computing any period of time prescribed
or allowed by these rules or by an applicable statute, the day of the act, event or default from which the
designated period of time begins to run shall not be included. The last day of the period so computed
shall be included, unless it is a Saturday, Sunday or legal holiday, in which event the period runs until
the end of the next day which is not a Saturday, Sunday or legal holiday. Legal holidays are prescribed
in Iowa Code section 4.1(34).

All documents or papers required to be filed with the department shall be considered as timely
filed if they are either received by the department’s principal office or are postmarked for delivery to
the department’s principal office within time limits as prescribed by law or by rules or orders of the
department.

In all cases where the time for the filing of a protest or the performance of any other act shall be fixed
by law, the time so fixed by law shall prevail over the time fixed in these rules.



IAC 7/15/09 Revenue[701] Ch7,p.3

701—7.5(17A) Form and style of papers. All pleadings, petitions, briefs and motions or other
documents filed with the department shall be typewritten, shall have a proper caption, and a signature
and copies as herein provided or as specified in some other rule.

7.5(1) Papers shall be typed on only one side of plain white paper. Pleadings, petitions, motions,
orders and any other papers allowed or required to be filed by these rules may be on any size paper.
Citations should be underscored.

7.5(2) The proper caption shall be placed in full upon the first paper filed.

7.5(3) The signature of the petitioner, party, or authorized representative shall be subscribed in
writing to the original of all pleadings, petitions, briefs or motions and shall be an individual and not a
firm name except that the signature of a corporation shall be the name of the corporation by one of its
active officers. The name and mailing address of the party or the party’s representative actually signing
shall be typed or printed immediately beneath the written signature. The signature shall constitute
a certification that the signer has read the document; that to the best of the signer’s knowledge,
information and belief every statement contained in the document is true and no such statement is
misleading; and that it is not interposed for delay.

A taxpayer or the taxpayer’s representative using E-mail or other electronic means to submit an
income tax return, a sales tax or use tax return, a return for any other tax administered by the department,
an application for a sales tax permit or other permit, a deposit form for remitting withholding tax or other
taxes administered by the department, or any other document to the department may use an electronic
signature or a signature designated by the department in lieu of a handwritten signature. To the extent
that a taxpayer or the taxpayer’s representative submits a tax return, deposit document, application or
other document by E-mail or other electronic means to the department with an electronic signature or
signature designated by the department, the taxpayer should include in the record of the document the
taxpayer’s federal identification number so that the taxpayer’s identity is established. For purposes of
this rule, “electronic signature” means an electronic sound, symbol, or process attached to or logically
associated with a tax return, deposit document, or other document filed with the department and executed
or adopted by a person with the intent to sign the return, deposit document, or other document filed with
the department. For purposes of this rule, “signature designated by the department” means a symbol or
other information provided by the department to the taxpayer or the taxpayer’s representative that is to
serve instead of the handwritten signature of the taxpayer.

In a situation where the taxpayer or the taxpayer’s representative has submitted a return or other
document to the department by E-mail, the taxpayer should include the taxpayer’s E-mail address in the
record of the document. However, notwithstanding the above information, a taxpayer may not submit a
tax return or other document to the department with an electronic signature when a handwritten signature
is required with the return or document by federal or state law.

7.5(4) Every pleading (other than protest) or motion or brief shall bear proof of service upon the
opposing party as provided by the lowa Rules of Civil Procedure.

7.5(5) Except as otherwise provided in these rules or ordered by the department, an original copy
only of every pleading, brief, motion or petition shall be filed.

7.5(6) All copies shall be clear and legible but may be on any weight paper.

Upon motion of an opposing party or on its own, the department may, in its discretion, if a person
or party has failed to comply with this rule, require such person or party to follow the provisions of this
rule pointing out the defects and details needed to comply with the rule prior to filing.

This rule is intended to implement lowa Code chapters 17A and 554D and section 421.17.

701—7.6(17A) Persons authorized to practice before the department. Due to the complex questions
involved and the technical aspects of taxation, persons are encouraged to seek the aid, advice, assistance
and counsel of practicing attorneys and certified public accountants.

The right to practice before the department in connection with any proceeding shall be limited to the
following classes of persons:

1. Taxpayers who are natural persons representing themselves.

2. Attorneys duly qualified and entitled to practice in the courts of the state of lowa.
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3. Attorneys who are entitled to practice before the highest court of record of any other state and
who have complied with lowa Ct.R. 31.14.

4.  Accountants who are authorized, permitted, or licensed under lowa Code chapter 542C.

5. Duly authorized directors or officers of corporations representing the corporation of which they
are respectively a director or officer, excluding attorneys who are acting in the capacity of a director or
officer of a corporation and who have not met the requirements of the third classification above.

6. Partners representing their partnership.

7.  Fiduciaries.

8.  Government officials authorized by law.

9. Enrolled agents, currently enrolled under 31 CFR §10.6 for practice before the Internal Revenue
Service, representing a taxpayer in proceedings under division II, lowa Code chapter 422.

Any person appearing in any proceeding before the department on behalf of another must have on
file with the department a power of attorney.

No person who has served as an official or employee of the department shall within a period of
two years after the termination of such service or employment appear before the department or receive
compensation for any services rendered on behalf of any person, firm, corporation, or association in
relation to any case, proceeding, or application with respect to which the person was directly concerned
and in which the person personally participated during the period of service or employment.

This rule is intended to implement Iowa Code chapter 17A.

701—7.7(17A) Resolution of tax liability. Unless a proper protest has been filed as provided hereinafter,
persons interested in any tax liability, refund claim, licensing or any other tax matters shall discuss the
resolution of such matters with appropriate personnel as designated by the billing.

In the event that a proper protest has been filed as provided hereinafter, the appropriate department
personnel, when authorized by the review unit, shall have the authority to discuss the resolution of any
matter in the protest either with the protester or the protester’s representative. The appropriate personnel
shall report their activities in this regard to the review unit and the unit shall be authorized to approve or
reject any recommendations made by the appropriate personnel to resolve a protest.

This rule is intended to implement Iowa Code chapter 17A.

701—7.8(17A) Protests. Any person wishing to contest an assessment, denial of refund claim, or any
other department action, except licensing, which may culminate in a contested case proceeding shall
file a protest, in writing, with the department within the time prescribed by the applicable statute or rule
for filing notice of application to the director for a hearing. The protest must be either delivered to the
department by United States Postal Service, by ordinary, certified, or registered mail, directed to the
attention of the administrative law judge, personally delivered to the office of the administrative law
judge, or be served on the department by personal service during business hours. For the purpose of
mailing, a protest is considered filed on the date of the postmark. It is considered filed the date personal
service or personal delivery to the office of the administrative law judge is made. See lowa Code section
622.105 for the evidence necessary to establish proof of mailing. The period for appealing agency action
relating to refund claims is the same statutory period for contesting an assessment. For assessments
issued before January 1, 1995, the time period for filing a protest to an assessment cannot be extended
by filing a refund claim. Failure to timely file a written protest will be construed as a waiver of opposition
to the matter involved unless on the director’s own motion, pursuant to statutory authority, the power of
abatement is exercised. The review unit may seek dismissal of protests which are not in the proper form
as provided by this rule. See subrule 7.11(2) for dismissals.

For refund claims filed on or after January 1, 1995, if the department has not granted or denied a
refund claim within six months of filing the claim, the refund claimant may file a protest. Even though
a protest is so filed, the department is entitled to examine and inspect the refund claimant’s records to
verify the refund claim.

Notwithstanding the above, the taxpayer who fails to timely protest an assessment issued on or after
January 1, 1995, may contest the assessment by paying the whole assessed tax, interest, and penalty
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and by filing a refund claim within the time period provided by law for filing such claim. However,
in the event that such assessment involves divisible taxes, which are not timely protested, namely,
an assessment which is divisible into a tax on each transaction or event, the taxpayer can contest the
assessment by paying a portion of the assessment and filing a refund claim within the time period
provided by law. In this latter instance, the portion paid must represent any undisputed portion of the
assessment and must also represent the liability on a transaction or event for which, if the taxpayer is
successful in contesting the portion paid, the unpaid portion of the assessment would be canceled. Flora
v. United States, 362 U.S. 145, 4 L.Ed. 2d 623, 80 S.Ct. 630 (1960); Higginbotham v. United States, 556
F.2d 1173 (4th Cir. 1977); Steele v. United States, 280 F.2d 89 (8th Cir. 1960); Stern v. United States,
563 F. Supp. 484 (D.Nev. 1983); Drake v. United States, 355 F. Supp. 710 (E.D. Mo. 1973). Any such
protest filed is limited to the issues covered by the amounts paid for which a refund was requested and
denied by the department. Thereafter, if the department does not grant or deny the refund within six
months of the filing of the refund claim or if the department denies the refund, the taxpayer may file a
protest as authorized by this rule.

All of the taxes administered by the department can be divisible taxes, except individual income tax,
fiduciary income tax, corporation income tax, and franchise tax. The following noninclusive examples
illustrate the application of the divisible tax concept.

EXAMPLE A: X is assessed withholding income taxes, penalty and interest, as a responsible party on
eight employees. X fails to timely protest the assessment. X contends that X is not a responsible party.
If X is a responsible party, X was required to make monthly deposits of the withholding taxes. In this
situation, the withholding taxes are divisible. Therefore, X can pay an amount of tax, penalty and interest
attributable to one employee for one month and file a refund claim within the time period provided by
law since if X is successful on the refund claim the remaining unpaid portion of the assessment would
be canceled.

EXAMPLE B: Y is assessed sales tax, interest, and penalty for electricity purchased and used to power
a piece of machinery in Y’s manufacturing plant. Y fails to timely protest the assessment. Y was billed
monthly for electricity by the power company to whom Y had given an exemption certificate. Y contends
that the particular piece of machinery is used directly in processing tangible personal property for sale and
that, therefore, all of the electricity is exempt from sales tax. In this situation, the sales tax is divisible.
Therefore, Y can pay an amount of tax, penalty and interest attributable to one month’s electrical usage
in that machinery and file a refund claim within the time period provided by law since if Y is successful
on the refund claim the remaining unpaid portion of the assessment would be canceled.

The protest shall be brought by and in the name of the interested or affected person or by and in the
full descriptive name of the fiduciary legally entitled to institute a proceeding on behalf of the person or
by an intervenor in contested case proceedings. In the event of a variance in the name set forth in the
protest and the correct name, a statement of the reason for the discrepancy shall be set forth in the protest.

A protest which is filed shall contain:

7.8(1) A caption in the following form:

BEFORE THE IOWA STATE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF *
(state taxpayer’s name, address and * PROTEST
designate type of proceeding, e.g., * DOCKET NO.

income tax refund claim) * (filled in by Department)
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7.8(2) Substantially state in separate numbered paragraphs the following:

a.  Proper allegations showing:

(1) Date of assessment.

(2) Date of refund denial.

(3) Whether, for assessments issued on or after January 1, 1995, protester failed to timely appeal
the assessment and, if so, the date of payment and the date of filing the refund claim.

(4) Whether, for refund claims filed on or after January 1, 1995, the protest involves the appeal of
a refund claim after six months from the date of filing the refund claim because the department failed to
deny the claim.

(5) Attach a copy of the assessment, refund claim, and refund denial.

(6) Other items that the protester wishes to bring to the attention of the department.

b.  The type of tax, the taxable period or periods involved and the amount in controversy;

c.  List each error alleged to have been committed in a separate paragraph. For each error listed,
provide an explanation of the error and all relevant facts related to the error;

d.  Refer to any particular statute or statutes and any rule or rules involved, if known;

e. Description of records or documents which were not available or were not presented to
department personnel prior to the filing of the protest, if any, and provide copies of any records or
documents that were not previously presented to the department;

/- Any other matters deemed relevant and not covered in the above paragraphs;

g The desire of protester to waive informal or contested case proceedings if it is desired; unless
the protester so indicates a waiver, informal procedures will be initiated;

h. A statement setting forth the relief sought by protester;

i.  The signature of the protester or that of the protester’s representative, the addresses of the
protester and of the protester’s representative, and the telephone number of the protester or the protester’s
representative.

j. Attach a copy of power of attorney for protester’s representative.

Upon receipt of the protest, the administrative law judge shall docket the protest in a docket kept
for that purpose and shall assign a number to the case which number shall be placed on all subsequent
pleadings filed in the case. An original and two copies of the protest shall be filed.

The protester may amend the protest at any time prior to the commencement of the evidentiary
hearing. The department can request that protester amend the protest for purposes of clarification.

7.8(3) Denial of renewal of vehicle registration or denial of issuance or renewal, or suspension of
driver’s license. A person who has had an application for renewal of vehicle registration denied or has
been denied the issuance of a driver’s license or the renewal of a driver’s license, or has had a driver’s
license suspended may file a protest with the department if the denial of the issuance or renewal or the
suspension is because the person owes delinquent taxes.

The issues raised in a protest by the person, which are limited to a mistake of fact, may include but
are not limited to:

1. The person has the same name as the obligor but is not the correct person.

2. The amount in question has been paid.

3. The person has made arrangements with the department to pay the amount.

701—7.9(17A) Identifying details. Any person may, at any time, petition the administrative law judge
to delete identifying details concerning the person from any document relating to any proceedings as
defined in rule 701—7.1(17A), prior to disclosure to members of the public.

If the petition concerns information which is not a part of a contested case, the petition shall be in
the form of a request to delete identifying details; if part of a contested case, the petition shall be in the
form of a motion to delete identifying details. All motions to delete shall conform to subrule 7.17(3).

The motion or request shall contain the following:

1. The name of the person requesting deletion and the docket number of the proceeding, if
applicable.
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2. The legal basis for their request for deletion; such as, release of the material would be a clearly
unwarranted invasion of personal privacy or the material is a trade secret or of advantage to competitors.
A corporation may not claim an unwarranted invasion of privacy.

3. A precise description of the document, report or other material in the possession of the
department from which the deletion is sought, and a precise description of the information to be deleted.
If deletion is sought from more than one document, each document and the materials sought to be
deleted from it shall be listed in separate paragraphs. Also contained in each separate paragraph shall be
a statement of the legal basis for the deletion requested in that paragraph, such as, the material sought
to be deleted is a trade secret or its release would give advantage to competitors and serve no public
purpose.

4.  An affidavit in support of deletion must accompany each motion or request. The affidavit must
be sworn to by a person familiar with the facts asserted within it and shall contain a clear and concise
explanation of the facts justifying deletion, not merely the legal basis for deletion.

5. All affidavits shall contain a general statement that the information sought to be deleted is not
available to the public from any source or combination of sources, direct or indirect, and if the grounds
for deletion is that the release of information would give advantage to competitors, the general statement
that the release would serve no public purpose.

A ruling on a request or motion shall not become the final decision of the department until 30 days
after the date of the ruling unless there is an appeal to, or review on motion of, the director within 30
days of the date of the ruling.

701—7.10(17A) Docket. The administrative law judge shall maintain a docket of all proceedings
and each of the proceedings shall be assigned a number. Every matter coming within the purview of
these rules shall be assigned a docket number which shall be the official number for the purposes of
identification. Upon receipt of a protest, petition for declaratory ruling or petition to initiate rule-making
proceedings, the proceeding will be docketed and assigned a number, and the parties notified thereof.
The number shall be placed by the parties on all papers thereafter filed in the proceeding.

701—7.11(17A) Informal procedures and dismissals of protests.

7.11(1) Informal procedures. Persons are encouraged to utilize the informal procedure provided
herein so that a settlement may be reached between the parties without the necessity of initiating
contested case proceedings. Therefore, unless the protester indicates a desire to waive the informal
procedures in the protest or the department waives informal procedures upon notification to the protester,
such informal procedures will be initiated as herein provided upon the filing of a proper protest.

a.  Review unit. A review unit is created within the department and, subject to the control of the
director, the unit will:

(1) Review and evaluate the validity of all protests made by taxpayers from the agency action.

(2) Determine the correct amount of tax owing or refund due.

(3) Determine the best method of resolving the dispute between the protester and the department.

(4) Assign protests to the appropriate divisions or sections of the department for resolution.

(5) Take further action regarding the protest, including any additions and deletions to the audit,
as may be warranted by the circumstances to resolve the protest, including a request for an informal
conference.

(6) Determine whether the protest complies with rule 701—7.8(17A) and request any amendments
to the protest or additional information.

After assignment of the protest, the section or division responsible may concede any items contained
in the protest which it determines should not be controverted by the department. If the protester has
not waived informal procedures, the section or division responsible may request the protester and the
protester’s representative, if any, to attend an informal conference with the responsible section or division
to explore the possibility of reaching a settlement without the necessity of initiating contested case
proceedings or of narrowing the issues presented in the protest if no settlement can be made.
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If informal procedures have been waived, findings dealing with the issues raised in the protest may
be issued unless the issues may be more expeditiously determined in another manner or it is determined
that findings are unnecessary. The protester will be notified of the decision on the issues in controversy.

Nothing herein will prevent the section or division responsible and the protester from mutually
agreeing on the manner in which the protest will be informally reviewed.

b.  Settlements. If a settlement is reached during informal procedures, the administrative law judge
shall be notified. The administrative law judge shall issue an order and serve it upon all parties which
order shall set forth that a settlement was reached and shall terminate the case.

7.11(2) Dismissal of protests.

a.  Whether informal procedures have been waived or not, the failure of the protester to timely
file a protest or to pursue the protest may be grounds for dismissal of the protest by the administrative
law judge. If informal procedures have not been waived, the failure of the protester to present evidence
or information requested by the review unit shall constitute grounds for the administrative law judge to
dismiss the protest. For purposes of this subrule, an evasive or incomplete response will be treated as a
failure to present evidence or information. The failure of protester to file a protest in the format required
by rule 7.8(17A) may be grounds for dismissal of the protest by the administrative law judge.

b.  If the department seeks to have the protest dismissed, the review unit shall file a motion to
dismiss with the office of the administrative law judge and serve a copy of the motion on protester.
Protester may file a resistance to the motion within 20 days of the date of service of the motion. If
no resistance is so filed, the administrative law judge shall immediately enter an order dismissing the
protest. If a resistance is filed, the review unit has 10 days from the date of the filing of the resistance
to decide whether to withdraw its motion and so notify the administrative law judge and protester. If
no such notice is issued by the review unit within the 10-day period, the administrative law judge shall
issue a notice for a contested case proceeding on the motion as prescribed by rule 7.14(17A) except that
the issue of the contested case proceeding shall be limited to the question of whether the protest shall be
dismissed. Thereafter, the rules of the department pertaining to contested case proceedings shall apply
in such dismissal proceedings.

c¢. If amotion to dismiss is filed and is unresisted, a protest so dismissed may be reinstated by the
administrative law judge for good cause shown if an application for reinstatement is filed with the office
of the administrative law judge within 30 days of the date the protest was dismissed. The application
shall set forth all reasons and facts upon which the protester relies in seeking reinstatement of the protest.
The review unit shall review the application and notify the protester whether the application is granted or
denied. Ifthe review unit denies the application to reinstate the protest, the protester has 30 days from the
date the application for reinstatement was denied in which to request, in writing, a formal hearing before
the administrative law judge on the reinstatement. When a written request is received, the administrative
law judge shall issue a notice as prescribed in rule 7.14(17A) except that the issue of the contested case
proceeding shall be limited to the question of whether the protest shall be reinstated. Thereafter, the rules
of the department pertaining to contested case proceedings shall apply in such reinstatement proceedings.

d.  Once contested case proceedings have been commenced, whether informal proceedings have
been waived or not, it shall be grounds for a motion to dismiss that a protester has either failed to diligently
pursue the protest or refuses to comply with requests for discovery set forth in rule 7.15(17A).

701—7.12(17A) Answer. The department may, in lieu of findings, file an answer. When findings are
issued, the department will file an answer within 30 days of receipt of written notification from protester
stating disagreement with the findings. The answer shall be filed with the department’s administrative
law judge.

In the event that the protester does not so respond in writing to the findings issued on matters covered
by subrule 7.11(1) within 30 days after being notified, the department may seek dismissal of the protest
pursuant to subrule 7.11(2).

The answer of the department shall be drawn in a manner as provided by the lowa rules of civil
procedure for answers filed in Iowa district courts.
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Each paragraph contained in the answer shall be numbered to correspond, where possible, with the
paragraphs of the protest. An original copy only of the answer shall be filed with the administrative law
judge and shall be signed by the department’s counsel or representative.

The department shall forthwith serve a copy of the answer upon the representative of record, or
if there is no representative of record then upon the protester, and shall file proof of service with the
administrative law judge at the time of filing of the answer. The department may amend its answer at
any time prior to the commencement of the evidentiary hearing.

The provisions of rule 7.12(17A) shall be considered as a part of the informal procedures since a
contested case proceeding, at the time of filing the answer, has not yet commenced. However, an answer
shall be filed pursuant to this rule whether or not informal procedures have been waived by the protester
or the department.

Notwithstanding the above portions of this rule, if a taxpayer, who has filed a protest on or after
January 1, 1995, makes a written demand for a contested case proceeding, as authorized by subrule
7.14(2), after a period of six months from the filing of a proper protest, the department shall file its
answer within 30 days after receipt of the demand. If the department fails to file its answer within this
30-day period, interest shall be suspended, if the protest involves an assessment, from the time that the
department was required to answer until the date that the department files its answer and, if the protest
involves a refund, interest shall accrue on the refund at double the rate from the time the department was
required to answer until the date that the department files its answer.

This rule is intended to implement lowa Code sections 10A.202(1) “m, "17A.22, 421.14 and 421.60.

701—7.13(17A) Subpoenas. Prior to the commencement of a contested case, the department shall have

the authority to subpoena books, papers, records and shall have all other subpoena powers conferred

upon it by law. Subpoenas in this case shall be issued by the department’s administrative law judge.
This rule is intended to implement lowa Code sections 10A.202(1) “m, "17A.22 and 421.14.

701—7.14(17A) Commencement of contested case proceedings.

7.14(1) Payment of tax or bond required prior to contested case proceedings for assessments made
prior to January 1, 1991.

a. Effective date—payment or bond required. Effective for contested case proceedings for unpaid
tax, penalty, interest, or fees commenced in response to assessments made on or after January 1, 1987, and
priorto January 1, 1991, the taxpayer must pay prior to the commencement of contested case proceedings,
all of the assessed tax, penalty, interest, or fees or, upon a showing of good cause, a bond may be posted
in lieu of payment of the amount of the assessment that is in dispute.

b.  Cases applicable. The provisions of this subrule only apply to those contested case proceedings
where a tax, penalty, interest, or fees, or any combination of them, which has not been previously paid
prior to the commencement of contested case proceedings, is at issue.

c.  Cases not applicable. This subrule does not apply to protest proceedings involving only the
denial of refund claims. Nor does this subrule apply to a taxpayer’s appeal or protest pending in informal
procedures involving an unpaid tax, penalty, interest, or fees.

d.  Time disputed tax, penalty, interest, or fees must be paid. Unless a bond has been posted as
provided in subrule 7.14(1), paragraph “f,” all of the disputed tax, penalty, interest, or fees assessed
computed to the date of payment must be paid in full, within 30 days after the date the answer is filed by
the department. Undisputed amounts are not eligible for a bond and must be paid with the payment of
the disputed amount, or with the posting of the bond.

e.  Payment deemed made under protest. Unless the taxpayer declares otherwise in writing, the
payment of that portion of the assessed tax, penalty, interest, or fees in dispute after the filing of the
department’s answer, shall be deemed to have been paid under protest and, if upon resolution of the
protest, the amount paid is in excess of the correct tax, penalty, interest, or fees due, the excess shall be
refunded to the taxpayer or other persons entitled with interest as provided by law, subject to any right
of offset.
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f Bond in lieu of payment. Within 30 days after the date the answer is filed by the department,
and upon filing an application showing good cause, the taxpayer may, in lieu of payment, post a bond
securing the payment of that portion of the assessed tax, penalty, interest, or fees which is in dispute
accrued to the date the bond is posted. A taxpayer is not permitted to refuse to pay the portion of the
assessed amount not in dispute until all disputed issues have been resolved. The uncontested portion of
the assessment must be paid and a bond is only permitted to be posted in lieu of payment of the amount
in dispute. The bond shall be payable to the department for the use of the state of lowa and shall be
conditioned upon the full payment of the tax, penalty, interest, or fees that are found to be due which
remain unpaid upon the resolution of the contested case proceedings. The bond shall be for the full
amount of the assessed tax, penalty, interest, or fees that is in dispute, computed to the day the bond is
posted. Provided upon application of the taxpayer or the department, the department’s administrative
law judge may, upon hearing, fix a greater or lesser amount to reflect changed circumstances, but only
after ten days’ prior notice is given to the department or the taxpayer as the case may be.

g Type of bond. A personal bond, without a surety, is only permitted if the taxpayer posts with
the department’s administrative law judge, cash, a cashier’s check, a certificate of deposit, or other
marketable securities with a readily ascertainable value which is equal in value to the total amount of
the bond required. If a surety bond is posted, the surety on the bond may be either personal or corporate.
The provisions of this subrule and Iowa Code chapter 636 relating to personal and corporate sureties
shall govern.

h.  Procedure for posting bond. In the event the taxpayer desires to post bond in lieu of payment
of the amount of the tax, penalty, interest, or fees claimed to be due which is in dispute, an application in
writing, together with the bond must be filed with the administrative law judge within 30 days after the
department’s answer is filed. The application must state the reasons why good cause exists for posting
a bond in lieu of payment. A copy of the application with a copy of the bond attached must be given
the department’s representative by ordinary mail and thereafter if the taxpayer and the department agree
on the bond, it shall be approved by the administrative law judge. If an agreement on the bond is not
reached and the department has not filed with the administrative law judge written objections to granting
the bond within ten days after the postmark date of the notice of application, the administrative law judge
shall approve the bond, if the bond is otherwise in proper form and in compliance with the law. In the
event objections are filed by the department, the administrative law judge shall set the objections down
for hearing with written notice to be given the taxpayer and the department at least ten days prior to the
hearing. If upon hearing the department’s objections are overruled, the bond shall be approved. If the
objections are sustained, and the taxpayer fails to pay the amount of the tax, penalty, interest, or fees
claimed to be due or cure the bond defects, if permitted by the administrative law judge’s order, within
30 days after the administrative law judge’s decision, the protest shall be dismissed and the dismissal
shall be with prejudice, if the time for protesting the department action has elapsed.

i.  Reasons constituting good cause. The financial hardship of the taxpayer as evidenced by the
books and records of the taxpayer is an example of a good cause for posting a bond in lieu of paying the
tax, penalty, interest, or fees in dispute. In addition, posting of a bond will be allowed upon agreement
of the protester and the department.

j. Form of surety bond. The surety bond posted shall be in substantially the following form:
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BEFORE THE IOWA STATE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING

DES MOINES, IOWA
IN THE MATTER OF *

SURETY BOND
(Taxpayer’s Name,
Address and designate *
proceeding, e.g., income,

sales, etc.)
* DOCKET NO.

KNOW ALL PERSONS BY THESE PRESENTS:
That we (taxpayer) as principal, and (surety) , as surety, of the county of
, and State of lowa, are held and firmly bound unto the lowa Department of Revenue for
the use of the State of Iowa, in the sum of $ dollars, lawful money of the United States,
for the payment of which sum we jointly and severally bind ourselves, our heirs, devisees, successors
and assigns firmly by these presents. The condition of the foregoing obligations are, that, whereas the
above named principal has protested an assessment of tax, penalty, interest, or fees or any combination
of them, made by the Iowa Department of Revenue, now if the principal shall promptly
pay the amount of the assessed tax, penalty, interest, or fees found to be due upon the resolution of the
contested case proceedings, then this bond shall be void, otherwise to remain in full force and effect.
Dated the day of , 20

Principal

Surety

Surety
(corporate acknowledgment if surety is a corporation)

AFFIDAVIT OF PERSONAL SURETY

STATE OF IOWA
SS.
COUNTY OF )

I hereby swear or affirm that [ am a resident of lowa and am worth beyond my debts the amount set
opposite my signature below in the column entitled, “Worth Beyond Debts”, and that I have property
in the State of Iowa, liable to execution equal to the amount set opposite my signature in the column
entitled “Property in Iowa Liable to Execution”.

Worth Property in Iowa
Signature Beyond Debts Liable to Execution
$ $
Surety (type name)
$ $

Surety (type name)
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Subscribed and sworn to before me the undersigned Notary Public this
, 20

day of

(Seal) Notary Public in and
for the State of Iowa

k. Duration of bond. The bond shall remain in full force and effect until the conditions of the bond
have been fulfilled or until the bond is otherwise exonerated by the administrative law judge.

I Exoneration of the bond. Upon conclusion of the contested case administrative proceedings,
the bond shall be exonerated by the administrative law judge when any of the following events occur:
upon full payment of the tax, penalty, interest, or fees found to be due; upon filing a bond for the purposes
of judicial review; or if no additional tax, penalty, interest, or fees are found to be due that have not been
previously paid, upon entry of the order resolving the contested case proceedings.

m. Failure to pay amount found to be due. If upon resolution of the contested case proceedings,
the taxpayer fails to pay the tax, penalty, interest, or fees assessed or found to be due, the bond shall be
forfeited by the administrative law judge and the department may sell or liquidate any property posted
by the taxpayer, or bring suit against the surety on the bond and apply the amount recovered to the tax,
penalty, interest, or fees due. Any excess over the amount due shall be refunded to the taxpayer or other
persons entitled as provided by law, subject to any right of offset.

n.  Dismissal of protest—failure to pay or post bond. The administrative law judge must dismiss
the protest in the following circumstances:

(1) If the taxpayer fails to pay the amount of the assessed tax, penalty, interest, or fees or fails to
post a bond with the administrative law judge for the amount of the assessment in dispute within 30 days
after the filing of the department’s answer;

(2) The taxpayer fails to pay the disputed tax, penalty, interest, or fees or fails to file an acceptable
bond, if permitted by order of the administrative law judge, within 30 days after the order sustaining the
department’s objection to the bond. The dismissal shall be with prejudice if the time for protesting the
department’s action has elapsed at the time of dismissal. The dismissal of the protest cannot be avoided
or circumvented when payment has not been made or a bond posted by a withdrawal of or amendment
to the protest after the answer has been filed.

7.14(2) Demand or request for contested case proceedings. A demand or request by the protester
for the commencement of contested case proceedings must be in writing and either be mailed to the
department by United States Postal Service ordinary, certified, or registered mail directed to the attention
of the administrative law judge, or be served on the department by personal service or by personal
delivery of the demand or request to the office of the administrative law judge during business hours.
The demand or request is considered filed on the date of the postmark or the date personal service is
made. See lowa Code section 622.105 for the evidence necessary to establish proof of mailing.

Contested case proceedings will be commenced by the department’s administrative law judge by
delivery of notice by ordinary mail directed to the parties, after a demand or request is made (1) by the
protester and the filing of the answer, if one is required, which demand or request may include a date to be
set for the hearing, or (2) upon filing of the answer, if a request or demand for contested case proceedings
has not been made by the protester. The notice will be given by the department’s administrative law
judge. Both the department’s administrative law judge and the presiding administrative law judge may
grant a continuance of the hearing. Any change in the date of the hearing shall be set by the presiding
administrative law judge. Either party may apply to the presiding administrative law judge for a specific
date for the hearing. The notice shall include:

1. A statement of the time (which shall allow for a reasonable time to conduct discovery), place
and nature of the hearing;

2. A statement of the legal authority and jurisdiction under which the hearing is held;

3. A reference to the particular sections of the statutes and rules involved;
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4. A short and plain statement of the matters asserted, including the issues.

After the delivery of the notice commencing the contested case proceedings, the parties may file
further pleadings or amendments to pleadings as they desire. However, any pleading or amendment
thereto which is filed within seven days prior to the date scheduled for the hearing or filed on the date of
the hearing shall constitute good cause for the party adversely affected by the pleading or amendment to
seek and obtain a continuance.

This rule is intended to implement lowa Code sections 10A.202(1m), 17A.12 and 421.8A.

701—7.15(17A) Discovery. The rules of the Supreme Court of the state of lowa, as amended, applicable
in civil proceedings with respect to depositions upon oral examination or written questions; written
interrogatories; production of documents or things or permission to enter upon land or other property,
for inspection and other purposes; physical and mental examinations; and requests for admission shall
apply to discovery procedures in contested case proceedings. Disputes concerning discovery shall be
resolved by the department’s administrative law judge. If necessary a hearing shall be scheduled, with
reasonable notice to the parties and upon hearing an appropriate order shall be issued by the department’s
administrative law judge.

When the department relies on a witness in a contested case, whether or not a departmental employee,
who has made prior statements or reports with respect to the subject matter of the witness’ testimony, it
shall, on request, make such statements or reports available to a party for use on cross-examination, unless
those statements or reports are otherwise expressly exempt from disclosure by constitution or statute.
Identifiable departmental records that are relevant to disputed material facts involved in a contested case,
shall, upon request, promptly be made available to the party unless the requested records are expressly
exempt from disclosure by constitution or statute.

Evidence obtained in such discovery may be used in contested case proceedings if that evidence
would otherwise be admissible in the contested case proceeding.

This rule is intended to implement lowa Code sections 10A.202(1m), 17A.22 and 421.14.

701—7.16(17A) Prehearing conference. The administrative law judge, upon motion, or upon the
written request of a party, shall direct the parties to appear at a specified time and place before the
administrative law judge for a prehearing conference to consider:

1.  The possibility or desirability of waiving any provisions of the Act relating to contested case
proceedings by written stipulation representing an informed mutual consent.

2. The necessity or desirability of setting a new date for hearing.

3. The simplification of issues.

4. The necessity or desirability of amending the pleadings either for the purpose of clarification,
amplification or limitation.

5. The possibility of agreeing to the admission of facts, documents or records not really
controverted, to avoid unnecessary introduction of proof.

6. The procedure at the hearing.

7.  Limiting the number of witnesses.

8.  The names and identification of witnesses and the facts each party will attempt to prove at the
hearing.

9. Conduct or schedule of discovery.

10. Such other matters as may aid, expedite or simplify in the disposition of the proceeding.

Since stipulations are encouraged it is expected and anticipated that the parties proceeding to a
hearing will stipulate to evidence to the fullest extent to which complete or qualified agreement can
be reached including all material facts that are not or should not fairly be in dispute.

Any action taken at the prehearing conference shall be recorded in an appropriate order, unless the
parties enter upon a written stipulation as to such matters or agree to a statement thereof made on the
record by the administrative law judge.

When an order is issued at the termination of the prehearing conference, a reasonable time shall be
allowed to the parties to present objections on the ground that it does not fully or correctly embody
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the agreements at such conference. Thereafter, the terms of the order or modification thereof shall
determine the subsequent course of the proceedings relative to matters it includes, unless modified to
prevent manifest injustice.

Without the necessity of proceeding to an evidentiary hearing in a contested case, the parties may
agree in writing to informally dispose of the case by stipulation, agreed settlement, consent order or by
another method agreed upon. If such informal disposition is utilized, the parties shall so indicate to the
administrative law judge that the case has been settled.

If either party to the contested case proceeding fails to appear at the prehearing conference, or fails to
request a continuance, or fails to submit evidence or arguments which the party wishes to be considered in
lieu of appearance, the opposing party may move for dismissal. The motion shall be made in accordance
with subrule 7.17(3).

This rule is intended to implement lowa Code section 17A.12.

701—7.17(17A) Contested case proceedings. Unless the parties to a contested case proceeding have,
by written stipulation representing an informed mutual consent, waived the provisions of the Act relating
to such proceedings, contested case proceedings shall be initiated and culminate in an evidentiary hearing
open to the public. Evidentiary hearings shall be held at the department’s principal office, Hoover State
Office Building, Des Moines, lowa 50319, except that a case may be assigned for hearing elsewhere
only for extraordinary circumstances or when the protester would otherwise be deprived of due process
of law. By agreement of the parties, the hearing may be conducted at another place or by other means,
for example, through the fiber optic network or by telephone. Parties shall be notified at least 30 days in
advance of the date and place of the hearing.

7.17(1) Conduct of proceedings. A proceeding shall be conducted by an administrative law judge
who, among other things, shall:

Open the record and receive appearances;

Administer oaths, and issue subpoenas;

Enter the notice of hearing into the record,;

Receive testimony and exhibits presented by the parties;

In the administrative law judge’s discretion, interrogate witnesses;
Rule on objections and motions;

Close the hearing;

Issue an order containing findings of fact and conclusions of law.

EV1dent1ary proceedings shall be oral and open to the public and shall be recorded either by
mechanical means or by certified shorthand reporters. Parties requesting that the hearing be recorded
by certified shorthand reporters shall bear the appropriate costs. The record of the oral proceedings
or the transcription thereof shall be filed with and maintained by the department for at least five years
from the date of the decision.

An opportunity shall be afforded to the parties to respond and present evidence and argument on all
issues involved and to be represented by counsel at their own expense. Unless otherwise directed by the
administrative law judge, evidence will be received in the following order:

(1) Protester (2) intervenor (if applicable) (3) department (4) rebuttal by protester (5) oral argument
by parties (if necessary).

If the protester or the department appear without counsel or other representative who can reasonably
be expected to be familiar with these rules, the administrative law judge shall explain to the parties the
rules of practice and procedure and generally conduct a hearing in a less formal manner than that used
when the parties have such representatives appearing upon their behalf. It should be the purpose of the
administrative law judge to assist any party appearing without such representative to the extent necessary
to allow the party to fairly present evidence, testimony and arguments on the issues. The administrative
law judge shall take whatever steps may be necessary and proper to ensure that all evidence having
probative value is presented and that each party is accorded a fair hearing.

bm%m SESTS A
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If the parties have mutually agreed to waive the provisions of the Act in regard to contested case
proceedings, the hearing will be conducted in a less formal manner than when an evidentiary hearing is
conducted.

If a party fails to appear in a contested case proceeding after proper service of notice, the
administrative law judge may, upon the judge’s own motion or upon the motion of the party who has
appeared, adjourn the hearing or proceed with the hearing and make a decision in the absence of the
party.

Contemptuous conduct by any person appearing at a hearing shall be grounds for the person’s
exclusion from the hearing by the administrative law judge.

A stipulation by the parties of the issues or a statement of the issues in the notice commencing the
contested case cannot be changed by the presiding administrative law judge without the consent of the
parties. The presiding law judge shall not on their own motion change or modify the issues agreed upon
by the parties. Notwithstanding the provisions of this paragraph, a party within a reasonable time prior to
the hearing may request that a new issue be addressed in the proceedings, except that the request cannot
be made after the parties have stipulated to the issues.

The department’s administrative law judge may forward the appeal file to the division of appeals and
fair hearings of the department of inspections and appeals for the purpose of scheduling and conducting
a hearing on the protest. Before doing so the department’s administrative law judge shall secure the
consent of the division of appeals and fair hearings. The parties shall be notified whether or not the
division of appeals and fair hearings will schedule and conduct the hearing.

7.17(2) Rules of evidence. In evaluating evidence, the department’s experience, technical
competence, and specialized knowledge may be utilized.

a.  Oath. All testimony presented before the administrative law judge shall be given under oath
which the administrative law judge has authority to administer.

b.  Production of evidence and testimony. The administrative law judge may issue subpoenas to
a party on request, as permitted by law, compelling the attendance of witnesses and the production of
books, papers, records or other real evidence.

(1) Subpoena. When a subpoena is desired after the commencement of a contested case proceeding,
the proper party shall indicate to the department’s administrative law judge the name of the case, the
docket number and the last-known addresses of the witnesses to be called. If evidence other than oral
testimony is required, each item to be produced must be adequately described. When properly prepared
by the department’s administrative law judge, the subpoena will be returned to the requesting party for
service. Service may be made in any manner allowed by law before the hearing date of the case which the
witness is required to attend. No costs for serving a subpoena will be allowed if it is served by any person
other than the sheriff. Subpoenas requested for discovery purposes shall be issued by the department’s
administrative law judge.

(2) Reserved.

c.  Admissibility of evidence.

(1) Evidence having probative value. Although the administrative law judge is not bound to follow
the technical common law rules of evidence, a finding shall be based upon the kind of evidence on which
reasonably prudent persons are accustomed to rely for the conduct of their serious affairs, and may be
based upon such evidence even if it would be inadmissible in a jury trial. Therefore, the administrative
law judge may admit and give probative effect to evidence on which reasonably prudent persons are
accustomed to rely for the conduct of their serious affairs. Irrelevant, immaterial, or unduly repetitious
evidence shall be excluded. The administrative law judge shall give effect to the rules of privilege
recognized by law. Evidence not provided to a requesting party through discovery shall not be admissible
at the hearing. Subject to these requirements, when a hearing will be expedited and the interests of the
parties will not be prejudiced substantially, any part of the evidence may be required to be submitted in
verified written form by the administrative law judge.

Objections to evidentiary offers may be made at the hearing and the administrative law judge’s ruling
thereon shall be noted in the record.
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(2) Evidence of a federal determination. Evidence of a federal determination whether it be a
treasury department ruling or regulation or determination letter, a federal court decision or an internal
revenue service assessment relating to issues raised in the proceeding shall be admissible, and the
protester shall be presumed to have conceded the accuracy of it unless the protester specifically states
wherein it is erroneous.

(3) Copies of evidence. A copy of any book, record, paper or document may be offered directly in
evidence in lieu of the original, if the original is not readily available or if there is no objection. Upon
request, the parties shall be given an opportunity to compare the copy with the original, if available.

(4) Stipulations. Approval of the presiding administrative law judge is not required for stipulations
of the parties to be used in contested case proceedings. In the event the parties file a stipulation in the
proceedings, the stipulation shall be binding on the parties and the presiding administrative law judge.

d.  Exhibits.

(1) Identification of exhibits. Exhibits attached to a stipulation or entered in evidence which
are offered by protesters shall be numbered serially, i.e., 1, 2, 3, etc.; whereas, those offered by the
department shall be lettered serially, i.e., A, B, C, etc.; and those offered jointly shall be numbered and
lettered, i.e., 1-A, 2-B, 3-C, etc.

(2) Disposition of exhibits. After an order has become final, either party desiring the return, at
the party’s expense, of any exhibit belonging to the party shall make application in writing to the
administrative law judge within 30 days suggesting a practical manner of delivery; otherwise, exhibits
may be disposed of as the administrative law judge deems advisable.

e.  Official notice. The administrative law judge may take official notice of all facts of which
judicial notice may be taken and of other facts within the specialized knowledge of the department.
Parties shall be notified at the earliest practicable time, either before or during the hearing, or by reference
in preliminary reports, preliminary decisions or otherwise, of the facts proposed to be noticed and their
source, including any staff memoranda or data. The parties shall be afforded an opportunity to contest
such facts prior to the issuance of the decision in the contested case proceeding unless the administrative
law judge determines as a part of the record or decision that fairness to the parties does not require an
opportunity to contest such facts.

1 Evidence outside the record. Except as provided by these rules, the administrative law judge
shall not consider factual information or evidence in the determination of any proceeding unless the same
shall have been offered and made a part of the record in the proceeding.

g Presentation of evidence and testimony. In any hearing each party thereto shall have the right to
present evidence and testimony of witnesses and to cross-examine any witness who testifies on behalf of
an adverse party. Persons whose testimony has been submitted in written form, if available, shall also be
subject to cross-examination by an adverse party. Opportunity shall be afforded each party for redirect
examination and recross examination and to present evidence and testimony as rebuttal to evidence
presented by another party, except that unduly repetitious evidence shall be excluded.

h.  Offer of proof. An offer of proof may be made through the witness or by statement of counsel.
The party objecting may cross-examine the witness without waiving any objection.

7.17(3) Motions. After commencement of contested case proceedings, appropriate motions may be
filed by any party with the administrative law judge when facts requiring such motion come to the
knowledge of the party. All motions shall state the relief sought and the grounds upon which the same
are based.

Motions made prior to a hearing shall be in writing and a copy thereof served on all parties and
attorneys of record. Such motions shall be ruled on by the administrative law judge. The administrative
law judge shall rule on the motion by issuing an order. A copy of the order containing the ruling on the
motion shall be mailed to the parties and authorized representatives. Motions may be made orally during
the course of a hearing; however, the administrative law judge may request that it be reduced to writing
and filed with the administrative law judge.

To avoid a hearing on a motion, it is advisable to secure the consent of the opposite party prior to
filing the motion. If consent of the opposite party to the motion is not obtained, a hearing on the motion
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may be scheduled and the parties notified. The burden will be on the party filing the motion to show
good cause why the motion should be granted.

The party making the motion may annex thereto such affidavits as are deemed essential to the
disposition of the motion, which shall be served with the motion and to which the opposite party may
reply with counter affidavits.

a. TDypes of motions. Types of motions include but are not limited to:

(1) Motion for continuance.

(2) Motion for dismissal.

(3) Motion for summary judgment.

(4) Motion to delete identifying details in the decision.

b.  Hearing on motions. Motions relating to proceedings prior to hearing in contested case
proceedings shall be heard by the department’s administrative law judge. Motions relating to the
contested case hearing shall be heard by the presiding administrative law judge.

c.  Summary judgment procedure. Summary judgment may be obtained under the following
conditions and circumstances:

(1) A party may, after a reasonable time to complete discovery, after completion of discovery, or
by agreement of the parties, move with or without supporting affidavits for a summary judgment in the
party’s favor upon all or any part of a party’s claim or defense.

(2) The motion shall be filed not less than 45 days prior to the date the case is set for hearing,
unless otherwise ordered by the administrative law judge. Any party resisting the motion shall file
within 30 days from the time of service of the motion a resistance; statement of disputed facts, if any;
and memorandum of authorities supporting the resistance. If affidavits supporting the resistance are
filed, they must be filed with the resistance. The time fixed for hearing or normal submission on the
motion shall be not less than 35 days after the filing of the motion, unless another time is ordered by the
administrative law judge. The judgment sought shall be rendered forthwith if the pleadings, depositions,
answers to interrogatories, and admissions on file, together with the affidavits, if any, show that there is
no genuine issue as to any material fact and that the moving party is entitled to a judgment as a matter
of law.

(3) Upon any motion for summary judgment pursuant to this rule, there shall be annexed to
the motion a separate, short, and concise statement of the material facts as to which the moving
party contends there is no genuine issue to be tried, including specific reference to those parts of the
pleadings, depositions, answers to interrogatories, admissions on file, and affidavits which support such
contentions and a memorandum of authorities.

(4) Supporting and opposing affidavits shall set forth such facts as would be admissible in evidence,
and shall show affirmatively that the affiant is competent to testify to the matters stated therein. The
administrative law judge may permit affidavits to be supplemented or opposed by depositions, answers
to interrogatories, further affidavits, or oral testimony. When a motion for summary judgment is made
and supported as provided in this rule, an adverse party may not rest upon the mere allegations or denials
of the party’s pleading, but the party’s response must set forth specific facts, by affidavits or as otherwise
provided in this rule, showing that there is a genuine issue for hearing. If the party does not so respond,
summary judgment, if appropriate, shall be entered against the party.

(5) If on motion under this rule judgment is not rendered upon the whole case or for all the relief
asked and a hearing is necessary, the administrative law judge at the hearing of the motion, by examining
the pleadings and the evidence before the administrative law judge and by interrogating counsel, shall,
if practicable, ascertain what material facts exist without substantial controversy and what material facts
are actually and in good faith controverted. The administrative law judge shall thereupon make an order
specifying the facts that appear without substantial controversy, including the extent to which the amount
or other relief is not in controversy, and directing such further proceedings in the action as are just. Upon
the hearing of the contested case the facts so specified shall be deemed established, and the hearing shall
be conducted accordingly.

(6) Should it appear from the affidavits of a party opposing the motion that the party cannot for
reasons stated present, by affidavit, facts essential to justify the party’s opposition, the administrative
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law judge may refuse the application for judgment, or may order a continuance to permit affidavits to be
obtained, or depositions to be taken or discovery to be completed, or may make other order.

(7) An order on summary judgment that disposes of less than the entire case is appealable to the
director at the same time that the proposed order is appealable pursuant to subrule 7.17(5).

7.17(4) Briefs and oral argument. At any time, upon the request of any party or in the administrative
law judge’s discretion, the administrative law judge may require the filing of briefs on any of the issues
before the administrative law judge prior to or at the time of hearing or at a subsequent time. At the
hearing, the parties should be prepared to make oral arguments as to the facts and law at the conclusion
of the hearing if the administrative law judge so directs.

An original copy only of all briefs shall be filed. Filed briefs shall conform to the requirements of
701—7.5(17A).

If the parties agree on a schedule for submission of briefs, the schedule shall be binding on the parties
and the presiding administrative law judge except that, for good cause shown, the time may be extended
upon application of a party.

7.17(5) Orders. At the conclusion of the hearing, the administrative law judge, in the administrative
law judge’s discretion, may request the parties to submit proposed findings of fact and conclusions of
law. Upon the request of any party, the administrative law judge shall allow the parties an opportunity
to submit proposed findings of fact and conclusions of law.

The decision in a contested case is an order which shall be in writing or stated in the record. The
order shall include findings of fact prepared by the person presiding at the hearing, unless the person is
unavailable, and based solely on the evidence in the record and on matters officially noticed in the record,
and shall include conclusions of law. The findings of fact and conclusions of law shall be separately
stated. If a party has submitted proposed findings of fact, the order shall include a ruling upon each
proposed finding. Each conclusion of law shall be supported by cited authority or by a reasoned opinion.
If the issue of reasonable litigation costs was held in abeyance pending the outcome of the substantive
issues in the contested case and the proposed order decides substantive issues in favor of protester, the
proposed order shall include a notice of time and place for a hearing on the issue of whether reasonable
litigation costs shall be awarded and on the issue of amount of such award, unless the parties agree
otherwise.

When a motion has been made to delete identifying details in an order on the basis of personal privacy
or trade secrets, the justification for such deletion or refusal to delete shall be made by the moving party
and shall appear in the order.

When the director initially presides at a hearing or considers decisions on appeal from, or review of
the administrative law judge, the order becomes the final order of the department for purposes of judicial
review or rehearing unless there is an appeal to, or review on motion of a second agency within the time
provided by statute or rule. When an administrative law judge presides at the hearing, the order becomes
the final order of the department for purposes of judicial review or rehearing unless there is an appeal
to, or review on motion of, the director within 30 days of the date of the order, or 10 days, excluding
Saturdays, Sundays, and legal holidays, for a revocation order pursuant to rule 701—7.24(17A).
However, if the contested case proceeding involves a question of an award of reasonable litigation costs,
the proposed order on the substantive issues shall not be appealable to, or reviewable by the director on
the director’s motion, until the issuance of a proposed order on the reasonable litigation costs. If there
is no such appeal or review within 30 days or 10 days, whichever is applicable, from the date of the
proposed order on reasonable litigation costs, both the proposed order on the substantive issues and the
proposed order on the reasonable litigation costs become the final orders of the department for purposes
of judicial review or rehearing. On an appeal from, review of or applications for rehearing concerning
the administrative law judge’s order, the director has all the power which the director would initially
have had in making the decision, however, the director will only consider those issues or selected
issues presented at the hearing before the administrative law judge or any issues of fact or law raised
independently by the administrative law judge, including the propriety of and the authority for raising
issues. The parties will be notified of those issues which will be considered by the director.
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Orders will be issued within a reasonable time after termination of the hearing. Parties shall be
promptly notified of each order by delivery to them of a copy of the order by personal service or certified
mail, return receipt requested, except in the case of an order revoking a sales or use tax permit or a motor
fuel license which may be delivered by ordinary mail.

A cross-appeal may be taken within the 30-day period for taking an appeal to the director of revenue
or in any event within 5 days after the appeal to the director is taken. If a cross-appeal is taken from
a revocation order pursuant to rule 701—7.24(17A), the cross-appeal may be taken within the 10-day
period for taking an appeal to the director or in any event within 5 days after the appeal to the director is
taken.

7.17(6) Expedited cases—when applicable. In case a protest is filed where:

1. The case is not of precedential value, and

2. The parties desire a prompt resolution of the dispute, then the department and the protester may
agree to have the case designated as an expedited case.

a. Agreement. The department and the protester shall execute an agreement to have the case
treated as an expedited case. In this case, discovery is waived. The provisions of this agreement shall
constitute a waiver of the rights set forth in lowa Code chapter 17A for contested case proceedings.

b.  Finality of decision. A decision entered in an expedited case proceeding shall not be reviewed
by the director, state board of tax review, or any other court and shall not be treated as a precedent for
any other case.

¢.  Discontinuance of proceedings. Any time prior to a decision being rendered, the taxpayer or the
department may request that expedited case proceedings be discontinued if there are reasonable grounds
to believe that the issues in dispute would be of precedential value.

d.  Procedure. Upon return of an executed agreement for this procedure, the department shall
within 14 days file its answer to the protest. The case shall be docketed for hearing as promptly as
the presiding administrative law judge can reasonably hear the matter.

7.17(7) Burden of proof. The burden of proof with respect to assessments or denials of refunds in
contested case proceedings involving notices of assessments or refund denials issued on or after January
1, 1995, is as follows:

a.  The department must carry the burden of proof by clear and convincing evidence as to the issue
of fraud with intent to evade tax.

b.  The burden of proof is on the department for any tax periods for which the assessment was not
made within six years after the return became due, excluding any extension of time for filing such return,
except where the department’s assessment is the result of the final disposition of a matter between the
taxpayer and the Internal Revenue Service or where the taxpayer and the department signed a waiver of
the statute of limitations to assess.

c¢.  The burden of proof is on the department as to any new matter or affirmative defense raised
by the department. “New matter” means an adjustment not set forth in the computation of the tax in
the assessment or refund denial, as distinguished from a new reason for the assessment or refund denial.
“Affirmative defense” is one resting on facts not necessary to support the taxpayer’s case.

d. In all instances where the burden of proof is not expressly placed upon the department in this
subrule, the burden of proof is upon the protester.

7.17(8) Costs. A prevailing taxpayer in a contested case proceeding related to the determination,
collection, or refund of a tax, penalty, or interest may be awarded reasonable litigation costs by the
department, incurred subsequent to the issuance of the notice of assessment or refund denial on or after
January 1, 1995, based upon the following:

a. The reasonable expenses of expert witnesses.

b.  The reasonable costs of studies, reports, and tests.

c¢.  The reasonable fees of independent attorneys or independent accountants retained by the
taxpayer. No such award is authorized for accountants or attorneys who represent themselves or who
are employees of the taxpayer.

d.  An award for reasonable litigation costs shall not exceed $25,000 per case.
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e. No award shall be made for any portion of the proceeding which has been unreasonably
protracted by the taxpayer.

f- For purposes of this subrule, “prevailing taxpayer” means a taxpayer who establishes that the
position of the department in the contested case proceeding was not substantially justified and who has
substantially prevailed with respect to the amount in controversy or has substantially prevailed with
respect to the most significant issue or set of issues presented. If the position of the department, in
issuance of the assessment or refund denial, was not substantially justified and if the matter is resolved
or conceded before the contested case proceeding is commenced, there cannot be an award for reasonable
litigation costs.

g The definition of “prevailing taxpayer” is taken from the definition of “prevailing party” in 26
U.S.C. §7430. Therefore, federal cases determining whether the Internal Revenue Service’s position
was substantially justified will be considered in the determination of whether a taxpayer is entitled to
an award of reasonable litigation costs to the extent that 26 U.S.C. §7430 is consistent with lowa Code
section 421.60(4).

h.  The taxpayer has the burden of establishing the unreasonableness of the department’s position.

i.  Once a contested case has commenced, a concession by the department of its position or a
settlement of the case either prior to the evidentiary hearing or any order issued does not per se either
authorize an award of reasonable litigation costs or preclude such award.

j. If the department relied upon information provided or action conducted by federal, state, or
local officials or law enforcement agencies with respect to the tax imposed by lowa Code chapter 453B,
an award for reasonable litigation costs shall not be made in a contested case proceeding involving the
determination, collection, or refund of that tax.

k. The taxpayer who seeks an award of reasonable litigation costs must specifically request such
award in the protest or it will not be considered.

I, A request for an award of reasonable litigation costs shall be held in abeyance until the
concession or settlement of the contested case proceeding or the issuance of a proposed order in the
contested case proceeding, unless the parties agree otherwise.

m. At the hearing held for the purpose of deciding whether an award for reasonable litigation costs
should be awarded, consideration shall be given to the following points:

(1) Whether the department’s position was substantially justified;

(2) Whether the protester is the prevailing taxpayer;

(3) The burden is upon protester to establish how the alleged reasonable litigation costs were
incurred. This requires a detailed accounting of the nature of each cost, the amount of each cost, and to
whom the cost was paid or owed;

(4) Whether alleged litigation costs are reasonable or necessary;

(5) Whether protester has met its burden of demonstrating all of these points.

This rule is intended to implement lowa Code sections 10A.202(1)“m,” 17A.15(3), 421.60,
422.57(1) and 452A.68.

701—7.18(17A) Interventions. Interventions shall be governed by the lowa rules of civil procedure.

701—7.19(17A) Record and transcript. The record in a contested case shall include:
1. All pleadings, motions and rulings;
All evidence received or considered and all other submissions;
A statement of all matters officially noticed;
All questions and offers of proof, objections, and rulings thereon;
All proposed findings and exceptions;
The order of the administrative law judge.
Oral hearings regarding proceedings on appeal to or considered on motion of the director which are
recorded by mechanical means shall not be transcribed for the record of such appeal or review unless a
party, by written notice, or the director, orally or in writing, requests such transcription. A transcription

O L
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will be made only of that portion of the oral hearing relevant to the appeal or review if so requested and
no objection is made by any other party to the proceeding or the director.

701—7.20(17A) Rehearing. Any party may file an application with the director for a rehearing in the
contested case, stating the specific grounds therefor and the relief sought. The application must be filed
within 20 days after the department has issued a final order. See subrule 7.17(5) as to when a proposed
order becomes a final order. A copy of such application shall be timely mailed by the applicant to all
parties in conformity with rule 701—7.21(17A). The director shall have 20 days from the filing of the
application to grant or deny the rehearing. If the application is granted, a notice will be served on the
parties stating the time and place of the rehearing. An application for rehearing shall be deemed denied
if not granted by the director within 20 days after filing.

The application for rehearing which is filed shall contain:

1. A caption in the following form:

BEFORE THE IOWA STATE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF * APPLICATION
(state the taxpayer’s name, address * FOR

and designate type of proceeding, * REHEARING
e.g., income tax refund claim) * DOCKET NO.

2. Substantially state in separate numbered paragraphs the following:

a. Clear and concise statements of the reasons for requesting a rehearing and each and every error
which the party alleges to have been committed during the contested case proceedings;

b.  Clear and concise statements of all relevant facts upon which the party relies;

c¢.  Refer to any particular statute or statutes and any rule or rules involved;

d.  The signature of the party or that of the party’s representative, the addresses of the party or the
party’s representative, and the telephone number of the party or the party’s representative.

No applications for rehearing shall be entertained by the department’s administrative law judges.

This rule is intended to implement lowa Code section 17A.16(2).

701—7.21(17A) Service. All papers or documents required by 701—Chapter 7 to be filed with the
department, administrative law judge, with the opposing party or other person shall be served by ordinary
mail unless another rule specifically refers to another method. All notices required by 701—Chapter 7 to
be served on parties or persons by the department or administrative law judge shall be served by ordinary
mail unless another rule specifically refers to another method.

This rule is intended to implement Iowa Code chapter 17A.

701—7.22 Reserved.

701—7.23(17A) Ex parte communications.

7.23(1) Administrative law judges. lowa Code section 17A.17 provides that individuals assigned to
render a proposed or final decision or to make findings of fact and conclusions of law in a contested case
shall not communicate, directly or indirectly, in connection with any issue of fact or law in that contested
case, with any party, or any person with a personal interest in or engaged in prosecuting or advocating in
either the case under consideration or a pending factually related case involving the same parties, except
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upon notice and opportunity for all parties to participate. Therefore, if the administrative law judge
desires to communicate with any party or person with a personal interest in or engaged in prosecuting
or advocating in either the case under consideration before the administrative law judge or a pending
factually related case involving the same parties, the administrative law judge shall notify such persons
or parties indicating the time and place at which all affected persons or parties may meet to discuss the
matters.

7.23(2) Parties or their representatives. lowa Code section 17A.17 provides further that parties or
their representatives in a contested case shall not communicate, directly or indirectly, in connection with
any issue of fact or law in that contested case, with individuals assigned to render a proposed or final
decision or to make findings of fact and conclusions of law in that contested case, except upon notice and
opportunity for all parties to participate. Therefore, if any party or their representative desires to discuss
certain matters with the administrative law judge the party should notify the administrative law judge
and the opposing party of the desire to meet with the administrative law judge and the administrative
law judge upon notification of the desire shall advise the parties or their representatives in writing of the
time and place at which the affected persons or parties may meet to discuss any matters.

7.23(3) Sanctions. Any party to a contested case proceeding may file a timely and sufficient affidavit
asserting personal bias of an individual participating in the making of any proposed or final decision
in that case. The department shall determine the matter as part of the record in the case. When the
department in these circumstances makes such a determination with respect to a department member,
that determination shall be subject to de novo judicial review in any subsequent review proceeding of
the case.

The recipient of a prohibited communication as provided in section 17A.17 may be required to submit
the communication if written or a summary of the communication if oral for inclusion in the record of
the proceeding. As sanctions for violations of any prohibited communication provided in section 17A.17
a decision may be rendered against a party who violates these rules, or for reasonable cause shown the
director may censor, suspend, or revoke a privilege to practice before the department, or for reasonable
cause shown after notice and opportunity to be heard, the director may censor, suspend, or dismiss any
departmental personnel.

701—7.24(17A) Licenses.

7.24(1) Denial of license, refusal to renew license. When the department is required by constitution
or statute to provide notice and an opportunity for an evidentiary hearing prior to the refusal or denial
of a license, a notice, as prescribed in 7.14(17A), shall be served by the department upon the licensee or
applicant. Prior to the refusal or denial of a license, the department shall give 30 days’ written notice
to the applicant or licensee in which to appear at a hearing to show cause why a license should not be
refused or denied. In addition to the requirements of 7.14(17A), the notice shall contain a statement
of facts or conduct and the provisions of law which warrant the denial of the license or the refusal to
renew a license. If the licensee so desires, the licensee may file a petition as provided in 7.24(3) with the
administrative law judge within the 30 days prior to the hearing. The department may, in its discretion,
file an answer to a petition filed by the licensee prior to the hearing. Thereafter, the rules contained in
this chapter governing contested case proceedings shall apply.

When a licensee has made timely and sufficient application for the renewal of a license or a new
license with reference to any activity of a continuing nature, the existing license does not expire until
the application has been finally determined by the department, and, in case the application is denied or
the terms of the new license limited, until the last date for seeking judicial review of the department’s
order or a latter date fixed by order of the department or the reviewing court. See 195—subrule 20.4(1)
regarding gambling license applications.

7.24(2) Revocation of license. The department shall not revoke, suspend, annul or withdraw
any license until written notice is served by personal service or restricted certified mail pursuant to
7.14(17A) within the time prescribed by the applicable statute and the licensee whose license is to be
revoked, suspended, annulled or withdrawn is given an opportunity to show at an evidentiary hearing
conducted pursuant to the rules governing contested case proceedings in this chapter compliance
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with all lawful requirements for the retention of the license. However, in the case of the revocation,
suspension, annulment, or withdrawal of a sales or use tax permit, written notice will be served pursuant
to 7.14(17A) only if the permit holder requests that this be done following notification, by ordinary
mail, of the director’s intent to revoke, suspend, annul, or withdraw the permit. In addition to the
requirements of 7.14(17A) the notice shall contain a statement of facts or conduct and the provisions
of law which warrant the revocation, suspension, annulment, or withdrawal of the license. A licensee
whose license may be revoked, suspended, annulled, or withdrawn may file a petition as provided in
7.24(3) with the administrative law judge prior to the hearing. The department may, in its discretion,
file an answer to a petition filed by the licensee prior to the hearing. Thereafter, the rules contained in
this chapter governing contested case proceedings shall apply.

Notwithstanding the above, if the department finds that public health, safety or welfare imperatively
requires emergency action, and incorporates a finding to that effect in an order to the licensee, summary
suspension of a license shall be ordered pending proceedings for revocation as provided herein. These
proceedings shall be promptly instituted and determined. When a summary suspension as provided
herein is ordered, a notice of the time, place and nature of the evidentiary hearing shall be attached to
the order.

7.24(3) Petition. When a person desires to file a petition as provided in 7.24(1) and 7.24(2), the
petition to be filed shall contain:

a. A caption in the following form:

BEFORE THE IOWA STATE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

*

IN THE MATTER OF PETITION
(state taxpayer’s name, address and type of license) * DOCKET NO.
(filled in by Department)

b.  Substantially state in separate numbered paragraphs the following:

(1) The full name and address of the petitioner;

(2) Refer to the type of license and the relevant statutory authority;

(3) Clear, concise and complete statements of all relevant facts showing why petitioner’s license
should not be revoked, refused, or denied;

(4) Whether a similar license has previously been issued to or held by petitioner or revoked and if
revoked the reasons therefor;

(5) The signature of the petitioner or petitioner’s representative, the address of petitioner and of
petitioner’s representative, and the telephone number of petitioner or petitioner’s representative.

701—7.25(17A) Declaratory rulings—in general. Any oral or written advice or opinion rendered to
members of the public by departmental personnel not pursuant to a petition for declaratory ruling is not
binding upon the department. However, departmental personnel, including field personnel, ordinarily
will discuss substantive tax issues with members of the public or their representatives prior to the receipt
of a petition for a declaratory ruling, but such oral or written opinions or advice are not binding on the
department. This should not be construed as preventing members of the public or their representatives
from inquiring whether the department will issue a declaratory ruling on a particular question. In these
cases, however, the name of the taxpayer shall be disclosed. The department will also discuss questions
relating to certain procedural matters as, for example, submitting a request for a declaratory ruling or
submitting a petition to initiate rule-making procedures. Members of the public may, of course, seek
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oral technical assistance from a departmental employee in regard to the proper preparation of a return or
report required to be filed with the department. Such oral advice is advisory only and the department is
not bound to recognize it in the examination of the return, report or records.

7.25(1) Uniform rules on declaratory rulings. The department hereby adopts, subject to the
exceptions and amendments listed in subrule 7.25(2), the rules of the governor’s task force on uniform
rules of agency procedure relating to declaratory rulings which are printed in Volume I, pages 2 through
4, of the lowa Administrative Code as uniform rules X.1(17A) through X.7(17A), as its rules on
declaratory rulings the same as if those uniform rules were reprinted herein in full.

7.25(2) Exceptions and amendments to uniform rules on declaratory rulings. The following
exceptions and amendments are adopted to the uniform rules on declaratory rulings.

a.  Add at the end of uniform rule X.1(17A), page 3, the following item of additional information:

9. Whether the petitioner is presently under audit by the department.

b.  Whenever the context requires, the term “agency” when it appears in uniform rules X.1(17A)
through X.7(17A), pages 2 through 4, means the department of revenue.

¢.  Add at the end of uniform rule X.5(17A), page 3, the following additional reason for refusal to
issue a declaratory ruling:

11. The petition requests a ruling on an issue presently under investigation or audit or in rule-making
proceedings or in litigation in a contested case or court proceedings.

701—7.26(17A) Department procedure for rule making—in general. Prior to the initiation of
rule-making proceedings as provided for in this rule, rules which are proposed for adoption are approved
by the director. The channeling of rules varies with the circumstances. When a division determines that
a rule or rules should be made on a particular subject, the subject matter of the rule or rules is prepared
which is reviewed by the policy section of the technical services division and the director. After
approval by the director, a draft of the rule is prepared and the rule-making proceedings are initiated.

When a petition for the promulgation, amendment, or repeal of a rule is received from an interested
person, a copy of the petition is given to the appropriate section or division, the director, and the legal
division for their views and comments as to the propriety of the petition. If it is determined the petition
discloses sufficient justification, rule-making proceedings will be initiated.

7.26(1) Uniform rules for procedure for rule making. The department hereby adopts, subject to the
exceptions and amendments listed in subrule 7.26(2), the rules of the governor’s task force on uniform
rules of agency procedure relating to rule making which are printed in Volume I, page 1 and pages 5
through 14, of the lowa Administrative Code as uniform rules X.1(17A) through X.17(17A), as its rules
for rule-making procedure the same as if these uniform rules were reprinted herein in full.

7.26(2) Exceptions and amendments to uniform rules on procedure for rule making. The following
exceptions and amendments are adopted to the uniform rules for rule-making procedure:

a.  Whenever the context requires, the term “agency” when it appears in the uniform rules herein
adopted means the department of revenue.

b. Inquiries concerning the status of a petition for rule making provided for in uniform rule
X.3(17A), page 1 of the uniform rules, may be made to the Deputy Director of Revenue, Hoover State
Office Building, Des Moines, lowa 50319.

c.  The subscription price for copies of future Notices of Intended Action for subscribers is fixed
for a one-year basis as provided for in uniform rule X.4(3), page 6 of the uniform rules.

d. The Office of the Deputy Director of Revenue, Hoover State Office Building, Des Moines,
Iowa 50319, is designated as the office where interested persons may submit argument, data and views
on proposed rules as provided for in uniform subrule X.5(1), page 6 of the uniform rules.

e.  The Office of the Deputy Director of Revenue, Hoover State Office Building, Des Moines, lowa
50319, is designated as the office for registering small businesses or organizations of small business for
the small business impact list provided for in uniform subrule X.6(3), page 8 of the uniform rules.

/- There are no known categories of rules exempt from the usual public notice and participation
requirements as authorized by uniform subrule X.10(2), page 11 of the uniform rules.
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g The Office of the Deputy Director of Revenue, Hoover State Office Building, Des Moines, lowa
50319, is the designated office for delivery of a request for a concise statement of reason, provided for
in subrule X.11(1), page 11 of the uniform rules.

These rules are intended to implement Iowa Code sections 17A.22 and 421.14 and to implement the
uniform rules on agency procedure as accepted and approved by the governor.

701—7.27(9C,91C) Procedure for nonlocal business entity bond forfeitures. Upon the failure of a
transient merchant or an out-of-state contractor to pay any taxes payable, the amount of bond posted with
the secretary of state by the transient merchant or out-of-state contractor necessary to pay the tax shall
be forfeited. The following subrules of this rule shall govern the procedure for that forfeiture.

7.27(1) Definitions.

a.  “Nonlocal business entity” is either an out-of-state contractor or a transient merchant as those
terms are defined in paragraphs “6” and “f.”
b.  “Out-of-state contractor” means a general contractor, subcontractor, architect, engineer, or

other person who contracts to perform in this state construction or installation of structures or other
buildings or any other work covered by lowa Code chapter 103 A and whose principal place of business
is outside Iowa.

c.  “Taxes payable by a transient merchant” refers to all taxes administered by the department, and
penalties, interest, and fees which the department has previously determined to be due by assessment or
due as a result of an appeal from an assessment.

d.  “Taxes payable by an out-of-state contractor” means tax, penalty, interest, and fees which the
department, another state agency, or a subdivision of the state, has determined to be due by assessment or
due as a result of an appeal from an assessment. The tax assessed must accrue as the result of a contract
to perform work covered by lowa Code chapter 103A.

e.  “Taxes payable” means any amount referred to in subparagraphs “c” and “d” above.

£ “Transient merchant” shall be defined, for the purposes of this rule, as that phrase is defined
in Iowa Code section 9C.1.

7.277(2) Increases in existing bonds. If an out-of-state contractor has on file with the secretary of
state a bond for any particular contract and for that particular contract the contractor has tax due and
owing but unpaid and this tax is greater than the amount of the bond, the department shall require the
out-of-state contractor to increase the bond on file with the secretary of state in an amount sufficient to
pay tax liabilities which will become due and owing under the contract in the future.

7.277(3) Responsibility for notification. Concerning taxes payable by an out-of-state contractor,
which are not administered by the department of revenue, it shall be the duty of the department or
subdivision of Iowa state government to which the taxes are owed to notify the department of revenue
of the taxes payable by the out-of-state contractor in order to institute bond forfeiture proceedings or an
increase in the amount of the bond which the out-of-state contractor must post.

7.277(4) Initial notification. After it is determined that a bond ought to be forfeited, notice of this
intent shall be sent to a nonlocal business entity and its surety of record, if any. Notice sent to a nonlocal
business entity or its surety shall be sent to the last known address as reflected in the records of the
secretary of state. The notice sent to an out-of-state contractor shall also be mailed to the contractor’s
registered agent for service of process, if any, within lowa. This notice may be sent by ordinary mail.
The notice shall state the intent to demand forfeiture of the nonlocal business entity’s bond, the amount
of bond to be forfeited, the nature of the taxes alleged to be payable, the period for which these taxes
are due, and the department or subdivision of lowa to which the taxes are payable. The notice shall also
state the statutory authority for the forfeiture and the right to a hearing upon timely application.

7.277(5) Protest to bond forfeiture. The application of a nonlocal business entity for a hearing shall be
written and substantially in the form set out for protests to other departmental action in 701—7.8(17A).
The caption of the application shall be basically in the form set out in subrule 7.8(1) except the type of
proceeding shall be designated as a bond forfeiture collection. The body of the application for hearing
must substantially resemble the body of the protest described in subrule 7.8(2). However, referring to
subrule 7.8(2), paragraph “a,” the nonlocal business entity shall state the date of the notice described
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in subrule 7.27(4). With regard to subrule 7.8(2), paragraph “c,” in the case of a tax payable which is
not administered by the department, the errors alleged may be errors on the part of other departments
or subdivisions of the state of lowa. The application for hearing shall be filed with the department’s
administrative law judge in the manner described in 701—7.8(17A). The docketing of an application for
hearing shall follow the procedure for the docketing of a protest under that rule.

7.277(6) Prehearing, hearing and rehearing procedures. The following Chapter 7 rules are applicable
to preliminary and contested case proceedings under this rule: 701—7.3(17A) to 701—7.7(17A),
701—7.9(17A) to 701—7.13(17A), 701—7.15(17A) to 701—7.21(17A), 701—7.23(17A), and subrule
7.14(2). The strictures of subrule 7.14(1) are not applicable to contested cases arising under this rule.

7.277(7) Sureties and state departments other than revenue. A surety shall not have standing to
contest the amount of any tax payable.

If there exist taxes payable by an out-of-state contractor and these taxes are payable to a department
or subdivision of state government other than the department of revenue, that department or subdivision
shall be the real party in interest to any proceeding conducted under this rule, and it shall be the
responsibility of that department or subdivision to provide its own representation and otherwise bear
the expenses of representation.

Rules 7.1(17A) to 7.27(9C,91C) are intended to implement Iowa Code sections 9C.4, 17A.1(2),
17A.2(2), 17A.11, 91C.7, and 421.8A.

701—7.28 and 7.29 Reserved.

701—7.30(421) Definitions which apply to rules 701—7.31(421) to 701—7.35(421).

7.30(1) The term “entity” means any taxpayer other than an individual or sole proprietorship.

7.30(2) The term “last-known address” does not necessarily mean the taxpayer’s actual address but
instead means the last address that the taxpayer makes known to the department by tax type. Thus, for
instance, receipt by the department of a taxpayer’s change of address from a third person not authorized
to act on behalf of the taxpayer (e.g., an employer who had filed a form W-2 showing a new taxpayer
address) is not notice to the department of a change of address of the taxpayer. However, the filing by
the taxpayer of a tax return for a year subsequent to the year for which a notice is required would be
notification to the department of a change of address, provided a reasonable amount of time is allowed
to process and transfer such information to the department’s central computer system. The meaning of
this phrase is important, and taxpayers should be aware of their need to update their address with the
department in order to receive refunds of tax and notices of assessments and denial of a claim for refund.
When such a notice is sent to a “taxpayer’s last-known address” the notice is legally effective even if the
taxpayer never receives it.

7.30(3) The term “faxpayer interview” means any in-person contact from and after January 1, 1995,
between an employee of the department and a taxpayer or a taxpayer’s representative which has been
initiated by a department employee.

7.30(4) The term “taxpayer representative” or “authorized taxpayer representative’” means an
individual authorized to practice before the department under rule 701—7.6(17A); an individual who
has been named as an authorized representative on a fiduciary return of income form filed under Iowa
Code section 422.14, or a tax return filed under lowa Code chapter 450, “Inheritance Tax,” 450A,
“Generation Skipping Tax,” or 451, “Estate Tax”; or for proceedings before the department any other
individual the taxpayer designates who is named on a valid power of attorney if appearing on behalf of
another.

This rule is intended to implement lowa Code section 421.60.

701—7.31(421) Abatement of unpaid tax. For assessment notices issued on or after January 1, 1995,
if the statutory period for appeal has expired, the director may abate any portion of unpaid tax, penalties
or interest which the director determines is erroneous, illegal, or excessive. The authority of the director
to compromise and settle doubtful and disputed claims for taxes or tax refunds or tax liability of doubtful
collectability is not covered by this rule.
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This authority exists pursuant to lowa Code section 421.5.

7.31(1) Assessments qualifying for abatement. To be subject to an abatement, an assessment or a
portion of an assessment for which abatement is sought must not have been paid and must have exceeded
the amount due as provided by the lowa Code and the administrative rules issued by the department
interpreting the lowa Code. If a taxpayer fails to timely appeal an assessment that is based on the lowa
Code or the department’s administrative rules interpreting the Iowa Code within the statutory period,
then the taxpayer cannot request an abatement of the assessment, or a portion thereof.

7.31(2) Procedures for requesting abatement. The taxpayer must make a written request to the
director for abatement of that portion of the assessment that is alleged to be erroneous, illegal, or
excessive. A request for abatement which is filed must contain:

a. The taxpayer’s name and address, social security number, federal identification number, or any
permit number issued by the department;

b. A statement on the type of proceeding, e.g., individual income tax, request for abatement; and

c.  The following information:

(1) The type of tax, the taxable period or periods involved, and the amount thereof that was
excessive or erroneously or illegally assessed;

(2) Clear and concise statements of each and every error which the taxpayer alleges to have been
committed by the director in the notice of assessment and which causes the assessment to be erroneous,
illegal, or excessive. Each assignment of error must be separately numbered;

(3) Clear and concise statements of all relevant facts upon which the taxpayer relies (documents
verifying the correct amount of tax liability must be attached to this request);

(4) Refer to any particular statute or statutes and any rule or rules involved, if known;

(5) The signature of the taxpayer or that of the taxpayer’s representative and the addresses of the
taxpayer and the taxpayer’s representative;

(6) Description of records or documents which were not available or were not presented to
department personnel prior to the filing of this request, if any; and provide copies of any records or
documents that were not previously presented to the department; and

(7) Any other matters deemed relevant and not covered in the above paragraphs.

This rule is intended to implement lowa Code section 421.60.

701—7.32(421) Time and place of taxpayer interviews. The time and place of taxpayer interviews
are to be fixed by an employee of the department and employees are to endeavor to schedule a time and
place that are reasonable under the circumstances.

7.32(1) Time of taxpayer interviews. The department will schedule the day(s) for a taxpayer
interview during a normally scheduled workday(s) of the department, during the department’s normal
business hours. The department will schedule taxpayer interviews throughout the year without regard
to seasonal fluctuations in the business of particular taxpayers or their representatives. The department
will, however, work with taxpayers or their representatives to try to minimize any adverse effects in
scheduling the date and time of a taxpayer interview.

7.32(2) Type of taxpayer interview. The department will determine whether a taxpayer interview will
be an office interview (i.e., an interview conducted at a department office) or a field interview (i.e., an
interview conducted at the taxpayer’s place of business or residence, or some other location that is not
a department office) based on which form of interview will be more conducive to effective and efficient
tax administration.

The department will grant a request to hold an office interview at a location other than a department
office in case of a clear need, such as when it would be unreasonably difficult for the taxpayer to travel
to a department office because of the taxpayer’s advanced age or infirm physical condition, or when
the taxpayer’s books, records, and source documents are too cumbersome for the taxpayer to bring to a
department office.

7.32(3) Place of taxpayer interview. The department will make an initial determination of the place
for an interview, including the department region office to which an interview will be assigned, based
on the address shown on the return for the tax period to be examined. Requests by taxpayers to transfer
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the place of interview will be resolved on a case-by-case basis, using the criteria set forth in paragraph
“c” of this subrule.

a.  Office taxpayer interviews. An office interview of an individual or sole proprietorship generally
is based on the residence of the individual taxpayer. An office interview of a taxpayer which is an
entity generally is based on the location where the taxpayer entity’s original books, records, and source
documents are maintained.

b.  Field taxpayer interviews. A field interview generally will take place at the location where the
taxpayer’s original books, records, and source documents pertinent to the interview are maintained. In
the case of a sole proprietorship or taxpayer entity, this usually will be the taxpayer’s principal place of
business. If an interview is scheduled by the department at the taxpayer’s place of business, which is a
small business and the taxpayer represents to the department in writing that conducting the interview at
the place of business would essentially require the business to close or would unduly disrupt business
operations, the department upon verification will change the place of interview.

¢.  Requests by taxpayers to change place of interview. The department will consider, on a
case-by-case basis, written requests by taxpayers or their representatives to change the place that the
department has set for an interview. In considering these requests, the department will take into account
the following factors:

(1) The location of the taxpayer’s current residence;

(2) The location of the taxpayer’s current principal place of business;

(3) The location where the taxpayer’s books, records, and source documents are maintained;

(4) The location at which the department can perform the interview most efficiently;

(5) The department resources available at the location to which the taxpayer has requested a
transfer; and

(6) Other factors that indicate that conducting the interview at a particular location could pose
undue inconvenience to the taxpayer.

A request by a taxpayer to transfer the place of interview generally will be granted under the
following circumstances:

1. Ifthe current residence of the taxpayer in the case of an individual or sole proprietorship, or the
location where the taxpayer’s books, records, and source documents are maintained, in case of a taxpayer
entity, is closer to a different department office than the office where the interview has been scheduled,
the department normally will agree to transfer the interview to the closer department office.

2. If a taxpayer does not reside at the residence where an interview has been scheduled, the
department will agree to transfer the examination to the taxpayer’s current residence.

3. If, in the case of an individual, a sole proprietorship, or a taxpayer entity, the taxpayer’s
books, records, and source documents are maintained at a location other than the location where the
interview has been scheduled, the department will agree to transfer the interview to the location where
the taxpayer’s books, records, and source documents are maintained.

4. The location of the place of business of a taxpayer’s representative generally will not be
considered in determining the place for an interview. However, the department in its sole discretion
may determine, based on the factors described in paragraph “c” of this subrule, to transfer the place
of interview to the representative’s office.

5. If any applicable period of limitations of assessment and collection provided in the [owa Code
will expire within 13 months from the date of a taxpayer’s request to transfer the place of interview, the
department may require, as a condition to the transfer, that the taxpayer agree in writing to extend the
limitations period up to one year.

6. The department is not required to transfer an interview to an office that does not have adequate
resources to conduct the interview.

7. Notwithstanding any other provision of this rule, employees of the department may decline to
conduct an interview at a particular location if it appears that the possibility of physical danger may exist
at that location. In these circumstances, the department may transfer an interview to a department office
and take any other steps reasonably necessary to protect its employees.
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8. Nothing in this rule shall be interpreted as precluding the department from initiating the transfer
of an interview if the transfer would promote the effective and efficient conduct of the interview. Should
a taxpayer request that such a transfer not be made, the department will consider the request according
to the principles and criteria set forth in paragraph “c” of this subrule.

9. Regardless of where an examination takes place, the department may visit the taxpayer’s place
of business or residence to establish facts that can only be established by direct visit, such as inventory
or asset verification. The department generally will visit for these purposes on a normal workday of the
department during the department’s normal business hours.

7.32(4) Audio recordings of taxpayer interviews.

a. A taxpayer is permitted, upon advance notice to the department, to make an audio recording of
any interview of the taxpayer by the department relating to the determination or collection of any tax.
The recording of the interview is at the taxpayer’s own expense and must be with the taxpayer’s own
equipment.

Requests by taxpayers to make audio recordings must be addressed to the department employee who
is conducting the interview and must be received by no later than ten calendar days before the interview.
If ten calendar days’ advance notice is not given, the department may, in its discretion, conduct the
interview as scheduled or set a new date.

The department employee conducting the interview will approve the request to record the interview
if:

(1) The taxpayer (or representative) supplies the recording equipment;

(2) The department may produce its own recording of the proceedings;

(3) The recording takes place in a suitable location; and

(4) All participants in the proceedings other than department personnel consent to the making of
the audio recording, and all participants identify themselves and their role in the proceedings.

b. A department employee is also authorized to record any taxpayer interview, if the taxpayer
receives prior notice of the recording and is provided with a transcript or a copy of the recording upon
the taxpayer’s request.

Requests by taxpayers (or their representatives) for a copy or transcript of an audio recording
produced by the department must be addressed to the employee conducting the interview and must be
received by the department no later than 30 calendar days after the date of the recording. Taxpayers
must pay the costs of duplication or transcription.

c. At the beginning of the recording of an interview the department employee conducting the
interview must state the employee’s name, the date, the time, the place, and the purpose of the interview.

At the end of the interview, the department employee will state that the interview has been completed
and that the recording has ended.

d.  When written records are presented or discussed during the interview being recorded, they must
be described in sufficient detail to make the audio recording a meaningful record when matched with the
other documentation contained in the case file.

This rule is intended to implement lowa Code section 421.60.

701—7.33(421) Mailing to the last-known address. If the department fails to mail a notice of
assessment to the taxpayer’s last-known address or fails to personally deliver the notice to the taxpayer,
on or after January 1, 1995, interest is waived for the month the failure occurs through the month of
correct mailing or personal delivery.

In addition, on or after January 1, 1995, if the department fails to mail a notice of assessment or
denial of a claim for refund to the taxpayer’s last-known address or fails to personally deliver the notice
to a taxpayer and, if applicable, to the taxpayer’s authorized representative, the time period to appeal
the notice of assessment or a denial of a claim for refund is suspended until the notice or claim denial is
correctly mailed or personally delivered or for a period not to exceed one year, whichever is the lesser
period.
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Collection activities, except when a jeopardy situation exists, shall be suspended and the statute of
limitations for assessment and collection of the tax shall be tolled during the period in which interest is
waived.

7.33(1) The department will make the determination of the taxpayer’s last-known address on a
tax-type-by-tax-type basis. However, a notice of assessment or refund claim denial will be considered
to be mailed to the last-known address if it is mailed to an address used for another tax type.

A notice of assessment mailed to one of two addresses used by a taxpayer was sufficient. L. P.
Marvin, Sr., 40TC 982.Dec. 26, 313; U.C. Massengale, (CA-4) 69-1 USTC paragraph 9310, 408 F.2d
1372.

7.33(2) The last-known address is the address used on the most recent filed and processed return.
The following principles, established by case law, for the Internal Revenue Service (IRS) also will be
applied in determining the taxpayer’s last-known address for purposes of this rule.

Although the taxpayer filed a tax return showing a new address, the IRS had not processed the
return sufficiently for the new address to be available by computer to the IRS agent who sent the notice
of deficiency. Before a change of address is considered available, a reasonable amount of time must
be allowed to process and transfer information to the IRS’ central computer system. Diane Williams
v. Commissioner of Internal Revenue, U.S. Court of Appeals, 9th Circuit; 935 F. 2d 1066. Affirming the
Tax Court, 57 TCM 1357, Dec. 45, 953(M), TAC Memo. 1989-439.

If the department knows the taxpayer has moved but does not know the new mailing address, the
prior mailing address is the proper place to send a deficiency notice. M. Kaestner, CDC 71-2 USTC
paragraph 9512, 329 F. Supp. 1082. Aff’d per curiam, (CA-9) 73-1 USTC paragraph 9266, 473 F. 2d
1294. H. Kohn, DC Mass, 85-2 USTC paragraph 9725.

Knowledge acquired by a collection agent regarding the taxpayer’s address in an unrelated
investigation was not required to be imputed to the examination division responsible for mailing a
notice of deficiency. R. H. Wise, DC Mont., 88-1 USTC paragraph 9365, 688 F. Supp. 1164.

However, information acquired by the department in a related investigation of the taxpayer is binding
upon the department, e.g., where the taxpayer files a power of attorney showing a change of address.

7.33(3) Procedures for notifying the department of a change in taxpayer’s address. The department
generally will use the address on the most recent filed and properly processed return by tax type as the
address of record for all notices of assessment and denial of claims for refund. If a taxpayer no longer
wishes the address of record to be the address on the most recently filed return, the taxpayer must give
clear and concise written notification of a change in address to the department. Notifications of a change
in address should be addressed to: Changes in Name or Address, lowa Department of Revenue, P.O.
Box 10413, Des Moines, Iowa 50306.

If after a joint return or married filing separately on a combined return is filed either taxpayer
establishes a separate residence, each taxpayer should send clear and concise written notification of a
current address to the department.

If a department employee contacts a taxpayer in connection with the filing of a return or an adjustment
to a taxpayer’s return, the taxpayer may provide clear and concise written notification of a change of
address to the department employee who initiated the contact.

A taxpayer should notify the U.S. Postal Service facility serving the taxpayer’s old address of the
taxpayer’s new address in order that mail from the department can be forwarded to the new address.
However, notification to the U.S. Postal Service does not constitute the clear and concise written
notification that is required to change a taxpayer’s address of record with the department.

This rule is intended to implement lowa Code section 421.60.

701—7.34(421) Power of attorney. No attorney, accountant, or other representative will be recognized
as representing any taxpayer in regard to any claim, appeal, or other matter relating to the tax liability of
such taxpayer in any hearing before or conference with the department, or any member or agent thereof,
unless there is first filed with the department a written authorization.

7.34(1) A power of attorney is required by the department when the taxpayer wishes to authorize an
individual to perform one or more of the following acts on behalf of the taxpayer:
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a. To receive copies of any notices or documents sent by the department, its representatives or its
attorneys.

b.  To receive, but not to endorse and collect, checks in payment of any refund of Iowa taxes,
penalties, or interest.

c¢.  To execute waivers (including offers of waivers) of restrictions on assessment or collection of
deficiencies in tax and waivers of notice of disallowance of a claim for credit or refund.

d. To execute consents extending the statutory period for assessment or collection of taxes.

e. To fully represent the taxpayer(s) in any hearing, determination, final or otherwise, or appeal.

f To enter into any compromise with the director of revenue’s office.

g To execute any release from liability required by the department of revenue prerequisite to
divulging otherwise confidential information concerning taxpayer(s).

h.  Other acts as stipulated by the taxpayer.

7.34(2) A power of attorney or any supplemental notification intended to be utilized as a power of
attorney must contain the following information to be valid:

a. Name and address of the taxpayer;

b.  Identification number of the taxpayer (i.e., social security number, federal identification
number, or any state-issued tax identification number relative to matters covered by the power of
attorney);

c¢.  Name, mailing address, and PTIN (preparer’s tax identification number), FEIN (federal
employer identification number) or SSN (social security number) of the representative;

d.  Description of the matter(s) for which representation is authorized which, if applicable, must
include:

(1) The type of tax(es) involved;

(2) The specific year(s) or period(s) involved; and

(3) In estate matters, decedent’s date of death; and

e. A clear expression of the taxpayer’s intention concerning the scope of authority granted to the
recognized representative(s) as provided in 7.34(1).

7.34(3) A power of attorney may not be used for tax periods that end more than three years after the
date on which the power of attorney is received by the department. A power of attorney may concern
an unlimited number of tax periods which have ended prior to the date on which the power of attorney
is received by the department; however, each tax period must be separately stated.

7.34(4) The individual who must execute a power of attorney depends on the type of taxpayer
involved as follows:

a. Individual taxpayer. In matters involving an individual taxpayer, a power of attorney must be
signed by the individual.

b.  Husband and wife. In matters involving a joint return or married taxpayers who have elected to
file separately on a combined return in which both husband and wife are to be represented by the same
representative(s), the power of attorney must be executed by both husband and wife.

In any matters concerning a joint return or married taxpayers who have elected to file separately on
a combined return in which both husband and wife are not to be represented by the same representatives,
the power of attorney must be executed by the spouse who is to be represented. However, the recognized
representative of such spouse cannot perform any act with respect to a tax matter that the spouse
represented cannot perform alone.

c¢.  Corporation. In the case of a corporation, a power of attorney must be executed by an officer
of the corporation having authority to legally bind the corporation, who must certify that the officer has
such authority.

d.  Association. In the case of an association, a power of attorney must be executed by an officer
of the association having authority to legally bind the association, who must certify that the officer has
such authority.

e.  Partnership. In the case of a partnership, a power of attorney must be executed by all partners,
or if executed in the name of the partnership, by the partner or partners duly authorized to act for the
partnership, who must certify that the partner(s) has such authority.
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7.34(5) A power of attorney is not needed for individuals who have been named as an authorized
representative on a fiduciary return of income filed under lowa Code section 422.14 or a tax return filed
under Iowa Code chapter 450, 450A or 451.

7.34(6) A new power of attorney for a particular tax type(s) and tax period(s) revokes a prior
power of attorney for that tax type(s) and tax period(s), unless the taxpayer has indicated on the power
of attorney form that a prior power of attorney is to remain in effect. For a previously designated
representative to remain as the taxpayer’s representative when a subsequent power of attorney form
is filed, a taxpayer must attach a copy of the previously submitted power of attorney form which
designates the representative that the taxpayer wishes to retain. To revoke a designated power of
attorney without appointing a new power of attorney, see 7.34(7).

EXAMPLE A. A taxpayer executes a power of attorney for the taxpayer’s accountant to represent the
taxpayer during an audit of the taxpayer’s books and records. After the department issues a notice of
assessment, the taxpayer wishes to have the taxpayer’s attorney-at-law as an authorized representative
in addition to the taxpayer’s accountant. The taxpayer may use one of two options to designate the
accountant and the attorney-at-law as the taxpayer’s representatives: (1) the taxpayer may complete and
submit to the department a new power of attorney, Form 1A2848 or federal Form 2848, designating both
the accountant and the attorney-at-law as the taxpayer’s authorized representatives. By submitting a new
power of attorney form, the prior power of attorney designations are revoked, leaving only the subsequent
new power of attorney form effective; or (2) the taxpayer may properly complete a new power of attorney
form by including the designated attorney-at-law’s name, address, PTIN, FEIN or SSN, tax type(s) and
tax period(s) on the first page and checking the appropriate box on page 2 of Form [A2848 or page 2 of
federal Form 2848. In addition, to retain the accountant as the taxpayer’s representative, the taxpayer
must also attach to the new completed power of attorney form a copy of the previously submitted power
of attorney form designating the accountant as the taxpayer’s representative.

EXAMPLE B. Same factual scenario as in Example A applies; however, the taxpayer seeks to use
power of attorney Form [A14-101 (a form that preceded the current Form 1A2848). In this situation,
the taxpayer must attach a statement to the completed Form 1A14-101. The statement must state that
the previously designated accountant is to be retained and the attorney-at-law is to be added. Such
notification must also include the names, PTIN, SSN or FEIN of all the parties, addresses, tax types(s)
and tax period(s) of representation.

EXAMPLE C. A taxpayer wishes to designate an additional power of attorney and retain a prior power
of attorney. However, the taxpayer does not wish to utilize an 1A2848 or federal 2848 form. In this
situation, the taxpayer must send written notification to the department designating the new power of
attorney’s name, address, PTIN, SSN or FEIN, the tax type(s), the tax period(s) of representation and the
name, address, and PTIN, SSN or FEIN of the previously designated power of attorney that the taxpayer
seeks to retain for that tax period.

In each of the foregoing examples, the original power of attorney will continue to automatically
receive the notices concerning the specified tax matter, unless such authority is explicitly revoked by the
taxpayer. Also see subrule 7.34(13) regarding notices.

7.34(7) A taxpayer may revoke a power of attorney without authorizing a new representative by
filing a statement of revocation with the department. The statement of revocation must indicate that the
authority of the previous power of attorney is revoked and must be signed by the taxpayer. Also, the
name and address of each representative whose authority is revoked must be listed (or a copy of the
power of attorney must be attached).

7.34(8) A representative may withdraw from representation in a matter in which a power of
attorney has been filed by filing a statement with the department. The statement must be signed by the
representative and must identify the name and address of the taxpayer(s) and the matter(s) from which
the representative is withdrawing.

7.34(9) A properly completed lowa power of attorney, Form [A14-101 or [A2848, or properly
designated federal form as described in this subrule, satisfies the requirements of this rule.

In addition to the lowa power of attorney, Form 1A2848 or IA14-101, the department can accept
Internal Revenue Service Form 2848, if references to the “Internal Revenue Service” are crossed out
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and “Towa Department of Revenue” is inserted in lieu thereof, as long as such a form contains specific
designation by the taxpayer for the state-related taxes at issue. Designation must include, but is not
limited to, name, address, PTIN, SSN or FEIN of the representative, the tax type(s) and tax period(s). In
addition, the department will accept any other document which satisfies the requirements of this rule.

7.34(10) The department will not recognize as a valid power of attorney a power of attorney form
attached to a tax return filed with the department except in the instance of a form attached to a fiduciary
return of income form, inheritance tax return, generation skipping tax return, or estate tax return.

7.34(11) The department will accept either the original, an electronically scanned and transmitted
power of attorney form, or a copy of a power of attorney. A copy of a power of attorney received by
facsimile transmission (fax) will be accepted. All copies, facsimiles and electronically scanned and
transmitted power of attorney forms must include a valid signature of the taxpayer to be represented.

7.34(12) Ifanindividual desires to represent a taxpayer through correspondence with the department,
the individual must submit a power of attorney even though no personal appearance is contemplated.

7.34(13) Any notice or other written communication (or copy thereof) required or permitted to be
given to the taxpayer in any matter before the department must be given to the taxpayer and, unless
restricted by the taxpayer, to the taxpayer’s first designated power of attorney who is representing
the taxpayer for the tax type(s) and tax period(s) contained in the notice. Due to limitations of the
department’s automated systems, it is the general practice of the department to limit distribution
of copies of documents by the department to the taxpayer’s first designated power of attorney.
Determination of the first designated power of attorney will be based on the earliest execution date of
the power of attorney and the first name designated on a power of attorney form listing more than one
designated representative.

7.34(14) Information from power of attorney forms, including the representative’s PTIN, SSN or
FEIN, is utilized by department personnel to:

a. Determine whether a representative is authorized to receive or inspect confidential tax
information;

b.  Determine whether the representative is authorized to perform the acts set forth in subrule
7.34(1);

c¢.  Send copies of computer-generated notices and communications to the representative as
authorized by the taxpayer; and

d.  Ensure that the taxpayer’s representative receives all notices and communications authorized
by the taxpayer, but notices and communications are not sent to a representative with the same or similar
name.

7.34(15) Procedure for waiver. Any person who believes that the application of this rule would result
in hardship or injustice to that person may petition the department for a waiver in the manner set out in
Section II of the governor’s Executive Order Number 11, issued September 13, 1999, until superceded
by a uniform departmental waiver rule.

This rule is intended to implement lowa Code section 421.60.

701—7.35(421) Taxpayer designation of tax type and period to which voluntary payments are to
be applied.

7.35(1) A taxpayer may designate in separate written instructions accompanying the payment the
type of tax and tax periods to which any voluntary payment is to be applied. The taxpayer may not
designate the application of payments which are the result of enforced collection.

7.35(2) Enforced collection includes, but is not limited to garnishment of wages, bank accounts, or
payments due the taxpayer, or seizure of assets.

This rule is intended to implement lowa Code section 421.60.

DIVISION II
INFORMAL, FORMAL, ADMINISTRATIVE AND JUDICIAL REVIEW PROCEDURES
APPLICABLE TO CONTESTED CASES AND OTHER PROCEEDINGS
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COMMENCED ON OR AFTER JULY 1, 1999

701—7.36(421,17A) Applicability and scope of rules. Effective July 1, 1999, the rules contained in
this division pertain to practice and procedure and are designed to implement the requirements of the
Act, and aid in the effective and efficient administration and enforcement of the tax laws of this state
and other activities of the department. These rules shall govern the practice, procedure and conduct of
the informal proceedings, contested case proceedings, licensing, rule making, and declaratory orders
involving taxation and other areas within the department’s jurisdiction which includes the following:

1. Sales tax—Iowa Code sections 422.42 to 422.59;

2. Use tax—Ilowa Code chapter 423;

3. Individual and fiduciary income tax—Iowa Code sections 422.4 to 422.31 and 422.110 to
422.112;

4. Franchise tax—Iowa Code sections 422.60 to 422.66;

5. Corporate income tax—Iowa Code sections 422.32 to 422.41 and 422.110 to 422.112;

6.  Withholding tax—Iowa Code sections 422.16 and 422.17;

7.  Estimated tax—Iowa Code sections 422.16, 422.17 and 422.85 to 422.92;

8. Motor fuel tax—Iowa Code chapter 452A;

9. Property tax—Ilowa Code chapters 421, 425, 426A, 427, 427A, 428, 428 A and 433 to 441;

10. Cigarette and tobacco tax—Iowa Code chapters 421B and 453A;

11. Inheritance, generation skipping transfer, and estate tax—Iowa Code chapters 450, 450A, 450B
and 451;

12. Local option taxes—Ilowa Code chapter 422B;

13. Hotel and motel tax—Iowa Code chapter 422A;

14. Drug excise tax—Ilowa Code chapter 453B;

15. Automobile rental excise tax—Iowa Code chapter 422C;

16. Environmental protection charge—Iowa Code chapter 424;

17. Replacement taxes—Iowa Code chapter 437A;

18. Statewide property tax—Iowa Code chapter 437A;

19. Set-off procedures—Iowa Code section 421.17(29);

20. Other taxes and activities as may be assigned to the department from time to time; and

21. The Taxpayer’s Bill of Rights—Iowa Code section 421.60.

As the purpose of these rules is to facilitate business and advance justice, any rule contained herein,
pursuant to statutory authority, may be suspended or waived by the department to prevent undue hardship
in any particular instance or to prevent surprise or injustice.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202.

701—7.37(421,17A) Definitions. These definitions apply to the rules contained in Division II, unless
the text otherwise states to the contrary:

“Act” means the lowa administrative procedure Act.

“Affiliate or subsidiary of an entity dominant in its field of operation” means an entity which is at
least 20 percent owned by an entity that is dominant in its field of operation, or by a partner, officer,
director, majority stockholder or the equivalent, of an entity dominant in that field of operation.

“Agency” means each board, commission, department, officer, or other administrative office or unit
of the state.

“Contested case” means a proceeding, including licensing, in which the legal rights, duties or
privileges of a party are required by constitution or statute to be determined by an agency after an
opportunity for an evidentiary hearing. This term also includes any matter defined as a no factual
dispute contested case under 1998 lowa Acts, chapter 1202, section 14.

“Declaratory order” is an order issued pursuant to 1998 lowa Acts, chapter 1202, section 13.

“Department” means the lowa department of revenue.
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“Department of inspections and appeals” means the state department created by lowa Code chapter
10A.

“Director” means the director of the department or the director’s authorized representative.

“Division of administrative hearings” means the division of the department of inspections and
appeals responsible for holding contested case proceedings pursuant to lowa Code chapter 10A.

“Dominant in its field of operation” means having more than 20 full-time equivalent positions and
more than $1 million in annual gross revenues.

“Intervene” means to file a petition with the department requesting that the petitioner be allowed to
intervene in the processing of a declaratory order currently under the department’s consideration.

“Issuance” means the date of mailing of a decision or order or date of delivery if service is by other
means unless another date is specified in the order.

“License” means the whole or a part of any permit, certificate, approval, registration, charter, or
similar form of permission required by statute.

“Licensing” means the department process respecting the grant, denial, renewal, revocation,
suspension, annulment, withdrawal, or amendment of a license.

“Motion” has the same meaning as the term is defined in Iowa R. Civ. P. 1.431.

“Party” means each person or agency named or admitted as a party, or properly seeking and entitled
as of right to be admitted as a party, including intervenors.

“Person” means any individual; estate; trust; fiduciary; partnership, including limited liability
partnership; corporation, including limited liability corporation; association; governmental subdivision;
or public or private organization of any character or any other person covered by the Act other than an
agency.

“Petition” means application for declaratory order, request to intervene in a declaratory order under
consideration, application for initiation of proceedings to adopt, amend or repeal a rule or document filed
in licensing.

“Pleadings” means protest, answer, reply or other similar document filed in a contested case
proceeding, including contested cases involving no factual dispute.

“Presiding officer” means the person designated to preside over a proceeding involving the
department. A presiding officer of a contested case involving the department will be either the director
or a qualified administrative law judge appointed, pursuant to lowa Code chapter 17A, by the division
of administrative hearings established pursuant to 1998 Iowa Acts, chapter 1202, section 3. In cases
in which the department is not a party, at the director’s discretion, the presiding officer may be the
director or the director’s designee. A presiding officer of an administrative appeal is the director of the
department.

“Proceeding” means informal, formal and contested case proceedings.

“Proposed decision” means the presiding officer’s recommended findings of fact, conclusions of
law, decision, and order in a contested case in which the director did not preside.

“Protester” means any person entitled to file a protest which can culminate in a contested case
proceeding.

“Provision of law” means the whole or part of the Constitution of the United States of America or
the Constitution of the State of lowa, or of any federal or state statute, court rule, executive order of the
governor, or rule of the department.

“Review unit” means the unit composed of department employees designated by the director and
the attorney general’s staff who have been assigned by the director to review protests filed by taxpayers.

“Rule” means a statement by the department of general applicability that implements, interprets,
or prescribes law or policy, or that describes the organization, procedure, or practice requirements of
the department. Notwithstanding any other statute, the term includes an executive order or directive of
the governor which creates an agency or establishes a program or which transfers a program between
agencies established by statute or rule. The term includes the amendment or repeal of an existing rule,
but does not include the excluded items set forth in lowa Code section 17A.2(10).

“Small business” means any entity including, but not limited to, an individual, partnership,
corporation, joint venture, association, or cooperative. A “small business” is not an affiliate of an entity
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dominant in its field or operation. A small business has either 20 or fewer full-time equivalent positions
or less than $1 million in annual gross revenues in the preceding fiscal year.

Unless otherwise specifically stated, the terms used in these rules promulgated by the department
shall have the meanings defined by the Act.

This rule is intended to implement Iowa Code chapter 17A and lowa Code section 421.14.

701—7.38(421,17A) Applicability of rules set forth in Division I of Chapter 7. Many of the rules
governing informal, administrative and judicial review proceedings were not required to be changed by
1998 Towa Acts, chapter 1202. Accordingly, the following rules are incorporated by reference into this
division and will govern their respective topics in relation to proceedings under this division:

701—7.4(17A) Computation of time, filing of documents;

701—7.5(17A) Form and style of papers;

701—7.7(17A) Resolution of tax liability;

701—7.18(17A) Interventions;

701—7.27(9C,91C) Procedure for nonlocal business entity bond forfeitures;

701—7.30(421) Definitions which apply to rule 701—7.31(421) to 701—7.35(421);

701—7.31(421) Abatement of unpaid tax;

701—7.32(421) Time and place of taxpayer interviews;

701—7.33(421) Mailing to the last-known address;

701—7.34(421) Power of attorney; and

701—7.35(421) Taxpayer designation of tax type and period to which voluntary payments are to be
applied.

701—7.39(17A) Business hours. The principal office of the department in the Hoover State Office
Building in Des Moines, lowa, shall be open between the hours of 8 a.m. and 4:30 p.m. each weekday
except Saturdays, Sundays and legal holidays as prescribed in lowa Code section 4.1(34), for the purpose
of receiving protests, pleadings, petitions, motions, requests for public information, copies of official
documents, or for the opportunity to inspect public records.

All documents or papers required to be filed with the department by these rules shall be filed with the
designated clerk of the hearings section in the principal office of the department in the Hoover State Office
Building, Des Moines, Iowa 50319. Requests for public information or copies of official documents
or the opportunity to inspect public records shall be made in the director’s office at the department’s
principal office.

All documents or papers filed with an administrative law judge appointed by the division of
administrative hearings to be a presiding officer shall be filed with the Department of Inspections and
Appeals, Division of Administrative Hearings, Third Floor, Lucas State Office Building, Des Moines,
Iowa 50319.

701—7.40(17A) Persons authorized to represent themselves or others. Due to the complex questions
involved and the technical aspects of taxation, persons are encouraged to seek the aid, advice, assistance
and counsel of practicing attorneys and certified public accountants.

The right to represent one’s self or others in connection with any proceeding before the department
or administrative hearings division shall be limited to the following classes of persons:

1. Taxpayers who are natural persons representing themselves;

2. Attorneys duly qualified and entitled to practice in the courts of the state of lowa;

3. Attorneys who are entitled to practice before the highest court of record of any other state and
who have complied with lowa Ct.R. 31.14;

4.  Accountants who are authorized, permitted, or licensed under lowa Code chapter 542C;

5. Duly authorized directors or officers of corporations representing the corporation of which they
are respectively a director or officer, excluding attorneys who are acting in the capacity of a director or
officer of a corporation and who have not met the requirements of the third classification above;

6. Partners representing their partnership;
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7.  Fiduciaries;

8. Government officials authorized by law; or

9. Enrolled agents, currently enrolled under 31 CFR §10.6 for practice before the Internal Revenue
Service, representing a taxpayer in proceedings under division II of lowa Code chapter 422.

No person who has served as an official or employee of the department shall within a period of
two years after the termination of such service or employment appear before the department or receive
compensation for any services rendered on behalf of any person, firm, corporation, or association in
relation to any case, proceeding, or application with respect to which the person was directly concerned
and in which the person personally participated during the period of service or employment.

Any person appearing in any proceeding involving the department, regardless of whether the
department is a party, must have on file with the department a valid lowa power of attorney.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202.

701—7.41(17A) Protest. Any person wishing to contest an assessment, denial of refund claim, or any
other department action, except licensing, which may culminate in a contested case proceeding shall
file a protest, in writing, with the department within the time prescribed by the applicable statute or
rule for filing notice of application to the director for a hearing. The protest must be either delivered
to the department by electronic means, United States Postal Service or a common carrier, by ordinary,
certified, or registered mail, directed to the attention of the clerk of the hearings section for the
department, personally delivered to the clerk of the hearings section for the department, or be served on
the clerk of the hearings section for the department by personal service during business hours. For the
purpose of mailing, a protest is considered filed on the date of the postmark. If a postmark date is not
present on the mailed article, then the date of receipt of protest will be considered the date of mailing.
Any document, including a protest, is considered filed the date personal service or personal delivery
to the office of the clerk of the hearings section for the department is made. See lowa Code section
622.105 for the evidence necessary to establish proof of mailing.

The period for appealing department action relating to refund claims is the same statutory period
for contesting an assessment. Failure to timely file a written protest will be construed as a waiver of
opposition to the matter involved unless, on the director’s own motion, pursuant to statutory authority,
the powers of abatement or settlement are exercised. The review unit, created within the department by
the director to review protests as provided in 701—7.44(17A), may seek dismissal of protests which are
not in the proper form as provided by this rule. See subrule 7.44(2) for dismissals.

If the department has not granted or denied a filed refund claim within six months of filing the claim,
the refund claimant may file a protest. Even though a protest is so filed, the department is entitled to
examine and inspect the refund claimant’s records to verify the refund claim.

Notwithstanding the above, the taxpayer who fails to timely protest an assessment may contest the
assessment by paying the whole assessed tax, interest, and penalty and by filing a refund claim within the
time period provided by law for filing such claim. However, in the event that such assessment involves
divisible taxes, which are not timely protested, namely, an assessment which is divisible into a tax on
each transaction or event, the taxpayer can contest the assessment by paying a portion of the assessment
and filing a refund claim within the time period provided by law. In this latter instance, the portion
paid must represent any undisputed portion of the assessment and must also represent the liability on a
transaction or event for which, if the taxpayer is successful in contesting the portion paid, the unpaid
portion of the assessment would be canceled. Flora v. United States, 362 U.S. 145, 4 L.Ed. 2d 623, 80
S.Ct. 630 (1960); Higginbotham v. United States, 556 F.2d 1173 (4th Cir. 1977); Steele v. United States,
280 F.2d 89 (8th Cir. 1960); Stern v. United States, 563 F.Supp. 484 (D. Nev. 1983); Drake v. United
States, 355 F. Supp. 710 (E.D. Mo. 1973). Any such protest filed is limited to the issues covered by
the amounts paid for which a refund was requested and denied by the department. Thereafter, if the
department does not grant or deny the refund within six months of the filing of the refund claim or if the
department denies the refund, the taxpayer may file a protest as authorized by this rule.
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All of the taxes administered and collected by the department can be divisible taxes, except individual
income tax, fiduciary income tax, corporation income tax, franchise tax, and statewide property tax. The
following noninclusive examples illustrate the application of the divisible tax concept.

EXAMPLE A. X is assessed withholding income taxes, penalty and interest, as a responsible party on
eight employees. X fails to timely protest the assessment. X contends that X is not a responsible party.
If X is a responsible party, X was required to make monthly deposits of the withholding taxes. In this
situation, the withholding taxes are divisible. Therefore, X can pay an amount of tax, penalty and interest
attributable to one employee for one month and file a refund claim within the time period provided by
law since if X is successful on the refund claim the remaining unpaid portion of the assessment would
be canceled.

EXAMPLE B. Y is assessed sales tax, interest, and penalty for electricity purchased and used to power
a piece of machinery in Y’s manufacturing plant. Y fails to timely protest the assessment. Y was billed
monthly for electricity by the power company to whom Y had given an exemption certificate. Y contends
that the particular piece of machinery is used directly in processing tangible personal property for sale and
that, therefore, all of the electricity is exempt from sales tax. In this situation, the sales tax is divisible.
Therefore, Y can pay an amount of tax, penalty and interest attributable to one month’s electrical usage
in that machinery and file a refund claim within the time period provided by law since if Y is successful
on the refund claim the remaining unpaid portion of the assessment would be canceled.

The protest shall be brought by and in the name of the interested or affected person or by and in the
full descriptive name of the fiduciary legally entitled to institute a proceeding on behalf of the person
or by an intervenor in contested case proceedings. In the event of a variance in the name set forth in
the protest and the correct name, a statement of the reason for the discrepancy shall be set forth in the
protest. A protest which is filed shall contain:

7.41(1) A caption in the following form:

BEFORE THE DEPARTMENT OF REVENUE

HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF (state taxpayer’s PROTEST
name and address and designate type of proceeding, DOCKET NO.
e.g., income tax refund claim). (filled in by department)

7.41(2) Substantially state in separate numbered paragraphs the following:

a. Proper allegations showing:

(1) Date of assessment;

(2) Date of refund denial;

(3) Whether the protester failed to timely appeal the assessment and, if so, the date of payment and
the date of filing the refund claim;

(4) Whether the protest involves the appeal of a refund claim after six months from the date of
filing the refund claim because the department failed to deny the claim;

(5) Attach a copy of the assessment, refund claim, and refund denial;

(6) Other items that the protester wishes to bring to the attention of the department; and

(7) Request for attorney fees, if applicable.

b.  The type of tax, the taxable period or periods involved and the amount in controversy;

c¢.  Each error alleged to have been committed listed in a separate paragraph. For each error listed,
provide an explanation of the error and all relevant facts related to the error;

d. Reference to any particular statute or statutes and any rule or rules involved, if known;

e. Description of records or documents which were not available or were not presented to
department personnel prior to the filing of the protest, if any, and provide copies of any records or
documents that were not previously presented to the department;

£ Any other matters deemed relevant and not covered in the above paragraphs;
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g The desire of protester to waive informal or contested case proceedings if it is desired; unless
the protester so indicates a waiver, informal procedures will be initiated;

h. A statement setting forth the relief sought by the protester;

i.  The signature of the protester or that of the protester’s representative, the addresses of the
protester and of the protester’s representative, and the telephone number of the protester or the protester’s
representative; and

j. Attach a copy of power of attorney for protester’s representative.

Upon receipt of the protest, the clerk of the hearings section for the department shall register the
receipt of the protest, docket the protest, and shall assign a number to the case. The assigned number
shall be placed on all subsequent pleadings filed in the case. An original and two copies of the protest
shall be filed with the clerk of the hearings section of the department.

The protester may amend the protest at any time prior to the commencement of the evidentiary
hearing. The department can request that protester amend the protest for purposes of clarification.

Upon the filing of an answer or if a demand for contested case is made by the protester, the clerk
of the hearings section of the department will transfer the protest file to the division of administrative
hearings established by 1998 lowa Acts, chapter 1202, section 3, within 30 days of the date of the filing
of the answer or the demand for contested case, unless the director determines not to transfer the case.
If a party objects to a determination under 701—7.50(17A), the transfer, if any, would be made after the
director makes a ruling on the objection.

7.41(3) Denial of renewal of vehicle registration or denial of issuance or renewal, or suspension, of
a driver’s license. A person who has had an application for renewal of vehicle registration denied or has
been denied the issuance of a driver’s license or the renewal of a driver’s license, or has had a driver’s
license suspended may file a protest with the clerk of the hearings section for the department if the denial
of the issuance or renewal or the suspension is because the person owes delinquent taxes.

The issues raised in a protest by the person, which are limited to a mistake of fact, may include but
are not limited to:

1.  The person has the same name as the obligor but is not the correct person;

2. The amount in question has been paid; or

3. The person has made arrangements with the department to pay the amount.

701—7.42(17A) Identifying details. Any person may file a motion to delete identifying details
concerning the person from any document relating to any proceedings as defined in rule 701—7.37(17A)
prior to disclosure to members of the public. Such a motion must be filed with the clerk of the hearings
section for the department if the motion is filed prior to the commencement of a contested case, which
is before the Notice for Hearing is issued. If the motion is filed during a contested case proceeding
pending before an administrative law judge and before the administrative law judge has entered a
proposed decision on the case or has entered a closing order, the motion must be filed with and ruled
upon by the administrative law judge. Otherwise, the motion must be filed with the clerk of the hearings
section and ruled upon by the director. The motion shall be filed simultaneously with the presentation of
the privacy or trade secret information under circumstances whereby the information may be disclosed
to the public and before the issuance of any opinion, order or decision.

If the motion concerns information which is not a part of a contested case, the motion shall be in the
form of a request to delete identifying details; if part of a contested case, the motion shall be in the form
of a motion to delete identifying details. All motions to delete shall conform to subrule 7.50(4). The
motion or request shall contain the following:

1. The name of the person requesting deletion and the docket number of the proceeding, if
applicable;

2. The legal basis for the request for deletion, which is either that the material would be a clearly
unwarranted invasion of personal privacy or the material is a trade secret. A corporation may not claim
an unwarranted invasion of privacy;

3. A precise description of the document, report, or other material in the possession of the
department from which the deletion is sought, and a precise description of the information to be deleted.
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If deletion is sought from more than one document, each document and the materials sought to be
deleted from it shall be listed in separate paragraphs. Also contained in each separate paragraph shall
be a statement of the legal basis for the deletion requested in that paragraph, which is that the material
sought to be deleted is a clearly unwarranted invasion of privacy or is a trade secret and the material
serves no public purpose;

4.  An affidavit in support of deletion must accompany each motion or request. The affidavit must
be sworn to by a person familiar with the facts asserted within it and shall contain a clear and concise
explanation of the facts justifying deletion, not merely the legal basis for deletion or conclusionary
allegations;

5. All affidavits shall contain a general and truthful statement that the information sought to be
deleted is not available to the public from any source or combination of sources, direct or indirect, and
a general statement that the release would serve no public purpose;

6. The burden of showing that deletion is justified shall be on the movant. The burden is not
carried by mere conclusionary statements or allegations, for example, that the release of the material
would be a clearly unwarranted invasion of personal privacy or that the material is a trade secret;

7. In the event that the matter sought to be deleted is part of the pleadings, motions, evidence,
and the record in a contested case proceeding otherwise open for public inspection, and that the matter
would otherwise constitute confidential tax information shall not be grounds for deletion (1992 Op. Att’y
Gen. 1.); and

8. The ruling on the motion shall be strictly limited to the facts and legal bases presented by the
movant, and the ruling shall not be based upon any facts or legal bases not presented by the movant.

701—7.43(17A) Docket. The clerk of the hearings section for the department shall maintain a docket
of all proceedings, and each of the proceedings shall be assigned a number. Every matter coming within
the purview of these rules shall be assigned a docket number which shall be the official number for
the purposes of identification. Upon receipt of a protest, petition for declaratory order or petition to
initiate rule-making proceedings, the proceeding will be docketed and assigned a number, and the parties
notified thereof. The number shall be placed by the parties on all papers thereafter filed in the proceeding.
After the transfer of a case to the division of administrative hearings for contested case proceedings, that
division may assign a docket number to the case and in that event, the docket number shall be placed by
the parties on all papers thereafter filed in the proceeding.

701—7.44(17A) Informal procedures and dismissals of protests.

7.44(1) Informal procedures. Persons are encouraged to utilize the informal procedures provided
herein so that a settlement may be reached between the parties without the necessity of initiating contested
case proceedings. Therefore, unless the protester indicates a desire to waive the informal procedures in
the protest or the department waives informal procedures upon notification to the protester, such informal
procedures will be initiated as herein provided upon the filing of a proper protest.

a. Review unit. A review unit is created within the department and, subject to the control of the
director, the unit will:

(1) Review and evaluate the validity of all protests made by taxpayers from the department action.

(2) Determine the correct amount of tax owing or refund due.

(3) Determine the best method of resolving the dispute between the protester and the department.

(4) Take further action regarding the protest, including any additions and deletions to the audit,
as may be warranted by the circumstances to resolve the protest, including a request for an informal
conference.

(5) Determine whether the protest complies with rule 701—7.41(17A) and request any amendments
to the protest or additional information.

The review unit may concede any items contained in the protest which it determines should not be
controverted by the department. If the protester has not waived informal procedures, the review unit may
request the protester and the protester’s representative, if any, to attend an informal conference with the
review unit to explore the possibility of reaching a settlement without the necessity of initiating contested
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case proceedings or of narrowing the issues presented in the protest if no settlement can be made. The
review unit may request clarification of the issues from the protester or further information from the
protester or third persons.

Findings dealing with the issues raised in the protest may be issued unless the issues may be more
expeditiously determined in another manner or it is determined that findings are unnecessary. The
protester will be notified of the decision on the issues in controversy.

Nothing herein will prevent the review unit and the protester from mutually agreeing on the manner
in which the protest will be informally reviewed.

b.  Settlements. 1f a settlement is reached during informal procedures, the clerk of the hearings
section must be notified. A closing order shall be issued by the director and served upon all parties,
stating that a settlement was reached by the parties and that the case is terminated.

7.44(2) Dismissal of protests.

a.  Whether informal procedures have been waived or not, the failure of the protester to timely
file a protest or to pursue the protest may be grounds for dismissal of the protest by the director or the
director’s designee. If the protest is so dismissed, the protester may file an application for reinstatement
of the protest for good cause as provided in paragraph “c” of this subrule. Such application must be
filed within 30 days of the date of the dismissal notice. Thereafter, the procedure in paragraph “c” of
the subrule should be followed. If informal procedures have not been waived, the failure of the protester
to present evidence or information requested by the review unit shall constitute grounds for the director
or the director’s designee to dismiss the protest. For purposes of this subrule, an evasive or incomplete
response will be treated as a failure to present evidence or information. The failure of protester to file
a protest in the format required by rule 701—7.41(17A) may be grounds for dismissal of the protest by
the director or the director’s designee.

b.  If the department seeks to have the protest dismissed, the review unit shall file a motion to
dismiss with the clerk of the hearings section for the department and serve a copy of the motion on
the protester. Protester may file a resistance to the motion within 20 days of the date of service of the
motion. If no resistance is so filed, the director or the director’s designee shall immediately enter an
order dismissing the protest. If a resistance is filed, the review unit has ten days from the date of the
filing of the resistance to decide whether to withdraw its motion and so notify the clerk of the hearings
section for the department and protester. If no such notice is issued by the review unit within the ten-day
period, the protest file will be transferred to the division of administrative hearings, which shall issue a
notice for a contested case proceeding on the motion as prescribed by rule 701—7.47(17A), except that
the issue of the contested case proceeding shall be limited to the question of whether the protest shall be
dismissed. Thereafter, the rules of the department pertaining to contested case proceedings shall apply
in such dismissal proceedings.

c¢. If amotion to dismiss is filed and is unresisted, a protest so dismissed may be reinstated by the
director or the director’s designee for good cause as interpreted by the lowa Supreme Court in the case
of Purethane, Inc. v. lowa State Board of Tax Review, 498 N.W.2d 706 (Iowa 1993) if an application for
reinstatement is filed with the clerk of the hearings section for the department within 30 days of the date
the protest was dismissed. The application shall set forth all reasons and facts upon which the protester
relies in seeking reinstatement of the protest. The review unit shall review the application and notify
the protester whether the application is granted or denied. If the review unit denies the application to
reinstate the protest, the protester has 30 days from the date the application for reinstatement was denied
in which to request, in writing, a formal hearing on the reinstatement. When a written request is received,
the protest file will be transferred to the division of administrative hearings which shall issue a notice
as prescribed in rule 701—7.47(17A), except that the issue of the contested case proceeding shall be
limited to the question of whether the protest shall be reinstated. Thereafter, the rules of the department
pertaining to contested case proceedings shall apply in such reinstatement proceedings.

d.  Once contested case proceedings have been commenced, whether informal proceedings have
been waived or not, it shall be grounds for a motion to dismiss that a protester has either failed to diligently
pursue the protest or refuses to comply with requests for discovery set forth in rule 701—7.47(17A). Such
a motion must be filed with the presiding officer.
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e.  Notwithstanding other provisions of this subrule, if the director finds that a protest is not timely
filed, including a failure within a reasonable time to file a protest in proper form after notice to protester
by the hearings section, the director, without the filing of a motion to dismiss, may dismiss the protest
and shall notify the protester that the protest has been dismissed. With respect to a protest so dismissed,

IZ]

thereafter the provisions of paragraph “c” of this subrule shall apply.

701—7.45(17A) Answer. The department may, in lieu of findings, file an answer. When findings are
issued, the department will file an answer within 30 days of receipt of written notification from protester
stating disagreement with the findings. The answer shall be filed with the clerk of the hearings section
for the department.

In the event that the protester does not so respond in writing to the findings issued on matters covered
by subrule 7.44(1) within 30 days after being notified, the department may seek dismissal of the protest
pursuant to subrule 7.44(2).

The answer of the department shall be drawn in a manner as provided by the Iowa Rules of Civil
Procedure for answers filed in Iowa district courts.

Each paragraph contained in the answer shall be numbered or lettered to correspond, where possible,
with the paragraphs of the protest. An original copy only of the answer shall be filed with the clerk of the
hearings section for the department and shall be signed by the department’s counsel or representative.

The department shall forthwith serve a copy of the answer upon the representative of record or, if
there is no representative of record, then upon the protester and shall file proof of service with the clerk
of the hearings section of the department at the time of filing of the answer. The department may amend
its answer at any time prior to the commencement of the evidentiary hearing.

The provisions of rule 701—7.45(17A) shall be considered as a part of the informal procedures
since a contested case proceeding, at the time of filing the answer, has not yet commenced. However, an
answer shall be filed pursuant to this rule whether or not informal procedures have been waived by the
protester or the department.

Notwithstanding the above portions of this rule, if a taxpayer makes a written demand for a contested
case proceeding, as authorized by rule 701—7.47(17A), after a period of six months from the filing of
a proper protest, the department shall file its answer within 30 days after receipt of the demand. If the
department fails to file its answer within this 30-day period, interest shall be suspended, if the protest
involves an assessment, from the time that the department was required to answer until the date that the
department files its answer and, if the protest involves a refund, interest shall accrue on the refund at
double the rate from the time the department was required to answer until the date that the department
files its answer.

The department’s answer may contain a statement setting forth whether the case should be transferred
to the division of administrative hearings or the director should retain the case for hearing.

The department’s answer should set forth the basis for retention of the case by the director as provided
in subrule 7.50(1). If the answer fails to allege that the case should be retained by the director, the case
should be transferred to the division of administrative hearings for contested case proceedings, unless
the director determines on the director’s own motion that the case should be retained by the director.

This rule is intended to implement lowa Code chapter 17A and Iowa Code sections 421.14 and
421.60.

701—7.46(17A) Subpoenas. Prior to the commencement of a contested case, the department shall have
the authority to subpoena books, papers, and records and shall have all other subpoena powers conferred
upon it by law. Subpoenas in this case shall be issued by the director or the director’s designee. Once a
contested case is commenced, subpoenas must be issued by the presiding officer.

This rule is intended to implement lowa Code chapter 17A and lowa Code section 421.14.

701—7.47(17A) Commencement of contested case proceedings. A demand or request by the protester
for the commencement of contested case proceedings must be in writing and filed with the clerk of the
hearings section by electronic means, by mail via the United States Postal Service or common carrier by
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ordinary, certified, or registered mail in care of the clerk of the hearings section of the department, or by
personal service on the office of the clerk of the hearings section for the department during business hours.
The demand or request is considered filed on the date of the postmark. If the demand or request does not
indicate a postmark date, then the date of receipt or the date personal service is made is considered the
date of filing. See Iowa Code section 622.105 for the evidence necessary to establish proof of mailing.

At the request of a party or the presiding officer made prior to the issuance of the hearing notice,
the presiding officer shall hold a telephone conference with the parties for the purpose of selecting a
mutually agreeable hearing date, which date shall be the hearing date contained in the hearing notice.
The notice shall be issued within one week after the mutually agreeable hearing date is selected.

Contested case proceedings will be commenced by the presiding officer by delivery of notice by
ordinary mail directed to the parties after a demand or request is made (1) by the protester and the filing
of the answer, if one is required, which demand or request may include a date to be set for the hearing, or
(2) upon filing of the answer, if a request or demand for contested case proceedings has not been made
by the protester. The notice will be given by the presiding officer.

The presiding officer may grant a continuance of the hearing. Any change in the date of the hearing
shall be set by the presiding officer. Either party may apply to the presiding officer for a specific date for
the hearing. The notice shall include:

1. A statement of the time (which shall allow for a reasonable time to conduct discovery), place
and nature of the hearing;

2. A statement of the legal authority and jurisdiction under which the hearing is held;

3. A reference to the particular sections of the statutes and rules involved; and

4. A short and plain statement of the matters asserted, including the issues.

After the delivery of the notice commencing the contested case proceedings, the parties may file
further pleadings or amendments to pleadings as they desire. However, any pleading or amendment
thereto which is filed within seven days prior to the date scheduled for the hearing or filed on the date of
the hearing shall constitute good cause for the party adversely affected by the pleading or amendment to
seek and obtain a continuance.

This rule is intended to implement lowa Code sections 17A.12 and 421.8A.

701—7.48(17A) Discovery. The rules of the Supreme Court of the state of Iowa applicable in
civil proceedings with respect to depositions upon oral examination or written questions; written
interrogatories; production of documents or things or permission to enter upon land or other property,
for inspection and other purposes; physical and mental examinations; and requests for admission shall
apply to discovery procedures in contested case proceedings. Disputes concerning discovery shall be
resolved by the presiding officer. If necessary a hearing shall be scheduled, with reasonable notice to
the parties and upon hearing an appropriate order shall be issued by the presiding officer.

When the department relies on a witness in a contested case, whether or not a departmental employee,
who has made prior statements or reports with respect to the subject matter of the witness’ testimony, it
shall, on request, make such statements or reports available to a party for use on cross-examination, unless
those statements or reports are otherwise expressly exempt from disclosure by constitution or statute.
Identifiable departmental records that are relevant to disputed material facts involved in a contested case
shall, upon request, promptly be made available to the party unless the requested records are expressly
exempt from disclosure by constitution or statute.

Evidence obtained in such discovery may be used in contested case proceedings if that evidence
would otherwise be admissible in the contested case proceeding.

This rule is intended to implement lowa Code chapter 17A and lowa Code section 421.14.

701—7.49(17A) Prehearing conference. Upon the motion of the presiding officer, or upon the written
request of a party, the presiding officer shall direct the parties to appear at a specified time and place
before the presiding officer for a prehearing conference to consider:

1.  The possibility or desirability of waiving any provisions of the Act relating to contested case
proceedings by written stipulation representing an informed mutual consent;
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2. The necessity or desirability of setting a new date for hearing;

3. The simplification of issues;

4. The necessity or desirability of amending the pleadings either for the purpose of clarification,
amplification or limitation;

5. The possibility of agreeing to the admission of facts, documents or records not really
controverted, to avoid unnecessary introduction of proof;

6. The procedure at the hearing;

7. Limiting the number of witnesses;

8.  The names and identification of witnesses and the facts each party will attempt to prove at the
hearing;

9.  Conduct or schedule of discovery; and

10. Such other matters as may aid, expedite or simplify in the disposition of the proceeding.

Any action taken at the prehearing conference shall be recorded in an appropriate order, unless the
parties enter upon a written stipulation as to such matters or agree to a statement thereof made on the
record by the presiding officer.

When an order is issued at the termination of the prehearing conference, a reasonable time shall be
allowed to the parties to present objections on the grounds that it does not fully or correctly embody
the agreements at such conference. Thereafter, the terms of the order or modification thereof shall
determine the subsequent course of the proceedings relative to matters it includes, unless modified to
prevent manifest injustice.

If either party to the contested case proceeding fails to appear at the prehearing conference, fails to
request a continuance, or fails to submit evidence or arguments which the party wishes to be considered in
lieu of appearance, the opposing party may move for dismissal. The motion shall be made in accordance
with subrule 7.50(4).

This rule is intended to implement lowa Code section 17A.12.

701—7.50(17A) Contested case proceedings. Unless the parties to a contested case proceeding have,
by written stipulation representing an informed mutual consent, waived the provisions of the Act relating
to such proceedings, contested case proceedings shall be initiated and culminate in an evidentiary hearing
open to the public.

Evidentiary hearings in which the presiding officer is an administrative law judge employed by the
division of administrative hearings, shall be held at the location designated in the notice of evidentiary
hearing. Generally, the location for evidentiary hearings in such cases will be at the principal office of
the Department of Inspections and Appeals, Lucas State Office Building, Des Moines, lowa 50319.

If the director retains a contested case, generally, the location for the evidentiary hearing will be at
the main office of the department at the Hoover State Office Building, Fourth Floor, Des Moines, lowa
50309. However, the department retains the discretion to change the location of the evidentiary hearing
if necessary. The location of the evidentiary hearing will be designated in the notice of hearing issued
by the director.

7.50(1) Determination of presiding officer. If the director retains a contested case for evidentiary
hearing and the department is a party, the initial presiding officer will be the director. If the department
is not a party to the contested case retained by the director, the presiding officer may be the director or
the director’s designee. Upon determining that a case will be retained and not transferred to the division
of administrative hearings, the director shall issue written notification to the parties of the determination
which states the basis for retaining the case for evidentiary hearing.

The director may determine to retain a contested case for evidentiary hearing and decision upon the
filing by the department of its answer under rule 701—7.45(17A). If the answer failed to allege that the
case should be retained by the director and the case was transferred to the division of administrative
hearings for contested case proceedings, either party may, within a reasonable time after the issuance of
the hearing notice provided in rule 701—7.47(17A), make application to the director to recall and retain
the case for hearing and decision. Any such application shall be served upon the assigned administrative
law judge or presiding officer.
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A protester may file a written objection to the director’s determination to retain the case for
evidentiary hearing and request that the contested case be heard by an administrative law judge or
presiding officer and request a hearing on the objection. Such an objection must be filed with the clerk
of the hearings section for the department within 20 days of the notice issued by the director of the
director’s determination to retain the case. The director may retain the case only upon a finding that one
or more of the following apply:

a. There is a compelling need to expedite issuance of a final decision in order to protect the public
health, safety and welfare;

b. A qualified administrative law judge is unavailable to hear the case within a reasonable time;

c¢.  The case involves significant policy issues of first impression that are inextricably intertwined
with the factual issues presented;

d.  The demeanor of the witnesses is likely to be dispositive in resolving the disputed factual issues;

e.  The case involves an issue or issues the resolution of which would create important precedent;

£ The case involves complex or extraordinary questions of law or fact;

g The case involves issues or questions of law or fact that, based on the director’s discretion,
should be retained by the director;

h.  Funds are unavailable to pay the costs of an administrative law judge and an interagency appeal;

i.  The request was not timely filed;

j. The request is not consistent with a specified statute; and

k. An assignment of the administrative law judge will result in lengthening the time for issuance
of a proposed decision, after the case is submitted, beyond a reasonable time as provided in subrule
7.50(7). In making this determination, the director shall consider whether the assigned administrative
law judge has a current backlog of submitted cases for which decisions have not been issued for one year
after submission.

The director shall issue a written ruling specifying the grounds for the decision within 20 days after a
request for an administrative law judge is filed. If a party objects to the director’s determination to retain
a case for evidentiary hearing, transfer of the protest file, if any, will be made after the director makes
a final determination on the objection. If the ruling is contingent upon the availability of a qualified
administrative law judge, the parties shall be notified at least ten days prior to the hearing if a qualified
administrative law judge will be available.

Ifthere is no factual conflict or credibility of evidence offered in issue, either party, after the contested
case has been heard and a proposed decision is pending with a presiding officer other than the director
for at least one year, may make application to the director to transfer the case to the director for decision.
In addition, if the aforementioned criteria exist, the director, on the director’s own motion, may issue
a notice to the parties of the director’s intention to transfer the case to the director for decision. The
opposing party may file, within 20 days after service of such application or notice by the director, a
resistance setting forth in detail why the case should not be transferred. If the director approves the
transfer of the case, the director shall issue a final contested case decision. The director or a party may
request that the parties be allowed to submit proposed findings of fact and conclusions of law.

The director has the right to require that any presiding officer, other than the director, be a licensed
attorney in the state of lowa, unless the contested case only involves licensing. In addition, any presiding
officer must possess, upon determination by the director, sufficient technical expertise and experience in
the areas of taxation and presiding over proceedings to effectively determine the issues involved in the
proceeding.

Except as provided otherwise by another provision of law, all rulings by an administrative law judge
acting as presiding officer are subject to appeal to the director.

7.50(2) Conduct of proceedings. A proceeding shall be conducted by a presiding officer who, among
other things, shall:

a.  Open the record and receive appearances;

b.  Administer oaths and issue subpoenas;

c.  Enter the notice of hearing into the record;

d. Receive testimony and exhibits presented by the parties;
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In the presiding officer’s discretion, interrogate witnesses;

Rule on objections and motions;

Close the hearing; and

Issue an order containing findings of fact and conclusions of law.

The presiding officer may resolve preliminary procedural motions by telephone conference in which
all parties have an opportunity to participate. Other telephone proceedings may be held with the consent
of all parties. The presiding officer will determine the location of the parties and witnesses for telephone
hearing. The convenience of the witnesses or parties, as well as the nature of the case, will be considered
when location is chosen. Parties shall be notified at least 30 days in advance of the date and place of the
hearing.

Evidentiary proceedings shall be oral and open to the public and shall be recorded either by
mechanical means or by certified shorthand reporters. Parties requesting that the hearing be recorded
by certified shorthand reporters shall bear the appropriate costs. The record of the oral proceedings or
the transcription thereof, shall be filed with and maintained by the department for at least five years
from the date of the decision. An opportunity shall be afforded to the parties to respond and present
evidence and argument on all issues involved and to be represented by counsel at their own expense.
Unless otherwise directed by the presiding officer, evidence will be received in the following order: (1)
protester, (2) intervenor (if applicable), (3) department, (4) rebuttal by protester, (5) oral argument by
parties (if necessary).

If the protester or the department appears without counsel or other representative who can reasonably
be expected to be familiar with these rules, the presiding officer shall explain to the parties the rules of
practice and procedure and generally conduct a hearing in a less formal manner than that used when the
parties have such representatives appearing upon their behalf. It should be the purpose of the presiding
officer to assist any party appearing without such representative to the extent necessary to allow the
party to fairly present evidence, testimony, and arguments on the issues. The presiding officer shall
take whatever steps may be necessary and proper to ensure that all evidence having probative value is
presented and that each party is accorded a fair hearing.

If the parties have mutually agreed to waive the provisions of the Act in regard to contested case
proceedings, the hearing will be conducted in a less formal manner than when an evidentiary hearing is
conducted.

If a party fails to appear in a contested case proceeding after proper service of notice, the presiding
officer may, upon the presiding officer’s own motion or upon the motion of the party who has appeared,
adjourn the hearing, enter a default decision, or proceed with the hearing and make a decision on the
merits in the absence of the party.

Contemptuous conduct by any person appearing at a hearing shall be grounds for the person’s
exclusion from the hearing by the presiding officer.

A stipulation by the parties of the issues or a statement of the issues in the notice commencing
the contested case cannot be changed by the presiding officer without the consent of the parties. The
presiding officer shall not, on the presiding officer’s own motion, change or modify the issues agreed
upon by the parties. Notwithstanding the provisions of this paragraph, a party within a reasonable time
prior to the hearing may request that a new issue be addressed in the proceedings, except that the request
cannot be made after the parties have stipulated to the issues.

7.50(3) Rules of evidence. In evaluating evidence, the department’s experience, technical
competence, and specialized knowledge may be utilized.

a.  Oath. All testimony presented before the presiding officer shall be given under oath which the
presiding officer has authority to administer.

b.  Production of evidence and testimony. The presiding officer may issue subpoenas to a party
on request, as permitted by law, compelling the attendance of witnesses and the production of books,
papers, records, or other real evidence.

c.  Subpoena. When a subpoena is desired after the commencement of a contested case proceeding,
the proper party shall indicate to the presiding officer the name of the case, the docket number and the
last-known addresses of the witnesses to be called. If evidence other than oral testimony is required, each

=0 SR
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item to be produced must be adequately described. When properly prepared by the presiding officer, the
subpoena will be returned to the requesting party for service. Service may be made in any manner
allowed by law before the hearing date of the case which the witness is required to attend. No costs
for serving a subpoena will be allowed if it is served by any person other than the sheriff. Subpoenas
requested for discovery purposes shall be issued by the presiding officer.

d.  Admissibility of evidence.

(1) Evidence having probative value. Although the presiding officer is not bound to follow the
technical common law rules of evidence, a finding shall be based upon the kind of evidence on which
reasonably prudent persons are accustomed to rely for the conduct of their serious affairs, and may be
based upon such evidence even if it would be inadmissible in a jury trial. Therefore, the presiding officer
may admit and give probative effect to evidence on which reasonably prudent persons are accustomed
to rely for the conduct of their serious affairs. Irrelevant, immaterial, or unduly repetitious evidence
shall be excluded. The presiding officer shall give effect to the rules of privilege recognized by law.
Evidence not provided to a requesting party through discovery shall not be admissible at the hearing.
Subject to these requirements, when a hearing will be expedited and the interests of the parties will not
be prejudiced, substantially any part of the evidence may be required to be submitted in verified written
form by the presiding officer.

Objections to evidentiary offers may be made at the hearing and the presiding officer’s ruling thereon
shall be noted in the record.

(2) Evidence of a federal determination. Evidence of a federal determination whether it be a
treasury department ruling, regulation or determination letter, a federal court decision or an Internal
Revenue Service assessment relating to issues raised in the proceeding shall be admissible, and the
protester shall be presumed to have conceded the accuracy of it unless the protester specifically states
wherein it is erroneous.

(3) Copies of evidence. A copy of any book, record, paper or document may be offered directly in
evidence in lieu of the original, if the original is not readily available or if there is no objection. Upon
request, the parties shall be given an opportunity to compare the copy with the original, if available.

(4) Stipulations. Approval of the presiding officer is not required for stipulations of the parties to
be used in contested case proceedings. In the event the parties file a stipulation in the proceedings, the
stipulation shall be binding on the parties and the presiding officer.

e.  Exhibits.

(1) Identification of exhibits. Exhibits attached to a stipulation or entered in evidence which
are offered by protesters shall be numbered serially, i.e., 1, 2, 3, etc.; whereas, those offered by the
department shall be lettered serially, i.e., A, B, C, etc.; and those offered jointly shall be numbered and
lettered, i.e., 1-A, 2-B, 3-C, etc.

(2) Disposition of exhibits. After an order has become final, either party desiring the return, at the
party’s expense, of any exhibit belonging to the party, shall make application in writing to the clerk of the
hearings section for the department within 30 days suggesting a practical manner of delivery; otherwise,
exhibits may be disposed of as the clerk of the hearings section for the department deems advisable.

£ Official notice. The presiding officer may take official notice of all facts of which judicial notice
may be taken. Parties shall be notified at the earliest practicable time, either before or during the hearing,
or by reference in preliminary reports, preliminary decisions or otherwise, of the facts proposed to
be noticed and their source, including any staff memoranda or data. The parties shall be afforded an
opportunity to contest such facts prior to the issuance of the decision in the contested case proceeding
unless the presiding officer determines as a part of the record or decision that fairness to the parties does
not require an opportunity to contest such facts.

g Evidence outside the record. Except as provided by these rules, the presiding officer shall not
consider factual information or evidence in the determination of any proceeding unless the same shall
have been offered and made a part of the record in the proceeding.

h.  Presentation of evidence and testimony. In any hearing each party thereto shall have the right to
present evidence and testimony of witnesses and to cross-examine any witness who testifies on behalf of
an adverse party. Persons whose testimony has been submitted in written form, if available, shall also be
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subject to cross-examination by an adverse party. Opportunity shall be afforded each party for re-direct
examination and re-cross examination and to present evidence and testimony as rebuttal to evidence
presented by another party, except that unduly repetitious evidence shall be excluded.

i.  Offer of proof. An offer of proof may be made through the witness or by statement of counsel.
The party objecting may cross-examine the witness without waiving any objection.

7.50(4) Motions. After commencement of contested case proceedings, appropriate motions may be
filed by any party with the presiding officer when facts requiring such motion come to the knowledge of
the party. All motions shall state the relief sought and the grounds upon which the same are based.

Motions made prior to a hearing shall be in writing and a copy thereof served on all parties and
attorneys of record. Such motions shall be ruled on by the presiding officer. The presiding officer shall
rule on the motion by issuing an order. A copy of the order containing the ruling on the motion shall
be mailed to the parties and authorized representatives. Motions may be made orally during the course
of a hearing; however, the presiding officer may request that it be reduced to writing and filed with the
presiding officer.

To avoid a hearing on a motion, it is advisable to secure the consent of the opposing party prior to
filing the motion. If consent of the opposing party to the motion is not obtained, a hearing on the motion
may be scheduled and the parties notified. The burden will be on the party filing the motion to show
good cause why the motion should be granted.

The party making the motion may affix thereto such affidavits as are deemed essential to the
disposition of the motion, which shall be served with the motion and to which the opposing party may
reply with counter affidavits.

a.  Types of motions. Types of motions include, but are not limited to:

(1) Motion for continuance. Motions for continuance should be filed no later than ten days before
the scheduled date of the contested case hearing unless the grounds for the motion are first known to
the moving party within ten days of the hearing, in which case the motion shall be promptly filed and
shall set forth why it could not be filed at least ten days prior to the hearing. Grounds for motion for
continuance include, but are not limited to, the following:

1.  Unavailability of a party, a party’s representative or a witness;

2. Incompletion of discovery; and

3. Possibility of settlement of the case.

(2) Motion for dismissal;

(3) Motion for summary judgment;

(4) Motion to delete identifying details in the decision;

(5) Motion for default; and

(6) Motion to vacate default.

b.  Hearing on motions. Motions subsequent to the commencement of a contested case proceeding
shall be determined by the presiding officer.

c.  Summary judgment procedure. Summary judgment may be obtained under the following
conditions and circumstances:

(1) A party may, after a reasonable time to complete discovery, after completion of discovery, or
by agreement of the parties, move with or without supporting affidavits for a summary judgment in the
party’s favor upon all or any part of a party’s claim or defense.

(2) The motion shall be filed not less than 45 days prior to the date the case is set for hearing, unless
otherwise ordered by the presiding officer. Any party resisting the motion shall file within 30 days from
the time of service of the motion a resistance; statement of disputed facts, if any; and memorandum of
authorities supporting the resistance. If affidavits supporting the resistance are filed, they must be filed
with the resistance. The time fixed for hearing or normal submission on the motion shall be not less
than 35 days after the filing of the motion, unless another time is ordered by the presiding officer. The
judgment sought shall be rendered forthwith if the pleadings, depositions, answers to interrogatories,
and admissions on file, together with the affidavits, if any, show that there is no genuine issue as to any
material fact and that the moving party is entitled to a judgment as a matter of law.
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(3) Upon any motion for summary judgment pursuant to this rule, there shall be affixed to
the motion a separate, short, and concise statement of the material facts as to which the moving
party contends there is no genuine issue to be tried, including specific reference to those parts of the
pleadings, depositions, answers to interrogatories, admissions on file, and affidavits which support such
contentions and a memorandum of authorities.

(4) Supporting and opposing affidavits shall set forth such facts as would be admissible in
evidence, and shall show affirmatively that the affiant is competent to testify to the matters stated
therein. The presiding officer may permit affidavits to be supplemented or opposed by depositions,
answers to interrogatories, further affidavits, or oral testimony. When a motion for summary judgment
is made and supported as provided in this rule, an adverse party may not rest upon the mere allegations
or denials of the party’s pleading, but the party’s response must set forth specific facts, by affidavits or
as otherwise provided in this rule, showing that there is a genuine issue for hearing. If the party does
not so respond, summary judgment, if appropriate, shall be entered against the party.

(5) If on motion under this rule judgment is not rendered upon the whole case or for all the relief
asked and a hearing is necessary, the presiding officer at the hearing of the motion, by examining the
pleadings and the evidence before the presiding officer and by interrogating counsel, shall, if practicable,
ascertain what material facts exist without substantial controversy and what material facts are actually,
and in good faith, controverted. The presiding officer shall thereupon make an order specifying the facts
that appear without substantial controversy, including the extent to which the amount or other relief is
not in controversy, and directing such further proceedings in the action as are just. Upon the hearing of
the contested case, the facts so specified shall be deemed established, and the hearing shall be conducted
accordingly.

(6) Should it appear from the affidavits of a party opposing the motion that the party cannot for
reasons stated present, by affidavit, facts essential to justify the party’s opposition, the presiding officer
may refuse the application for judgment, may order a continuance to permit affidavits to be obtained,
may order depositions be taken or discovery be completed, or may make any other order appropriate.

(7) An order on summary judgment that disposes of less than the entire case is appealable to the
director at the same time that the proposed order is appealable pursuant to subrule 7.50(7).

7.50(5) Briefs and oral argument. At any time, upon the request of any party or in the presiding
officer’s discretion, the presiding officer may require the filing of briefs on any of the issues before the
presiding officer prior to or at the time of hearing, or at a subsequent time. At the hearing, the parties
should be prepared to make oral arguments as to the facts and law at the conclusion of the hearing if the
presiding officer so directs.

An original copy only of all briefs shall be filed. Filed briefs shall conform to the requirements of
701—7.5(17A).

If the parties agree on a schedule for submission of briefs, the schedule shall be binding on the parties
and the presiding officer except that, for good cause shown, the time may be extended upon application
of a party.

7.50(6) Defaults. 1f a party fails to appear or participate in a contested case proceeding after proper
service of notice, the presiding officer may, if no adjournment is granted, enter a default decision or
proceed with the hearing and render a decision in the absence of the party.

a. Where appropriate and not contrary to law, any party may move for default against a party who
has failed to file a required pleading or has failed to appear after proper service.

b. A defaultdecision or a decision rendered on the merits after a party failed to appear or participate
in a contested case proceeding becomes a final department action unless, within 15 days after the date of
notification or mailing of the decision, a motion to vacate is filed and served on all parties or an appeal
of a decision on the merits is timely initiated within the time provided in subrule 7.50(7). A motion to
vacate must state all facts relied upon by the moving party which establish that good cause existed for
that party’s failure to appear or participate at the contested case proceeding. Each fact so stated must be
substantiated by at least one sworn affidavit of a person with personal knowledge of each such fact, and
such affidavit(s) must be attached to the motion.
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c¢.  The time for further appeal of a decision for which a timely motion to vacate has been filed is
stayed pending a decision on the motion to vacate.

d.  Properly substantiated and timely filed motions to vacate shall be granted only for good cause
shown. The burden of proof as to good cause is on the moving party. Adverse parties shall have ten days
to respond to a motion to vacate. Adverse parties shall be allowed to conduct discovery as to the issue
of good cause and to present evidence on the issue prior to a decision on the motion, if a request to do
so is included in that party’s response.

e. “Good cause” for purposes of this rule shall have the same meaning as “good cause” as
interpreted in the case of Purethane, Inc.v. lowa State Board of Tax Review, 498 N.W.2d 706 (Iowa
1993).

£ Adecision denying a motion to vacate is subject to further appeal within the time limit allowed
for further appeal of a decision on the merits in the contested case proceeding. A decision granting a
motion to vacate is subject to interlocutory appeal by the adverse party as provided in subrule 7.50(12).

g Ifamotion to vacate is granted and no timely interlocutory appeal has been taken, the presiding
officer shall issue another notice of hearing and the contested case shall proceed accordingly.

h. A default decision may award any relief consistent with the request for relief by the party in
whose favor the default decision is made and embraced in the contested case issues; but unless the
defaulting party has appeared, it cannot exceed the relief demanded.

i. A default decision may provide either that the default decision is to be stayed pending a timely
motion to vacate or that the default decision is to take effect immediately, subject to a request for a stay.

7.50(7) Orders. At the conclusion of the hearing, the presiding officer in the presiding officer’s
discretion, may request the parties to submit proposed findings of fact and conclusions of law. Upon
the request of any party, the presiding officer shall allow the parties an opportunity to submit proposed
findings of fact and conclusions of law. In addition to or in lieu of the filing of briefs, upon the request
of all of the parties waiving any contrary contested case provisions of law or of these rules, the presiding
officer shall allow the parties to submit proposed findings of fact and conclusions of law and the presiding
officer may sign and adopt as the decision or proposed decision one of such proposed findings of fact
and conclusions of law without any changes.

The decision in a contested case is an order which shall be in writing or stated in the record. The
order shall include findings of fact prepared by the person presiding at the hearing, unless the person
is unavailable, and based solely on the evidence in the record and on matters officially noticed in the
record, and shall include conclusions of law. The findings of fact and conclusions of law shall be
separately stated. If a party has submitted proposed findings of fact, the order shall include a ruling upon
each proposed finding. Each conclusion of law shall be supported by cited authority or by a reasoned
opinion. The decision must include an explanation of why the relevant evidence in the record supports
each material finding of fact. If the issue of reasonable litigation costs was held in abeyance pending
the outcome of the substantive issues in the contested case and the proposed order decides substantive
issues in favor of protester, the proposed order shall include a notice of time and place for a hearing on
the issue of whether reasonable litigation costs shall be awarded and on the issue of the amount of such
award, unless the parties agree otherwise. All decisions and orders in a contested case proceeding shall
be based solely on the legal bases and arguments presented by the parties. In the event that the presiding
officer believes that a legal basis or argument for a decision or order exists, but has not been presented
by the parties, the presiding officer shall notify the parties and give them an opportunity to file a brief
that addresses such legal basis or argument.

When a motion has been made to delete identifying details in an order on the basis of personal privacy
or trade secrets, the justification for such deletion or refusal to delete shall be made by the moving party
and shall appear in the order.

When the director initially presides at a hearing or considers decisions on appeal from or review of
a proposed decision by the presiding officer other than the director, the order becomes the final order
of the department for purposes of judicial review or rehearing unless there is an appeal to or review on
motion of a second agency within the time provided by statute or rule. When a presiding officer other
than the director presides at the hearing, the order becomes the final order of the department for purposes
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of judicial review or rehearing unless there is an appeal to or review on motion of the director within
30 days of the date of the order, or 10 days, excluding Saturdays, Sundays, and legal holidays, for a
revocation order pursuant to rule 701—7.55(17A). However, if the contested case proceeding involves a
question of an award of reasonable litigation costs, the proposed order on the substantive issues shall not
be appealable to or reviewable by the director on the director’s motion until the issuance of a proposed
order on the reasonable litigation costs. If there is no such appeal or review within 30 days or 10 days,
whichever is applicable, from the date of the proposed order on reasonable litigation costs, both the
proposed order on the substantive issues and the proposed order on the reasonable litigation costs become
the final orders of the department for purposes of judicial review or rehearing. On an appeal from, review
of, or application for rehearing concerning the presiding officer’s order, the director has all the power
which the director would initially have had in making the decision; however, the director will only
consider those issues or selected issues presented at the hearing before the presiding officer or any issues
of fact or law raised independently by the presiding officer, including the propriety of and the authority
for raising issues. The parties will be notified of those issues which will be considered by the director.

Notwithstanding the provisions of this rule, where a presiding officer other than the director issues an
interlocutory decision or ruling which does not dispose of all the issues, except reasonable litigation costs,
in the contested case proceeding, the party adversely affected by the interlocutory decision or ruling may
apply to the director within 20 days (10 days for a revocation proceeding) of the date of issuance of the
interlocutory decision or ruling to grant an appeal in advance of the proposed decision. The application
shall be served on the parties and the presiding officer. The party opposing the application shall file any
resistance within 15 days of the service of the application unless, for good cause, the director extends the
time for such filing. The director, in the exercise of discretion, may grant the application on finding that
such interlocutory decision or ruling involves substantial rights and will materially affect the proposed
decision and that a determination of its correctness before hearing on the merits will better serve the
interests of justice. The order of the director granting the appeal may be on terms setting forth the course
of proceedings on appeal, including advancing the appeal for prompt submission, and the order shall stay
further proceedings below. The presiding officer, at the request of the director, shall promptly forward
to the director all or a portion of the file or record in the contested case proceeding.

In the event of an appeal to or review of the proposed order by the director, the administrative hearings
division shall be promptly notified of the appeal or review by the director. The administrative hearings
division shall, upon such notice, promptly forward the record of the contested case proceeding and all
other papers associated with the case to the director.

A decision by the director may reverse or modify any finding of fact if a preponderance of the
evidence will support a determination to reverse or modify such a finding of fact, or may reverse or
modify any conclusion of law that the director finds to be in error.

Orders will be issued within a reasonable time after termination of the hearing. Parties shall be
promptly notified of each order by delivery to them of a copy of the order by personal service or certified
mail, return receipt requested, except in the case of an order revoking a sales or use tax permit or a motor
fuel license which may be delivered by ordinary mail.

A cross-appeal may be taken within the 30-day period for taking an appeal to the director of revenue
or in any event within 5 days after the appeal to the director is taken. If a cross-appeal is taken from
a revocation order pursuant to rule 701—7.55(17A), the cross-appeal may be taken within the 10-day
period for taking an appeal to the director or in any event within 5 days after the appeal to the director is
taken.

Upon issuance of a closing order or the proposed decision by a presiding officer other than the
director, such presiding officer no longer has jurisdiction over the contested case. Thereafter, any further
proceedings associated with or related to the contested case must occur before the director.

7.50(8) Stays. During the pendency of judicial review of the final contested case order of the
department, the party seeking judicial review may file an application for a stay with the director.
The application shall set forth the reasons in detail why the applicant is entitled to a stay and shall
specifically address the following four factors:
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a. The extent to which the applicant is likely to prevail when the court finally disposes of the
matter;

b.  The extent to which the applicant will suffer irreparable injury if the stay is not granted;

c¢.  The extent to which the grant of a stay to the applicant will substantially harm the other parties
to the proceedings; and

d.  The extent to which the public interest relied on by the department is sufficient to justify the
department’s actions in the circumstances.

The director shall consider and balance the previously mentioned four factors and may consult
with department personnel and the department’s representatives in the judicial review proceeding. The
director shall expeditiously grant or deny the stay.

7.50(9) Expedited cases—when applicable. In case a protest is filed where the case is not of
precedential value and the parties desire a prompt resolution of the dispute, the department and the
protester may agree to have the case designated as an expedited case.

a. Agreement. The department and the protester shall execute an agreement to have the case
treated as an expedited case. In this case, discovery is waived. The provisions of this agreement shall
constitute a waiver of the rights set forth in lowa Code chapter 17A for contested case proceedings.
Within 30 days of written notice to the clerk of the hearings section for the department sent by the
parties stating that an agreement to expedite the case has been executed, the clerk of the hearings section
for the department must transfer the protest file to the division of administrative hearings.

b.  Finality of decision. A decision entered in an expedited case proceeding shall not be reviewed
by the director, state board of tax review, or any other court, and shall not be treated as a precedent for
any other case.

¢.  Discontinuance of proceedings. Any time prior to a decision’s being rendered, the taxpayer
or the department may request that expedited case proceedings be discontinued if there are reasonable
grounds to believe that the issues in dispute would be of precedential value.

d.  Procedure. Upon return of an executed agreement for this procedure, the department shall
within 14 days file its answer to the protest. The case shall be docketed for hearing as promptly as
the presiding officer can reasonably hear the matter.

7.50(10) Burden of proof. The burden of proof with respect to assessments or denials of refunds in
contested case proceedings is as follows:

a.  The department must carry the burden of proof by clear and convincing evidence as to the issue
of fraud with intent to evade tax.

b.  The burden of proof is on the department for any tax periods for which the assessment was not
made within six years after the return became due, excluding any extension of time for filing such return,
except where the department’s assessment is the result of the final disposition of a matter between the
taxpayer and the Internal Revenue Service or where the taxpayer and the department signed a waiver of
the statute of limitations to assess.

c¢.  The burden of proof is on the department as to any new matter or affirmative defense raised
by the department. “New matter” means an adjustment not set forth in the computation of the tax in
the assessment or refund denial, as distinguished from a new reason for the assessment or refund denial.
“Affirmative defense” is one resting on facts not necessary to support the taxpayer’s case.

d. In all instances where the burden of proof is not expressly placed upon the department in this
subrule, the burden of proof is upon the protester.

7.50(11) Costs. A prevailing taxpayer in a contested case proceeding related to the determination,
collection, or refund of a tax, penalty, or interest may be awarded reasonable litigation costs by the
department incurred subsequent to the issuance of the notice of assessment or refund denial based upon
the following:

a. The reasonable expenses of expert witnesses.

b.  The reasonable costs of studies, reports, and tests.

c¢.  The reasonable fees of independent attorneys or independent accountants retained by the
taxpayer. No such award is authorized for accountants or attorneys who represent themselves or who
are employees of the taxpayer.
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d.  An award for reasonable litigation costs shall not exceed $25,000 per case.

e. No award shall be made for any portion of the proceeding which has been unreasonably
protracted by the taxpayer.

£~ For purposes of this subrule, “prevailing taxpayer” means a taxpayer who establishes that the
position of the department in the contested case proceeding was not substantially justified and who has
substantially prevailed with respect to the amount in controversy, or has substantially prevailed with
respect to the most significant issue or set of issues presented. If the position of the department in
issuance of the assessment or refund denial was not substantially justified and if the matter is resolved or
conceded before the contested case proceeding is commenced, there cannot be an award for reasonable
litigation costs.

g The definition of “prevailing taxpayer” is taken from the definition of “prevailing party” in 26
U.S.C. §7430. Therefore, federal cases determining whether the Internal Revenue Service’s position
was substantially justified will be considered in the determination of whether a taxpayer is entitled to
an award of reasonable litigation costs to the extent that 26 U.S.C. §7430 is consistent with lowa Code
section 421.60(4).

h.  The taxpayer has the burden of establishing the unreasonableness of the department’s position.

i.  Once a contested case has commenced, a concession by the department of its position or a
settlement of the case either prior to the evidentiary hearing or any order issued does not, per se, either
authorize an award of reasonable litigation costs or preclude such award.

j. If the department relied upon information provided or action conducted by federal, state, or
local officials or law enforcement agencies with respect to the tax imposed by lowa Code chapter 453B,
an award for reasonable litigation costs shall not be made in a contested case proceeding involving the
determination, collection, or refund of that tax.

k. The taxpayer who seeks an award of reasonable litigation costs must specifically request such
award in the protest or it will not be considered.

I, A request for an award of reasonable litigation costs shall be held in abeyance until the
concession or settlement of the contested case proceeding, or the issuance of a proposed order in the
contested case proceeding, unless the parties agree otherwise.

m. At the hearing held for the purpose of deciding whether an award for reasonable litigation costs
should be awarded, consideration shall be given to the following points:

(1) Whether the department’s position was substantially justified;

(2) Whether the protester is the prevailing taxpayer;

(3) The burden is upon protester to establish how the alleged reasonable litigation costs were
incurred. This requires a detailed accounting of the nature of each cost, the amount of each cost, and to
whom the cost was paid or owed;

(4) Whether alleged litigation costs are reasonable or necessary;

(5) Whether protester has met its burden of demonstrating all of these points.

7.50(12) Interlocutory appeals. Upon written request of a party or on the director’s own motion, the
director may review an interlocutory order of the presiding officer. In determining whether to do so, the
director shall weigh the extent to which granting the interlocutory appeal would expedite final resolution
of the case and the extent to which review of that interlocutory order by the director at the time of the
review of the proposed decision of the presiding officer would provide an adequate remedy. Any request
for interlocutory review must be filed within 14 days of issuance of the challenged order, but no later
than the time for compliance with the order or the date of hearing, whichever is first.

Interlocutory appeals do not apply to licensing.

7.50(13) Consolidation and severance.

a.  Consolidation. The presiding officer may consolidate any or all matters at issue in two or more
contested case proceedings where:

(1) The matters at issue involve common parties or common questions of fact or law;

(2) Consolidation would expedite and simplify consideration of the issues involved; and

(3) Consolidation would not adversely affect the rights of any of the parties to those proceedings.
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b.  Severance. The presiding officer may, for good cause shown, order any contested case
proceedings or portions thereof severed.

Since stipulations are encouraged, it is expected and anticipated that the parties proceeding to a
hearing will stipulate to evidence to the fullest extent to which complete or qualified agreement can be
reached including all material facts that are not, or should not be, fairly in dispute.

Without the necessity of proceeding to an evidentiary hearing in a contested case, the parties may
agree in writing to informally dispose of the case by stipulation, agreed settlement, consent order, or by
another method agreed upon. If such informal disposition is utilized, the parties shall so indicate to the
presiding officer that the case has been settled. Upon request, the presiding officer shall issue a closing
order to reflect such a disposition. The contested case is terminated upon issuance of a closing order.

Unless otherwise precluded by law, the parties in a contested case proceeding may mutually agree
to waive any provision under these sets of rules governing the contested case proceedings.

This rule is intended to implement lowa Code sections 17A.15(3), 421.60, 422.57(1) and 452A.68.

701—7.51(17A) Record and transcript. The record in a contested case shall include:
1. All pleadings, motions and rulings;

All evidence received or considered and all other submissions;

A statement of all matters officially noticed;

All questions and offers of proof, objections, and rulings thereon;

All proposed findings and exceptions;

All orders of the presiding officer; and

The order of the director on appeal or review.

Oral hearings regarding proceedings on appeal to or considered on motion of the director which are
recorded by mechanical means shall not be transcribed for the record of such appeal or review unless a
party, by written notice, or the director, orally or in writing, requests such transcription. Such a request
must be filed with the clerk of the hearings section for the department who will be responsible for making
the transcript. A transcription will be made only of that portion of the oral hearing relevant to the appeal
or review, if so requested, and no objection is made by any other party to the proceeding or the director.
Upon request, the department shall provide a copy of the whole or any portion of the record at cost. The
cost of preparing a copy of the record or of transcribing the hearing record shall be paid by the requesting
party.

Parties who request that a hearing be recorded by certified shorthand reporters rather than by
electronic means shall bear the cost of that recordation, unless otherwise provided by law.

Upon issuance of a proposed decision which leaves no issues open for further consideration or upon
issuance of a closing order, the administrative hearings division shall promptly forward the record of
a contested case proceeding to the director. However, the administrative hearings division may keep
the tapes and any evidentiary proceeding in case a transcript of the proceeding is required and, if one
is required, the administrative hearings division shall make the transcription and promptly forward the
tapes and the transcription to the director.

A

701—7.52(17A) Rehearing. Any party to a contested case may file an application with the director
for a rehearing in the contested case, stating the specific grounds therefor and the relief sought. The
application must be filed within 20 days after the final order is issued. See subrule 7.50(7) as to when a
proposed order becomes a final order. A copy of such application shall be timely mailed by the applicant
to all parties in conformity with rule 701—7.53(17A). The director shall have 20 days from the filing of
the application to grant or deny the rehearing. If the application is granted, a notice will be served on the
parties stating the time and place of the rehearing. An application for rehearing shall be deemed denied
if not granted by the director within 20 days after filing.
The application for rehearing which is filed shall contain a caption in the following form:
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BEFORE THE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF (state taxpayer’s APPLICATION FOR
name and address and designate type of proceeding, REHEARING
e.g., income tax refund claim). DOCKET NO.

The application for rehearing shall substantially state in separate numbered paragraphs the following:

1.  Clear and concise statements of the reasons for requesting a rehearing and each and every error
which the party alleges to have been committed during the contested case proceedings;

2. Clear and concise statements of all relevant facts upon which the party relies;

3. Reference to any particular statute or statutes and any rule or rules involved;

4. The signature of the party or that of the party’s representative, the address of the party or the
party’s representative, and the telephone number of the party or the party’s representative.

No applications for rehearing shall be filed with or entertained by an administrative law judge.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202.

701—7.53(17A) Service. All papers or documents required by 701—Chapter 7 to be filed with the
department or the presiding officer and served upon the opposing party or other person shall be served
by ordinary mail unless another rule specifically refers to another method. All notices required by
701—Chapter 7 to be served on parties or persons by the department or presiding officer shall be served
by ordinary mail unless another rule specifically refers to another method.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202.

701—7.54(17A) Ex parte communications and disqualification.

7.54(1) Ex parte communication. A party that has knowledge of a prohibited communication by any
party or presiding officer should file a copy of the written prohibited communication or a written summary
of the prohibited oral communication with the clerk of the hearings section for the department. The clerk
of the hearings section for the department is to transfer the filed copy of the prohibited communication
to the presiding officer.

a.  Prohibited communications. Unless required for the disposition of ex parte matters specifically
authorized by statute, following issuance of the notice of hearing, there shall be no communication,
directly or indirectly, between the presiding officer and any party or representative of any party or any
other person with a direct or indirect interest in such case in connection with any issue of fact or law in
the case except upon notice and opportunity for all parties to participate. This does not prohibit persons
jointly assigned such tasks from communicating with each other. Nothing in this provision is intended
to preclude the presiding officer from communicating with members of the department or seeking the
advice or help of persons other than those with a personal interest in, or those engaged in personally
investigating as defined in this rule, prosecuting, or advocating in, either the case under consideration
or a pending factually related case involving the same parties as long as those persons do not directly
or indirectly communicate to the presiding officer any ex parte communications they have received of a
type that the presiding officer would be prohibited from receiving or that furnish, augment, diminish, or
modify the evidence in the record.

Prohibitions on ex parte communications commence with the issuance of the notice of hearing in a
contested case and continue for as long as the case is pending.

b.  “Ex parte” communication defined. Written, oral or other forms of communication are “ex
parte” if made without notice and opportunity for all parties to participate.

c.  How to avoid prohibited communications. To avoid prohibited ex parte communications, notice
must be given in a manner reasonably calculated to give all parties a fair opportunity to participate.
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Notice of written communications shall be provided in compliance with rules in this division and may be
supplemented by telephone, facsimile, electronic mail or other means of notification. Where permitted,
oral communications may be initiated through conference telephone calls, including all parties or their
representatives.

d. Joint presiding officers. Persons who jointly act as presiding officer in a pending contested case
may communicate with each other without notice or opportunity for parties to participate.

e. Advice to presiding officer. Persons may be present in deliberations or otherwise advise the
presiding officer without notice or opportunity for parties to participate as long as they are not disqualified
from participating in the making of a proposed or final decision under any provision of law and they
comply with the rules in this division.

f Procedural communications. Communications with the presiding officer involving uncontested
scheduling or procedural matters do not require notice or opportunity for parties to participate. Parties
should notify other parties prior to initiating such contact with the presiding officer when feasible, and
shall notify other parties when seeking to continue hearings or other deadlines.

g Disclosure of prohibited communications. A presiding officer who receives a prohibited ex
parte communication during the pendency of a contested case must initially determine if the effect of
the communication is so prejudicial that the presiding officer should be disqualified. If the presiding
officer determines that disqualification is warranted, a copy of any prohibited written communication, all
written responses to the communication, a written summary stating the substance of any prohibited oral
or other communication not available in written form for disclosure, all responses made, and the identity
of each person from whom the presiding officer received a prohibited ex parte communication, shall be
submitted for inclusion in the record under seal by protective order. If the presiding officer determines
that disqualification is not warranted, such documents shall be submitted for inclusion in the record and
served on all parties. Any party desiring to rebut the prohibited communication must be allowed the
opportunity to do so upon written request filed within ten days after notice of the communication.

h.  Disclosure by presiding officer. Promptly after being assigned to serve as presiding officer at
any stage in a contested case proceeding, a presiding officer shall disclose to all parties material factual
information received through ex parte communication prior to such assignment unless the factual
information has already been or shortly will be disclosed pursuant to lowa Code section 17A.13(2) or
through discovery. Factual information contained in an investigative report or similar document need
not be separately disclosed by the presiding officer as long as such documents have been or will shortly
be provided to the parties.

i.  Sanction. The presiding officer may render a proposed or final decision imposing appropriate
sanctions for violations of this rule, including default, a decision against the offending party, censure,
suspension, or revocation of the privilege to practice before the department or the administrative
hearings division. Violation of ex parte communication prohibitions by department personnel or their
representatives shall be reported to the clerk of the hearings section for the department for possible
sanctions including censure, suspension, dismissal, or other disciplinary action.

7.54(2) Disqualification of a presiding officer. Request for disqualification of a presiding officer
must be filed in the form of a motion supported by an affidavit asserting an appropriate ground for
disqualification. A substitute presiding officer may be appointed by the division of administrative
hearings pursuant to 1998 lowa Acts, chapter 1202, section 15, if the disqualified presiding officer is an
administrative law judge. If the disqualified presiding officer is the director, the governor must appoint
a substitute presiding officer.

a. Grounds for disqualification. A presiding officer or other person shall withdraw from
participation in the making of any proposed or final decision in a contested case if that person:

(1) Has a personal bias or prejudice concerning a party or a representative of a party;

(2) Has personally investigated, prosecuted or advocated in connection with that case, the specific
controversy underlying that case, another pending factually related contested case, or a pending factually
related controversy that may culminate in a contested case involving the same parties.
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(3) Issubject to the authority, direction or discretion of any person who has personally investigated,
prosecuted or advocated in connection with that contested case, the specific controversy underlying that
contested case, or a pending factually related contested case or controversy involving the same parties;

(4) Has acted as counsel to any person who is a private party to that proceeding within the past two
years;

(5) Has a personal financial interest in the outcome of the case or any other significant personal
interest that could be substantially affected by the outcome of the case;

(6) Has a spouse or relative within the third degree of relationship that:

1. Is a party to the case, or an officer, director or trustee of a party;

2. Is alawyer in the case;

3. Is known to have an interest that could be substantially affected by the outcome of the case; or

4. Is likely to be a material witness in the case; or

(7) Has any other legally sufficient cause to withdraw from participation in the decision making in
that case.

b.  “Personally investigated” means taking affirmative steps to interview witnesses directly or to
obtain documents or other information directly. The term “personally investigated” does not include
general direction and supervision of assigned investigators, unsolicited receipt of information which
is relayed to assigned investigators, review of another person’s investigative work product in the
course of determining whether there is probable cause to initiate a proceeding, or exposure to factual
information while performing other department functions, including fact gathering for purposes other
than investigation of the matter which culminates in a contested case. Factual information relevant to
the merits of a contested case received by a person who later serves as presiding officer in that case
shall be disclosed if required by 1998 lowa Acts, chapter 1202, section 19(3), and these rules.

c.  Disqualification and the record. In a situation where a presiding officer or other person knows
of information which might reasonably be deemed to be a basis for disqualification and decides voluntary
withdrawal is unnecessary, that person shall submit the relevant information for the record by affidavit
and shall provide for the record a statement of the reasons for the determination that withdrawal is
unnecessary.

d.  Motion asserting disqualification. If a party asserts disqualification on any appropriate ground,
the party shall file a motion supported by an affidavit pursuant to 1998 lowa Acts, chapter 1202, section
19(7). The motion must be filed as soon as practicable after the reason alleged in the motion becomes
known to the party. If, during the course of the hearing, a party first becomes aware of evidence of
bias or other grounds for disqualification, the party may move for disqualification but must establish the
grounds by the introduction of evidence into the record.

If the presiding officer determines that disqualification is appropriate, the presiding officer or other
person shall withdraw. If the presiding officer determines that withdrawal is not required, the presiding
officer shall enter an order to that effect. A party asserting disqualification may seek an interlocutory
appeal and seek a stay as provided under this division.

701—7.55(17A) Licenses.

7.55(1) Denial of license, refusal to renew license. When the department is required by constitution
or statute to provide notice and an opportunity for an evidentiary hearing prior to the refusal or denial of
a license, a notice, as prescribed in 701—7.47(17A), shall be served by the department upon the licensee
or applicant. Prior to the refusal or denial of a license, the department shall give 30 days’ written notice
to the applicant or licensee in which to appear at a hearing to show cause why a license should not be
refused or denied. In addition to the requirements of 701—7.47(17A) the notice shall contain a statement
of facts or conduct and the provisions of law which warrant the denial of the license or the refusal to
renew a license. If the licensee so desires, the licensee may file a petition as provided in subrule 7.55(3)
with the presiding officer within 30 days prior to the hearing. The department may, in its discretion, file
an answer to a petition filed by the licensee prior to the hearing. Thereafter, the rules contained in this
division governing contested case proceedings shall apply.
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When a licensee has made timely and sufficient application for the renewal of a license or a new
license with reference to any activity of a continuing nature, the existing license does not expire until
the application has been finally determined by the department, and in case the application is denied or
the terms of the new license limited, until the last date for seeking judicial review of the department’s
order or a later date fixed by order of the department or the reviewing court. See 195—subrule 20.4(1)
regarding gambling license applications.

7.55(2) Revocation of license. The department shall not revoke, suspend, annul or withdraw
any license until written notice is served by personal service or restricted certified mail pursuant to
701—7.47(17A) within the time prescribed by the applicable statute and the licensee whose license is
to be revoked, suspended, annulled or withdrawn, is given an opportunity to show at an evidentiary
hearing conducted pursuant to the rules governing contested case proceedings in this chapter compliance
with all lawful requirements for the retention of the license. However, in the case of the revocation,
suspension, annulment, or withdrawal of a sales or use tax permit, written notice will be served pursuant
to 701—7.47(17A) only if the permit holder requests that this be done following notification, by
ordinary mail, of the director’s intent to revoke, suspend, annul, or withdraw the permit. In addition to
the requirements of 701—7.47(17A) the notice shall contain a statement of facts or conduct and the
provisions of law which warrant the revocation, suspension, annulment, or withdrawal of the license.
A licensee whose license may be revoked, suspended, annulled, or withdrawn, may file a petition
as provided in subrule 7.55(3) with the clerk of the hearings section for the department prior to the
hearing. The department may, in its discretion, file an answer to a petition filed by the licensee prior
to the hearing. Thereafter, the rules contained in this division governing contested case proceedings
shall apply.

Notwithstanding the above, if the department finds that public health, safety, or welfare imperatively
requires emergency action, and incorporates a finding to that effect in an order to the licensee, summary
suspension of a license shall be ordered pending proceedings for revocation as provided herein. These
proceedings shall be promptly instituted and determined. When a summary suspension as provided
herein is ordered, a notice of the time, place and nature of the evidentiary hearing shall be attached to
the order.

7.55(3) Petition. When a person desires to file a petition as provided in subrules 7.55(1) and 7.55(2),
the petition to be filed shall contain a caption in the following form:

BEFORE THE DEPARTMENT OF REVENUE

HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF PETITION
(state taxpayer’s name, DOCKET NO.
and address and type of license). (filled in by Department)

The petition shall substantially state in separate numbered paragraphs the following:

1.  The full name and address of the petitioner;

2. Reference to the type of license and the relevant statutory authority;

3. Clear, concise and complete statements of all relevant facts showing why petitioner’s license
should not be revoked, refused, or denied;

4.  Whether a similar license has previously been issued to or held by petitioner or revoked and if
revoked the reasons therefor; and

5. The signature of the petitioner or petitioner’s representative, the address of petitioner and of
petitioner’s representative, and the telephone number of petitioner or petitioner’s representative.

701—7.56(17A) Declaratory order—in general. Any oral or written advice or opinion rendered to
members of the public by department personnel not pursuant to a petition for declaratory order is not
binding upon the department. However, department personnel, including field personnel, ordinarily will
discuss substantive tax issues with members of the public or their representatives prior to the receipt
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of a petition for a declaratory order, but such oral or written opinions or advice are not binding on the
department. This should not be construed as preventing members of the public or their representatives
from inquiring whether the department will issue a declaratory order on a particular question. In these
cases, however, the name of the taxpayer shall be disclosed. The department will also discuss questions
relating to certain procedural matters as, for example, submitting a request for a declaratory order or
submitting a petition to initiate rule-making procedures. Members of the public may, of course, seek
oral technical assistance from a departmental employee in regard to the proper preparation of a return or
report required to be filed with the department. Such oral advice is advisory only and the department is
not bound to recognize it in the examination of the return, report or records.

7.56(1) Petition for declaratory order. Any person may file a petition with the Clerk of the Hearings
Section for the Department of Revenue, Fourth Floor, Hoover State Office Building, Des Moines, lowa
50319, seeking a declaratory order as to the applicability to specified circumstances of a statute, rule, or
order within the primary jurisdiction of the department. A petition is deemed filed when it is received by
the clerk of the hearings section for the department. The clerk of the hearings section for the department
shall provide the petitioner with a file-stamped copy of the petition if the petitioner provides the clerk of
the hearings section for the department an extra copy for this purpose. The petition must be typewritten
or legibly handwritten in ink and must substantially conform to the following form:

DEPARTMENT OF REVENUE

. o PETITION FOR
Petition by (Name qf .Petltloner) for a Declaratory DECLARATORY ORDER
Order on (Cite provisions of law involved). Docket No

The petition must provide the following information:

a. A clear and concise statement of all relevant facts on which the order is requested;

b. A citation and the relevant language of the specific statutes, rules, policies, decisions, or orders,
whose applicability is questioned, and any other relevant law;

c¢.  The questions petitioner wants answered, stated clearly and concisely;

d. The answers to the questions desired by the petitioner and a summary of the reasons urged by
the petitioner in support of those answers;

e.  Thereasons for requesting the declaratory order and disclosure of the petitioner’s interest in the
outcome;

f- A statement indicating whether the petitioner is currently a party to another proceeding
involving the questions at issue and whether, to the petitioner’s knowledge, those questions have been
decided by, are pending determination by, or are under investigation by, any governmental entity;

g The names and addresses of other persons, or a description of any class of persons, known by
petitioner to be affected by, or interested in, the questions presented in the petition;

h.  Any request by petitioner for a meeting provided for by this rule; and

i.  Whether the petitioner is presently under audit by the department.

The petition must be dated and signed by the petitioner or the petitioner’s representative. It
must also include the name, mailing address, and telephone number of the petitioner and petitioner’s
representative, and a statement indicating the person to whom communications concerning the petition
should be directed.

7.56(2) Notice of petition. Within 15 days after receipt of a petition for a declaratory order, the clerk
of the hearings section for the department shall give notice of the petition to all persons not served by
the petitioner to whom notice is required by any provision of law. The clerk of the hearings section for
the department may also give notice to any other persons.

7.56(3) Intervention.

a. Persons who qualify under any applicable provision of law as an intervenor and who file a
petition for intervention within 20 days of the filing of a petition for declaratory order, shall be allowed
to intervene in a proceeding for a declaratory order.
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b.  Any person who files a petition for intervention at any time prior to the issuance of an order
may be allowed to intervene in a proceeding for a declaratory order at the discretion of the department.

c¢. A petition for intervention shall be filed with the Clerk of the Hearings Section for the
Department of Revenue, Fourth Floor, Hoover State Office Building, Des Moines, lowa 50319. Such
a petition is deemed filed when it is received by the clerk of the hearings section for the department.
The clerk of the hearings section for the department will provide the petitioner with a file-stamped copy
of the petition for intervention if the petitioner provides an extra copy for this purpose. A petition for
intervention must be typewritten or legibly handwritten in ink and must substantially conform to the
following form:

DEPARTMENT OF REVENUE

Petition by (Name of Original PETITION FOR
Petitioner) for a Declaratory Order on (Cite INTERVENTION
provisions of law cited in original Petition). Docket No.

The petition for intervention must provide the following information:

(1) Facts supporting the intervenor’s standing and qualifications for intervention;

(2) The answers urged by the intervenor to the question or questions presented and a summary of
the reasons urged in support of those answers;

(3) Reasons for requesting intervention and disclosure of the intervenor’s interest in the outcome;

(4) A statement indicating whether the intervenor is currently a party to any proceeding involving
the questions at issue and whether, to the intervenor’s knowledge, those questions have been decided by,
are pending determination by, or are under investigation by, any governmental entity;

(5) The names and addresses of any additional persons, or a description of any additional class of
persons, known by the intervenor to be affected by, or interested in, the questions presented;

(6) Whether the intervenor consents to be bound by the determination of the matters presented in
the declaratory order proceeding;

(7) Whether the intervenor is presently under audit by the department; and

(8) Consent of the intervenor to be bound by the declaratory order.

The petition must be dated and signed by the intervenor or the intervenor’s representative. It
must also include the name, mailing address, and telephone number of the intervenor and intervenor’s
representative, and a statement indicating the person to whom communications should be directed.

For a petition for intervention to be allowed, the petitioner must have consented to be bound by the
declaratory order and the petitioner must have standing regarding the issues raised in the petition for
declaratory order. The petition for intervention must not correct or raise any additional facts that are
in the petition for declaratory order. To have standing, the intervenor must have a legally protectible
and tangible interest at stake in the petition for declaratory order under consideration by the director for
which the party wishes to petition to intervene. Black’s Law Dictionary, Centennial Edition, p. 1405,
citing, Guidry v. Roberts, 331 So. 44, 50 (La.App.). Based on Iowa case law, the department may refuse
to entertain a petition from one whose rights will not be invaded or infringed. Bowers v. Bailey 237
Iowa 295, 21 N.W.2d 773 (1946). The department may, by rule, impose a requirement of standing upon
those that seek a declaratory order at least to the extent of requiring that they be potentially aggrieved
or adversely affected by the department action or failure to act. Bonfield, “The lIowa Administrative
Procedure Act, Background, Construction, Applicability and Public Access to Agency Law, The
Rule-making Process,” 60 Iowa Law Review 731, 805 (1975). The department adopts this requirement
of standing for those seeking a petition for a declaratory order and those seeking to intervene in a
petition for a declaratory order.

An association or a representative group is not considered to be an entity qualifying for filing a
petition requesting a declaratory order on behalf of all of the association or group members. Each member
of an association may not be similarly situated or represented by the factual scenario set forth in such a
petition.
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If a party seeks to have an issue determined by declaratory order, but the facts are different from a
petition for declaratory order that is currently under consideration by the director, the interested party
should not petition as an intervenor in the petition for declaratory order currently under the director’s
consideration. Instead, the party should file a separate petition for a declaratory order and the petition
should include all of the relevant facts. The director may deny a petition for intervention without denying
the underlying petition for declaratory order that is involved.

7.56(4) Briefs. The petitioner or any intervenor may file a brief in support of the position urged. The
department may request a brief from the petitioner, any intervenor, or any other person concerning the
questions raised in the petition.

7.56(5) Inquiries. Inquiries concerning the status of a declaratory order proceeding may be made to
Administrator of the Compliance Division, Department of Revenue, Fourth Floor, Hoover State Office
Building, Des Moines, lowa 50319.

7.56(6) Service and filing of petitions and other papers.

a.  When service required. Except where otherwise provided by law, every petition for declaratory
order, petition for intervention, brief, or other paper filed in a proceeding for a declaratory order shall
be served upon each of the parties of record to the proceeding, and on all other persons identified in
the petition for declaratory order or petition for intervention as affected by or interested in the questions
presented, simultaneously with their filing. The party filing a document is responsible for service on all
parties and other affected or interested persons.

b.  Filing—when required. All petitions for declaratory orders, petitions for intervention, briefs, or
other papers in a proceeding for a declaratory order, shall be filed with Clerk of the Hearings Section for
the Department of Revenue, Hoover State Office Building, Fourth Floor, Des Moines, lowa 50319. All
petitions, briefs, or other papers that are required to be served upon a party shall be filed simultaneously
with the department.

c.  Method of service, time of filing, and proof of mailing. Method of service, time of filing, and
proof of mailing shall be as provided in 701—7.41(17A) and 701—7.53(17A).

7.56(7) Department consideration. Upon request by petitioner in the petition, the department may
schedule a brief and informal meeting between the original petitioner, all intervenors, and the department,
a member of the department, or a member of the staff of the department, to discuss the questions raised.
The department may solicit comments or information from any person on the questions raised. Also,
comments or information on the questions raised may be submitted to the department by any person.

7.56(8) Action on petition.

a.  Within the time allowed by 1998 lowa Acts, chapter 1202, section 13(5), after receipt of a
petition for a declaratory order, the director shall take action on the petition as required by 1998 Iowa
Acts, chapter 1202, section 13(5).

b.  The date of issuance of an order or of a refusal to issue an order is as defined in 701—7.37(17A).

7.56(9) Refusal to issue order.

a.  The department shall not issue a declaratory order where prohibited by 1998 Iowa Acts, chapter
1202, section 13(1), and may refuse to issue a declaratory order on some or all questions raised for the
following reasons:

(1) The petition does not substantially comply with the required form;

(2) The petition does not contain facts sufficient to demonstrate that the petitioner will be aggrieved
or adversely affected by the failure of the department to issue an order;

(3) The department does not have jurisdiction over the questions presented in the petition;

(4) The questions presented by the petition are also presented in a current rule making, contested
case, or other department or judicial proceeding, that may definitively resolve them;

(5) The questions presented by the petition would more properly be resolved in a different type of
proceeding or by another body with jurisdiction over the matter;

(6) The facts or questions presented in the petition are unclear, overbroad, insufficient, or otherwise
inappropriate as a basis upon which to issue an order;

(7) There is no need to issue an order because the questions raised in the petition have been settled
due to a change in circumstances;
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(8) The petition is not based upon facts calculated to aid in the planning of future conduct but is,
instead, based solely upon prior conduct, in an effort to establish the effect of that conduct or to challenge
a department decision already made;

(9) The petition requests a declaratory order that would necessarily determine the legal rights,
duties, or responsibilities of other persons who have not joined in the petition, intervened separately,
or filed a similar petition and whose position on the questions presented may fairly be presumed to be
adverse to that of petitioner;

(10) The petitioner requests the department to determine whether a statute is unconstitutional on its
face; or

(11) The petition requests a declaratory order on an issue presently under investigation or audit or
in rule-making proceedings or in litigation in a contested case or court proceedings.

b. A refusal to issue a declaratory order must indicate the specific grounds for the refusal and
constitutes final agency action on the petition.

c.  Refusal to issue a declaratory order pursuant to this provision does not preclude the filing of a
new petition that seeks to eliminate the grounds for the department’s refusal to issue an order.

7.56(10) Contents of declaratory order—effective date. In addition to the order itself, a declaratory
order must contain the date of its issuance, the name of petitioner and all intervenors, the specific statutes,
rules, policies, decisions, or orders involved, the particular facts upon which it is based, and the reasons
for its conclusion.

A declaratory order is effective on the date of issuance.

7.56(11) Copies of orders. A copy of all orders issued in response to a petition for a declaratory
order shall be mailed promptly to the original petitioner and all intervenors.

7.56(12) Effect of a declaratory order. A declaratory order has the same status and binding effect as
a final order issued in a contested case proceeding. A declaratory order is binding on the department, the
petitioner, and any intervenors. As to all other persons, a declaratory order serves only as precedent and
is not binding on the department. The issuance of a declaratory order constitutes final department action
on the petition. A declaratory order, once issued, will not be withdrawn at the request of the petitioner.

7.56(13) Prejudice or no consent. The department will not issue a declaratory order that would
substantially prejudice the rights of a person who would be a necessary party and who does not consent
in writing to the determination of the matter by a declaratory order proceeding.

701—7.57(17A) Department procedure for rule making.

7.57(1) The department hereby adopts and incorporates by reference the following Uniform Rules
on Agency Procedure for Rule Making, which are printed in the first volume of the lowa Administrative
Code, with the additions, changes, and deletions to those rules listed below:

X.2(17A) Advice on possible rules before notice of proposed rule adoption.

X.4(1) Notice of proposed rule making—contents.

X.4(3) Copies of notices. In addition to the text of this subrule, the department adds that the payment
for the subscription and the subscription term is one year.

X.5(17A) Public participation. In addition to the text of this rule, the department also adds that
written submissions should be submitted to the coadministrator of the Compliance Division, Department
of Revenue, Hoover State Office Building, Fourth Floor, Des Moines, lowa 50319. Also, any requests
for special requirements concerning accessibility are to be made to the Clerk of the Hearings Section,
Department of Revenue, Hoover State Office Building, Fourth Floor, Des Moines, lowa 50319, telephone
(515)281-7081;

X.6(17A) Regulatory analysis. In addition to the text of this rule, the department also adds that small
businesses or organizations of small businesses may register on the department’s small business impact
list by making a written application to the Administrator of the Compliance Division, Department of
Revenue, Hoover State Office Building, Fourth Floor, Des Moines, lowa 50319;

X.7(17A,25B) Fiscal impact statement;

X.8(17A) Time and manner of rule adoption;

X.9(17A) Variance between adopted rule and published notice of proposed rule adoption; and
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X.10(17A) Exemptions from public rule-making procedures. In addition to the text of this rule, the
department also adds that exempt categories are generally limited to rules for nonsubstantive changes to
a rule, such as rules for correcting grammar, spelling or punctuation in an existing or proposed rule.

X.11(17A) Concise statement of reasons. In addition to the text of this rule, the department also
adds that a request for a concise statement of reasons for a rule must be submitted to the Administrator
of the Compliance Division, Department of Revenue, Hoover State Office Building, Fourth Floor, Des
Moines, Iowa 50319.

X.12(1) Contents, style and form of rule—contents;

X.12(4) Contents, style and form—style and form,;

X.14(17A) Filing of rules;

X.15(17A) Effectiveness of rules prior to publication;

X.16(17A) General statement of policy; and

X.17(17A) Review by agency of rules.

7.57(2) The department hereby states that the following cited Uniform Rules on Agency Procedure
for Rule Making are not adopted by the department:

X.1(17A) Applicability;

X.3(17A) Public rule-making docket;

X.4(2) Notice of proposed rule making—incorporated by reference;

X.12(2) Contents, style, and form of rule—incorporation by reference;

X.12(3) Contents, style and form of rule—references to materials not published in full; and

X.13(17A) Agency rule-making record.

701—7.58(17A) Public inquiries on rule making and the rule-making records. The department
maintains records of information obtained and all actions taken and criticisms received regarding any
rule within the past five years. The department also keeps a record of the status of every rule within
the rule-making procedure. Inquiries concerning the status of rule making may be made by contacting
the Administrator of the Compliance Division, Department of Revenue, Hoover State Office Building,
Fourth Floor, Des Moines, lowa 50319. For additional information regarding criticism of rules see
701—7.59(17A).

701—7.59(17A) Criticism of rules. The Administrator of the Compliance Division, Department of
Revenue, Hoover State Office Building, Fourth Floor, Des Moines, lowa 50319, is designated as the
office where interested persons may submit by electronic means or by mail criticisms, requests for
waivers, or comments regarding a rule. A criticism of a specific rule must be more than a mere lack
of understanding of a rule or a dislike regarding the rule. To constitute a criticism of a rule, the criticism
must be in writing, indicate it is a criticism of a specific rule, and have a valid legal basis for support.
All requests for waivers, comments, or criticisms received on any rule will be kept in a separate record
for a period of five years by the department.

These rules are intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts,
chapter 1202, and Iowa Code section 421.60.

DIVISION III
WAIVER OR VARIANCE

701—7.60(78GA,HF2206) Waiver or variance of certain department rules. All discretionary rules
or discretionary provisions in a rule over which the department has jurisdiction, in whole or in part, may
be subject to waiver or variance. See subrules 7.60(3) and 7.60(4).

7.60(1) Definitions. The following terms apply to the interpretation and application of this rule:

“Discretionary rule” or “discretionary provisions in a rule” means rules or provisions in rules
resulting from a delegation by the legislature to the department to create a binding rule to govern a
given issue or area. The department is not interpreting any statutory provision of the law promulgated
by the legislature in a discretionary rule. Instead, a discretionary rule is authorized by the legislature
when the legislature has delegated the creation of binding rules to the department and the contents of
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such rules are at the discretion of the department. A rule that contains both discretionary and interpretive
provisions is deemed to be a discretionary rule to the extent of the discretionary provisions in the rule.

“Interpretive rules” or “interpretive provisions in rules” means rules or provisions in rules which
define the meaning of a statute or other provision of law or precedent where the department does not
possess the delegated authority to bind the courts to any extent with its definition.

“Waiver or variance” means an agency action which suspends, in whole or in part, the requirements
or provisions of a rule as applied to an identified person on the basis of the particular circumstances of
that person.

7.60(2) Scope of rule. This rule creates generally applicable standards and a generally applicable
process for granting individual waivers or variances from the discretionary rules or discretionary
provisions in rules adopted by the department in situations where no other specifically applicable law
provides for waivers or variances. To the extent another more specific provision of law purports to
govern the issuance of a waiver or variance from a particular rule, the more specific waiver or variance
provision shall supersede this rule with respect to any waiver or variance from that rule.

The waiver or variance provisions set forth in this rule do not apply to rules over which the department
does not have jurisdiction or when issuance of the waiver or variance would be inconsistent with any
applicable statute, constitutional provision or other provision of law.

7.60(3) Applicability of this rule. This rule applies only to waiver or variance of those departmental
rules that are within the exclusive rule-making authority of the department. This rule shall not apply to
interpretive rules that merely interpret or construe the meaning of a statute, or other provision of law
or precedent, if the department does not possess statutory authority to bind a court, to any extent, with
its interpretation or construction. Thus, this waiver or variance rule applies to discretionary rules and
discretionary provisions in rules, and not to interpretive rules.

The application of this rule is strictly limited to petitions for waiver or variance filed outside of a
contested case proceeding. Petitions for waiver or variance from a discretionary rule or discretionary
provisions in rules filed after the commencement of a contested case as provided in 701—7.47(17A)
will be treated as an issue of the contested case to be determined by the presiding officer of the contested
case.

7.60(4) Authority to grant a waiver or variance. The director may not issue a waiver or variance
under this rule unless:

a. The legislature has delegated authority sufficient to justify the action; and

b.  The waiver or variance is consistent with statutes and other provisions of law. No waiver or
variance from any mandatory requirement imposed by statute may be granted under this rule.

7.60(5) Criteria for waiver or variance. The director may, in the director’s sole discretion, issue an
order in response to a petition, granting a waiver or variance from a discretionary rule or a discretionary
provision in a rule adopted by the department, in whole or in part, as applied to the circumstances of a
specified person, if the director finds that the waiver or variance is consistent with subrules 7.60(3) and
7.60(4), and if all of the following criteria are also met:

a.  The waiver or variance would not prejudice the substantial legal rights of any person;

b.  The rule or provisions of the rule are not specifically mandated by statute or another provision
of law;

c¢.  The application of the rule or rule provision would result in an undue hardship or injustice to
the petitioner; and

d.  Substantially equal protection of public health, safety, and welfare will be afforded by means
other than that prescribed in the rule or rule provision for which the waiver or variance is requested.

7.60(6) Director s discretion. The final decision to grant or deny a waiver or variance shall be vested
in the director of revenue. This decision shall be made at the sole discretion of the director based upon
consideration of relevant facts.

7.60(7) Burden of persuasion. The burden of persuasion shall be on the petitioner to demonstrate by
clear and convincing evidence that the director should exercise discretion to grant the petitioner a waiver
or variance based upon the criteria contained in subrule 7.60(5).

7.60(8) Contents of petition. A petition for waiver or variance must be in the following format:
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Iowa Department of Revenue

Name of Petitioner * Petition for
Address of Petitioner * Waiver
Type of Tax at Issue * Docket No

A petition for waiver or variance must contain all of the following, where applicable and known to
the petitioner:

a. The name, address, telephone number, and case number or state identification number of the
person or entity for whom a waiver or variance is being requested;

b. A description and citation of the specific rule or rule provisions from which a waiver or variance
is being requested;

c¢.  The specific waiver or variance requested, including a description of the precise scope and
operative period for which the petitioner wants the waiver or variance to extend;

d.  Therelevant facts that the petitioner believes would justify a waiver or variance. This statement
shall include a signed statement from the petitioner attesting to the accuracy of the facts represented in
the petition, and a statement of reasons that the petitioner believes will justify a waiver or variance;

e. A complete history of any prior contacts between the petitioner and the department relating to
the activity affected by the proposed waiver or variance, including audits, notices of assessment, refund
claims, contested case hearings, or investigative reports relating to the activity within the last five years;

f Any information known to the petitioner relating to the department’s treatment of similar cases;

g. The name, address, and telephone number of any public agency or political subdivision which
might be affected by the grant of a waiver or variance;

h.  The name, address, and telephone number of any person or entity who would be adversely
affected by the granting of the waiver or variance;

i.  The name, address, and telephone number of any person with knowledge of the relevant facts
relating to the proposed waiver or variance;

j. Signed releases of information authorizing persons with knowledge of relevant facts to furnish
the department with information relating to the waiver or variance;

k. Ifthe petitioner seeks to have identifying details deleted, which deletion is authorized by statute,
such details must be listed with the statutory authority for the deletion; and

[ Signature by the petitioner at the conclusion of the petition attesting to the accuracy and
truthfulness of the information set forth in the petition.

7.60(9) Filing of petition. A petition for waiver or variance must be filed with the clerk of the
hearings section for the Department of Revenue, Hoover State Office Building, Fourth Floor, Des
Moines, Iowa 50309.

7.60(10) Additional information. Prior to issuing an order granting or denying a waiver or
variance, the director may request additional information from the petitioner relating to the petition
and surrounding circumstances. The director may, on the director’s own motion, or at the petitioner’s
request, schedule a telephonic or in-person meeting between the petitioner or the petitioner’s
representative, or both, and the director to discuss the petition and surrounding circumstances.

7.60(11) Notice of petition for waiver or variance. The petitioner shall provide, within 30 days of
filing the petition for waiver or variance, a notice consisting of a concise summary of the contents of the
petition for waiver or variance and stating that the petition is pending. Such notice shall be mailed by the
petitioner to all persons entitled to such notice. Such persons to whom notice must be mailed include,
but are not limited to, the director and all parties to the petition for waiver or variance, or the parties’
representatives. The petitioner must then file written notice with the clerk of the hearings section for the
department (address indicated above) attesting that the notice has been mailed. The names, addresses
and telephone numbers of the persons to whom the notices were mailed shall be included in the filed
written notice. The department has the discretion to give such notice to persons other than those persons
notified by the petitioner.
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7.60(12) Ruling on a petition for waiver or variance. An order granting or denying a waiver or
variance must conform to the following:

a. An order granting or denying a waiver or variance shall be in writing and shall contain a
reference to the particular person and rule or rule provision to which the order pertains, a statement
of the relevant facts and reasons upon which the action is based and a description of the narrow and
precise scope and operative time period of a waiver or variance, if one is issued.

b.  If a petition requested the deletion of identifying details, then the order must either redact the
details prior to the placement of the order in the public record file referenced in subrule 7.60(17) or set
forth the grounds for denying the deletion of identifying details as requested.

c¢.  Conditions. The director may condition the grant of a waiver or variance on any conditions
which the director deems to be reasonable and appropriate in order to protect the public health, safety
and welfare.

7.60(13) Time period for waiver or variance, extension. Unless otherwise provided, an order
granting a petition for waiver or variance will be effective for 12 months from the date the order
granting the waiver or variance is issued. Renewal of a granted waiver or variance is not automatic.
To renew the waiver or variance beyond the 12-month period, the petitioner must file a new petition
requesting a waiver or variance. The renewal petition will be governed by the provisions in this rule
and must be filed prior to the expiration date of the previously issued waiver or variance or extension
of waiver or variance. Even if the order granting the waiver or variance was issued in a contested case
proceeding, any request for an extension shall be filed with and acted upon by the director. However,
renewal petitions must request an extension of a previously issued waiver or variance. Granting the
extension of the waiver or variance is at the director’s sole discretion and must be based upon whether
the factors set out in subrules 7.60(4) and 7.60(5) remain valid.

7.60(14) Time for ruling. The director shall grant or deny a petition for waiver or variance as soon
as practicable but, in any event, shall do so within 120 days of its receipt, unless the petitioner agrees in
writing to a later date or the director indicates in a written order that it is impracticable to issue the order
within the 120-day period.

7.60(15) When deemed denied. Failure of the director to grant or deny a waiver or variance within
the 120-day or the extended time period shall be deemed a denial of that petition.

7.60(16) Service of orders. Within seven days of its issuance, any order issued under this rule shall
be transmitted to the petitioner or the person to whom the order pertains, and to any other person entitled
to such notice by any provision of law.

7.60(17) Record keeping. The department is required to maintain a record of all petitions for waiver
or variance and rulings granting or denying petitions for waiver or variance.

a. Petitions for waiver or variance. The department shall maintain a record of all petitions for
waiver or variance available for public inspection. Such records will be indexed and filed and made
available for public inspection at the clerk of the hearings section for the department at the address
previously set forth in subrule 7.60(9).

b.  Report of orders granting or denying a waiver or variance. All orders granting or denying a
waiver or variance shall be summarized in a semiannual report to be drafted by the department and
submitted to the administrative rules coordinator and the administrative rules review committee.

7.60(18) Cancellation of waiver or variance. A waiver or variance issued pursuant to this rule may
be withdrawn, canceled, or modified if, after appropriate notice, the director issues an order finding any
of the following:

a.  The person who obtained the waiver or variance order withheld or misrepresented material facts
relevant to the propriety or desirability of the waiver or variance; or

b.  The alternative means for ensuring that public health, safety, and welfare will be adequately
protected after issuance of the waiver or variance order have been demonstrated to be insufficient, and
no other means exist to protect the substantial legal rights of any person; or

c.  The person who obtained the waiver or variance has failed to comply with all of the conditions
in the waiver or variance order.
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7.60(19) Violations. A violation of a condition in a waiver or variance order shall be treated as a
violation of the particular rule or rule provision for which the waiver or variance was granted. As a
result, the recipient of a waiver or variance under this rule who violates a condition of the waiver or
variance may be subject to the same remedies or penalties as a person who violates the rule or rule
provision at issue.

7.60(20) Defense. After an order granting a waiver or variance is issued, the order shall constitute
a defense, within the terms and the specific facts indicated therein, for the person to whom the order
pertains in any proceeding in which the rule in question is sought to be invoked, unless subrules 7.60(18)
and 7.60(19) are applicable.

7.60(21) Hearing and appeals. Appeals from a decision granting or denying a waiver or variance in
a contested case proceeding shall be in accordance with 701—Chapter 7 governing hearings and appeals
from decisions in contested cases. These appeals shall be taken within 30 days of the issuance of the
ruling granting or denying the waiver or variance request, unless a different time is provided by rule or
statute, such as provided in the area of license revocation (see 701—7.55(17A)).

The provisions of Iowa Code sections 17A.10 to 17A.18A and the department rules 701—Chapter
7 regarding contested case proceedings shall apply to any petition for waiver or variance of a rule or
provisions in a rule filed within a contested case proceeding. A petition for waiver or variance of a rule
provision in a rule outside of a contested case proceeding will not be considered under the statutes or the
department’s rules relating to contested case proceedings. Instead, the director’s decision on the petition
for waiver or variance is considered to be “other agency action.”

This rule is intended to implement 2000 Iowa Acts, House File 2206.

DIVISION 1V
PETITION FOR RULE MAKING

701—7.61(17A) Petition for rule making.

7.61(1) Form of petition. Any person or agency may file a petition for rule making at the Office of
the Director, Department of Revenue, Hoover State Office Building, Fourth Floor, 1305 East Walnut
Street, Des Moines, lowa 50319. A petition is deemed filed when it is received by the director. The
department will provide the petitioner with a file-stamped copy of the petition if the petitioner provides
the department an extra copy for this purpose. The petition must be typewritten or legibly handwritten
in ink and must substantially conform to the following form:

DEPARTMENT OF REVENUE

PETITION FOR

(adoption, amendment, or repeal) of rules RULE MAKING

Petition by (Name of Petitioner) for the
relating to (state subject matter).

The petition must provide the following information:

a. A statement of the specific rule-making action sought by the petitioner including the text or a
summary of the contents of the proposed rule or amendment to a rule and, if it is a petition to amend or
repeal a rule, a citation and the relevant language to the particular portion or portions of the rule proposed
to be amended or repealed.

b. A citation to any law deemed relevant to the department’s authority to take the action urged or
to the desirability of that action.

c. A brief summary of petitioner’s arguments in support of the action urged in the petition.

d. A brief summary of any data supporting the action urged in the petition.

e.  The names and addresses of other persons, or a description of any class of persons, known by
the petitioner to be affected by or interested in the proposed action which is the subject of the petition.

f Any request by petitioner for a meeting.

g Any other matters deemed relevant that are not covered by the above requirements.
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7.61(2) Form signed and dated. The petition must be signed and dated by the petitioner or the
petitioner’s representative. It must also include the name, mailing address, telephone number and, if
requested, the E-mail address of the petitioner and petitioner’s representative, and a statement indicating
the person to whom communications concerning the petition should be directed.

7.61(3) Denial by department. The department may deny a petition because it does not substantially
conform to the required form or because all the required information has not been provided.

7.61(4) Briefs. The petitioner may attach a brief to the petition in support of the action urged in the
petition. The department may request a brief from the petitioner or from any other person concerning
the substance of the petition.

7.61(5) Status of petition. Inquiries concerning the status of a petition for rule making may be made
to the Office of the Director, Department of Revenue, Hoover State Office Building, Fourth Floor, 1305
East Walnut Street, Des Moines, Iowa 50319.

7.61(6) Informal meeting. 1f requested by petitioner in the petition, the department may schedule an
informal meeting between the petitioner and the department, or a member of the staff of the department,
to discuss the petition. The department may request that the petitioner submit additional information
or argument concerning the petition. The department may also solicit comments from any person on
the substance of the petition. Also, comments on the substance of the petition may be submitted to the
department by any person.

7.61(7) Action required. Within 60 days after the filing of the petition, or within an extended period
as agreed to by the petitioner, the department must, in writing, either: (a) deny the petition and notify
petitioner of its action and the specific grounds for the denial; or (b) grant the petition and notify petitioner
that it has instituted rule-making proceedings on the subject of the petition. Petitioner shall be deemed
notified of the denial of the petition or granting of the petition on the date that the department mails or
delivers the required notification to petitioner.

7.61(8) New petition. Denial of a petition because it does not substantially conform to the required
form does not preclude the filing of a new petition on the same subject when the new petition contains
the required information that was the basis for the original denial.

This rule is intended to implement Iowa Code chapter 17A.
[ARC 7963B, IAB 7/15/09, effective 8/19/09]

[Filed 7/1/75]

[Filed emergency 7/16/76—published 8/9/76, effective 7/16/76]
[Filed 4/29/77, Notice 3/23/77—published 5/18/77, effective 6/22/77]
[Filed 1/20/78, Notice 12/14/77—published 2/8/78, effective 3/17/78]
[Filed 9/1/78, Notice 7/26/78—published 9/20/78, effective 10/25/78]

[Filed emergency 3/2/79—published 3/21/79, effective 3/2/79]

[Filed 3/15/79, Notice 2/7/79—published 4/4/79, effective 5/9/79]
[Filed 5/25/79, Notice 4/18/79—published 6/13/79, effective 7/18/79]
[Filed 8/3/79, Notice 6/27/79—published 8/22/79, effective 9/26/79]
[Filed 9/14/79, Notice 8/8/79—published 10/3/79, effective 11/7/79]
[Filed 10/12/79, Notice 9/5/79—published 10/31/79, effective 12/5/79]
[Filed 9/12/80, Notice 8/6/80—published 10/1/80, effective 11/5/80]
[Filed 12/19/80, Notice 11/12/80—published 1/7/81, effective 2/11/81]
[Filed 3/12/82, Notice 2/3/82—published 3/31/82, effective 5/5/82]
[Filed 9/23/82, Notice 8/18/82—published 10/13/82, effective 11/17/82]
[Filed 11/19/82, Notice 9/29/82—published 12/8/82, effective 1/12/83]
[Filed 2/10/83, Notice 1/5/83—published 3/2/83, effective 4/6/83]
[Filed 11/4/83, Notice 9/28/83—published 11/23/83, effective 12/28/83]
[Filed 1/25/85, Notice 12/19/84—published 2/13/85, effective 3/20/85]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 4/3/87, Notice 2/25/87—published 4/22/87, effective 5/27/87]
[Filed 6/12/87, Notice 5/6/87—published 7/1/87, effective 8/5/87]
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[Filed 3/3/88, Notice 1/13/88—published 3/23/88, effective 4/27/88]
[Filed 4/1/88, Notice 2/24/88—published 4/20/88, effective 5/25/88]
[Filed 10/28/88, Notice 9/7/88—published 11/16/88, effective 12/21/88]
[Filed 3/3/89, Notice 1/25/89—published 3/22/89, effective 4/26/89]
[Filed 7/3/90, Notice 5/30/90—published 7/25/90, effective 8/29/90]
[Filed 12/20/90, Notice 11/14/90—published 1/9/91, effective 2/13/91]
[Filed 3/15/91, Notice 2/6/91—published 4/3/91, effective 5/8/91]
[Filed 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]
[Filed 11/18/94, Notice 10/12/94—published 12/7/94, effective 1/11/95]
[Filed 3/24/95, Notice 2/15/95—published 4/12/95, effective 5/17/95]
[Filed 3/22/96, Notice 2/14/96—published 4/10/96, effective 5/15/96]
[Filed 4/30/99, Notice 3/24/99—published 5/19/99, effective 6/23/99]
[Filed 4/13/00, Notice 3/8/00—published 5/3/00, effective 6/7/00]
[Filed 9/1/00, Notice 7/12/00—published 9/20/00, effective 10/25/00]
[Filed 3/30/01, Notice 2/21/01—published 4/18/01, effective 5/23/01]
[Filed 3/15/02, Notice 1/23/02—published 4/3/02, effective 5/8/02]
[Filed 3/15/02, Notice 2/6/02—published 4/3/02, effective 5/8/02]
[Filed 6/21/02, Notice 5/15/02—published 7/10/02, effective 8/14/02]
[Filed ARC 7963B (Notice ARC 7793B, IAB 5/20/09), IAB 7/15/09, effective 8/19/09]
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CHAPTER 8
FORMS AND COMMUNICATIONS

[Prior to 12/17/86, Revenue Department[730]]

701—8.1(17A) Definitions. For the purposes of these rules the following definitions apply, unless the
context otherwise requires:

“Communication” means any method of transfer of data, information, or money by any conduit or
mechanism.

“Department” means the lowa department of revenue.

“Director” means the director of the department of revenue.

“Form” means any overall physical arrangement and general layout of communications, using
any method of communication, related to tax or other administration and prescribed by the director or
otherwise required by law.

“Person” means any individual, corporation, limited liability company, government or
governmental subdivision or agency, business trust, estate, trust, partnership or association, or any other
legal entity.

“Return” means any form required for tax administration from any person to the department.

This rule is intended to implement lowa Code paragraph 17A.3(1) “b.”

701—8.2(17A) Official forms. The department and the director have developed and provide or prescribe
many official forms designed to help persons exercise their rights and discharge their duties under the tax
laws and rules, to explain tax laws and rules, to assist in the administration of tax laws and rules, and to
assist in general financial administration. Communications with the department, for which official forms
have been created, shall be carried out using those forms or approved substitutes. Each direction of every
instruction contained within or accompanying official forms shall be followed and each question within
or accompanying every form shall be answered as if the instructions and forms were contained in these
rules.

Copies of all official forms, instructions and communication formats may be obtained from the
Iowa Department of Revenue, Taxpayer Services Section, Hoover State Office Building, Box 10457,
Des Moines, lowa 50306; from the department’s various field offices located throughout the state; by
telephoning (800)367-3388 or (515)281-3114 (for large orders of forms: (515)281-5370); or by faxing
(515)242-6040 or by using the fax-on-demand system (800)572-3943.

8.2(1) Nature of official forms. Most, but not all, official forms are on paper. As prescribed by the
director, communication means other than paper documents may be used for official forms.

8.2(2) Mailing addresses. The following post office box numbers should be used when
corresponding with the department. All addresses are completed: Des Moines, lowa 50306.

Box Number Addressee
10411 Withholding — Other than High Dollar
10412 Sales Tax Returns — Other than High Dollar
10413 Revenue Operations

Real Estate Transfer

Accounts and Finance

Receiving Unit

Records

Electronic Funds Transfer Registration
Treasurers’ Monthly Use Tax
Franchise Estimates

Cigarette Tax Inventories
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10455

10456

10457

10458

10459

10460

10462
10463
10464
10466
10467

10468

10469
10470

10471

10472

Revenue[701]

Insurance

Compliance Division
Examination Section
Investigative Audit
Audit Services
Motor Fuel Refund
Cigarette and Tobacco

Tax Returns and General Mail

Technical Services
Policy

Taxpayer Services
Field Services

Property Tax Credit

Rent Reimbursement

Department of Revenue
Administration
Information and Management Services
Local Government Services

Clerk of the Hearing Section
Sales Tax Return — High Dollar
Withholding — High Dollar
Collections
Individual Estimates
Fiduciary and Inheritance

Corporation Tax
Corporation Returns

Corporation Estimates
Consumer Use Tax
Retailers’ Use Tax

Accounts Receivable
Pre-edit

Collections

Priority Handling
Hearing Officer
Cigarette Stamp Orders

This rule is intended to implement lowa Code paragraph 17A.3(1)“b.”

IAC 3/10/10
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701—8.3(17A) Substitution of official forms. This rule is to provide guidance for the use of other
than official forms, whether they use paper, are computer-generated, or are created using other media
for communication. Approval shall be obtained prior to use of computer forms, replacement forms,
reproduced forms, facsimile forms, or any other forms not designed by the department. The director
reserves the right to make changes to forms when needed without prior notification to users of forms.
The director also reserves the right to require use of official forms in communications with the department
concerning tax administration or other matters.

8.3(1) Types of substitute forms. Many types of forms may, upon approval, be substituted for official
forms. Descriptions of a partial list follow.

a. Reproduced forms. Reproduction (photocopy reprinting) of Iowa tax forms may be
accomplished without prior approval of the department provided the following conditions are met:

(1) There is no variation from the official copy or format provided by the department, including
reduction and enlargement or other format specification.

(2) Reprinting, copying, or reproduction of the form is not prohibited by another rule within this
chapter.

(3) Reprinting or reproduction of the form does not vary from criteria stated elsewhere in this
chapter.

b.  Replacement forms. Replacement forms are forms which are retypeset, produced by imagery, or
otherwise replicated using the department official form as a model. These forms may include facsimiles
of department forms that have been modified by the addition of pin-feeds, line enlargements, copy
deletion, or any other modifications. All replacement forms must be submitted to the department for
approval prior to use.

c.  Computer-generated forms. Computer-generated forms are forms that are created in their
entirety, including layout, by the computer. These forms must be a facsimile of the official form that it
is meant to replace. Also, computer-generated forms must have prior approval of the department before
the form will be accepted for processing.

d.  Federal forms. Federal forms, or their alternates, do not require prior approval for use provided
the form is approved for federal use and Iowa tax instructions or other administrative instructions
authorize or require the use of federal forms in lieu of official lowa forms.

e. Magnetic tape, diskette, and electronic reporting. Any use of magnetic tape, diskettes, or
any electronic transmission in other than official form requires prior approval of the department. No
prior approval is necessary for submission of magnetic tape and diskette reports for certain information
reporting when they are submitted in accordance with the department policy. Information concerning
the submission of magnetic tape and diskettes is found in department publication, “State of Iowa
Income Information Return Reporting Guidelines,” which is available from Taxpayer Services Section,
P.O. Box 10457, Des Moines, lowa 50306, or by telephone at (515)281-3114.

8.3(2) Approval of substitute forms. Prior approval of substitute forms may be obtained by writing
Information and Management Services, P.O. Box 10460, Des Moines, lowa 50306, by telephoning
(515)281-5777, or by faxing (515)242-6040. Fax communication to the department of approval
requests are acceptable only in limited circumstances because approval of substitute paper document
forms requires receipt by the department of a sample of the actual substitute form before approval can
be provided. Normally, approval will be granted for use of substitute forms for one year only. If doubt
exists about the need for approval of a particular substitute form, the form should be submitted for
consideration.

8.3(3) Failure to obtain required approval. Other than official or approved forms filed with the
department may be returned at the discretion of the director.

8.3(4) Forms that may not be reproduced. Certain forms supplied by the department shall not be
duplicated or reproduced because of special processing requirements for the forms. These forms will
normally have an optical scan line with special characters or print to ensure that automated processing
equipment accurately credits the proper accounts. Exceptions to allow reproduction may occur on a
limited basis with the consent of the department. The requestor must demonstrate compatibility with
and meet all requirements and standards of the department to ensure proper and accurate processing of
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the form by the department. The department, at its option, may provide an explanation as to why a form
is not acceptable, but is not required to do so. Forms that may not be reproduced, except as provided for
above, include but are not limited to:

a. Sales/use tax returns.

b.  Withholding tax returns.

c.  Annual withholding verified summary of payments forms.

d.  Department-generated accounts receivable notices.

8.3(5) General information. The following general information is applicable to all reproduced,
replacement, or computer-generated forms:

a.  Paper. Paper must be of at least equal quality to stock used by the department for official forms.
Carbon-bonded paper is prohibited for all forms. Colored paper should be used for all forms substituting
for official paper forms unless paper used is of the identical color of an official paper form.

b.  Ink and imaging material. Black ink or black imaging material should be used in the printing
or duplication of all substitute forms using paper.

c¢.  Size. Reproduced or computer-generated paper forms must be the same size as the official form.

d.  Legibility. All forms must have a high standard of legibility.

e.  Distinctive markings and symbols. Some official forms contain distinctive symbols. These
symbols must be reproduced on other than official forms.

f Labels. Preprinted labels furnished by the department should be affixed to returns submitted to
the department.

g Accuracy of reproduction. Forms submitted for approval should be a facsimile of the official
form. No variation from the official form will be allowed for forms which are identified as returns.

This rule is intended to implement lowa Code paragraph 17A.3(1) “b.”

701—8.4(17A) Description of forms. Forms prescribed by the director can be divided into those
required for the administration of various taxes and those required for administrative systems other than
tax-related.

8.4(1) Tax forms. Taxes administered by the department that require forms are listed in the following
lettered paragraphs:

a. Corporate income return systems include forms designed by the department as well as forms
used in federal tax administration. Approved substitute forms may be used for returns.

b.  Corporate income tax field and office audit systems, related field collections systems, and the
corporate tax error resolution system have forms designed by the department. Approved substitute forms
may be used.

c.  Franchise tax returns include forms designed by the department as well as forms used in federal
tax administration. Approved substitute forms may be used for returns.

d.  Franchise audit and collection systems have forms designed by the department. Approved
substitute forms may be used.

e. Corporate and franchise estimated tax systems have forms designed by the department.
Approved substitute forms may be used.

£ Individual and fiduciary income returns include forms designed by the department as well as
forms used in federal tax administration. Approved substitute forms may be used for returns.

g Individual and fiduciary income tax field and office audit systems and related field collections
systems have forms designed by the department. Approved substitutes may be used.

h.  New jobs tax credit system has forms designed by the department. Approved substitute forms
may be used.

i.  Individual income tax withholding returns and annual withholding verified summary of
payments forms systems have forms designed by the department. No substitute forms may be used.

j. 1A-W4 system, declaration of estimated tax, and withholding penalty waiver systems have
forms designed by the department. Approved substitutes may be used.

k. Sales and use tax returns systems have forms designed by the department. No substitute forms
may be used.
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[ Local option sales and services tax and hotel/motel tax systems have forms designed by the
department. Approved substitute forms may be used.

m. Field and office audit and collections systems for sales and use tax, sales tax refund examination
system, industrial machinery, equipment, and computer refund systems, and sales and use tax penalty
waiver systems have forms designed by the department. Approved substitute forms may be used.

n.  Motor vehicle fuel tax returns systems have forms designed by the department. Approved
substitute forms may be used.

o. Special fuel tax returns systems have forms designed by the department. Approved substitute
forms may be used.

p.  Motor fuel tax and special fuel tax error resolution systems and related field and office audit
and collection systems have forms designed by the department. Approved substitute forms may be used.

q. Inheritance, generation skipping transfer, qualified use inheritance, and estate tax returns
systems have forms designed by the department. Approved substitute forms may be used.

r. Inheritance, generation skipping transfer, qualified use inheritance and estate tax field and office
audit systems, and related field collections systems have forms designed by the department. Approved
substitute forms may be used.

s.  Cigarette and tobacco tax systems with related office and field audit and field collection systems
have forms designed by the department. Approved substitute forms may be used.

t.  Property assessor and deputy assessor examination records systems have forms designed by the
department. Approved substitute forms may be used.

u.  Central property tax assessments system has forms designed by the department. Approved
substitute forms may be used.

v.  Elderly credit mobile home, lowa disabled and senior citizen property tax, and special
assessment credit systems have forms designed by the department. Approved substitute forms may be
used.

w.  Environmental protection charge systems have forms designed by the department. Approved
substitute forms may be used.

x.  Excise tax on unlawful dealing in certain substances system has forms designed by the
department. Approved substitute forms may be used.

y.  Taxpayer contact systems have forms designed by the department. Approved substitute forms
may be used.

z.  Federal and state exchange of information systems have forms designed by the department as
well as others. Approved substitute forms may be used.

aa. Accounts receivable notices system has forms designed by the department. No substitute forms
may be used.

bb. The department shall provide the taxpayer a statement of the rights of a taxpayer and obligations
of the department during an audit, procedures by which a taxpayer may appeal an adverse decision of
the department, and procedures which the department uses to enforce the tax laws. No substitute form
may be used.

8.4(2) Other forms. Rescinded IAB 4/14/04, effective 5/19/04.

This rule is intended to implement lowa Code paragraph 17A.3(1) “b” and sections 421.7 and 422.21.

701—8.5(422) Electronic filing of Iowa income tax returns. Electronic filing allows individuals
and businesses that meet department criteria to file their lowa income tax returns electronically. All
information is electronically transmitted. Nothing is submitted on paper unless specifically requested
by the department. A taxpayer’s electronic lowa return will include the same information as if the
taxpayer had filed a paper return.

There is no statutory requirement that taxpayers file their lowa income tax returns electronically.
Taxpayers also have the option to file by paper.

8.5(1) Definitions. For the purpose of this rule, the following definitions apply, unless the context
otherwise requires:
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“Acknowledgment” means a report generated by the department and sent electronically to a
transmitter via the IRS indicating the department’s acceptance or rejection of an electronic submission.

“Declaration for e-File Return form” means a taxpayer declaration form that authenticates the
electronic tax return, authorizes its transmission, and consents to the financial transaction order as
designated using the financial institution information provided.

“Department” means the lowa department of revenue.

“Direct debit” means an order for electronic withdrawal of funds from a taxpayer’s financial
institution account for payment to the lowa department of revenue.

“Direct deposit” means an order for electronic transfer of a refund into a taxpayer’s financial
institution account.

“E-file provider” means a firm that is assigned an Electronic Filing Identification Number (EFIN) by
the IRS to assume any one or more of the following IRS e-file provider roles: electronic return originator,
intermediate service provider, transmitter, software developer, or reporting agent.

“Electronic filing” means a paperless filing of the Iowa income tax return, order for financial
transaction, or both by way of the IRS e-file program, also known as federal/state electronic filing
(ELF/MeF).

“Electronic return originator (ERO)” means an authorized IRS e-file provider that originates the
electronic submission by any one of the following methods: electronically sending an electronic tax
return to a Transmitter that will transmit the electronic tax return to the IRS, directly transmitting the
electronic tax return to the IRS, or providing the electronic tax return to an Intermediate Service Provider
for processing prior to transmission to the IRS.

“Intermediate service provider” means the firm that assists with processing submission information
between the ERO (or the taxpayer in the case of online filing) and a Transmitter.

“Online filing” means the process for taxpayers to self-prepare returns by entering return data
directly into commercially available software, software downloaded from an Internet site and prepared
off-line, or through an online Internet site.

“Origination of an electronic return” means the action by an ERO of electronically sending the
return directly to an Intermediate Service Provider, a Transmitter, or the IRS.

“Reporting agent” means a firm that originates the electronic submission of certain returns for its
clients or transmits the returns to the IRS in accordance with the IRS electronic filing procedures, or
both.

“Self-select PIN signature alternative” means the taxpayer electronically signs the return with a
personal identification number (PIN). The PIN is any five numbers (except all zeros) that taxpayers
choose to enter as their electronic signature.

“Software developer” means an approved IRS e-file provider that develops software according to
IRS and Iowa specifications for the purposes of formatting electronic returns, transmitting electronic
returns directly to the IRS, or both. A software developer may sell its software.

“Stockpiling” means collecting returns from taxpayers or from other e-file providers and waiting
more than three calendar days after receiving the information necessary for transmission to transmit the
returns to the department.

“Transmitter” means a firm that transmits electronic tax return information directly to the IRS and
routes electronic acknowledgments from the IRS (and the states) to the firm originating the electronic
return.

8.5(2) Completion and documentation of the electronic return.

a. All monetary amounts on the prepared return must be in whole dollars. The electronic
submission must match the prepared return. The taxpayer(s) must declare the authenticity of the
electronic return before it is transmitted. The department has adopted the self-select PIN signature
alternative as implemented by the IRS. If the ERO elects not to use the taxpayer self-select PIN
signature alternative, the Declaration for e-File Return form must be completed and signed by the
preparer, ERO, and taxpayer(s). If the ERO makes changes to the electronic return after the Declaration
for e-File Return form has been signed by the taxpayer(s), a new Declaration for e-File Return form
must be completed and signed by the taxpayer(s) before the return is transmitted.
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b.  The ERO must provide the taxpayer a copy of all forms and information to be filed. The
taxpayer and ERO must retain all tax documentation for three years. The Declaration for e-File Return
form and accompanying schedules are to be furnished to the department only when specifically requested.

8.5(3) Direct deposit and direct debit.

a. Taxpayers designating direct deposit of the Iowa refund or direct debit of payment remitted to
the department on electronically filed returns must provide proof of account ownership to the ERO. The
department is not responsible for the misapplication of a direct deposit refund or direct debit payment
caused by error, negligence, or wrongdoing on the part of the taxpayer, e-file provider, financial
institution or any agent of the above.

b.  Once the return has been transmitted, the financial order may not be altered. The department
may, when processing procedures allow, grant a taxpayer’s timely request to revoke the financial order.
A direct deposit or direct debit order will be disregarded by the department if the electronic submission
is rejected for any reason as indicated in the acknowledgment.

c¢.  The department may, when processing procedures require, convert a direct deposit order to a
paper check. If a refund is deposited into an incorrect bank account, the department will issue a paper
refund check once the funds are returned by the financial institution.

d.  Funds will be withdrawn from the account specified in the direct debit order no sooner than
the date specified by the taxpayer. This date must occur no later than the due date when the due date
has not yet elapsed. This date must specify immediate payment when the due date has already elapsed.
This date will be superseded by the electronic postmark date when the date occurs prior to the electronic
postmark date. The direct debit payment within the electronic submission accepted by the department
that is postmarked on or before the payment due date is considered timely, provided that the direct debit
payment is honored by the financial institution.

8.5(4) Software approval. Software developers that want to develop electronic submission
formatting software for e-filing lowa returns shall register their respective software products annually
with the department. The department publishes specifications, test packages, and testing procedures.
Software must pass transmission tests before the department will approve it for electronic filing of lowa
income tax returns. The department will define the test period annually.

8.5(5) ERO acceptance to participate. Once accepted by the IRS as an ERO for a specific tax type,
the ERO is automatically accepted to e-file lowa returns of that tax type, provided that the department
offers the tax type for e-file.

8.5(6) Suspension of an e-file provider from participation in the lowa electronic filing program.

a. The department may immediately suspend, without notice, an e-file provider from the lowa
electronic filing program. In most cases, a suspension is effective as of the date of the letter informing
the e-file provider of the suspension. Before suspending an e-file provider, the department may issue a
warning letter describing specific corrective action required to correct deviations set forth in paragraph
8.5(6) “b.” An e-file provider will be automatically prohibited from participating in the lowa electronic
filing program if denied participation in, or suspended from, the federal electronic filing program.

b.  An e-file provider that is eligible to participate in the federal electronic filing program may be
suspended from the Iowa electronic filing program if any of the following conditions occur. The list is
for illustrative purposes only and is not deemed to be all-inclusive.

(1) Deterioration in the format of electronic returns transmitted.

(2) Unacceptable cumulative error or rejection rate or failure to correct errors resulting from the
transmission of electronic returns.

(3) Untimely received, illegible, incomplete, missing, or unapproved substitute Declaration for
e-File Return forms when requested by the department.

(4) Stockpiling returns at any time while participating in the lowa electronic filing program.

(5) Failure on the part of the transmitter to retrieve acknowledgments within two working days of
the department’s providing them.

(6) Failure on the part of the transmitter to initiate the communication of acknowledgments to the
ERO within two working days of the department’s providing them.

(7) Significant complaints about the e-file provider.
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(8) Failure on the part of the e-file provider to cooperate with the department’s efforts to monitor
e-file providers, investigate electronic filing abuse, and investigate the possible filing of fraudulent
returns.

(9) Submitting the electronic return with information that is not identical to information on the
Declaration for e-File Return form.

(10) Transmitting the electronic return with software not approved by the department for use in the
Iowa electronic filing program for the given tax type and tax period.

(11) Failure on the part of the e-file provider to provide W-2s, 1099s, or out-of-state tax returns when
requested by the department.

8.5(7) Administrative procedure for denial of participation or suspension of participation.

a.  When a firm has requested participation in the lowa electronic filing program but there is reason
to deny the request, the department shall send a letter to the firm advising that entry into the program
has been denied. When an e-file provider is a participant in the lowa electronic filing program but is to
be suspended from the program for any condition described in subrule 8.5(6), the department will send
a letter to notify the e-file provider about its suspension from the program.

b.  When the firm either disagrees with the denial of participation letter or the suspension from
participation letter, the firm must file a written protest to the department within 60 days of the date of the
denial letter or the suspension letter. The written protest must be filed pursuant to rule 701—7.41(17A).
During the administrative review process, the denial of the firm’s participation in or the suspension of
the firm from the Iowa electronic filing program shall remain in effect.

This rule is intended to implement lowa Code sections 422.21 and 422.68.
[ARC 8603B, IAB 3/10/10, effective 4/14/10]

[Filed 7/1/75]

[Filed 3/2/79, Notice 1/24/79—published 3/21/79, effective 4/25/79]
[Filed emergency 3/2/79—published 3/21/79, effective 3/2/79]
[Filed 4/26/79, Notice 3/21/79—published 5/16/79, effective 6/20/79]
[Filed emergency 6/11/79—published 6/27/79, effective 6/27/79]
[Filed 6/22/79, Notice 5/16/79—published 7/11/79, effective 8/15/79]
[Filed 8/17/79, Notice 7/11/79—published 9/5/79, effective 10/11/79]
[Filed 12/7/79, Notice 10/31/79—published 12/26/79, eftective 1/30/80]
[Filed 1/18/80, Notice 12/12/79—published 2/6/80, effective 3/12/80]
[Filed 2/1/80, Notice 12/26/79—published 2/20/80, effective 3/26/80]
[Filed emergency 6/9/80—published 6/25/80, effective 6/9/80]
[Filed 6/6/80, Notice 4/30/80—published 6/25/80, effective 7/30/80]
[Filed 9/12/80, Notice 8/6/80—published 10/1/80, effective 11/5/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 12/16/83, Notice 11/9/83—published 1/4/84, effective 2/8/84]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 6/10/88, Notice 5/4/88—published 6/29/88, effective 8/3/88]
[Filed 12/22/89, Notice 11/15/89—published 1/10/90, effective 2/14/90]
[Filed 12/17/93, Notice 10/27/93—published 1/5/94, effective 2/9/94]
[Filed 11/18/94, Notice 10/12/94—published 12/7/94, effective 1/11/95]
[Filed 11/3/95, Notice 9/27/95—published 11/22/95, effective 12/27/95]
[Filed 3/26/04, Notice 2/18/04—published 4/14/04, effective 5/19/04]
[Filed ARC 8603B (Notice ARC 8482B, IAB 1/13/10), IAB 3/10/10, effective 4/14/10]
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CHAPTER 9
FILING AND EXTENSION OF TAX LIENS

AND CHARGING OFF UNCOLLECTIBLE TAX ACCOUNTS
[Prior to 12/17/86, Revenue Department[730]]

701—9.1(422,423) Definitions. As used in the rules contained herein the following definitions apply
unless the context otherwise requires:

“Assessment issued”’ means the most recent assessment in point of time for tax due from the taxpayer
for the tax type and tax period.

“Charging off” means deleting an unpaid tax account from records of the department but may not
include filing a release of the lien with the office of the recorder in which filed.

“Defunct corporation” means a corporation that has dissolved or ceased to exist with no assets
remaining.

“Department” means the lowa department of revenue.

“Director” means the director of the department or the director’s authorized representative.

“Lien” means the claim against personal or real property provided by lowa Code section 422.26,
other Code sections making reference to sections 422.26 and 424.11.

“Recorder” means the county recorder of any county in the state of lowa.

“Taxes ” means all taxes or charges administered by the department, which include but are not limited
to individual income, fiduciary withholding, corporate income, franchise, sales, use, hotel/motel, railroad
fuel, equipment car, motor vehicle fuel taxes and the environmental protection charge imposed upon
petroleum diminution due and payable to the state of lowa.

701—9.2(422,423) Lien attaches. If tax is unpaid, a lien shall attach at the time the tax became due and
payable.

701—9.3(422,423) Purpose of filing. The notice of lien is filed with the county recorder to establish a
priority interest in assets of the taxpayer for unpaid tax, penalty, and interest and to provide constructive
notice of an unpaid tax liability as a matter of public record.

701—9.4(422,423) Place of filing. A notice of lien may be filed in the office of the recorder in the county
of the taxpayer’s last-known address, as well as with the recorder in any other county in the state of lowa
in which the taxpayer is known to own property.

701—9.5(422,423) Time of filing. A notice of lien will be filed after failure of taxpayer to protest the
notice of assessment or to pay the full amount of the assessment within the time periods provided by
law. In case a return is not timely filed, or is received without a remittance, or an unhonored check
is submitted, or in case a jeopardy assessment is made, a lien may be filed at the time the notice of
assessment is issued. Notwithstanding a timely protest of the assessment by the taxpayer, a notice of tax
lien may be filed if the director has reason to believe that collection of the taxes may be jeopardized by
delay.

701—9.6(422,423) Period of lien. A lien continues in effect for ten years from the date the last
assessment in point of time is issued unless extended, released, or discharged as hereinafter provided.
Liens attaching prior to January 1, 1969, expire on January 1, 1979, unless extended, released, or
discharged as hereinafter provided.

9.6(1) A lien may be extended by the director for an additional ten years, from the expiration date of
the original lien or prior extension, with no limit on the number of extensions, by filing a written notice
of extension with the recorder of the county where the lien was filed. The extension notice shall be made
within ten years from the date the last assessment in point of time is issued or within ten years of a prior
extension.

9.6(2) A lien will be released by the director when payment of the tax, penalty, interest and costs is
made. The release shall be evidenced by a satisfaction of the tax liability filed by the director with the
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recorder and the proper entry of the satisfaction on the index of the notice of lien on file in the office
of the recorder. The satisfaction of the tax, penalty, interest and costs will be filed immediately only if
payment is made by cash, cashier’s check, or similar guarantee of funds.

9.6(3) The director may charge off any account before the lien has lapsed if it meets one or more of
the following criteria:

a. The taxpayer is deceased and there are no assets in the estate or there are no assets available for
the payment of taxes under lowa Code section 633.425.

b.  The taxpayer is a defunct corporation.

c.  The taxpayer is found not to have been properly notified by assessment notice of a tax due for
a period outside the statute of limitations for assessment.

d. The taxpayer is retired because of age or total disability (see 701—73.12(425) for definition)
with income such that it would cause the taxpayer undue financial hardship if the department enforced
collection of past due taxes. The director may require an income statement, net worth statement or other
evidence to determine when collection of tax would be a hardship on a taxpayer.

e.  The taxpayer has unpaid tax amounting to less than $50.

£~ The taxpayer cannot be found, after diligent inquiry, and has no property upon which the lien
can attach.

g The taxpayer is insolvent with no property, real or personal, upon which the lien can attach.

A lien may be released by the director, as provided in subrule 9.6(2), when an account is charged off
under “c,” “d,” “e,” “f,” or “g” above.

9.6(4) Liens filed without date of assessment. Notices of liens filed or extensions of liens filed,
securing tax, penalty, interest, and fees remaining due and payable on January 1, 1990, and for periods
thereafter without the date of the last assessment in point of time, expire ten years from the date the lien
attaches, or at the expiration of the most recent ten-year extension, unless the notice of the lien or notice
of the extension is refiled to include the date of the last assessment in point of time, in which case the
date of the assessment controls the expiration date.

This rule is intended to implement lowa Code section 422.26.

701—9.7(422,423) Fees. Any fee charged by the recorder for recording a lien or a lien extension will
be paid by the department, with the cost added to the unpaid liability of the taxpayer.
These rules are intended to implement Iowa Code section 422.26 and chapter 424.
[Filed 11/10/77, Notice 10/5/77—published 11/30/77, effective 1/4/78]
[Filed 2/1/80, Notice 12/26/79—published 2/20/80, effective 3/26/80]
[Filed 6/5/81, Notice 4/29/81—published 6/24/81, effective 7/29/81]
[Filed 12/31/81, Notice 11/25/81—published 1/20/82, effective 2/24/82]
[Filed 1/29/82, Notice 12/23/81—published 2/17/82, effective 3/24/82]
[Filed 8/23/85, Notice 7/17/85—published 9/11/85, effective 10/16/85]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 2/17/89, Notice 1/11/89—rpublished 3/8/89, effective 4/12/89]
[Filed without Notice 6/12/89—published 6/28/89, effective 8/2/89]
[Filed 9/13/90, Notice 8/8/90—published 10/3/90, effective 11/7/90]
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CHAPTER 10
INTEREST, PENALTY, EXCEPTIONS TO PENALTY, AND JEOPARDY ASSESSMENTS

[Prior to 12/17/86, Revenue Department[730]]
Rules 701—10.20(421) to 701—10.111(422A) are excerpted from 701—Chs 12, 30, 44, 46, 52, 58, 63, 81, 86, 88, 89, 104, IAB 1/23/91

701—10.1(421) Definitions. As used in the rules contained herein, the following definitions apply unless
the context otherwise requires:

10.1(1) “Department” means the department of revenue.

10.1(2) “Director” means the director of the department or authorized representative.

10.1(3) “Taxes” means all taxes and charges arising under Title X of the Iowa Code, which
include but are not limited to individual income, withholding, corporate income, franchise, sales, use,
hotel/motel, railroad fuel, equipment car, replacement tax, statewide property tax, motor vehicle fuel,
inheritance, estate and generation skipping transfer taxes and the environmental protection charge
imposed upon petroleum diminution due and payable to the state of lowa.

701—10.2(421) Interest. Except where a different rate of interest is provided by Title X of the lowa
Code, the rate of interest on interest-bearing taxes and interest-bearing refunds arising under Title X is
fixed for each calendar year by the director. In addition to any penalty computed, there shall be added
interest as provided by law from the original due date of the return. Any portion of the tax imposed by
statute which has been erroneously refunded and is recoverable by the department shall bear interest as
provided in Iowa Code section 421.7, subsection 2, from the date of payment of the refund, considering
each fraction of a month as an entire month. Interest which is not judgment interest is not payable on
sales and use tax, local option tax, and hotel and motel tax refunds. Herman M. Brown v. Johnson, 248
Iowa 1143, 82 N.W.2d 134 (1957); United Telephone Co. v. lowa Department of Revenue, 365 N.W.2d
647 (Iowa 1985). However, interest which is not judgment interest accrues on such refunds on or after
January 1, 1995, and is payable on sales and use tax, local option tax and hotel and motel tax refunds on
or after January 1, 1995.

10.2(1) Calendar year 1982. The rate of interest upon all unpaid taxes which are due as of January
1, 1982, will be 17 percent per annum (1.4% per month). This interest rate will accrue on taxes which
were due and unpaid as of, or after, January 1, 1982. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or
after January 1, 1982. This interest rate of 17 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1982.

EXAMPLES:

1. The taxpayer, X corporation, owes corporate income taxes assessed to it for the year 1975. The
assessment was made by the department in 1977. On January 1, 1982, that assessment had not been paid.
The rate of interest on the unpaid tax assessed has accrued at the rate of 9 percent per annum (0.75%
per month) through December 31, 1981. Commencing on January 1, 1982, the rate of interest on the
unpaid tax will thereafter accrue at the rate of 17 percent per annum for 1982 (1.4% per month). If the
tax liability is not paid in 1982, the rate of interest will then accrue in 1983 in accordance with the rate
fixed by the director as set forth in lowa Code section 421.7.

2. The taxpayer, Y, owes retail sales taxes assessed to it for the audit period January 1, 1979,
through December 31, 1982. The assessment is made on March 1, 1983. For the tax periods in which
the tax became due prior to January 1, 1982, the interest rate on such unpaid sales taxes accrued at 9
percent per annum (0.75% per month). Commencing on January 1, 1982, the entire unpaid portion of
the tax assessed which was delinquent at that time will begin to accrue interest at the rate of 17 percent
per annum. Those portions of the tax assessed first becoming delinquent in 1982 will bear interest at the
rate of 17 percent per annum (1.4% per month). In the event that any portion of the tax assessed remains
unpaid on January 1, 1983, the rate of interest will then accrue in 1983 in accordance with the rate fixed
by the director as set forth in lowa Code section 421.7.

3. The taxpayer, Z, files a refund claim for 1978 individual income taxes in March 1982. The
refund claim is allowed in May 1982, and is paid. Z is entitled to receive interest at the rate of 9 percent
per annum (0.75% per month) upon the refunded tax accruing through December 31, 1981, and is entitled
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to interest at the rate of 17 percent per annum (1.4% per month) upon such tax from January 1, 1982,
until the refund is paid.

4. A’s 1981 individual income tax liability becomes delinquent on May 1, 1982. A owes interest,
commencing on May 1, 1982, at the rate of 17 percent per annum (1.4% per month). In the event that
A does not pay the liability in 1982, the rate of interest will then accrue in 1983 in accordance with the
rate fixed by the director as set forth in Iowa Code section 421.7.

5. Decedent died December 15, 1976. The inheritance tax was due 12 months after death, or
December 15, 1977. Prior to the due date, the estate was granted an extension of time, until September
1, 1978, to file the return and pay the tax due. The tax, however, was paid March 15, 1982. Interest
accrues on the unpaid tax during the period of the extension of time (December 15, 1977, to September
1, 1978) at the rate of 6 percent per annum. Interest accrues on the delinquent tax from September 1,
1978, through December 31, 1981, at the rate of 8 percent per annum. Interest accrues on the delinquent
tax from January 1, 1982, to the date of payment on March 15, 1982, at the rate of 17 percent per annum.

6. Bfiles arefund for sales taxes paid for the periods January 1, 1979, through December 31, 1982,
in March 1983. The refund is allowed in May 1983. Since no interest is payable on sales tax refunds,
B is not entitled to any interest. Herman M. Brown Co. v. Johnson, 248 Towa 1143 (1957). However,
interest accrues and is payable on and after January 1, 1995.

The examples set forth in these rules are not meant to be all-inclusive. In addition, other rules set
forth the precise circumstance when interest begins to accrue and whether interest accrues for each month
or fraction of a month or annually as provided by law. Interest accrues as provided by law, regardless of
whether the department has made a formal assessment of tax.

10.2(2) Calendar year 1983. The rate of interest upon all unpaid taxes which are due as of January
1, 1983, will be 14 percent per annum (1.2% per month). This interest rate will accrue on taxes which
were due and unpaid as of, or after January 1, 1983. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or
after January 1, 1983. This interest rate of 14 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1983.

10.2(3) Calendar year 1984. The rate of interest upon all unpaid taxes which are due as of January
1, 1984, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1984. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1984. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1984.

10.2(4) Calendar year 1985. The rate of interest upon all unpaid taxes which are due as of January
1, 1985, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1985. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1985. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1985.

10.2(5) Calendar year 1986. The interest upon all unpaid taxes which are due as of January 1, 1986,
will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are due and
unpaid as of, or after, January 1, 1986. In addition, this interest rate will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after January 1,
1986. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 1986.

10.2(6) Calendar year 1987. The interest upon all unpaid taxes which are due as of January 1, 1987,
will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are due and
unpaid as of, or after January 1, 1987. In addition, this interest rate will accrue on tax refunds which by
law accrue interest, regardless of whether the tax to be refunded is due before, on, or after January 1,
1987. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 1987.
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10.2(7) Calendar year 1988. The interest upon all unpaid taxes which are due as of January 1, 1988,
will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are due and
unpaid as of, or after January 1, 1988. In addition, this interest rate will accrue on tax refunds which by
law accrue interest, regardless of whether the tax to be refunded is due before, on, or after January 1,
1988. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 1988.

10.2(8) Calendar year 1989. The interest upon all unpaid taxes which are due as of January 1, 1989,
will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are due and
unpaid as of, or after January 1, 1989. In addition, this interest rate will accrue on tax refunds which by
law accrue interest, regardless of whether the tax to be refunded is due before, on, or after January 1,
1989. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 1989.

10.2(9) Calendar year 1990. The interest upon all unpaid taxes which are due as of January 1, 1990,
will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are due
and unpaid as of, or after January 1, 1990. In addition, this interest rate will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after January 1,
1990. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 1990.

10.2(10) Calendar year 1991. The interest upon all unpaid taxes which are due as of January 1,
1991, will be 12 percent per annum (1.0% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1991. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1991. This interest rate of 12 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1991.

10.2(11) Calendar year 1992. The interest upon all unpaid taxes which are due as of January 1,
1992, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1992. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1992. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1992.

10.2(12) Calendar year 1993. The interest upon all unpaid taxes which are due as of January 1,
1993, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1993. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1993. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1993.

10.2(13) Calendar year 1994. The interest upon all unpaid taxes which are due as of January 1,
1994, will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1994. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1994. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1994.

10.2(14) Calendar year 1995. The interest upon all unpaid taxes which are due as of January 1,
1995, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1995. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1995. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1995.

10.2(15) Calendar year 1996. The interest upon all unpaid taxes which are due as of January 1,
1996, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1996. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
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January 1, 1996. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1996.

10.2(16) Calendar year 1997. The interest rate upon all unpaid taxes which are due as of January
1, 1997, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 1997. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 1997. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1997.

10.2(17) Calendar year 1998. The interest rate upon all unpaid taxes which are due as of January
1, 1998, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 1998. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 1998. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1998.

10.2(18) Calendar year 1999. The interest rate upon all unpaid taxes which are due as of January
1, 1999, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 1999. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 1999. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1999.

10.2(19) Calendar year 2000. The interest rate upon all unpaid taxes which are due as of January
1, 2000, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 2000. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 2000. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 2000.

10.2(20) Calendar year 2001. The interest rate upon all unpaid taxes which are due as of January
1, 2001, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 2001. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 2001. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 2001.

10.2(21) Calendar year 2002. The interest rate upon all unpaid taxes which are due as of January
1, 2002, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 2002. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 2002. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 2002.

10.2(22) Calendar year 2003. The interest rate upon all unpaid taxes which are due as of January 1,
2003, will be 7 percent per annum (0.6% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2003. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2003. This interest rate of 7 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2003.

10.2(23) Calendar year 2004. The interest rate upon all unpaid taxes which are due as of January 1,
2004, will be 6 percent per annum (0.5% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2004. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2004. This interest rate of 6 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2004.

10.2(24) Calendar year 2005. The interest rate upon all unpaid taxes which are due as of January 1,
2005, will be 6 percent per annum (0.5% per month). This interest rate will accrue on taxes which are
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due and unpaid as of, or after, January 1, 2005. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2005. This interest rate of 6 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2005.

10.2(25) Calendar year 2006. The interest rate upon all unpaid taxes which are due as of January 1,
2006, will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2006. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2006. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2006.

10.2(26) Calendar year 2007. The interest rate upon all unpaid taxes which are due as of January 1,
2007, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2007. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1, 2007.
This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds, will commence to
accrue in 2007.

10.2(27) Calendar year 2008. The interest rate upon all unpaid taxes which are due as of January 1,
2008, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2008. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1, 2008.
This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds, will commence to
accrue in 2008.

10.2(28) Calendar year 2009. The interest rate upon all unpaid taxes which are due as of January 1,
2009, will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2009. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2009. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2009.

10.2(29) Calendar year 2010. The interest rate upon all unpaid taxes which are due as of January 1,
2010, will be 5 percent per annum (0.4% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2010. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2010. This interest rate of 5 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2010.

10.2(30) Calendar year 2011. The interest rate upon all unpaid taxes which are due as of January 1,
2011, will be 5 percent per annum (0.4% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2011. In addition, this interest will accrue on tax refunds which
by law accrue interest, regardless of whether the tax to be refunded is due before or after January 1,
2011. This interest rate of 5 percent per annum, whether for unpaid taxes or tax refunds, will commence
to accrue in 2011.

This rule is intended to implement lowa Code section 421.7.
[ARC 8551B, IAB 2/24/10, effective 3/31/10; ARC 9308B, IAB 12/29/10, effective 2/2/11]

701—10.3(422,423,450,452A) Interest on refunds and unpaid tax.

10.3(1) Interest on refunds. For those taxes on which interest accrues on refunds under lowa Code
sections 422.25(3), 422.28, 450.94, and 452A.65, interest shall accrue through the month in which the
refund is mailed to the taxpayer and no further interest will accrue unless the department did not use the
most current address as shown on the latest return or refund claim filed with the department.

10.3(2) Interest on umpaid tax. Interest due on unpaid tax is not a penalty, but rather it is
compensation to the government for the period the government was deprived of the use of money.
Therefore, interest due cannot be waived. Vick v. Phinney, 414 F.2d 444, 448 (5th CA 1969); Time,
Inc. v. United States, 226 F.Supp. 680, 686 (S.D. N.Y. 1964); In Re Jeffco Power Systems, Dep’t of
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Revenue Hearing Officer decision, Docket No.77-9-6A-A (1978); Waterloo Courier, Inc.v. lowa
Department of Revenue and Finance, Case No. LACV081252, Black Hawk County District Court,
December 30, 1999.

This rule is intended to implement Iowa Code sections 422.25(3), 422.28, 423.47, 450.94 and

452A.65.
[ARC 7761B, IAB 5/6/09, effective 6/10/09]

701—10.4(421) Frivolous return penalty. A $500 civil penalty is imposed on the return of a taxpayer
that is considered to be a “frivolous return.” A “frivolous return” is: (1) A return which lacks sufficient
information from which the substantial correctness of the amount of tax liability can be determined or
contains information that on its face indicates that the amount of tax shown is substantially incorrect,
or (2) a return which reflects a position of law which is frivolous or is intended to delay or impede the
administration of the tax laws of this state.

If the frivolous return penalty is applicable, the penalty will be imposed in addition to any other
penalty which has been assessed. If the frivolous return penalty is relevant, the penalty may be imposed
even under circumstances when it is determined that there is no tax liability on the return.

The frivolous return penalty is virtually identical to the penalty for frivolous income tax returns
which is authorized in Section 6702 of the Internal Revenue Code. The department will follow federal
guidelines and court cases when determining whether or not the frivolous return penalty should be
imposed.

The frivolous return penalty may be imposed on all returns filed with the department and not just
individual income tax returns. The penalty may be imposed on an amended return as well as an original
return. The penalty may be imposed on each return filed with the department.

10.4(1) Nonexclusive examples of circumstances under which the frivolous return penalty may be
imposed. The following are examples of returns filed in circumstances under which the frivolous return
penalty may be imposed:

a. A return claiming a deduction against income or a credit against tax liability which is clearly
not allowed such as a “war,” “religious,” “conscientious objector” deduction or tax credit.

b. A blank or partially completed return that was prepared on the theory that filing a complete
return and providing required financial data would violate the Fifth Amendment privilege against
self-incrimination or other rights guaranteed by the Constitution.

¢.  An unsigned return where the taxpayer refused to sign because the signature requirement was
“incomprehensible or unconstitutional” or the taxpayer was not liable for state tax since the taxpayer had
not signed the return.

d. A return which contained personal and financial information on the proper lines but where
the words “true, correct and complete” were crossed out above the taxpayer’s signature and where the
taxpayer claimed the taxpayer’s income was not legal tender and was exempt from tax.

e. A return where the taxpayer claimed that income was not “constructively received” and the
taxpayer was the nominee-agent for a trust.

£ A return with clearly inconsistent information such as when 99 exemptions were claimed but
only several dependents were shown.

g A document filed for refund of taxes erroneously collected with the contention that the
document was not a return and that no wage income was earned. This was inconsistent with attached
W-2 Forms reporting wages.

10.4(2) Nonexclusive examples where the frivolous return penalty is not applicable. The following
examples illustrate situations where the frivolous return penalty would not be applicable:

a. A return which includes a deduction, credit, or other item which may constitute a valid item of
dispute between the taxpayer and the department.

b. A return which includes innocent or inadvertent mathematical or clerical errors, such as an
error in addition, subtraction, multiplication, or division or the incorrect use of a table provided by the
department.

99 ¢
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c¢. A return which includes a statement of protest or objection, provided the return contains all
required information.

d. A return which shows the correct amount of tax due, but the tax due is not paid.

This rule is intended to implement lowa Code section 421.8.

701—10.5(421) Improper receipt of credit or refund. A person who makes an erroneous application
for refund or credit shall be liable for any overpayment received plus interest at the rate in effect under
Iowa Code section 421.7, subsection 2. In addition, a person who willfully makes a false or frivolous
application for refund or credit with the intent to evade tax or with the intent to receive a refund or credit
to which the person is not entitled is guilty of a fraudulent practice and is liable for a penalty equal to 75
percent of the refund or credit claimed.

This rule is intended to implement lowa Code section 421.27 as amended by 2010 Iowa Acts, House

File 2531, section 124.
[ARC 9103B, IAB 9/22/10, effective 10/27/10]

PENALTY FOR TAX PERIOD BEGINNING AFTER JANUARY 1, 1991

701—10.6(421) Penalties. A penalty shall be assessed upon all tax and deposits due under the following
circumstances:

1. For failure to timely file a return or deposit form there is a 10 percent penalty. This penalty,
once imposed, will be assessed on all subsequent amounts due or required to be shown due on the return
or deposit form.

EXAMPLE: The taxpayer fails to timely file a return and fails to timely pay the tax due. The department
will assess a 10 percent penalty for failure to timely file the return but will not assess a 5 percent penalty
for failure to timely pay. The department subsequently audits the untimely filed return and determines
additional tax is due. The department shall assess a 10 percent penalty on the additional tax found due
by an audit.

2. For failure to timely pay the tax due on a return or deposit form, there is a 5 percent penalty.

3. Foradeficiency of tax due on a return or deposit form found during an audit, there is a 5 percent
penalty. For purposes of this penalty, the audit deficiency shall be assessed only when there is a timely
filed return or deposit form.

Audit deficiency occurs when the department determines additional tax is due.

4.  For willful failure to file a return or deposit form with the intent to evade tax, or in the case of
willfully filing a false return or deposit form with the intent to evade tax, there is a 75 percent penalty.

The penalty rates are uniform for all taxes and deposits due under this chapter.

The penalty for failure to timely file will take precedence over the penalty for failure to timely pay
or an audit deficiency when more than one penalty is applicable.

5. Examples to illustrate the computation of penalty for tax periods beginning on or after January
1, 1991.

The following are examples to illustrate the computation of penalties imposed under rule 10.7(421).
For purposes of these examples, interest has been computed at the rate of 12 percent per year or 1 percent
per month. The tax due amounts are assumed to be the total amounts required to be shown due when
considering whether the failure to pay penalty should be assessed on the basis that less than 90 percent
of the tax was paid.

Example (a) — Failure to File

a. Tax due is $100.

b. Return filed 3 months and 10 days after the due date.
c. $100 paid with the return.
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The calculation for additional tax due is shown below:

Tax $100

Penalty 10 (10% failure to timely file)
Interest 4 (4 months interest)

Total $114

Less payment 100

Additional tax due $14

Example (b) — Failure to Pay

a. Tax due is $100.

b. Return is timely filed.

c. $0 paid.

The calculation for the total amount due 5 months after the due date is shown below:

Tax $100

Penalty 5

Interest 5 (5 months interest)
Total W

Example (¢) — Failure to File and Failure to Pay

a. Tax due is $100.

b. Return is filed 2 months and 10 days after the due date.

c. $0 paid.

The calculation for the total amount due 3 months after the due date is shown below:

Tax $100

Penalty 10 (10% for failure to file)
Interest 3 (3 months interest)
Total due in 3rd month $113

Example (d) — Audit on Timely Filed Return

a. $100 in additional tax found due.

b. Timely filed return.

c¢. Audit completed 8 months after the due date of the return.

d. Return showed $100 as the computed tax, which was paid with the return.
The calculation for the total amount due is shown below:

Computed tax after audit $200

Less tax paid with return 100

Additional tax due $100

Penalty 5 (5% for audit deficiency)
Interest 8 (8 months interest)

Total due W

Example (¢) — Audit on Late Return Granted an Exception From Failure to File

a. Tax due is $100.

b. Return filed 3 months and 10 days after the due date.

c. $100 paid with the return.

d. Taxpayer is granted an exception from penalty for failure to file. (Return is then considered timely

filed.)
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e. Audit completed 8 months after the due date of the return. $100 additional tax found due.
f. Return showed $100 as the computed tax which was paid with the return.
The computation for the total amount due is shown below:

Computed tax after audit $200

Less tax paid with return 100

Additional tax due $100

Penalty 5 (5% for audit deficiency. No penalty for failure to file.)
Interest 8 (8 months interest)

Total due W

Example (f) — Audit on Late Filed Return No Pay Return
a. $100 claimed as tax on the return.

b. $100 in additional tax found due.

c. Return filed 3 months and 10 days after the due date.

d. Audit completed 8 months after the due date.

The computation for the total amount due is shown below:

Computed tax after audit $200

Penalty 20 (10% for failure to file)
Interest 16 (8 months interest)
Total due $236

701—10.7(421) Waiver of penalty—definitions. A penalty, if assessed, shall be waived by the
department upon a showing of the circumstances stated below.

10.7(1) For purposes of these rules, the following definitions apply:

“Act of God” means an unusual and extraordinary manifestation of nature which could not
reasonably be anticipated or foreseen and cannot be prevented by human care, skill, or foresight. There
is a rebuttable presumption that an “act of God” that precedes the due date of the return or form by 30
days is not an act of God for purposes of an exception to penalty.

“Immediate family” includes the spouse, children, or parents of the taxpayer. There is a rebuttable
presumption that relatives of the taxpayer beyond the relation of spouse, children, or parents of the
taxpayer are not within the taxpayer’s immediate family for purposes of the waiver exceptions.

“Sanctioned self-audit program” means an audit performed by the taxpayer with forms provided
by the department as a result of contact by the department to the taxpayer prior to voluntary filing or
payment of the tax. Filing voluntarily without contact by the department does not constitute a sanctioned
self-audit.

“Serious, long-term illness or hospitalization” means an illness or hospitalization, documented by
written evidence, which precedes the due date of the return or form by no later than 30 days and continues
through the due date of the return or form and interferes with the timely filing of the return or form. There
is a rebuttable presumption that an illness or hospitalization that precedes the due date of the return or
form by more than 30 days is not an illness or hospitalization for purposes of an exception to penalty.
The taxpayer will be provided an automatic extension of 30 days from the date the return or form is
originally due or the termination of the serious, long-term illness or hospitalization whichever is later
without incurring penalty. The taxpayer has the burden of proof on whether or not a serious, long-term
illness or hospitalization has occurred.

“Substantial authority” means the weight of authorities for the tax treatment of an item is substantial
in relation to the weight of authorities supporting contrary positions.

In determining whether there is substantial authority, only the following will be considered
authority: applicable provisions of lowa statutes; the Internal Revenue Code; lowa administrative rules
construing those statutes; court cases; administrative rulings; legal periodicals; department newsletters
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and tax return and deposit form instruction booklets; tax treaties and regulations; and legislative intent
as reflected in committee reports.

Conclusions reached in treaties, legal opinions rendered by other tax professionals, descriptions of
statutes prepared by legislative staff, legal counsel memoranda, and proposed rules and regulations are
not authority.

There is substantial authority for the tax treatment of an item if there is substantial authority at the
time the return containing the item is due to be filed or there was substantial authority on the last day of
the taxable year to which the return relates.

The taxpayer must notify the department at the time the return, deposit form, or payment is originally
due of the substantial authority the taxpayer is relying upon for not filing the return or deposit form or
paying the tax due.

10.7(2) Reserved.

701—10.8(421) Penalty exceptions. Under certain circumstances the penalty for failure to timely file a
return or deposit, failure to timely pay the tax shown due, or the tax required to be shown due with the
filing of a return or a deposit form, or failure to pay following an audit by the department is waived.

When an exception is granted under subrule 10.9(1), the return or deposit form is considered timely
filed for purposes of nonimposition of penalty only.

10.8(1) For failure to timely file a return or deposit form, the 10 percent penalty is waived upon a
showing of the following exceptions:

a. Atleast 90 percent of the tax required to be shown due has been paid by the due date of the tax
return or deposit form.

b.  One late return allowed. A taxpayer required to file a return or deposit form quarterly, monthly,
or semimonthly is allowed one untimely filed return or deposit form within a three-year period. The use
by the taxpayer of any other penalty exception under this subrule will not count as a late return or deposit
form for purposes of this subrule.

The exception for one late return in a three-year period is determined on the basis of the tax period
for which the return or form is due and not the date on which the return is filed.

c. Death of a taxpayer, member of the immediate family of the taxpayer, or death of the person
directly responsible for filing the return and paying the tax, when the death interferes with timely filing.
There is a rebuttable presumption that a death which occurs more than 30 days before the original date
the return or form is due does not interfere with timely filing.

d. The onset of serious, long-term illness or hospitalization of the taxpayer, a member of the
taxpayer’s immediate family, or the person directly responsible for filing the return and paying the tax.

e.  Destruction of records by fire, flood, or act of God.

f The taxpayer presents proof that the taxpayer at the due date of the return, deposit form, or
payment relied upon applicable, documented, written advice made specifically to the taxpayer, the
taxpayer’s preparer, or to an association representative of the taxpayer from the department, state
department of transportation, county treasurer, or federal Internal Revenue Service. The advice should
be relevant to the agency offering the advice and not beyond the scope of the agency’s area of expertise
and knowledge. The advice must be current and not superseded by a court decision, ruling of a
quasi-judicial body such as an administrative law judge, the director, or the state board of tax review, or
by the adoption, amendment, or repeal of a rule or law.

g Reliance upon the results of a previous audit was a direct cause for failure to file or pay where
the previous audit expressly and clearly addressed the issue and the previous audit results have not been
superseded by a court decision or by adoption, amendment, or repeal of a rule or law.

h.  The taxpayer presents documented proof of substantial authority to rely upon a particular
position or upon proof that all facts and circumstances are disclosed on a return or deposit form.
Mathematical, computation, or transposition errors are not considered as facts and circumstances
disclosed on a return or deposit form. These types of errors will not be considered as penalty exceptions.

i.  The return, deposit form, or payment is timely, but erroneously, mailed with adequate postage
to the Internal Revenue Service, another state agency, or a local government agency and the taxpayer
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provides proof of timely mailing with adequate postage. The taxpayer must provide competent evidence
of the mailing as stated in lowa Code section 622.105.

j. The tax has been paid by the wrong licensee and the payments were timely remitted to the
department for one or more tax periods prior to notification by the department.

k. The failure to file was discovered through a sanctioned self-audit program conducted by the
department.

[ Effective for estates with disclaimers filed on or after July 1, 2007, penalty will not be imposed
for a late-filed Iowa inheritance tax return if the sole reason for the late-filed inheritance tax return is
due to a beneficiary’s decision to disclaim property or disclaim an interest in property from the estate.
However, for the penalty to be waived, the lowa inheritance tax return must be filed and all tax must be
paid to the department within the later of nine months from the date of death or 60 days from the delivery
or filing date of the disclaimer pursuant to lowa Code section 633E.12.

10.8(2) For failure to timely pay the tax due on a return or deposit form, the 5 percent penalty is
waived upon a showing of the following exceptions:

a. Atleast 90 percent of the tax required to be shown due has been paid by the due date of the tax
return or deposit form.

b.  The taxpayer voluntarily files an amended return and pays all tax shown to be due on the return
prior to any contact by the department, except under a sanctioned self-audit program conducted by the
department.

c¢.  The taxpayer provides written notification to the department of a federal audit while it is in
progress and voluntarily files an amended return which includes a copy of the federal document showing
the final disposition or final federal adjustments within 60 days of the final disposition of the federal
government’s audit.

d. The taxpayer presents proof that the taxpayer relied upon applicable, documented, written
advice specifically made to the taxpayer, to the taxpayer’s preparer, or to an association representative
of the taxpayer from the department, state department of transportation, county treasurer, or federal
Internal Revenue Service, whichever is appropriate, that has not been superseded by a court decision,
ruling by a quasi-judicial body, or the adoption, amendment, or repeal of a rule or law.

e.  Reliance upon results in a previous audit was a direct cause for the failure to pay the tax required
to be shown due where the previous audit expressly and clearly addressed the issue and the previous audit
results have not been superseded by a court decision, or the adoption, amendment, or repeal of a rule or
law.

£~ The taxpayer presents documented proof of substantial authority to rely upon a particular
position or upon proof that all facts and circumstances are disclosed on a return or deposit form.
Mathematical, computation, or transposition errors are not considered as facts and circumstances
disclosed on a return or deposit form. These types of errors will not be considered as penalty exceptions.

g The return, deposit form, or payment is timely, but erroneously, mailed with adequate postage
to the Internal Revenue Service, another state agency, or a local government agency and the taxpayer
provides proof of timely mailing with adequate postage. The taxpayer must provide competent evidence
of the mailing as stated in lowa Code section 622.105.

h.  The tax has been paid by the wrong licensee and the payments were timely remitted to the
department for one or more tax periods prior to notification by the department.

i.  Effective for estates with disclaimers filed on or after July 1, 2007, penalty will not be imposed
for failure to pay lowa inheritance tax if the sole reason for the failure to pay lowa inheritance tax is
due to a beneficiary’s decision to disclaim property or disclaim an interest in property from the estate.
However, for the penalty to be waived, the lowa inheritance tax return must be filed and all tax must be
paid to the department within the later of nine months from the date of death or 60 days from the filing
date of the disclaimer pursuant to lowa Code section 633E.12.

10.8(3) For a deficiency of tax due on a return or deposit form found during an audit, the 5 percent
penalty is waived under the following exceptions:

a.  Atleast 90 percent of the tax required to be shown due has been paid by the due date.



Ch 10, p.12 Revenue[701] IAC 12/29/10

b.  The taxpayer presents proof that the taxpayer relied upon applicable, documented, written
advice specifically made to the taxpayer, to the taxpayer’s preparer, or to an association representative
of the taxpayer from the department, state department of transportation, county treasurer, or federal
Internal Revenue Service, whichever is appropriate, that has not been superseded by a court decision,
ruling by a quasi-judicial body, or the adoption, amendment, or repeal of a rule or law.

c¢.  Reliance upon results in a previous audit was a direct cause for the failure to pay the tax shown
due or required to be shown due where the previous audit expressly and clearly addressed the issue and
the previous audit results have not been superseded by a court decision, or the adoption, amendment, or
repeal of a rule or law.

d. The taxpayer presents documented proof of substantial authority to rely upon a particular
position or upon proof that all facts and circumstances are disclosed on a return or deposit form.
Mathematical, computation, or transposition errors are not considered as facts and circumstances

disclosed on a return or deposit form. These types of errors will not be considered as penalty exceptions.
[ARC 7761B, IAB 5/6/09, effective 6/10/09]

701—10.9(421) Notice of penalty exception for one late return in a three-year period. The penalty
exception for one late return in a three-year period will automatically be applied to a return or deposit
form by the department if the taxpayer is eligible for the exception.

The exception for one late return in a three-year period is applied to the returns or deposit forms in
the order they are processed and not in the order which the returns or deposit forms should have been
filed.

701—10.10 to 10.19 Reserved.

RETAIL SALES
[Prior to 1/23/91, see 701—12.10(422,423) and 12.11(422, 423)]

701—10.20(422,423) Penalty and interest computation. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.21(422,423) Request for waiver of penalty. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.22 to 10.29 Reserved.

USE
[Prior to 1/23/91, see 701—30.10(423)]

701—10.30(423) Penalties for late filing of a monthly tax deposit or use tax returns. Rescinded IAB
5/6/09, effective 6/10/09.

701—10.31 to 10.39 Reserved.

INDIVIDUAL INCOME
[Prior to 1/23/91, see 44.1(422), 44.3(422), 44.7(422) and 44.8(422)]

701—10.40(422) General rule. Rescinded IAB 11/24/04, effective 12/29/04.

701—10.41(422) Computation for tax payments due on or after January 1, 1981, but before
January 1, 1982. Rescinded IAB 11/24/04, effective 12/29/04.

701—10.42(422) Interest commencing on or after January 1, 1982. Rescinded IAB 11/24/04,
effective 12/29/04.

701—10.43(422) Request for waiver of penalty. Rescinded IAB 11/24/04, effective 12/29/04.

701—10.44 to 10.49 Reserved.
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WITHHOLDING
[Prior to 1/23/91, see 701—46.5(422)]

701—10.50(422) Penalty and interest. Rescinded IAB 11/24/04, effective 12/29/04.
701—10.51 to 10.55 Reserved.

CORPORATE
[Prior to 1/23/91, see subrule 701—52.5(3) and rule 701—52.10(422)]

701—10.56(422) and 10.57(422) Penalty and interest. Rescinded IAB 11/24/04, effective 12/29/04.
701—10.58(422) Waiver of penalty and interest. Rescinded IAB 11/24/04, effective 12/29/04.
701—10.59 to 10.65 Reserved.

FINANCIAL INSTITUTIONS
[Prior to 1/23/91, see 701—58.6(422)]

701—10.66(422) Penalty and interest. Rescinded IAB 11/24/04, effective 12/29/04.
701—10.67 to 10.70 Reserved.

MOTOR FUEL
[Prior to 1/23/91, see 701—63.8(324) and 63.10(324)]

701—10.71(452A) Penalty and enforcement provisions.

10.71(1) lllegal use of dyed fuel. The illegal use of dyed fuel in the supply tank of a motor vehicle
shall result in a civil penalty assessed against the owner or operator of the motor vehicle as follows:

a. A $500 penalty for the first violation.

b. A $1,000 penalty for a second violation within three years of the first violation.

¢. A $2,000 penalty for third and subsequent violations within three years of the first violation.

10.71(2) lllegal importation of untaxed fuel. A person who illegally imports motor fuel or undyed
special fuel without a valid importer’s license or supplier’s license shall be assessed a civil penalty as
stated below. However, the owner or operator of the importing vehicle shall not be guilty of violating
the illegal import provision if it is shown by the owner or operator that the owner or operator reasonably
did not know or reasonably should not have known of the illegal importation.

a. For a first violation, the importing vehicle shall be detained and a penalty of $4,000 shall be
paid before the vehicle will be released. The owner or operator of the importing vehicle or the owner of
the fuel may be held liable for payment of the penalty.

b.  For a second violation, the importing vehicle shall be detained and a penalty of $10,000 shall
be paid before the vehicle will be released. The owner or operator of the importing vehicle or the owner
of the fuel may be held liable to pay the penalty.

c.  For third and subsequent violations, the importing vehicle and the fuel shall be seized and
a penalty of $20,000 shall be paid before the vehicle will be released. The owner or operator of the
importing vehicle or the owner of the fuel may be held liable to pay the penalty.

d.  If the owner or operator of the importing vehicle or the owner of the fuel fails to pay the tax
and penalty for a first or second offense, the importing vehicle and the fuel may be seized. The lowa
department of revenue, the lowa department of transportation, or any peace officer, at the request of
either department, may seize the vehicle and the fuel.

e.  If the operator or owner of the importing vehicle or the owner of the fuel moves the vehicle or
the fuel after the vehicle has been detained and a sticker has been placed on the vehicle stating that “this
vehicle cannot be moved until the tax, penalty, and interest have been paid to the department of revenue,”
an additional penalty of $10,000 shall be assessed against the operator or owner of the importing vehicle
or the owner of the fuel.
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10.71(3) Improper receipt of fuel credit or refund. If a person files an incorrect refund claim, in
addition to the amount of the excess claim, a penalty of 10 percent shall be added to the amount by which
the amount claimed and refunded exceeds the amount actually due and shall be paid to the department.
If a person knowingly files a fraudulent refund claim with the intent to evade the tax, the penalty shall be
75 percent in lieu of the 10 percent. The person shall also pay interest on the excess refunded at the rate
per month specified in lowa Code section 421.7, counting each fraction of a month as an entire month,
computed from the date the refund was issued to the date the excess refund is repaid to the state.

10.71(4) Illlegal heating of fuel. The deliberate heating of taxable motor fuel or special fuel by dealers
prior to consumer sale is a simple misdemeanor.

10.71(5) Prevention of inspection. The Iowa department of revenue or the lowa department of
transportation may conduct inspections for coloration, markers, and shipping papers at any place where
taxable fuel is or may be loaded into transport vehicles, produced, or stored. Any attempts by a person to
prevent, stop, or delay an inspection of fuel or shipping papers by authorized personnel shall be subject
to a civil penalty of not more than $2,000 per occurrence. Any law enforcement officer requested by
the Iowa department of revenue or lowa department of transportation may physically inspect, examine,
or otherwise search any tank, fuel supply tank of a vehicle, reservoir, or other container that can or may
be used for the production, storage, or transportation of any type of fuel.

10.71(6) Failure to conspicuously label a fuel pump. A retailer who does not conspicuously label a
pump or other delivery facility as required by the Internal Revenue Service, that dispenses dyed diesel
fuel so as to notify customers that it contains dyed fuel, shall pay to the department of revenue a penalty
of $100 per occurrence.

10.71(7) False or fraudulent return. Any person, including an officer of a corporation or a manager
of a limited liability company, who is required to make, render, sign, or verify any report or return
required by this chapter and who makes a false or fraudulent report, or who fails to file a report or return
with the intent to evade the tax, shall be guilty of a fraudulent practice. Any person who aids, abets, or
assists another person in making any false or fraudulent return or false statement in any return with the
intent to evade payment of tax shall be guilty of a fraudulent practice.

This rule is intended to implement lowa Code section 452A.74A as amended by 2009 Iowa Acts,

Senate File 478, section 141.
[ARC 8225B, IAB 10/7/09, effective 11/11/09]

701—10.72(452A) Interest. Interest at the rate of three-fourths of one percent per month, based on the
tax due, shall be assessed against the taxpayer for each month such tax remains unpaid prior to January 1,
1982. The interest shall accrue from the date the return was required to be filed. Interest shall not apply
to penalty. Each fraction of a month shall be considered a full month for the computation of interest. See
rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982.

Refunds on reports or returns filed on or after July 1, 1986, but before July 1, 1997, will accrue
interest beginning on the first day of the third calendar month following the date of payment or the date
the return was filed or due to be filed, whichever is later, at the rate in effect under lowa Code section
421.7, counting each fraction of a month as an entire month. Refunds on reports or returns filed on or
after July 1, 1997, will accrue interest beginning on the first day of the second calendar month following
the date of payment or the date the return was filed or due to be filed, whichever is later. Claims for
refund filed under lowa Code sections 452A.17 and 452A.21 will accrue interest beginning with the first
day of the second calendar month following the date the refund claim is received by the department. See
rule 10.3(422,450,452A).

This rule is intended to implement lowa Code section 452A.65 as amended by 1997 Iowa Acts,
House File 266.

701—10.73 to 10.75 Reserved.
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CIGARETTES AND TOBACCO
[Prior to 1/23/91, see 701—81.8(98), 81.9(98), and 81.15(98)]

701—10.76(453A) Penalties.

10.76(1) Cigarettes. The following is a list of offenses which subject the violator to a penalty:

1. The failure of a permit holder to maintain proper records;

2.  The sale of taxable cigarettes without a permit;

3. The filing of a late, false or incomplete report with the intent to evade tax by a cigarette
distributor, distributing agent or wholesaler;

4. Acting as a distributing agent without a valid permit; and

5. A violation of any provision of lowa Code chapter 453A or these rules.

Penalties for these offenses are as follows:

e A $200 penalty for the first violation.

e A $500 penalty for a second violation within three years of the first violation.

e A §$1,000 penalty for a third or subsequent violation within three years of the first violation.

Penalties for possession of unstamped cigarettes are as follows:

o A $200 penalty for the first violation if a person is in possession of more than 40 but not more
than 400 unstamped cigarettes.

e A $500 penalty for the first violation if a person is in possession of more than 400 but not more
than 2,000 unstamped cigarettes.

e A $1,000 penalty for the first violation if a person is in possession of more than 2,000 unstamped
cigarettes for violations occurring prior to July 1, 2004. A $25 per pack penalty for the first violation
if a person is in possession of more than 2,000 unstamped cigarettes for violations occurring on or after
July 1, 2004.

e  For a second violation within three years of the first violation, the penalty is $400 if a person
is in possession of more than 40 but not more than 400 unstamped cigarettes; $1,000 if a person is in
possession of more than 400 but not more than 2,000 unstamped cigarettes; and $2,000 if a person is
in possession of more than 2,000 unstamped cigarettes for violations occurring prior to July 1, 2004. A
$35 per pack penalty applies if a person is in possession of more than 2,000 unstamped cigarettes for
violations occurring on or after July 1, 2004.

e  For athird or subsequent violation within three years of the first violation, the penalty is $600 if
a person is in possession of more than 40 but not more than 400 unstamped cigarettes; $1,500 if a person
is in possession of more than 400 but not more than 2,000 unstamped cigarettes; and $3,000 if a person
is in possession of more than 2,000 unstamped cigarettes for violations occurring prior to July 1, 2004.
A $45 per pack penalty applies if a person is in possession of more than 2,000 unstamped cigarettes for
violations occurring on or after July 1, 2004.

See rule 701—10.6(421) for penalties related to failure to timely file a return, failure to timely pay
the tax due, audit deficiency, and willful failure to file a return with the intent to evade the tax. If, upon
audit, it is determined that any person has failed to pay at least 90 percent of the tax imposed by lowa
Code chapter 453 A, division I, which failure was not the result of a violation enumerated above, a penalty
of 5 percent of the tax deficiency shall be imposed. This penalty is not subject to waiver for reasonable
cause.

See rule 701—10.8(421) for statutory exceptions to penalty.

10.76(2) Tobacco.

See rule 701—10.6(421) for penalties related to failure to timely file a return, failure to timely pay
the tax due, audit deficiency, and willful failure to file a return with the intent to evade the tax.

See rule 701—10.8(421) for statutory exceptions to penalty.

This rule is intended to implement lowa Code sections 453A.28, 453A.31 and 453A.46 as amended
by 2004 Iowa Acts, Senate File 2296.
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701—10.77(453A) Interest.

10.77(1) Cigarettes. There shall be assessed interest at the rate established by rule 701—10.2(421)
from the due date of the tax to the date of payment counting each fraction of a month as an entire month.
For the purpose of computing the due date of any unpaid tax, a FIFO inventory method shall be used for
cigarettes and stamps. See rule 701—10.6(421) for examples of penalty and interest.

10.77(2) Tobacco. The interest rate on delinquent tobacco tax is the rate established by rule
701—10.2(421) counting each fraction of a month as an entire month. If an assessment for taxes due
is not allocated to any given month, the interest shall accrue from the date of assessment. See rule
701—10.6(421) for examples of penalty and interest.

This rule is intended to implement lowa Code sections 453A.28 and 453A.46.

701—10.78(453A) Waiver of penalty or interest. Rescinded IAB 11/10/04, effective 12/15/04.

701—10.79(453A) Request for statutory exception to penalty. Any taxpayer who believes there is a
good reason to object to any penalty imposed by the department for failure to timely file returns or pay
the tax may submit a request for exception seeking that the penalty be waived. The request must be in
the form of a letter or affidavit and must contain all facts alleged by the taxpayer and a reason for why
the taxpayer qualifies for the exceptions. See rule 701—10.8(421).

This rule is intended to implement lowa Code sections 453A.31 and 453A.46.

701—10.80 to 10.84 Reserved.

INHERITANCE
[Prior to 1/23/91, see 701—subrules 86.2(14) to 86.2(20)]

701—10.85(422) Penalty—delinquent returns and payment. Rescinded IAB 5/6/09, effective
6/10/09.

701—10.86 to 10.89 Reserved.

IOWA ESTATE
[Prior to 1/23/91, see 701—subrules 87.3(9) to 87.3(12)]

701—10.90(451) Penalty—delinquent return and payment. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.91 to 10.95 Reserved.

GENERATION SKIPPING
[Prior to 1/23/91, see 701—subrules 88.3(14) and 88.3(15)]

701—10.96(450A) Penalty—delinquent return and payment for deaths occurring before January
1, 1991. Rescinded IAB 5/6/09, effective 6/10/09.

701—10.97(422) Interest on tax due. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.98 to 10.100 Reserved.

FIDUCIARY INCOME
[Prior to 1/23/91, see 701—89.6(422) and 89.7(422)]

701—10.101(422) Penalties. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.102(422) Penalty. Rescinded IAB 5/6/09, effective 6/10/09.

701—10.103(422) Interest on unpaid tax. Rescinded IAB 5/6/09, effective 6/10/09.
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701—10.104 to 10.109 Reserved.

HOTEL AND MOTEL
[Prior to 1/23/91, see 701—104.8(422A) and 104.9(422A)]

701—10.110(423A) Interest and penalty. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.111(423A) Request for waiver of penalty. Rescinded IAB 5/6/09, effective 6/10/09.
701—10.112 to 10.114 Reserved.

ALL TAXES

701—10.115(421) Application of payments to penalty, interest, and then tax due for payments made
on or after January 1, 1995, unless otherwise designated by the taxpayer. The department will not
reapply prior payments made by the taxpayer to penalty or interest determined to be due after the date of
those prior payments. However, the department will apply payments to penalty and interest which were
due at the time the payment was made.

Example (a) — Delinquent Return

a. Tax due is $1,000.

b. Return filed two months late.

c. $1,000 paid with the return.

d. The department bills the additional tax in the third month after the due date. The taxpayer pays
the assessment in the third month.

The computation of additional tax is shown below:

Tax $1,000.00

Penalty 100.00 (10% failure to file penalty)
Interest 14.00 (2 months interest)

Total $1,114.00

Less payment 1,000.00

Additional tax due $ 114.00

Interest .80 (1 month interest)

Total due $114.80

Two years after the due date, the Internal Revenue Service conducts an audit and increases the
taxpayer’s taxable income. The department redetermines the taxpayer’s liability 26 months after the
due date as follows:

Tax as redetermined by the department $1,100.00

Less paid with return 1,000.00

Additional tax $ 100.00

Penalty 10.00 (10% failure to file penalty)
Interest 18.20 (26 months interest)

Total due $ 128.20

Example (b) — Timely Filed No Remit
a. Tax due is $1,000.

b. Return timely filed.

c. $0 paid.
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The calculation for the total amount due five months after the due date is shown below:

Tax $1,000.00

Penalty 50.00 (5% failure to pay penalty)
Interest 35.00 (5 months interest)

Total due $1,085.00

The department bills the additional tax in the fifth month after the due date and the taxpayer pays the
additional amount in the eighth month after the due date. The payment is applied as follows:

Tax $1,000.00

Penalty 50.00 (5% failure to pay penalty)
Interest 56.00 (8 months interest)

Total due $1,106.00

Amount paid $1,085.00

Balance tax due $21.00 subject to interest until paid.

The balance due was not paid.

Three years after the due date the taxpayer forwards a copy of an Internal Revenue Service audit
which increases the taxpayer’s income to the department. The department recomputes the taxpayer’s
liability as follows:

Tax as redetermined by the department $1,200.00

Less paid per prior audit 979.00

Balance due $221.00 (includes the balance due of $21)

Penalty 10.00 (5% failure to pay penalty on $200, the
$21.00 already bears penalty)

Interest 54.52 (36 months interest on $200 and 28
months interest on $21)

Total due $285.52

10.115(1) Refunds. Inthose instances where an audit reduced the amount of tax, penalty, and interest
due over the amount paid, the department will reapply payments so that amount refunded is tax on which
interest will accrue as set forth in the Iowa Code.

10.115(2) Partial payments made after notices of assessments are issued. Where partial payments
are made after a notice of assessment is issued, the department will reapply payments to penalty, interest,
and then to tax due until the entire assessed amount is paid. See Ashland Oil Inc. v. lowa Department
of Revenue and Finance, 452 N.W.2d 162 (Iowa 1990). If penalty, interest, and tax are due and owing
for more than one tax period, any payment must be applied first to the penalty, then the interest, then the
tax for the oldest tax period, then to the penalty, interest, and tax to the next oldest tax period, and so on
until the payment is exhausted.

Where there are both agreed- and unagreed-to items as a result of an examination, the taxpayer and
the department may agree to apply payments to the penalty, interest, and then to tax due on the agreed-to
items of the examination when all of the penalty, interest, and tax on the agreed-to items are paid. In
these instances, subsequent payments will not be applied to penalty and interest accrued on the agreed-to
items of the examination.

This rule is intended to implement lowa Code section 422.25(4).
[ARC 7761B, IAB 5/6/09, effective 6/10/09]
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JEOPARDY ASSESSMENTS

701—10.116(422,453B) Jeopardy assessments. A jeopardy assessment may be made where a return
has been filed and the director believes for any reason that assessment or collection of the tax will be
jeopardized by delay, or where a taxpayer fails to file a return, whether or not formally called upon to file a
return. In addition, all assessments made pursuant to lowa Code chapter 453B are jeopardy assessments.
The department is authorized to estimate the applicable tax base and the tax upon the basis of available
information, add penalty and interest, and demand immediate payment.

A jeopardy assessment is due and payable when the notice of the assessment is served upon the
taxpayer. Proceedings to enforce the payment of the assessment by seizure or sale of any property of the
taxpayer may be instituted immediately.

This rule is intended to implement lowa Code sections 422.30 and 453B.9.

701—10.117(422,453B) Procedure for posting bond. In the event a taxpayer seeks to post a bond
in lieu of summary collection of a jeopardy assessment, pending final determination of the amount
of tax legally due, an original and four copies of a separate written bond application conspicuously
titled “Jeopardy Assessment Bond Request” must be filed with the clerk of the hearings section for the
department. Thereafter, if the taxpayer and the department agree on an appropriate bond, the clerk of the
hearings section for the department shall be notified and the bond shall be approved by the clerk of the
hearings section for the department.

If the clerk of the hearings section for the department has not been notified that an agreement on the
bond has been reached within ten days after the date upon which the bond request was filed, the clerk of
the hearings section for the department shall transfer the file to the director who shall promptly schedule
a hearing on the bond request with written notice to be given the taxpayer and the department at least ten
days prior to the hearing.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.118(422,453B) Time limits. Bond requests may be made anytime after a timely protest to the
jeopardy assessment has been filed with the clerk of the hearings section for the department, except that
any bond request whereby the taxpayer seeks to postpone a scheduled sale of assets seized by or on behalf
of the department must be filed with the clerk of the hearings section for the department no later than ten
days from the date on which notice of the sale was mailed to, or otherwise served upon, the taxpayer.
Portions of an assessment which are undisputed must be paid in full at the time a bond request is filed.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.119(422,453B) Amount of bond. In the event no agreement on the bond is reached, bonds
must be posted in an amount to be determined by the director consistent with the following:

10.119(1) If property has been seized or a lien has been filed and the taxpayer seeks only to postpone
the sale of property, pending final determination of the amount of tax legally due, the bond shall be in an
amount equal to the expected depreciation loss, storage cost, insurance costs and any and all other costs
associated with the distraint and storage of the property pending such final determination.

10.119(2) If property has been seized or a lien has been filed and the taxpayer seeks to prevent the
sale of property and to have the property returned for the taxpayer’s own use, pending final determination
of the amount of tax legally due, the bond shall be in an amount equal to the sale price the department
can reasonably expect to realize on any property seized plus all costs related to the distraint and storage
of the property.

10.119(3) If a taxpayer seeks to prevent the department from seizing property or placing a lien upon
property, pending final determination of the amount of tax legally due, the bond shall be in an amount
equal to the total amount of the department’s assessment including interest to the date of the bond.
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Bonds may not be required in excess of double the amount of the department’s jeopardy assessment.
This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.120(422,453B) Posting of bond. If the taxpayer fails to post the bond as agreed upon within
15 days from the date the bond is approved by the clerk of the hearings section for the department, no
bond will be allowed and the director shall dismiss the bond request. If no agreement was reached and a
bond order is issued by the director, the taxpayer has ten days to post the bond. If the bond is not posted
within the ten-day period, the director shall dismiss the bond request.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.121(422,453B) Order. The director’s order shall be in writing and shall include findings of fact
based solely on the evidence in the record and on matters officially noticed in the record and shall include
conclusions of law. The findings of fact and conclusions of law shall be separately stated. Findings of
fact shall be prefaced by a concise and explicit statement of underlying facts supporting the findings.
Each conclusion of law shall be supported by cited authority or by a reasoned opinion.

Orders will be issued within a reasonable time after termination of the hearing. Parties shall be
promptly notified of each order by delivery to them of a copy of the order by personal service or by
ordinary mail.

This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.122(422,453B) Director’s order. The director’s order constitutes the final order of the
department for purposes of judicial review. Parties shall be promptly notified of the director’s order by
delivery to them of a copy of the order by personal service or by ordinary mail.

This rule is intended to implement Iowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.123(422,453B) Type of bond. The bond shall be payable to the department for the use of the
state of lowa and shall be conditioned upon the full payment of the tax, penalty, interest, or fees that are
found to be due which remain unpaid upon the resolution of the contested case proceedings up to the
amount of the bond. Upon application of the taxpayer or the department, the director may, upon hearing,
fix a greater or lesser amount to reflect changed circumstances, but only after ten days’ prior notice is
given to the department or the taxpayer as the case may be.

A personal bond, without a surety, is only permitted if the taxpayer posts with the clerk of the hearings
section for the department, cash, a cashier’s check, a certificate of deposit, or other marketable securities
which are approved by the director with a readily ascertainable value which is equal in value to the total
amount of the bond required. If a surety bond is posted, the surety on the bond may be either personal
or corporate. The provisions of lowa Code chapter 636 relating to personal and corporate sureties shall
govern to the extent not inconsistent with the provisions of this subrule.

This rule is intended to implement Iowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.

701—10.124(422,453B) Form of surety bond. The surety bond posted shall be in substantially the
following form:
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BEFORE THE IOWA STATE DEPARTMENT OF REVENUE
HOOVER STATE OFFICE BUILDING
DES MOINES, IOWA

IN THE MATTER OF *
*
(Taxpayer’s Name, Address and * SURETY BOND
designate proceeding, e.g., *
income, sales, etc.) * DOCKET NO.

KNOW ALL PERSONS BY THESE PRESENTS:

That we (taxpayer) as principal, and (surety) , as surety, of the county
of , and State of lowa, are held and firmly bound unto the lowa Department of
Revenue for the use of the State of Iowa, in the sum of § dollars, lawful money of

the United States, for the payment of which sum we jointly and severally bind ourselves, our heirs,
devisees, successors and assigns firmly by these presents. The condition of the foregoing obligations
are, that, whereas the above-named principal has protested an assessment of tax, penalty, interest,
or fees or any combination of them, made by the lowa Department of Revenue, now if the principal
shall promptly pay the amount of the assessed tax, penalty, interest or
fees found to be due upon the resolution of the contested case proceedings, then this bond shall be void,
otherwise to remain in full force and effect.

Dated this day of ,

Principal

Surety

Surety
(corporate acknowledgment if surety is a corporation)

AFFIDAVIT OF PERSONAL SURETY

STATE OF IOWA )
COUNTY OF )

SS

I hereby swear or affirm that [ am a resident of lowa and am worth beyond my debts the amount set
opposite my signature below in the column entitled, “Worth Beyond Debts,” and that I have property
in the State of Iowa, liable to execution equal to the amount set opposite my signature in the column
entitled “Property in lowa Liable to Execution.”

Worth Property in lowa
Signature Beyond Debts Liable to Execution

Surety (type name)

Surety (type name)
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Subscribed and sworn to before me the undersigned Notary Public this day of

)

(Seal) Notary Public in and
for the State of lowa

701—10.125(422,453B) Duration of the bond. The bond shall remain in full force and effect until the
conditions of the bond have been fulfilled or until the bond is otherwise exonerated as provided by law.
This rule is intended to implement lowa Code sections 422.30 and 453B.9.

701—10.126(422,453B) Exoneration of the bond. Upon conclusion of the contested case
administrative proceedings, the bond shall be exonerated by the director when any of the following
events occur: upon full payment of the tax, penalty, interest, costs or fees found to be due; upon filing
a bond for the purposes of judicial review which bond is sufficient to secure the unpaid tax penalty,
interest, costs and fees; or if no additional tax, penalty, interest, costs or fees are found to be due that
have not been previously paid, upon entry of a final unappealable order which resolves the underlying
protest.
This rule is intended to implement lowa Code chapter 17A as amended by 1998 lowa Acts, chapter
1202, and sections 422.30 and 453B.9.
[Filed 12/31/81, Notice 11/25/81—published 1/20/82, effective 2/24/82]
[Filed 12/17/82, Notice 11/10/82—published 1/5/83, effective 2/9/83]
[Filed 12/16/83, Notice 11/9/83—published 1/4/84, effective 2/8/84]
[Filed 12/14/84, Notice 11/7/84—published 1/2/85, effective 2/6/85]
[Filed 8/23/85, Notice 7/17/85—published 9/11/85, effective 10/16/85]
[Filed 12/2/85, Notice 10/23/85—published 12/18/85, effective 1/22/86]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 11/26/86, Notice 10/22/86—published 12/17/86, effective 1/21/87]
[Filed 12/11/87, Notice 11/4/87—published 12/30/87, effective 2/3/88]
[Filed 12/9/88, Notice 11/2/88—published 12/28/88, effective 2/1/89]
[Filed without Notice 6/12/89—published 6/28/89, effective 8/2/89]
[Filed 11/22/89, Notice 10/18/89—published 12/13/89, effective 1/17/90]
[Filed 11/21/90, Notice 10/17/90—published 12/12/90, effective 1/16/91]
[Filed 1/4/91, Notice 11/28/90—published 1/23/91, effective 2/27/91]
[Filed 12/6/91, Notice 10/30/91—published 12/25/91, effective 1/29/92]
[Filed 9/11/92, Notice 8/5/92—published 9/30/92, effective 11/4/92]
[Filed 12/4/92, Notice 10/28/92—published 12/23/92, effective 1/27/93]
[Filed 12/3/93, Notice 10/27/93—published 12/22/93, effective 1/26/94]
[Filed 11/18/94, Notice 10/12/94—published 12/7/94, effective 1/11/95]
[Filed 12/2/94, Notice 10/26/94—published 12/21/94, effective 1/25/95]
[Filed 11/3/95, Notice 9/27/95—published 11/22/95, effective 12/27/95]
[Filed 12/1/95, Notice 10/25/95—published 12/20/95, effective 1/24/96]1
[Filed emergency 3/11/96—published 3/27/96, effective 3/11/96]
[Filed 12/13/96, Notice 11/6/96—published 1/1/97, effective 2/5/97]
[Filed 9/5/97, Notice 7/30/97—published 9/24/97, effective 10/29/97]
[Filed 10/17/97, Notice 9/10/97—published 11/5/97, effective 12/10/97]
[Filed 12/12/97, Notice 11/5/97—published 12/31/97, effective 2/4/98]
[Filed 12/11/98, Notice 11/4/98—published 12/30/98, effective 2/3/99]
[Filed 4/30/99, Notice 3/24/99—published 5/19/99, effective 6/23/99]
[Filed 9/3/99, Notice 7/28/99—published 9/22/99, effective 10/27/99]
[Filed 12/10/99, Notice 11/3/99—published 12/29/99, effective 2/2/00]°
[Filed 12/22/00, Notice 11/15/00—published 1/10/01, effective 2/14/01]
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[Filed 12/7/01, Notice 10/31/01—published 12/26/01, effective 1/30/02]
[Filed 3/15/02, Notice 2/6/02—published 4/3/02, effective 5/8/02]
[Filed 5/9/03, Notice 11/27/02—published 5/28/03, effective 7/2/03]
[Filed 1/30/04, Notice 12/10/03—published 2/18/04, effective 3/24/04]
[Filed 10/22/04, Notice 9/15/04—published 11/10/04, effective 12/15/04]
[Filed 11/4/04, Notice 9/29/04—published 11/24/04, effective 12/29/04]
[Filed 12/30/04, Notice 11/24/04—published 1/19/05, effective 2/23/05]
[Filed 12/30/05, Notice 11/23/05—published 1/18/06, effective 2/22/06]
[Filed 5/5/06, Notice 3/29/06—published 5/24/06, effective 6/28/06]
[Filed 12/13/06, Notice 11/8/06—published 1/3/07, effective 2/7/07]
[Filed 2/8/08, Notice 1/2/08—published 2/27/08, effective 4/2/08]
[Filed 3/7/08, Notice 1/30/08—published 3/26/08, effective 4/30/08]
[Filed 12/10/08, Notice 11/5/08—published 12/31/08, effective 2/4/09]

[Filed ARC 7761B (Notice ARC 7632B, IAB 3/11/09), IAB 5/6/09, effective 6/10/09]
[Filed ARC 8225B (Notice ARC 8043B, IAB 8/12/09), IAB 10/7/09, effective 11/11/09]
[Filed ARC 8551B (Notice ARC 8354B, IAB 12/2/09), IAB 2/24/10, effective 3/31/10]
[Filed ARC 9103B (Notice ARC 8944B, IAB 7/28/10), IAB 9/22/10, effective 10/27/10]
[Filed ARC 9308B (Notice ARC 9197B, IAB 11/3/10), IAB 12/29/10, effective 2/2/11]

®  Two or more ARCs

I Inadvertently omitted IAC 12/20/95; inserted 2/14/96.
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TITLE IT
EXCISE
CHAPTER 11
ADMINISTRATION

[Prior to 12/17/86, Revenue Department[730]]

701—11.1(422,423) Definitions. When the word “department” appears in this chapter it means the
“lowa Department of Revenue”; the word “director” means the “director of revenue”; the word “tax”
means the “tax upon retail sales or use of tangible personal property or taxable services.”

This rule is intended to implement lowa Code sections 422.3 and 422.68(1).

701—11.2(422,423) Statute of limitations. On and after July 1, 1987, the period for the department’s
examination and determination of the correct amount of tax is unlimited in the following circumstances:

1.  When a return has been filed, if the return was false or fraudulent and made with the intent to
evade tax, or

2. If there has been a failure to file a return.

11.2(1) Varying periods of limitation. In all circumstances other than those described in the
introductory paragraph of this rule, the department has the following limited amounts of time to
examine a return, determine sales or use tax due, and give notice of assessment to the taxpayer:

a.  For returns filed for quarterly periods beginning before January 1, 2000, five years.

b.  For returns filed for quarterly periods beginning on or after January 1, 2000, and before January
1, 2001, four years.

¢.  For returns filed for quarterly periods beginning on or after January 1, 2001, three years.

For agreements entered into on and after July 1, 1992, the applicable period of limitation can be
extended by the taxpayer’s signing a waiver on a form provided by the department.

11.2(2) One-year statute of limitations. Whenever books and records are examined by an employee
designated by the director of the department of revenue, whether to verify a return or claim for refund or
in making an audit, then an assessment must be issued within one year from the date of the completion
of the examination. If not, the period for which the books and records were examined becomes closed
and no assessment can be made. In no case is the one-year period of limitation an extension of or in
addition to the periods of limitation described in subrule 11.2(1) above. The Maytag Company v. lowa
State Tax Commission, Equity No. 76-130-26112, Jasper County District Court, March 1, 1966.

EXAMPLE: An employee of the department examines the books and records of the taxpayer for the
period of taxpayer’s returns filed on April 30, 1973, to April 30, 1977. The examination is completed
on February 3, 1978. The notice of assessment must be given on or before April 30, 1978, in order to
include the earliest tax return period above. If the notice of assessment is given on February 2, 1979,
it is within the one-year period, but it would not be timely for purposes of the periods April 30, 1973,
to December 31, 1973, although the subsequent periods beginning January 1, 1974, to April 30, 1977,
could be included.

EXAMPLE: An employee of the department examines a taxpayer’s books and records located in
Davenport for the returns filed on April 30, 1974, to April 30, 1977. The examination is completed
on February 2, 1978. However, the taxpayer’s books and records for the same period located in Des
Moines have not been examined. The one-year limitation period with reference to the Davenport books
and records commences on February 2, 1978. However, the one-year period concerning the Des Moines
books and records has not commenced.

This rule is intended to implement lowa Code subsections 422.54(1), 422.54(2), and 422.70(1) as
amended by 1999 Iowa Acts, chapter 156.

701—11.3(422,423) Credentials and receipts. Employees of the department have official credentials,
and the taxpayer should require proof of the identity of persons claiming to represent the department.
No charges shall be made nor gratuities of any kind accepted by an employee of the department for
assistance given in or out of the office of the department.
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All employees authorized to collect money are supplied with official receipt forms. When cash is
paid to an employee, the taxpayer should require the employee to issue an official receipt. Such receipt
shall show the taxpayer’s name, address and permit number; the purpose for the payment; and the amount
of the payment. The taxpayer should retain all receipts, and only official receipts for payment will be
recognized by the department.

This rule is intended to implement lowa Code sections 422.68(1), 422.71 and 423.23.

701—11.4(422,423) Retailers required to keep records.

11.4(1) Records required. The records required in this rule must be made available for examination
upon request by the director or the director’s authorized representative. The records must include the
normal books of account ordinarily maintained by a person engaged in the activity in question and include
all bills, receipts, invoices, cash register tapes, or other documents of original entry supporting the entries
in the books of account as well as all schedules or working papers used in connection with the preparation
of tax returns. In addition to the above, the following more specific records requirements apply:

a. A daily record of the amount of all cash and time payments and credit sales.

b.  Arecord of the amount of all merchandise purchased and of all services performed for a retailer,
including all bills of lading, invoices and copies of purchase orders.

¢.  Arecord of all deductions and exemptions taken in filing a sales or use tax return.

d. A true and complete inventory of the value of the stock on hand taken at least once a year. This
includes an inventory of merchandise accepted as partial payment of the sales price on new merchandise.

e. An accurate record of all services performed, including materials purchased for use in
performing these services.

1~ Exemption certificates which are evidence of exempt sales must be executed or be in effect at
or near (within 30 days of sale) the time of the sale. See 701—subrule 15.3(2).

11.4(2) Microfilm and related record systems. Microfilm, microfiche, COM (computer on machine),
and other related reduction in storage systems will be referred to as “microfilm” in this rule.

Microfilm reproductions of general books of account, such as a cash book, journals, voucher
registers, ledgers, etc., are not acceptable other than those maintained as specified by the Internal
Revenue Service under Revenue Procedure 81-46, Section 5. Microfilm reproductions of supporting
records of detail, i.e., sales invoices, purchase invoices, credit memoranda, etc., may be allowed
providing all the following conditions are met and accepted by the taxpayer.

a. Appropriate facilities are provided to ensure the preservation and readability of the films for
periods required.

b.  Microfilm rolls are indexed, cross-referenced, labeled to show beginning and ending numbers
or beginning and ending alphabetical listing of documents included, and are systematically filed.

¢.  The taxpayer agrees to provide transcripts of any information contained on microfilm which
may be required for purposes of verification of tax liability.

d.  Proper facilities are provided for the ready inspection and location of the particular records,
including modern projectors for viewing and for the copying of records.

e.  Any audit of “detail” on microfilm may be subject to sample audit procedures, to be determined
at the discretion of the director or a designated representative.

f A posting reference must be on each invoice.

g Credit memoranda must carry a reference to the document evidencing the original transaction.

h.  Documents necessary to support claimed exemptions from tax liability, such as bills of lading
and purchase orders, must be maintained in an order by which they readily can be related to the
transaction for which exemption is sought.

11.4(3) Automatic data processing records. Automatic data processing is defined in this rule as
including electronic data processing (EDP) and will be referred to as ADP.

a. An ADP tax accounting system must have built into its program a method of producing visible
and legible records which will provide the necessary information for verification of the taxpayer’s tax
liability.
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b.  ADP records must provide an opportunity to trace any transaction back to the original source or
forwarded to a final total. If detail printouts are not made of transactions at the time they are processed,
then the system must have the ability to reconstruct these transactions.

¢. A general ledger with source references will be produced as hard copy to coincide with financial
reports of tax reporting periods. In cases where subsidiary ledgers are used to support the general ledger
accounts, the subsidiary ledgers should also be produced periodically.

d.  Supporting documents and audit trail. The audit trail should be designed so that the details
underlying the summary accounting data may be identified and made available to the director or
a designated representative upon request. The system should be so designed that the supporting
documents, i.e., sales invoices, purchase invoices, credit memoranda, etc., are readily available. (An
audit trail is defined as the condition of having sufficient documentary evidence to trace an item from
source (invoice, check, etc.) to a financial statement or tax return; or the reverse; that is, to have an
auditable system.)

e.  Program documentation. A description of the ADP portion of the accounting program should
be available. The statements and illustrations as to the scope of operations should be sufficiently detailed
to indicate:

(1) The application being performed.

(2) The procedure employed in each application (which, for example, might be supported by flow
charts, block diagrams or other satisfactory description of the input or output procedures).

(3) The controls used to ensure accurate and reliable processing. Program and system changes,
together with their effective dates, should be noted in order to preserve an accurate chronological record.

11.4(4) Electronic data interchange or EDI technology. The purpose of this subrule is to adopt
the “Model Recordkeeping and Retention Regulation” report as promulgated by the Federation of Tax
Administrators’ Steering Committee Task Force on EDI Audit and Legal Issues for Tax Administration
(March 1996). This subrule defines the requirements imposed on taxpayers for the maintenance and
retention of books, records, and other sources of information under Iowa Code sections 422.50, 422A.1,
and 423.21. It is also the purpose of this subrule to address these requirements where all or part of the
taxpayer’s records are received, created, maintained, or generated through various computer, electronic,
and imaging processes and systems. A taxpayer must maintain all records that are necessary for
determination of the correct tax liability as set forth in this subrule and the other subrules within rule
701—11.4(422,423). All required records must be made available on request by the department or its
authorized representatives as provided in Iowa Code sections 422.50 and 423.21. If a taxpayer retains
records required to be retained under this subrule in both machine-sensible and hard-copy formats, the
taxpayer must make the records available to the department in machine-sensible format upon request of
the department. Nothing in this subrule will be construed to prohibit a taxpayer from demonstrating tax
compliance with traditional hard-copy documents or reproductions thereof, in whole or in part, whether
or not the taxpayer also has retained or has the capability to retain records on electronic or other storage
media in accordance with this subrule. However, as previously stated, this will not relieve a taxpayer of
the obligation to comply with making records available to the department.

a. Definitions. The following definitions are applicable to this subrule:

“Database management system” means a software system that controls, relates, retrieves, and
provides accessibility to data stored in a database.

“Electronic data interchange” or “EDI technology” means the computer-to-computer exchange of
business transactions in a standardized, structured electronic format.

“Hard copy” means any documents, records, reports, or other data printed on paper.

“Machine-sensible record” means a collection of related information in an electronic format.
Machine-sensible records do not include hard-copy records that are created or recorded on paper or
stored in or by an imaging system such as microfilm, microfiche, or storage-only imaging systems.

“Storage-only imaging system” means a system of computer hardware and software that provides
for the storage, retention, and retrieval of documents originally created on paper. It does not include
any system, or part of a system, that manipulates or processes any information or data contained on the
document in any manner other than to reproduce the document in hard copy or as an optical image.
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“Taxpayer” as used in this subrule means any person, business, corporation, fiduciary, or other entity
that is required to file a return with the department of revenue.

b.  Record-keeping requirements—machine-sensible records. A taxpayer that maintains and
retains books, records, and other sources of information in the form of machine-sensible records must
comply with the following:

(1) General requirements. A taxpayer must comply with the following general requirements
regarding the retention of machine-sensible records:

1. Machine-sensible records used to establish tax compliance must contain sufficient
transaction-level detail information so that the details underlying the machine-sensible records can be
identified and made available to the department upon request. A taxpayer has discretion to discard
duplicated records and redundant information provided its responsibilities under this regulation are met.

2. At the time of an examination, the retained records must be capable of being retrieved and
converted to a standard record format. The term “standard record format” does not mean that every
taxpayer must keep records in an identical manner. Instead, it requires that if a taxpayer utilizes a code
system to identify elements of information in each record when creating and maintaining records, the
taxpayer is required to maintain a record of the meaning of each code and any code changes so the
department may effectively review the taxpayer’s records.

3. Taxpayers are not required to construct machine-sensible records other than those created in
the ordinary course of business. A taxpayer that does not create the electronic equivalent of a traditional
paper document in the ordinary course of business is not required to construct a traditional paper
document for tax purposes.

(2) Electronic data interchange requirements. A taxpayer must comply with the following
requirements for records received through electronic data interchange:

1. Where a taxpayer uses an electronic data interchange process and technology, the level of record
detail, in combination with other records related to the transactions, must be equivalent to that contained
in an acceptable paper record. For example, for sales tax purposes the retained records should contain
the following minimal information: vendor name, invoice date, product description, quantity purchased,
price, amount of tax, indication of tax status, and shipping details. Codes may be used to identify some
or all of the data elements, provided that the taxpayer provides a method which allows the department
to interpret the coded information.

2. The taxpayer may capture the information necessary to satisfy the requirements set forth in
the preceding paragraph at any level within the accounting system and need not retain the original EDI
transaction records provided that the audit trail, authenticity, and integrity of the retained records can be
established. For example, a taxpayer using electronic data interchange technology receives electronic
invoices from its suppliers. The taxpayer decides to retain the invoice data from completed and verified
EDI transactions in its accounts payable system rather than to retain the EDI transactions themselves.
Since neither the EDI transaction nor the accounts payable system captures information from the invoice
pertaining to product description and vendor name (i.e., they contain only codes for that information),
the taxpayer also retains the other records such as its vendor master file and product code description lists
and makes them available to the department. In this example, the taxpayer need not retain its original
EDI transaction for tax purposes.

(3) Electronic data processing systems requirements. The requirements for an electronic data
processing accounting system should be similar to that of a manual accounting system, in that an
adequately designed accounting system should incorporate methods and records that will satisfy the
requirements of this regulation. In addition, pursuant to lowa Code sections 421.9, 422.15, 422.36,
422.50,422.59,422A.1, and 423.21, the department must have access to the taxpayer’s EDI processing,
accounting, or other systems for the purposes of verifying or evaluating the integrity and reliability of
those systems to provide accurate and complete records.

(4) Business process information. To verify the accuracy of the records being retained, the taxpayer
must comply with the following:

1. Upon the request of the department, the taxpayer shall provide a description of the business
process that created the retained records. The description must include the relationship between the
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records and the tax documents prepared by the taxpayer and the measures employed to ensure the
integrity of the records.

2. The taxpayer must be capable of demonstrating the following:

e  The functions being performed as they relate to the flow of data through the system;

e  The internal controls used to ensure accurate and reliable processing; and

e The internal controls used to prevent unauthorized addition to, alteration of, or deletion of
retained records.

3. The following specific documentation is required for machine-sensible records retained
pursuant to this regulation:

e Record formats or layouts;

e  Field definitions (including a record of any changes in the system or codes with the meaning of
all codes used to represent information);

e  File descriptions (e.g., data set name); and

e  Detailed charts of accounts and account descriptions.

¢.  Record maintenance requirements. The department recommends, but does not require, that
taxpayers refer to the National Archives and Record Administration’s (NARA) standards for guidance
on the maintenance and storage of electronic records such as the labeling of records, the location and
security of the storage environment, the creation of backup copies, and the use of periodic testing to
confirm the continued integrity of the records. (The NARA standards may be found at 36 Code of Federal
Regulations, Part 1234, July 1, 1995, Edition.) The taxpayer’s computer hardware or software must
accommodate the extraction and conversion of retained machine-sensible records.

d.  Access to machine-sensible records. If a taxpayer retains records required to be retained under
this regulation in both machine-sensible and hard-copy formats, the taxpayer must make the records
available to the department in machine-sensible format upon the request of the department.

(1) The manner in which the department is provided access to machine-sensible records may be
satisfied through a variety of means that must take into account a taxpayer’s facts and circumstances
through consultation with the taxpayer.

(2) Access will be provided in one or more of the following manners:

1. Thetaxpayer may arrange to provide the department with the hardware, software, and personnel
resources to access the machine-sensible records.

2. The taxpayer may arrange for a third party to provide the hardware, software, and personnel
resources necessary to access the machine-sensible records.

3. The taxpayer may convert the machine-sensible records to a standard record format specified
by the department, including copies of files, on magnetic medium that is agreed to by the department.

4. The taxpayer and the department may agree on other means of providing access to the
machine-sensible records.

e. Taxpayer’s responsibility and discretionary authority. In conjunction with meeting the
requirements of paragraph “b” of this subrule, a taxpayer may create files solely for the use of the
department. For example, if a database management system is used, it is consistent with this subrule
for the taxpayer to create and retain a file that contains the transaction-level detail from the database
management system and that meets the requirements of paragraph “b” of this subrule. The taxpayer
should document the process that created the separate file to show the relationship between that file and
the original records. A taxpayer may contract with a third party to provide custodial or management
services of the records. Such a contract will not relieve the taxpayer of its responsibilities under this
rule.

f Alternative storage media. For purposes of storage and retention, taxpayers may convert
hard-copy documents received or produced in the normal course of business and required to be retained
under this rule to microfilm, microfiche, or other storage-only imaging systems and may discard the
original hard-copy documents, provided the rules governing alternative storage media are met. For
details regarding alternative storage, see subrule 11.4(2), “Microfilm and related record systems.”

g.  Effect on hard-copy record-keeping requirements. Except as otherwise provided, the provisions
of this subrule do not relieve taxpayers of the responsibility to retain hard-copy records that are created
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or received in the ordinary course of business as required by existing law and rules. Hard-copy records
may be retained on alternative storage media as indicated in paragraph “f” above and subrule 11.4(2).

If hard-copy records are not produced or received in the ordinary course of transacting business (e.g.,
when the taxpayer uses electronic data interchange technology), hard-copy records need not be created.

Hard-copy records generated at the time of transaction using a credit or debit card must be
retained unless all the details necessary to determine correct tax liability relating to the transaction are
subsequently received and retained by the taxpayer in accordance with this regulation. Such details
include those listed in 11.4(4)“b”(2)*“1.”

Computer printouts that are created for validation, control, or other temporary purposes need not be
retained.

Nothing in this rule will prevent the department from requesting hard-copy printouts in lieu of
retained machine-sensible records at the time of examination.

11.4(5) Preservation of records. The records required in this rule shall be preserved for a period of
five years and open for examination by the department during this period of time. McCarville v. Ream,
247 Iowa, 72 N.W.2d 476 (1956).

The department shall be able to examine the records of a taxpayer for a period of years as is necessary
to adequately determine if tax is due in the case of a false or fraudulent return made with the intent to
evade tax or in the case of a failure to file a return.

If a tax liability has been assessed and an appeal is pending to the department, state board of tax
review or district or supreme court, books, papers, records, memoranda or documents specified in this
rule which relate to the period covered by the assessment shall be preserved until the final disposition of
the appeal.

If the requirements of this rule are not met, the records will be considered inadequate and the
department will compute the tax liability as authorized in lowa Code section 422.54.

This rule is intended to implement lowa Code sections 422.47, 422.50, 422.54, 423.16 and 423.21.

701—11.5(422,423) Audit of records. The department shall have the right and duty to examine or cause
to be examined the books, papers, records, memoranda or documents of a taxpayer for the purpose of
verifying the correctness of a return filed or estimating the tax liability of any taxpayer. The right to
examine records includes the right to examine copies of the taxpayer’s state and federal income tax
returns. When a taxpayer fails or refuses to produce the records for examination when requested by the
department, the director shall have authority to require, by a subpoena, the attendance of the taxpayer
and any other witness(es) whom the department deems necessary or expedient to examine and compel
the taxpayer and witness(es) to produce books, papers, records, memoranda or documents relating in
any manner to sales and use tax.

The department shall have the legal obligation to inform the taxpayer when an examination of the
taxpayer’s books, papers, records, memoranda, or documents has been completed and the amount of
tax liability, if any, due upon completion of the audit. Tax liability includes the amount of tax, interest,
penalty and fees which may be due.

This rule is intended to implement Iowa Code sections 422.50, 422.70, 423.21, and 423.23.

701—11.6(422,423) Billings.

11.6(1) Notice of adjustments.

a.  An agent, auditor, clerk, or employee of the department, designated by the director to examine
returns and make audits, who discovers discrepancies in returns or learns that gross receipts, gross
purchases, or services subject to sales and use tax may not have been listed, in whole or in part, or that no
return was filed when one was due, is authorized to notify the person of this discovery by ordinary mail.
This notice is not an assessment. It informs the person what amount would be due if the information
discovered is correct.

b.  Right of person upon receipt of notice of adjustment. A person who has received notice of an
adjustment in connection with a return may pay the additional amount stated to be due. If payment is
made, and the person wishes to contest the matter, they should then file a claim for refund. However,
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payment will not be required until an assessment has been made (although interest will continue to accrue
if payment is not made). If no payment is made, the person may discuss with the agent, auditor, clerk, or
employee who notified them of the discrepancy, either in person or through correspondence, all matters
of fact and law which may be relevant to the situation. This person may also ask for a conference with
the Audit and Compliance Division, Des Moines, lowa. Documents and records supporting the person’s
position may be required.

c.  Power of agent, auditor or employee to compromise tax claim. No employee of the department
has the power to compromise any tax claims. The power of the agent, auditor, clerk or employee who
notified the person of the discrepancy is limited to the determination of the correct amount of tax.

11.6(2) Notice of assessment. 1f, after following the procedure outlined in subrule 11.6(1), paragraph
“b, ” no agreement is reached and the person does not pay the amount determined to be correct, a notice of
the amount of tax due shall be sent to the person responsible for paying the tax. This notice of assessment
shall bear the signature of the director and will be sent by mail.

If the notice of assessment is timely protested according to the provisions of rule 701—7.41(17A),
proceedings to collect the tax will not be commenced until the protest is ultimately determined, unless
the department has reason to believe that a delay caused by the appeal proceedings will result in an
irrevocable loss of tax ultimately found to be due and owing the state of lowa. The department will
consider a protest to be timely if filed no later than 30 days following the date of assessment notice. See
rule 701—7.4(17A). For notices of assessment issued on or after January 1, 1995, the department will
consider a protest to be timely if filed no later than 60 days following the date of the assessment notice
or, if the taxpayer fails to timely appeal a notice of assessment, the taxpayer may make payment pursuant
to rule 701—7.41(17A) and file a refund claim within the period provided by law for filing such claims.

11.6(3) Supplemental assessments and refund adjustments. The department may, at any time
within the period prescribed for assessment or refund adjustment, make a supplemental assessment or
refund adjustment whenever it is ascertained that any assessment or refund adjustment is imperfect or
incomplete in any respect.

If an assessment or refund adjustment is appealed (protested under rule 701—7.41(17A)) and is
resolved whether by informal proceedings or by adjudication, the department and the taxpayer are
precluded from making a supplemental assessment or refund adjustment concerning the same issue
involved in the appeal for the same tax period unless there is a showing of mathematical or clerical
error or a showing of fraud or misrepresentation.

This rule is intended to implement lowa Code sections 422.54(1), 422.54(2), 422.57(1), 422.57(2),
42270, 423.21 and 423.23.

701—11.7(422,423) Collections. If the director determines it expedient or advisable, the director may
enforce the collection of the tax liability which has been determined to be due. In the action, the attorney
general shall appear for the department and have the assistance of the county attorney in the county in
which the action is pending.

The remedies for the enforcement and collection of sales and use tax are cumulative, and action
taken by the department or attorney general shall not be construed to be an election on the part of the
state or any of its officers to pursue any remedy to the exclusion of any other remedy.

This rule is intended to implement Iowa Code sections 422.26, 422.56, and 423.17.

701—11.8(422,423) No property exempt from distress and sale. By reference, lowa Code section
422.56 makes section 422.26 a part of the sales and use tax law and provides that said section shall apply
in respect to a sales and use tax liability determined to be due by the department. The department shall
proceed to collect the tax liability after the same has become delinquent; but no property of the taxpayer
shall be exempt from the payment of said tax.

This rule is intended to implement Iowa Code sections 422.26, 422.56, and 423.17.

701—11.9(422,423) Information confidential. When requested to do so by any person having a
legitimate interest in such information, the department shall, after being presented with sufficient proof
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of the entire situation, disclose to the person the amount of unpaid taxes due by a taxpayer. The person
shall provide the department with sufficient proof consisting of all relevant facts and the reason or
reasons for seeking information as to the amount of unpaid taxes due by the taxpayer. The information
sought shall not be disclosed if the department determines that the person requesting information does
not have a legitimate interest. Examples of those who might seek information on a taxpayer are persons
from whom a taxpayer is seeking credit, or with whom the taxpayer is negotiating the sale of any
personal property.

Upon request, the department may disclose to any person whether or not a taxpayer has a sales tax
permit because the law requires the taxpayer’s permit to be conspicuously posted at all times in the
taxpayer’s place of business, thus becoming public information.

All other information obtained by employees of the department in the performance of their official
duties is confidential and cannot be disclosed. See rule 701—6.3(17A).

This rule is intended to implement Iowa Code sections 422.56, 422.72, and 423.23.

701—11.10(423) Bonding procedure. The director may, when necessary and advisable in order to
secure the collection of the tax, require any person subject to the tax to file with the department a bond
in an amount as the director may fix, or in lieu of the bond, securities approved by the director in an
amount as the director may prescribe. Pursuant to the statutory authorization in Iowa Code section
423.35, the director has determined that the following procedures will be instituted with regard to bonds:

11.10(1) When required.

a. Classes of business. When the director determines, based on departmental records, other state or
federal agency statistics or current economic conditions, that certain segments of the business community
are experiencing above average financial failures such that the collection of the tax might be jeopardized,
a bond or security may be required from every retailer operating a business within this class unless it
is shown to the director’s satisfaction that a particular retailer within a designated class is solvent and
that the retailer previously timely remitted the tax. If the director selects certain classes of business for
posting a bond or security, rule making will be initiated to reflect a listing of the classes in the rules.

b.  New applications for sales tax permits. Notwithstanding the provisions of paragraph “a”
above, an applicant for a new sales tax permit may be required to post a bond or security if (1) it is
determined upon a complete investigation of the applicant’s financial status that the applicant would
be unable to timely remit the tax, or (2) the new applicant held a permit for a prior business and the
remittance record of the tax under the prior permit falls within one of the conditions in paragraph
“c” below, or (3) the department experienced collection problems while the applicant was engaged
in business under the prior permit, or (4) the applicant is substantially similar to a person who would
have been required to post a bond under the guidelines as set forth in paragraph “c” or the person
had a previous sales tax permit which has been revoked. The applicant is “substantially similar” to
the extent that said applicant is owned or controlled by persons who owned or controlled the previous
permit holder. For example, X, a corporation, had a previous sales tax permit revoked. X is dissolved
and its shareholders create a new corporation, Y, which applies for a sales tax permit. The persons or
stockholders who controlled X now control Y. Therefore, Y will be requested to post a bond or security.

c.  Existing permit holders. Existing permit holders may be required to post a bond or security
under the following circumstances:

(1) When they have had one or more delinquencies in remitting the sales tax or filing timely returns
during the last 24 months if filing returns on an annual basis.

(2) When they have had two or more delinquencies in remitting the sales tax or filing timely returns
during the last 24 months if filing returns on a quarterly basis.

(3) When they have had four or more delinquencies in remitting the sales tax or filing timely
deposits or returns during the last 24 months if filing returns on a monthly basis.

(4) When they have had eight or more delinquencies during the last 24 months if filing returns on
a semimonthly basis.

The simultaneous late filing of the return and the late payment of the tax will count as one delinquency.
See rule 701—13.7(422). However, the late filing of the return or the late payment of the tax will not



IAC 1/14/09 Revenue[701] Ch 11, p.9

count as a delinquency if the permit holder can satisfy one of the conditions set forth in Iowa Code
section 421.27.

d.  Return of bond. If a permit holder has been required to post a bond or security or if an applicant
for a permit has been required to post a bond or security, upon the filing of the bond or security if the
permit holder maintains a good filing record for a period of two years, the permit holder may request
that the department return the bond or security. The department may elect to return the bond without a
request from the permit holder.

e. Applying bond. The department may apply a bond to any existing tax liability of the permit
holder at its discretion.

11.10(2) Type of security or bond. When it is determined that a permit holder or applicant for a sales
tax permit is required to post collateral to secure the collection of the sales tax, the following types of
collateral will be considered as sufficient: cash, surety bonds, securities or certificates of deposit. “Cash”
means guaranteed funds including, but not limited to, the following: (1) cashier’s check, (2) money order
or (3) certified check. If cash is posted as a bond, the bond will not be considered filed until the final
payment is made, if paid in installments. A certificate of deposit must have a maturity date of 24 months
from the date of assignment to the department. An acknowledgement of assignment from the bank must
accompany the original certificate of deposit filed with the department. When a permit holder elects to
post cash rather than a certificate of deposit as a bond, conversion to certificate of deposit will not be
allowed. When the permit holder is a corporation, an officer of the corporation may assume personal
liability as security for the payment of the sales tax. The officer will be evaluated as provided in subrule
11.10(1) as if the officer applied for a sales tax permit as an individual.

11.10(3) Amount of bond or security. When it is determined that a permit holder or applicant for a
sales tax permit is required to post a bond or securities, the following guidelines will be used to determine
the amount of the bond, unless the facts warrant a greater amount: If the permit holder or applicant will
be or is a semimonthly depositor, a bond or securities in an amount sufficient to cover three months’
sales tax liability will be required. If the permit holder or applicant will be or is a monthly depositor,
a bond or securities in an amount sufficient to cover five months’ sales tax liability will be required. If
the applicant or permit holder will be or is a quarterly filer, the bond or securities which will be required
is an amount sufficient to cover nine months or three quarters of tax liability. If the applicant or permit
holder will be or is an annual filer, the bond or securities which will be required would be in the amount
of one year’s tax liability. The department does not accept bonds for less than $100. If the bond amount
is calculated to be less than $100, a $100 bond is required.

This rule is intended to implement lowa Code section 423.35.

701—11.11(422) Retailers newly liable, as of July 1, 1988, for collection of sales tax. Rescinded IAB
10/13/93, effective 11/17/93.
[Filed December 12, 1974]
[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 7/1/78]
[Filed emergency 4/28/78—published 5/17/78, effective 4/28/78]
[Filed 1/5/79, Notice 11/29/78—published 1/24/79, effective 2/28/79]
[Filed 3/15/79, Notice 2/7/79—published 4/4/79, effective 5/9/79]
[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 5/8/81, Notice 4/1/81—published 5/27/81, effective 7/1/81]
[Filed 7/2/81, Notice 5/27/81—published 7/22/81, effective 8/26/81]
[Filed 5/7/82, Notice 3/31/82—published 5/26/82, effective 6/30/82]
[Filed 7/16/82, Notice 6/9/82—published 8/4/82, effective 9/8/82]
[Filed 2/10/83, Notice 1/5/83—published 3/2/83, effective 4/6/83]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 10/30/87, Notice 9/23/87—published 11/18/87, effective 12/23/87]
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[Filed 9/30/88, Notice 8/24/88—published 10/19/88, effective 11/23/88]°
[Filed 2/17/89, Notice 1/11/89—published 3/8/89, effective 4/12/89]
[Filed 11/9/89, Notice 10/4/89—published 11/29/89, effective 1/3/90]

[Filed 11/22/89, Notice 10/18/89—published 12/13/89, effective 1/17/90]
[Filed 3/30/90, Notice 2/21/90—published 4/18/90, effective 5/23/90]

[Filed 10/23/92, Notice 9/16/92—published 11/11/92, effective 12/16/92]

[Filed 11/6/92, Notice 9/30/92—published 11/25/92, effective 12/30/92]

[Filed 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]

[Filed 9/23/94, Notice 8/17/94—published 10/12/94, effective 11/16/94]

[Filed 12/12/97, Notice 11/5/97—published 12/31/97, effective 2/4/98]
[Filed 9/17/99, Notice 8/11/99—published 10/6/99, effective 11/10/99]
[Filed 12/10/99, Notice 11/3/99—published 12/29/99, effective 2/2/00]
[Filed 12/17/08, Notice 11/5/08—published 1/14/09, effective 2/18/09]

®  Two or more ARCs
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CHAPTER 12
FILING RETURNS, PAYMENT OF TAX, PENALTY AND INTEREST

[Prior to 12/17/86, Revenue Department[730]]

701—12.1(422) Returns and payment of tax. Every retailer collecting more than $50 in tax in any
one month shall make a monthly deposit with the department. A retailer collecting between $50 and
$500 a month shall deposit the actual amount of tax collected during the month or an amount equal to
not less than 30 percent of the amount of tax collected and paid during the preceding quarter. A retailer
collecting $500 or more a month shall deposit the actual amount of tax collected. This deposit is due by
the twentieth of the month following the month in which the tax is collected and applies only to the first
two months in the quarter.

On the quarterly return, every retailer shall report the gross sales for the entire quarter, listing
allowable deductions and figuring tax for the entire quarter. Space is provided on the return for a
deduction of tax deposited the first and second months of the quarter. The quarterly return is due on or
before the last day of the month following the end of the quarter.

Effective January 1, 1983, retailers collecting $50 a month and not more than $4000 in tax in a
semimonthly period shall deposit the actual amount of tax collected during the month or an amount
equal to one-third of the amount of tax collected and paid during the preceding quarter.

Every retailer collecting more than $4000 in tax in a semimonthly period shall make a semimonthly
deposit with the department. A retailer collecting more than $4000 in a semimonthly period shall deposit
(1) the actual amount of tax collected or an amount equal to not less than one-sixth of the amount of tax
collected and paid during the preceding quarter or (2) the actual amount of tax collected or an amount
equal to not less than one-sixth of the amount of tax collected and paid during the same quarter of the
previous year. The method of reporting selected by the retailer, either option 1 or option 2, shall remain
consistent for at least four quarters. The first semimonthly deposit is for the period from the first of the
month through the fifteenth of the month and is due on or before the twenty-fifth of the month. The
second semimonthly deposit is for the period from the sixteenth through the end of the month and is due
on or before the tenth day of the month following the month of collection. A deposit is not required for
the last semimonthly period of the calendar quarter.

Retailers required to make semimonthly or monthly deposits under any of the above methods of
estimating tax based upon a period when the tax rate was 4 percent shall adjust deposits for periods
beginning on or after July 1, 1992, to reflect the increase in the tax rate to 5 percent as provided in lowa
Code section 422.43.

On the quarterly return, every retailer shall report the gross sales for the entire quarter listing all
allowable deductions and figuring tax for the entire quarter. Space is provided on the return for a
deduction of tax deposited for the previous five semimonthly deposits. The quarterly return is due on or
before the last day of the month following the end of the calendar quarter.

A seasonal business retailer with gross receipts in only one quarter during the year may request, and
the director may grant, permission to file and remit sales tax for only that specific quarter in which the
retailer conducted business.

Effective January 1, 1980, if it is expected that the total annual tax liability of a retailer will not
exceed $120 for a calendar year, the retailer may request, and the director may grant, permission to file
and remit sales tax on a calendar year basis. The returns and tax will be due and payable no later than
January 31 following each calendar year in which the retailer carried on business.

Following are nonexclusive examples the department could reasonably expect to be within the
guidelines for annual reporting:

1. A person selling tangible personal property or taxable services where a major portion of the
business is the selling of tangible personal property or taxable services exempt from the imposition of
tax; such as a wholesaler whose sales are primarily for resale, or a contractor whose business is primarily
new construction.

2. A person whose business is primarily seasonal, or a person engaged in part-time selling of
tangible personal property or taxable services.
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3. A person whose sales are of a nontaxable service and who may, on occasion, sell tangible
personal property incidental to the service.

When the due date falls on Saturday, Sunday, or a legal holiday, the return or deposit will be due
the first business day following such Saturday, Sunday, or legal holiday. If a return or deposit is placed
in the mails, properly addressed and postage paid, and postmarked on or before the due date for filing,
no penalty will attach should the return or deposit not be received until after that date. Mailed returns
should be addressed to Sales/Use Tax Processing, P.O. Box 10412, Des Moines, lowa 50306.

This rule is intended to implement lowa Code sections 421.14, 422.43, 422.47, 422.51, 422.52, and
423.2.

701—12.2(422,423) Remittances. The correct amount of tax collected and due shall accompany the
forms prescribed by the department unless requirements for electronic transmission of remittances or
deposits and related information specify otherwise. The name, address, and permit number of the sender
and amount of tax for the quarterly remittance or a semimonthly or monthly deposit shall be stated
unless requirements for electronic transmission of remittances or deposits and related information specify
otherwise. Every return shall be signed and dated. Reporting forms and a self-addressed return envelope
shall be furnished by the department to the taxpayer unless electronic transmission requirements apply;
and, when feasible, the taxpayer shall use them when completing and mailing a return and remittance.
All remittances shall be made payable to the Treasurer of the State of lowa.

For tax periods starting on or after April 1, 1990, semimonthly deposits and quarterly remittances
of taxpayers required to make semimonthly deposits shall be made electronically in a format and
by means specified in the department. Deposit forms are not required to be filed when electronic
transmission of deposits is done in the prescribed format by specified means. Quarterly returns shall be
filed separately from the electronic transfer of remittances for taxpayers required to make semimonthly
deposits. Deposits and remittances transmitted electronically are considered to have been made on the
date that the deposit or remittance is added to the bank account designated by the treasurer of the state
of lowa. The filing of a return within the period prescribed by law and payment of the tax required to
be shown thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed.

This rule is intended to implement lowa Code sections 422.16, 422.51, 422.52, 423.6, 423.13 and
423.14.

701—12.3(422) Permits and negotiated rate agreements. A person making retail sales in lowa is
required to obtain a sales tax permit from the department of revenue. Certain qualified purchasers, users,
or consumers may obtain a direct pay permit which allows qualified purchasers, users, or consumers
to remit tax directly to the department rather than to the retailer at the time of purchase or use. The
following provisions govern the issuance of each type of permit.

12.3(1) Sales tax permits. Sales tax permits will be required of all resident and nonresident persons
making retail sales at permanent locations within the state. A permit must be held for each location
except that retailers conducting business at a permanent location who also make sales at a temporary
location are not required to hold a separate permit for any temporary location. All tax collected from the
temporary location shall be remitted with the tax collected at the permanent location. Persons who are
registered retailers pursuant to rule 701—29.1(423) relating to use tax may remit sales taxes collected at a
temporary location with their quarterly retailers use tax return. Retailers conducting a seasonal business
shall also obtain a regular permit. However, returns will be filed on either a quarterly or annual basis
depending upon the number of quarters in which sales are made. Sales tax permits will be required of
all persons, except cities and counties, who have sales activity from gambling.

12.3(2) Direct pay permits. Effective January 1, 1998, qualified purchasers, users, and consumers of
tangible personal property or enumerated services pursuant to lowa Code chapters 422, 422B, and 423
may remit tax owed directly to the department of revenue instead of the tax being collected and remitted
by the seller. A qualified purchaser, user, or consumer may not be granted or exercise this direct pay
option except upon proper application to the department and only after issuance of the direct pay permit
by the director of the department of revenue.
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a.  Qualifications for a direct pay permit. To qualify for a direct pay permit, all of the following
criteria must be met:

(1) The applicant must be a purchaser, user, or consumer of tangible personal property or
enumerated services.

(2) The applicant must have an accrual of sales and use tax liability on consumed goods of more
than $4,000 in a semimonthly period. A purchaser, user, or consumer may have more than one business
location and can combine the sales and use tax liabilities on consumed goods of all locations to meet
the requirement of $4,000 in sales and use tax liability in a semimonthly period to qualify, if the records
are located in a centralized location. If a purchaser, user, or consumer is combining more than one
location, only one direct pay tax return for all of the combined locations needs to be filed with the
department. However, local option sales and service tax should not be included in the tax base for
determining qualification for a direct pay permit. If a purchaser, user, or consumer has more than one
location, but not all locations wish to remit under a direct pay permit, the purchaser, user, or consumer
must indicate which locations will be utilizing the direct pay permit at the time of application.

(3) The applicant must make deposits and file returns pursuant to lowa Code section 422.52. See
subrule 12.3(2), paragraph “d,” for further details.

b.  Nonqualifying purchases or uses. The granting of a direct pay permit is not allowed for any of
the following:

(1) Taxes imposed on the sale, furnishing, or service of gas, electricity, water, heat, pay television
service, or communication service.

(2) Taxes imposed under lowa Code section 422C.3 (sales tax on the rental receipts of qualifying
rental motor vehicles), lowa Code section 423.7 (use tax on the sale or use of motor vehicles), or lowa
Code section 423.7A (use tax on the lease price of qualifying leased motor vehicles).

c.  Application and permit information. To obtain a direct pay permit, a purchaser, user, or
consumer must properly complete an application form prescribed by the director of revenue and provide
certification that the purchaser, user, or consumer has paid sales and use tax to the department of revenue
or vendors over the last two years prior to application, an average of $4,000 in a semimonthly period.

Upon approval, the director will issue a direct pay permit to qualifying applicants. The permit will
contain direct pay permit identifying information including a direct pay permit identification number.
The direct pay permit should be retained by the permit holder. When purchasing from a vendor, a permit
holder should give the vendor a certificate of exemption containing the information as set forth in rule
701—15.3(422,423).

d.  Remittance and reporting. Sales, use, and local option tax that is to be reported and remitted to
the department will be on a semimonthly basis. Remittance of tax due under a direct pay permit will begin
with the first quarter after the direct pay permit is issued to the holder. The tax to be paid under a direct
pay permit must be remitted directly to the department by electronic funds transfer (EFT) only. A permit
holder need not have remitted by EFT prior to obtaining a direct pay permit to qualify for such a permit.
However, a permit holder must remit taxes due by EFT for transactions entered into on or after the date
the permit is issued. All local option sales and service tax due must be reported and remitted at the same
time as the sales and use taxes due under the direct pay permit for the corresponding tax period. However,
local option sales and service tax should not be included in the tax base for determining qualification for a
direct pay permit or frequency of remittance. Reports should be filed with the department on a quarterly
basis. The director may, when necessary and advisable in order to secure the collection of tax due, require
an applicant for a direct pay permit or a permit holder to file with the director a qualified surety bond as
set forth in lowa Code section 422.52. A permit holder who fails to report or remit any tax when due is
subject to the penalty and interest provisions set forth in lowa Code section 422.52.

e.  Permit revocation and nontransferability. A direct pay permit may be used indefinitely unless
it is revoked by the director. A direct pay permit is not transferable and it may not be assigned to a
third party. The director may revoke a direct pay permit at any time the permit holder fails to meet the
requirements for a direct pay permit, misuses the direct pay permit, or fails to comply with the provisions
in Iowa Code section 422.53. If a direct pay permit is revoked, it is the responsibility of the prior holder
of the permit to inform all vendors of the revocation so the vendors may begin to collect tax at the time of
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purchase. A prior permit holder is responsible for any tax, penalty, and interest due for failure to notify
a vendor of revocation of a direct pay permit.

f Record-keeping requirements. The parties involved in transactions involving a direct pay permit
shall have the following record-keeping duties:

(1) Permit holder. The holder of a direct pay permit must retain possession of the direct pay permit.
The permit holder must keep a record of all transactions made pursuant to the direct pay permit in
compliance with rule 701—11.4(422,423).

(2) Vendor. A vendor must retain a valid exemption certificate under rule 701—15.3(422,423)
which is received from the direct pay permit holder and retain records of all transactions engaged in
with the permit holder in which tax was not collected, in compliance with rule 701—11.4(422,423). A
vendor’s liability for uncollected tax is governed by the liability provisions of a seller under an exemption
certificate set forth in rule 701—15.3(422,423).

12.3(3) Negotiated rate agreements. Any person who has been issued or who has applied for a direct
pay permit may request the department to enter into a negotiated rate agreement with the permit holder or
applicant. These agreements are negotiated on a case-by-case basis and, if approved by the department,
allow a direct pay permit holder to pay the state sales, local option sales, or use tax on a basis calculated
by agreement between the direct pay permit holder and the department. Negotiated rate agreements are
not applicable to sales and use taxes set out in subrule 12.3(2), paragraph “b,” above, and no negotiated
rate agreement is effective for any period during which a taxpayer who is a signatory to the agreement
is not a direct pay permit holder.

All negotiated rate agreements shall contain the following information or an explanation for its
omission:

1. The name of the taxpayer who has entered into the agreement with the department.

2. The name and title of each person signing the agreement and the name, telephone or fax number,
and E-mail or physical address of at least one person to be contacted if questions regarding the agreement
arise.

3. The period during which the agreement is in effect and the renewal or extension rights (if any)
of each party, and the effective date of the agreement.

4. The negotiated rate or rates, the classes of sales or uses to which each separate rate is applicable,
any items which will be excluded from the agreement, and any circumstances which will result in a
changed rate or rates or changed composition of classes to which rates are applicable.

5. Actions or circumstances which render the agreement void, or voidable at the option of either
party, and the time frame in which the agreement will be voided.

6. Rights, if any, of the parties to resort to mediation or arbitration.

7. An explanation of the department’s right to audit aspects of the agreement, including any right
to audit remaining after the agreement’s termination.

8. The conditions by which the agreement may be terminated and the effective date of the
termination.

9. The methodology used to determine the negotiated rate and any schedules needed to verify
percentages.

10. Any other matter deemed necessary to the parties’ mutual understanding of the agreement.

This rule is intended to implement lowa Code sections 422.45(20) and 422.53 as amended by 1997
Towa Acts, House File 266.

701—12.4(422) Nonpermit holders. Persons not regularly engaged in selling at retail and who do not
have a permanent place of business but are temporarily engaged in selling from trucks, portable roadside
stands, concessionaires at state, county, district, or local fairs, carnivals and the like shall collect and
remit tax on a nonpermit basis. In such cases, a nonpermit identification certificate will be issued by the
department for record-keeping purposes and may be displayed in the same manner as a sales tax permit.
If the department deems it necessary and advisable in order to secure the collection of tax, transient or
itinerant sellers shall be required to post a bond or certificate of deposit. A cash bond or a surety bond
issued by a solvent surety company authorized to do business in lowa shall be acceptable, provided the
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bonding company is approved by the insurance commissioner as to solvency and responsibility. The
amount and type of bond shall be determined according to the rules promulgated by the director.

The department shall determine the due date of returns and payment of tax for temporary permit
holders, giving due consideration to the type of business and frequency of sales. Persons holding
nonpermit identification certificates may be required to remit tax upon demand or at the end of the event.

Persons regularly engaged in selling tangible personal property which is exempt from tax, making
nontaxable transactions, or engaged in performing a service which is not enumerated in Iowa Code
section 422.43 shall not be required to obtain a sales tax permit. However, if the retailer makes taxable
sales or provides taxable services, the retailer will be required to hold a permit under the provisions of
this rule.

This rule is intended to implement lowa Code section 422.53.

701—12.5(422,423) Regular permit holders responsible for collection of tax. A regular permit holder
may operate by selling merchandise by trucks, canvassers, or itinerant salespeople over fixed routes
within the county in which the permanent place of business is located or other counties in this state.
When this occurs, the regular permit holder is liable for reporting and paying tax on these sales. The
person doing the selling for the regular permit holder shall be required to have a form, either in possession
or in the vehicle, which authorizes that person to collect tax. This form is obtained from the department
and shall contain the name, address, and permit number of the retailer according to the records of the
department.
This rule is intended to implement lowa Code sections 422.53 and 423.9.

701—12.6(422,423) Sale of business. A retailer selling the business shall file a return within the
succeeding month thereafter and pay all tax due. Any unpaid tax shall be due prior to the transfer of
title of any personal property to the purchaser and the tax becomes delinquent one month after the sale.

A retailer discontinuing business shall maintain the business’s records for a period of five years from
the date of discontinuing the business unless a release from this provision is given by the department.
See 701—subrule 18.28(2) regarding possible sales and use tax consequences relating to the sale of a
business.

This rule is intended to implement Iowa Code sections 422.51(2) and 422.52.

701—12.7(422) Bankruptcy, insolvency or assignment for benefit of creditors. In cases of
bankruptcy, insolvency or assignment for the benefit of creditors by the taxpayer, the taxpayer shall
immediately file a return with the tax being due.

This rule is intended to implement Iowa Code section 422.51(2).

701—12.8(422) Vending machines and other coin-operated devices. An operator who places
machines on location shall file a return which includes gross receipts from all machines or devices
operated by the retailer in lowa during the period covered by the return. The mandatory beverage
container deposit required under the provisions of lowa Code chapter 455C shall not be considered part
of the gross receipts.

This rule is intended to implement lowa Code sections 422.42(16), 422.43, 422.51, and Iowa Code
chapter 455C.

701—12.9(422) Claim for refund of tax. Refunds of tax shall be made only to those who have actually
paid the tax. A person or persons may designate the retailer who collects the tax as an agent for purposes
of receiving a refund of tax. A person or persons who claim a refund shall prepare the claim on the
prescribed form furnished by the department.

A claim for refund shall be filed with the department, stating in detail the reasons and facts and, if
necessary, supporting documents for which the claim for refund is based. See 1968 O.A.G. 879. If the
claim for refund is denied, and the person wishes to protest the denial, the department will consider a
protest to be timely if filed no later than 30 days following the date of denial. See rule 701—7.41(17A).
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For refunds denied on or after January 1, 1995, the department will consider a protest to be timely if filed
no later than 60 days following the date of denial.

When a person is in a position of believing that the tax, penalty, or interest paid or to be paid will be
found not to be due at some later date, then in order to prevent the statute of limitations from running
out, a claim for refund or credit must be filed with the department within the statutory period provided
for in Iowa Code section 422.73(1). The claim must be filed requesting that it be held in abeyance
pending the outcome of any action which will have a direct effect on the tax, penalty or interest involved.
Nonexclusive examples of such action would be: court decisions, departmental orders and rulings, and
commerce commission decisions.

EXAMPLE: X, an lowa sales tax permit holder, is audited by the department for the period July 1, 1972,
to June 30, 1977. A $10,000 tax, penalty and interest liability is assessed on materials the department
determines are not used in processing. X does not agree with the department’s position, but still pays the
full liability even though X is aware of pending litigation involving the materials taxed in the audit.

Y is audited for the same period involving identical materials used to those taxed in the audit of X.
However, Y, rather than paying the assessment, takes the department through litigation and wins. The
final litigation is not completed until September 30, 1983.

X, on October 1, 1983, upon finding out about the decision of Y’s case, files a claim for refund
relating to its audit completed in June 1977. The claim will be totally denied as beyond the five-year
statute of limitations. However, if X had filed a claim along with payment of its audit in June 1977, and
requested that the claim be held in abeyance pending Y’s litigation, then X would have received a full
refund of their audit liability if the decision in Y’s case was also applicable to X.

EXAMPLE: X, a utility company, filed a request for a rate increase with the commerce commission
on June 30, 1967. The rate increase became effective January 1, 1968. However, a final decision of
whether X was allowed this rate increase is not made until September 30, 1974. The rate increase was
disallowed. X then had to refund to its customers all disallowed, but collected, rate increases plus sales
tax. X files a claim for refund of the involved sales tax on December 30, 1974. Only the tax for the years
1970 to 1974 will be refunded. The tax for the years 1968 and 1969 will be denied as being beyond the
five-year statute set forth in lowa Code section 422.73(1). However, if X had filed a claim covering the
rate increase any time before January 31, 1973, requesting it be held in abeyance pending the outcome of
the commerce commission ruling, then X would have been allowed a full refund of all the sales tax that
is refunded from the effective date of the rate increase, January 1, 1968, through September 30, 1974.

EXAMPLE: X is audited by the department for the period July 1, 1973, to June 30, 1978, and assessed
July 31, 1978. X pays the assessment on December 31, 1978. No protest was filed and no claim for
refund or credit was filed requesting it be held in abeyance. On January 31, 1980, X files a claim for
refund relating to the entire audit. The claim is based on a recent court decision which makes the tax
liability paid by X now refundable. However, only the tax paid from January 1, 1975, through June
30, 1978, will be allowed as this is the only portion within the five-year statute of limitations set forth
in section lowa Code 422.73(1). If the claim had been filed on or before December 31, 1979, then the
entire audit period July 1, 1973, to June 30, 1978, could have been considered for refund as the claim
would have been filed within one year of payment.

This rule is intended to implement lowa Code section 422.73.

701—12.10(423) Audit limitation for certain services.

12.10(1) Definitions. For purposes of this rule, the following definitions shall govern:

“Landscaping” means the same as defined in rule 701—26.61(423).

“Lawn care” means the same as defined in rule 701—26.61(423).

“Tree trimming and removal” means the same as defined in rule 701—26.66(423).

12.10(2) Audit limitation for lawn care, landscaping, and tree trimming and removal
services. Notwithstanding any other provision of the Iowa Code to the contrary, the department shall
not attempt to collect delinquent sales tax or use tax on a transaction involving the furnishing of lawn
care, landscaping, or tree trimming and removal services which occurred more than five years prior to
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the date of an audit. The date an audit will begin is when the department presents notification that the
person is being contacted for an audit.

This rule is intended to implement Iowa Code section 423.31 as amended by 2008 lowa Acts, Senate
File 2428, section 23.

701—12.11 Reserved.

701—12.12(422) Extension of time for filing. Upon a proper showing of the necessity for extending the
due date, the director is authorized to grant an extension of time in which to file a return. The extension
shall not be granted for a period longer than 30 days. The request for the extension must be received on
or before the original due date of the return. It will be granted only if the person requesting the extension
shall have paid by the twentieth day of the month following the close of such quarter, 90 percent of the
estimated tax due.

This rule is intended to implement lowa Code section 422.51.

701—12.13(422) Determination of filing status.

12.13(1) Prior to January 1, 2003. lowa Code sections 422.51(4) and 422.52 provide, based on
the amount of tax collected, how often retailers file deposits or returns with the department (see rule
12.1(422)).

The department will determine if the retailer’s current filing status is correct by reviewing the most
recent four quarters of the retailer’s filing history.

The following criteria will be used by the department to determine if a change in filing status is
warranted.

Filing Status Statutory Requirement Test Criteria
Semimonthly $4,000 in tax in a Tax remitted in 3 of most recent 4 quarters
semimonthly period. exceeds $24,000.
Monthly $50 in tax in a month. Tax remitted in 3 of most recent 4 quarters

exceeds $150.

Annual $120 or less in tax in Retailer remits $120 or less in tax for last
prior year. 4 quarters and requests annual filing.
Seasonal Retailer remits tax for only 1 quarter

during the previous calendar year and
requests filing for 1 quarter only.

Quarterly All other filers.

When it is determined that a retailer’s filing status is to be changed, the retailer will be notified and
will be given 30 days to provide the department with a written request to prevent the change.

Retailers may request that they be allowed to file less frequently than the filing status selected by the
department but exceptions will only be granted in two instances:

a. Incorrect historical data is used in the conversion. A business may meet the criteria based on
initial information available, but, upon investigation, the filing history may prove that the business does
not meet the dollar criteria because of adjustments, amended returns, or requests for refunds.

b.  Data available may have been distorted by the fact that it reflected an unusual pattern in tax
collection. The factors causing such a distortion must be documented and approved by department.

Exceptions will not be granted in instances where the retailer’s request is based on a decline in
business activity, reduction in employees or other potentially temporary business action which will affect
current and future reporting.
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Retailers will be notified in writing of approval or denial of their request for reduced filing periods.

Retailers may request that they be allowed to file more frequently than the filing status selected by
the department. Approval will be granted based upon justification contained in the retailer’s request.

12.13(2) January 1, 2003, and after. Effective July 1, 2002, the department and the department
of management have the authority to change the above-mentioned filing thresholds established by
department rule. After review of these filing thresholds, the department has determined that new
thresholds are necessary and are to be implemented January 1, 2003. Accordingly, this subrule sets
forth the filing thresholds for each filer based on the amount of sales tax collected.

Filing Status Threshold Test Criteria
Semimonthly Greater than $60,000 in Tax remitted in 3 of most recent 4 quarters

annual state sales tax (more  examined exceeds $15,000 per quarter.
than $2,500 in a semimonthly

period).
Monthly Between $6,000 and $60,000 Tax remitted in 3 of most recent 4 quarters
in annual state sales tax examined exceeds $1,500 per quarter.
(more than $500 in a monthly
period).
Quarterly Between $120 and $6,000 in  Tax remitted in 3 of most recent 4 quarters
annual state sales tax. examined exceeds $30 per quarter.
Annual Less than $120 in state sales  Tax remitted in prior year is less than $120.

tax for the prior year.

Seasonal Retailer remits tax for only 1
quarter during the previous
calendar year and requests
filing for 1 quarter only.

A retailer shall be notified in writing when it is determined that a retailer’s filing status will be
changed. A retailer has the option of requesting, within 30 days of the date of the department’s notice of
a change in filing frequency, that the retailer file more or less frequently than required by the department.
A request to file on a less frequent basis than assigned by the department must be in writing and submitted
to the department. Once such a written request is filed by the retailer, the department will review the
request and issue a written determination to the retailer.

A change in assigned filing status to file on a less frequent basis will be granted in only two instances:

a. Incorrect historical data is used in the conversion. A business may meet the criteria based on
the original filing data, but, upon investigation, the filing history may prove that the business does not
meet the dollar criteria because of adjustments, amended returns, or requests for refunds.

b.  Data available may have been distorted by the fact that the data reflected an unusual pattern
in tax collection. The factors causing such a distortion must be documented and approved by the
department.

A retailer may also request to file more frequently than assigned by the department; the request may
be made orally, in person, or by telephone. With the exception of those retailers who previously filed
on a quarterly basis and have been changed to an annual filing frequency, any retailer seeking to file on
a more frequent basis than assigned shall be required to deposit revenues by electronic funds transfer if
the department allows the retailer to file more frequently.

The department and the department of management may perform review of filing thresholds every
five years or as needed based on department discretion. Factors the departments will consider in
determining if the filing thresholds need to be changed include, but are not limited to: tax rate changes,
inflation, the need to maintain consistency with required multistate compacts, changes in law, and
migration between filing brackets.

This rule is intended to implement lowa Code sections 421.14, 422.51, and 422.52, and sections
422.54 as amended by 2002 Iowa Acts, House File 2622, section 11, and 423.13 as amended by 2002
Towa Acts, House File 2622, section 14.
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701—12.14(422,423) Immediate successor liability for unpaid tax. A retailer ceasing to do business is
obligated to prepare a final return and pay all tax due within the time required by law. If a retailer ceasing
to do business fails to do this, any immediate successor to the retailer who purchases the business or stock
of goods is obligated to withhold from the purchase price enough of the purchase price to pay the tax,
interest, or penalty which the retailer owes. Any immediate successor who intentionally fails to withhold
sufficient of the purchase price to pay the delinquent tax, interest, and penalty is personally liable for the
payment of the tax. However, if the immediate successor’s purchase of the business or stock of goods
was made in good faith that the retailer owed no tax, interest, or penalty, then the department may waive
the immediate successor’s liability.

12.14(1) Immediate successors having a duty to withhold. Only an immediate successor who,
pursuant to a contract of sale, pays a purchase price to a retailer in return for the transfer of a going
business or a stock of goods is obligated to inquire if tax, penalty, or interest is due and to withhold
a portion of the purchase price if necessary. Persons who fail some aspect of this test, e.g., because
they take by operation of law rather than by contract or provide no consideration, are not obligated to
investigate or withhold. Nonexclusive examples of persons not so obligated are the following:

a. A person foreclosing on a valid security interest.

b. A person retaking possession of premises under a valid lease.

c. A spouse electing to take under a will.

d. A person taking by gift.

e. Any other person taking for what would legally be considered “for value” but without the

payment of a recognizable “purchase price.”
Included within the meaning of the phrase “immediate successor” is a corporation resulting from the
action of a sole proprietor who incorporates a business in which the sole proprietor is the only or
the controlling shareholder; or a sole proprietorship established from a corporation of which the sole
proprietor was the exclusive, majority, or controlling stockholder.

12.14(2) More than one immediate successor. If a retailer sells a business or stock of goods to two
or more persons the following rules apply:

a. Sale of stock of goods to two or more persons. If a retailer sells a substantial portion of the
retail business’s stock of goods to another person who will in turn offer those goods for sale in a retail
business, that person is an “immediate successor” and personally liable for payment of tax to the extent
of tax, interest, or penalty owed or the amount of the individual purchase price, whichever is the lesser.

EXAMPLE: A sells the stock of goods from a furniture business, in unequal portions, to B, C, and D.
B pays a $5,000 purchase price for a portion of the stock of goods, C pays $20,000 for a portion of the
stock of goods, and D pays a $30,000 purchase price for the remainder of A’s stock of goods. A, at the
time of the transfers, owes the department of revenue $10,000 in sales tax, interest, and penalty. Neither
B, C, nor D withholds any amount for payment of tax from the purchase price. B, C, and D individually
and together are liable for payment of the tax. Each is personally liable up to the amount of the purchase
price which each has paid or the amount of tax, interest, and penalty owing, whichever is the lesser. In
this example, B is liable for $5,000, the lesser amount of B’s purchase price ($5,000) and the amount of
tax which A owes ($10,000); C is liable for $10,000, since purchase price and tax owed are equal; and
D is liable for $10,000, the lesser amount of tax owed ($10,000) and D’s purchase price ($30,000). The
department can proceed against any one, two, or all three of the immediate successors up to the amount
of tax which each owes, as it chooses.

b.  Purchase of differing places of business. If one person owns two or more places of business,
each having a separate sales tax permit, each location having its own permit is a separate business and
has a separate stock of goods for the purpose of determining successor liability. A person purchasing the
business at one location or the stock of goods from one location would be personally liable only for the
tax owed under the permit assigned to that location.

12.14(3) “Sale of a retailer’s business” characterized. Usually, the sale of only the machinery or
equipment used in a business without the sale or leasing of the realty of the business is not a sale of the
business itself. People v. Gabriel, 135 P.2d 378 (Cal. App. 1943). The transfer of a retailer’s machinery
or equipment and business realty to a person who continues to use the machinery, equipment, and realty
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for the sale of any type of tangible personal property constitutes the selling of the retailer’s business, and
the person to whom the business is sold is an “immediate successor” and liable for tax.

EXAMPLE: A is a furniture dealer. The furniture business falls on hard times. A sells the stock of
goods (the furniture offered for sale) to B. A then sells the furniture store (business realty) to C. A also
sells C the office equipment and all other tangible personal property used in the operation of the furniture
store except for the stock of goods (furniture). C then uses the purchased store and the office equipment
in the operation of a sporting goods store. B takes the furniture purchased from A to B’s furniture store
where it is sold. A owed the department $7,000 in sales tax. Both B and C are immediate successors to
A and personally liable for the sales tax.

12.14(4) “Good faith” characterized. An immediate successor to a retailer has purchased the
retailer’s business or stock of goods “in good faith” if the immediate successor demonstrates, by suitable
evidence, that one of the following situations exists. The list of situations is exclusive:

a. The department has provided the immediate successor with a certified statement that no
delinquent tax, interest, or penalty is unpaid; or

b.  The immediate successor has taken “in good faith” a certified statement from the licensee,
retailer, or seller that no delinquent tax, interest, or penalty is unpaid as of the date of purchase.
Immediate successors should not rely upon oral statements from department personnel that no tax,
interest, or penalty is unpaid. An immediate successor should request a written statement to this effect.
For information regarding delinquent tax, interest, or penalty and tax liens write to: Collections Section
Supervisor, lowa Department of Revenue, P.O. Box 10471, Hoover State Office Building, Des Moines,
Iowa 50306. A “certified statement” from a retailer is a statement the truth of which is attested to before
a notary public or other officer authorized to take oaths. A certified statement has been taken from a
retailer “in good faith” if the immediate successor, in the exercise of due diligence, had no reason to
believe a retailer’s statement was false or no reason to question the truth of the retailer’s statement.

This rule is intended to implement lowa Code section 421.28.

701—12.15(422,423) Officers and partners—personal liability for unpaid tax. If a retailer or
purchaser fails to pay sales tax when due, any officer of a corporation or association, or any partner of
a partnership, who has control of, supervision of, or the authority for remitting the sales tax payments
and has a substantial legal or equitable interest in the ownership of the corporation or partnership is
personally liable for payment of the tax, interest, and penalty if the failure to pay the tax is intentional.
This personal liability is not applicable to sales tax due and unpaid on accounts receivable. The
dissolution of a corporation, association, or partnership does not discharge a responsible person’s
liability for failure to pay tax.

12.15(1) Personal liability—how determined. There are various criteria which can be used to
determine which officers of a corporation have control of, supervision of, or the authority for remitting
tax payments. Some criteria are:

a. The duties of officers as outlined in the corporate bylaws,

b.  The duties which various officers have assumed in practice,

c¢.  Which officers are empowered to sign checks for the corporation,

d.  Which officers hire and fire employees, and

e.  Which officers control the financial affairs of the corporation. An officer in control of the
financial affairs of a corporation may be characterized as one who has final control as to which of the
corporation’s bills should or should not be paid and when bills which had been selected for payment
will be paid. “Final control” means a significant control over which bills should or should not be paid
rather than exclusive control. The observations in this paragraph are applicable to partnerships as well
as corporations.

12.15(2) “Accounts receivable” described. Officers and partners are not responsible for sales tax
due and owing on accounts receivable. An “account receivable” is a contractual obligation owing upon
an open account. An open account is one which is neither finally settled or finally closed, but is still
running and “open” to future payments or the assumption of future additional liabilities. The ordinary
consumer installment contract is not an “account receivable.” The amount due has been finally settled
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and is not open to future adjustment. The usual consumer installment contract is a “note receivable”
rather than an account receivable. An account receivable purchased by a factor or paid by a credit card
company is, as of the date of purchase or payment, not an account receivable. An officer or partner will
be liable for the value of the account receivable purchased or paid. Officers and partners have the burden
of proving that tax is not due because it is a tax on an account receivable.

12.15(3) Beginning date of personal liability. Officers and partners are not personally liable for state
sales tax due and unpaid prior to March 13, 1986. They are liable for state sales taxes which are both due
and unpaid on and after that date. See department rule 701—107.12(422B) for an explanation of officer
and partner liability for unpaid local option sales tax.

701—12.16(422) Show sponsor liability. Persons sponsoring flea markets or craft, antique, coin, stamp
shows, or similar events are, under certain circumstances, liable for payment of sales tax, interest, and
penalty due and owing from any retailer selling property or services at the event. Included within the
meaning of the term “similar event” is any show at which guns or collectibles, e.g., depression glassware
or comic books, are sold or traded. To avoid liability, sponsors of these events must obtain from retailers
appearing at the events proof that a retailer possesses a valid lowa sales tax permit or a statement from
the retailer, taken in good faith, that the property or service which the retailer offers for sale is not subject
to sales tax. “Good faith” may demand that the sponsor inquire into the nature of the property or service
sold or why the retailer believes the property or services for sale to be exempt from tax. A sponsor who
fails to take these measures assumes all of the liabilities of a retailer. This includes not only the obligation
to pay tax, penalty, and interest, but also to keep the records required of a retailer and to file returns.

Excluded from the requirements of this rule and from sponsor liability are organizations which
sponsor events fewer than three times a year and state, county, or district agricultural fairs.

This rule is intended to implement the requirements of lowa Code section 422.52.

701—12.17(422) Purchaser liability for unpaid sales tax. For sales occurring on and after March 13,
1986, if a purchaser fails to pay sales tax to a retailer required to collect the tax, the tax is payable by the
purchaser directly to the department. The general rule is that the department may proceed against either
the retailer or the purchaser for the entire amount of tax which the purchaser is, initially, obligated to pay
the retailer. However, see 701—subrule 15.3(2) for a situation in which the obligation to pay the tax is
imposed upon the purchaser alone.
This rule is intended to implement lowa Code section 422.52.
[Filed 12/12/74]
[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 9/2/77, Notice 6/15/77—published 9/21/77, effective 10/26/77]
[Filed emergency 4/28/78—published 5/17/78, effective 4/28/78]
[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 7/1/78]
[Filed 1/5/79, Notice 11/29/78—published 1/24/79, effective 2/28/79]
[Filed emergency 3/2/79—published 3/21/79, effective 3/2/79]
[Filed 3/15/79, Notice 2/7/79—published 4/4/79, effective 5/9/79]
[Filed 1/18/80, Notice 12/12/79—published 2/6/80, effective 3/12/80]
[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 9/11/81, Notice 8/5/81—published 9/30/81, effective 11/4/81]
[Filed 12/31/81, Notice 11/25/81—published 1/20/82, effective 2/24/82]
[Filed 3/25/82, Notice 2/17/82—published 4/14/82, effective 5/19/82]
[Filed 7/16/82, Notice 6/9/82—published 8/4/82, effective 9/8/82]
[Filed 8/13/82, Notice 7/7/82—published 9/1/82, effective 10/6/82]
[Filed 11/19/82, Notice 10/13/82—published 12/8/82, effective 1/12/83]
[Filed emergency 12/17/82—published 1/5/83, effective 1/1/83]
[Filed emergency 2/10/83—published 3/2/83, effective 3/1/83]
[Filed 2/10/83, Notice 1/5/83—published 3/2/83, effective 4/6/83]
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[Filed 9/9/83, Notice 8/3/83—published 9/28/83, effective 11/2/83]
[Filed 10/19/84, Notice 9/12/84—published 11/7/84, effective 12/12/84]
[Filed 1/10/86, Notice 12/4/85—published 1/29/86, effective 3/5/86]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed 10/3/86, Notice 8/13/86—published 10/22/86, eftective 11/26/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 1/23/87, Notice 12/17/86—published 2/11/87, effective 3/18/87]
[Filed 4/13/88, Notice 3/9/88—published 5/4/88, effective 6/8/88]
[Filed 11/23/88, Notice 9/21/88—published 12/14/88, effective 1/18/89]
[Filed 11/22/89, Notice 10/18/89—published 12/13/89, effective 1/17/901°
[Filed 1/4/91, Notice 11/28/90—published 1/23/91, effective 2/27/91]
[Filed 5/23/91, Notice 4/17/91—published 6/12/91, effective 7/17/91]
[Filed emergency 7/1/92—published 7/22/92, effective 7/1/92]
[Filed 8/28/92, Notice 7/22/92—published 9/16/92, effective 10/21/92]
[Filed 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]
[Filed 9/23/94, Notice 8/17/94—published 10/12/94, effective 11/16/94]
[Filed 11/14/97, Notice 10/8/97—published 12/3/97, effective 1/7/98]
[Filed 3/19/99, Notice 2/10/99—published 4/7/99, effective 5/12/99]
[Filed 9/17/99, Notice 8/11/99—published 10/6/99, effective 11/10/99]
[Filed 11/8/02, Notice 10/2/02—published 11/27/02, effective 1/1/03]
[Filed 11/12/08, Notice 10/8/08—published 12/3/08, effective 1/7/09]

®  Two or more ARCs
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CHAPTER 13
PERMITS

[Prior to 12/17/86, Revenue Department[730]]

701—13.1(422) Retail sales tax permit required. When used in this chapter or any other chapter
relating to retail sales, the word “permit” shall mean “a retail sales tax permit.”

A person shall not engage in any lowa business subject to tax until the person has procured a permit
except as provided in 13.5(422). There is no charge for a retail sales tax permit. If a person makes retail
sales from more than one location, each location from which taxable sales of tangible personal property
or services will occur shall be required to hold a permit. Retail sales tax permits are issued to retailers
for the purpose of making retail sales of tangible personal property or taxable services. Persons shall not
make application for a permit for any other purpose. For details regarding direct pay permits, see rule
701—12.3(422).

This rule is intended to implement lowa Code section 422.53 as amended by 1999 lowa Acts, chapter
152.

701—13.2(422) Application for permit. An application for a permanent permit shall be made upon a
form provided by the department, and the applicant shall furnish all information requested on such form.

An application for a permit for a business operating under a trade name shall state the trade name, as
well as the individual owner’s name, in the case of a sole ownership by an individual, or the trade name
and the name of all partners, in the case of a partnership.

The application shall be signed by the owner, in the case of an individual business; by a partner,
in the case of a partnership, although all partners’ names shall appear on the application; and by the
president, vice president, treasurer or other principal officer of a corporation or association, unless written
authorization is given by the officers for another person to sign the application.

For electronically transmitted applications, the application form shall state that in lieu of a person’s
handwritten signature, the E-mail address will constitute a valid signature.

The application shall state the date when the applicant will begin selling tangible personal property
or taxable services at retail in lowa from the location for which the application is made.

This rule is intended to implement lowa Code sections 421.17(15) and 422.53.

701—13.3(422) Permit not transferable—sale of business. Permits shall not be transferable. A permit
holder selling the business shall cancel the permit, and the purchaser of the business shall apply for a
new permit in the purchaser’s own name.

This rule is intended to implement lowa Code section 422.53.

701—13.4(422) Permit—consolidated return optional. Two types of permit holders have the option
of filing a consolidated return. The first is a permit holder with multiple locations from which taxable
sales are made and the second is certain affiliated corporations.

13.4(1) Permit holders with multiple locations. A permit holder procuring more than one permit
may file a separate return for each permit; or, if arrangements have been made with the department, the
permit holder may file one consolidated return reporting sales made at all locations for which a permit
is held.

Effective July 1, 2002, in order to file a complete consolidated sales tax return, the taxpayer must
file a form entitled Schedule of Consolidated Business Locations with its quarterly sales tax return, and
the schedule must include all of the following items: (1) the taxpayer’s consolidated permit number; (2)
the permit number for each Iowa location; (3) the amount of state sales tax by business location; and (4)
the amount of state sales tax due on goods consumed that are not assigned to a specific business location.
Failure by the taxpayer to file a Schedule of Consolidated Business Locations form with a quarterly
sales tax return will result in the quarterly return’s being considered incomplete, and the taxpayer will
be subject to the penalty provisions set forth in lowa Code section 421.27.

13.4(2) Affiliated corporations. Any group consisting of a parent and its affiliates, which is entitled
to file a consolidated return for federal income tax purposes and which makes retail sales of tangible
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personal property or taxable enumerated services, may make application to the director for permission
to make deposits and file a consolidated lowa sales tax return. An application for consolidation can be
made for any tax period beginning on or after January 1, 2000.

The application shall be in writing and shall be signed by an officer of the parent corporation. It
shall contain the business name, address, federal identification number, and Iowa sales tax identification
number of every corporation seeking the right to file a consolidated return. The application shall state the
initial tax period for which the right to file a consolidated return is sought and shall be filed no later than
90 days prior to the beginning of that period. The application shall also contain any additional relevant
information which the director may, in individual instances, require.

A parent corporation and each affiliate corporation that file a consolidated return are jointly and
severally liable for all tax, penalty, and interest found due for the tax period for which a consolidated
return is filed or required to be filed.

13.4(3) Requirements common to returns filed under subrules 13.4(1) and 13.4(2). Taxpayers shall
file consolidated returns only on forms provided by the department. All working papers used in the
preparation of the information required to complete the returns must be available for examination by the
department. Undercollections of sales tax at one or more locations or by one or more affiliates may not
be offset by overcollections at other locations or by other affiliates.

This rule is intended to implement lowa Code section 422.51 as amended by 2002 Iowa Acts, Senate
File 2305, section 8, and Iowa Code section 422.53.

701—13.5(422) Retailers operating a temporary business. A person not regularly engaged in selling
at retail and not having a permanent place of business but is temporarily selling from trucks, portable
roadside stands, concessionaires at state, county, district or local fairs, carnivals and the like shall not be
required to hold a permit. These retailers shall request an identification card from the department. The
card shall be in a form prescribed by the director and shall be completed and displayed by the retailer to
show authorization to collect tax. The issuance of the card by the department shall be dependent upon
the frequency of sales and other conditions as each individual case may warrant.
This rule is intended to implement lowa Code section 422.53(6).

701—13.6(422) Reinstatement of canceled permit. A person who previously held and canceled
a permit and wishes to reengage in business in the same county shall apply to the department for
reinstatement of the permit. Upon receipt of the proper clearance for previous tax returns, a new permit
shall be issued.

This rule is intended to implement lowa Code section 422.53.

701—13.7(422) Reinstatement of revoked permit. A revoked permit shall be reinstated only on such
terms and conditions as the case may warrant. Terms and conditions include payment of any tax liability
which may be due to the department. See rule 13.17(422) for a description of the circumstances under
which nonpayment of taxes may lead to revocation of a permit.

Pursuant to the director’s statutory authority in lowa Code section 422.53(5) to restore licenses after
a revocation, the director has determined that upon the revocation of a sales tax permit the initial time,
the permit holder will be required to pay all delinquent sales tax liabilities, to file returns, and to post a
bond and to refrain from taxable occurrences under lowa Code section 422.43 as required by the director
prior to the reinstatement or issuance of a new sales tax permit.

As set forth above, the director may impose a waiting period during which the permit holder must
refrain from taxable occurrences pursuant to the penalties of lowa Code section 422.58(2), not to exceed
90 days to restore a permit or issue a new permit after a revocation. The department may require a sworn
affidavit, subject to the penalties of perjury, stating that the permit holder has fulfilled all requirements
of said order of revocation, and stating the dates on which the permit holder refrained from taxable
occurrences.
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Each of the following situations will be considered one offense, for the purpose of determining the
waiting period to reinstate a revoked permit or issue a new permit after a revocation unless otherwise
noted.

Failure to post a bond as required.

Failure to file a quarterly return or monthly deposit timely.

Failure to pay tax timely (including unhonored checks, failure to pay, and late payments).

Failure to file a quarterly return or a monthly deposit and pay tax shown on the return or deposit
timely (counts as two offenses).

The administrative law judge or director of revenue may order a waiting period after the revocation
not to exceed:

Five days for one through five offenses.

Seven days for six through seven offenses.

Ten days for eight through nine offenses.

Thirty days for ten offenses or more.

The administrative law judge or director of revenue may order a waiting period not to exceed:

Forty-five days if the second revocation occurs within 24 months of the first revocation.

Sixty days if the second revocation occurs within 18 months of the first revocation.

Ninety days if the second revocation occurs within 12 months of the first revocation.

Ninety days if the third revocation occurs within 36 months of the second revocation.

A revoked permit will not be reinstated if the department has received a certificate of noncompliance
from the child support recovery unit in regard to the permit holder, who is an individual requesting
reinstatement, until the unit furnishes the department with a withdrawal of the certificate of
noncompliance.

This rule is intended to implement lowa Code sections 422.53 and 422.58(2) and 1995 lowa Acts,
chapter 115.

701—13.8(422) Withdrawal of permit. After investigation, the department will withdraw a permit
under the following conditions:

13.8(1) Upon a determination that the permit holder cannot be located in the state of lowa and upon
failure to obtain service of an order to appear and show cause, after sending the notice by registered
certified mail or an attempt to personally serve the notice of the order.

13.8(2) Upon a determination that the permit holder cannot be located in the state of lowa and upon a
determination by the department that a business has been terminated or abandoned by the permit holder,
without a request for cancellation signed by the permit holder.

13.8(3) The permit holder has become incapacitated or unable to respond or is deceased and has no
duly appointed trustee, guardian or individual holding a power of attorney, executor or administrator.

The withdrawal shall not constitute a revocation of said license, nor shall any penalties imposed for
revocation be applicable. A permit so withdrawn shall be reissued in its prior status at such time as any
affected permit holder so requests. The proceedings for withdrawal will be in conformity with lowa
Code section 17A.18.

This rule is intended to implement lowa Code section 17A.18.

701—13.9(422) Loss or destruction of permit. When it becomes necessary to replace an active permit
by reason of loss or destruction, the department will furnish a duplicate permit.
This rule is intended to implement lowa Code section 422.53.

701—13.10(422) Change of location. When a business changes locations, the same permit may be used
at the old and new locations if the new location is within lowa and the ownership of the business remains
the same at the new location. Otherwise, the permit must be canceled and a new permit issued.

This rule is intended to implement lowa Code section 422.53 as amended by 2001 lowa Acts, House
File 715.
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701—13.11(422) Change of ownership. A retailer changing its business entity shall apply for a new
permit under the name of the new entity. This is required but not limited to such entity changes as
proprietorship to partnership, partnership to corporation or any combination thereof.

This rule is intended to implement lowa Code section 422.53.

701—13.12(422) Permit posting. The permit need not be posted for public view at the taxpayer’s place
of business. However, the taxpayer must, at all times, keep the permit available for inspection upon
request by any department representative.

This rule is intended to implement lowa Code section 422.53(3).

701—13.13(422) Trustees, receivers, executors and administrators. By virtue of their appointment,
trustees, receivers, executors and administrators who continue to operate, manage or control a business
involving the sale of tangible personal property or taxable services or engage in liquidating the assets of
a business by means of sales made in the usual course of trade shall collect and remit tax on inventory
and noninventory items. In Re Hubs Repair Shop, Inc. 28 B.R. 858 (Bkrtcy 1983).

A permit of a ward, decedent, cestui que trust, bankrupt, assignor or debtor for whom a receiver
has been appointed, which is valid at the time a fiduciary relation is created, shall continue to be a valid
permit for the fiduciary to continue the business for a reasonable time or to close out the business for the
purpose of settling an estate or terminating or liquidating a trust.

This rule is intended to implement lowa Code sections 422.42(1) and 422.53.

701—13.14(422) Vending machines and other coin-operated devices. An operator who places
machines on location shall hold one permit for the principal place of business, whether the same is
located in the state of lowa or outside the state of lowa.

This rule is intended to implement lowa Code sections 422.43 and 422.53 as amended by 1986 lowa
Acts, House File 2471, and Iowa Code section 422.42.

701—13.15(422) Other amusements. Billiard and pool tables, shooting galleries and other similar
undertakings operated in a regular place of business owned and managed by the operator shall not
come within the provisions of the rule with respect to holding one permit for the entire state. The
provision requiring a permit shall not include devices operated at fairs, circuses and carnivals which are
temporarily located within the state of lowa.

This rule is intended to implement Iowa Code chapter 422.

701—13.16(422) Substantially delinquent tax—denial of permit. The department may deny a permit
to any applicant who is, at the time of application, substantially delinquent in paying any tax due which
is administered by the department or the interest or penalty on the tax. If the applicant is a partnership,
a permit may be denied if a partner is substantially delinquent in paying any tax, penalty, or interest
regardless of whether the tax is in any way a liability of or associated with the partnership. If an applicant
for a permit is a corporation, the department may deny the applicant a permit if any officer, with a
substantial legal or equitable interest in the ownership of the corporation, owes any delinquent tax,
penalty, or interest of the applicant corporation. In this latter instance, the corporation must, initially,
owe the delinquent tax, penalty, or interest, and the officer must be personally and secondarily liable for
the tax. This is in contrast to the situation regarding a partnership.

The local option sales and service tax is a tax administered by the department. Local vehicle,
property, whether imposed on centrally assessed property or not, beer and liquor, and insurance
premium taxes are nonexclusive examples of taxes which are not administered by the department.

The amount of tax delinquent, the number of filing periods for which a tax remains due and unpaid,
and the length of time a tax has been unpaid are the principal, but nonexclusive circumstances, which
the department will use to determine whether an applicant is “substantially” or insubstantially delinquent
in paying a tax. The department may deny a permit for substantial delinquency. Nonexclusive factors
which the department will consider in determining whether substantial delinquency will or will not result
in the denial of an application for a permit are the following: whether the delinquency was inadvertent,
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negligent, or intentional; the amount of tax, interest, or penalty owed in relation to the applicant’s total
financial resources; and whether the applicant’s business is likely to survive over the long term if a license
or permit is granted. This rule is applicable to tax, interest, and penalty due and payable on and after
January 1, 1987.

The department will deny a permit to any applicant, who is an individual, if the department has
received a certificate of noncompliance from the child support recovery unit in regard to the individual,
until the unit furnishes the department with a withdrawal of the certificate of noncompliance.

This rule is intended to implement lowa Code subsection 422.53(2) and 1995 Iowa Acts, chapter
115.

701—13.17(422) Substantially delinquent tax—revocation of permit. The department may revoke a
permit if the permit holder has become substantially delinquent in paying any tax which is administered
by the department or the interest or penalty on the tax. If the person holding a permit is a corporation,
the department may revoke the permit if any officer, with a substantial legal or equitable interest in
the ownership of the corporation, owes any delinquent tax, penalty, or interest of the permit-holding
corporation. In this latter instance, the corporation must, initially, owe the delinquent tax, penalty, or
interest, and the officer must be personally and secondarily liable for the tax. If the permit holder is a
partnership, a permit cannot be revoked for a partner’s failure to pay a tax which is not a liability of the
partnership. This is in contrast to the situation regarding an application for a permit. See rule 13.16(422).
Also, see rule 13.16(422) for characterizations of the terms “tax administered by the department” and
“substantially delinquent” and for a description of some of the factors which the department will use in
determining whether substantial delinquency will or will not result in the revocation of a permit. This
rule is applicable to tax, interest, and penalty due and payable on and after January 1, 1987.

A revoked permit will not be reinstated if the department has received a certificate of noncompliance
from the child support recovery unit in regard to the permit holder who is an individual requesting
reinstatement, until the unit furnishes the department with a withdrawal of the certificate of
noncompliance.

This rule is intended to implement lowa Code subsection 422.53(5) and 1995 Iowa Acts, chapter
115.

[Filed December 12, 1974]

[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 1/18/80, Notice 12/12/79—published 2/6/80, effective 3/12/80]
[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/4/81, Notice 10/28/81—published 12/23/81, effective 1/27/82]
[Filed 5/7/82, Notice 3/31/82—published 5/26/82, effective 6/30/82]
[Filed 9/9/83, Notice 8/3/83—published 9/28/83, effective 11/2/83]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed 10/31/86, Notice 9/24/86—published 11/19/86, effective 12/24/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 1/23/87, Notice 12/17/86—published 2/11/87, effective 3/18/87]
[Filed 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]
[Filed 10/20/95, Notice 9/13/95—published 11/8/95, effective 12/13/95]
[Filed 11/14/97, Notice 10/8/97—published 12/3/97, effective 1/7/98]
[Filed 10/30/98, Notice 9/23/98—published 11/18/98, effective 12/23/98]
[Filed 12/10/99, Notice 11/3/99—published 12/29/99, effective 2/2/00]
[Filed 3/30/00, Notice 2/23/00—published 4/19/00, effective 5/24/00]
[Filed 10/26/01, Notice 9/19/01—published 11/14/01, effective 12/19/01]
[Filed 11/8/02, Notice 10/2/02—published 11/27/02, effective 1/1/03]
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CHAPTER 14
COMPUTATION OF TAX

[Prior to 12/17/86, Revenue Department[730]]

701—14.1(422) Tax not to be included in price. When a retailer pricemarks an article for retail sale
and displays or advertises the same to the public with such pricemark, the price so marked or advertised
shall include only the sale price of such article unless it is stated on the pricemark that the price includes
tax.

For taxable transactions prior to July 1, 1992

EXAMPLE: The advertised or marked price is $1.00. When sale is made, the purchaser pays or agrees
to pay $1.04, which represents the purchase price plus tax, which when added becomes a part of the sale
price or charge.

This rule does not prohibit advertising or displaying the sale price plus tax or the price including tax,
as shown in the following examples:

“This dress—$10.00 plus tax”, or “This dress—$10.00 plus 40 cents tax”, or “This dress—$10.40
including tax”.

When a retailer conspicuously advertises in such manner and position so that it may be readily seen
and read by the public, that the price “includes tax”, the retailer will be allowed to determine gross
receipts by dividing the total of such receipts which included tax by 104 percent.

For periods on or after July 1, 1992

EXAMPLE: The advertised or marked price is $1.00. When sale is made, the purchaser pays or agrees
to pay $1.05 which represents the purchase price plus tax, which when added becomes a part of the sale
price or charge.

This rule does not prohibit advertising or displaying the sale price plus tax or the price including tax,
as shown in the following examples:

“This dress—$10.00 plus tax”, or “This dress—$10.00 plus 50 cents tax”, or “This dress—$10.50
including tax”.

When a retailer conspicuously advertises in such manner and position so that it may be readily seen
and read by the public, that the price “includes tax”, the retailer will be allowed to determine gross
receipts by dividing the total of such receipts which included tax by 105 percent.

However, where an invoice is sent to the purchaser as a part of the sale, such invoice must either
show the tax separate from the purchase price or it must be stated on each invoice that tax is included in
the purchase price. If the invoices state “tax included” the seller may determine gross receipts by the 104
percent or 105 percent method described above. It shall be the responsibility of the retailer who uses or
has used the 104 percent or 105 percent method for reporting to provide proof that it has complied with
the method of advertising or displaying the sale price, as described above.

This rule is intended to implement lowa Code sections 422.43, 422.47, and 423.2.

701—14.2(422,423,77GA,ch1130) Retail bracket system for state sales and local option sales and
service tax. When practicable, the retailer must add the sales tax or the average equivalent thereof to
the sale price and collect the same from the consumer or user. Competing retailers and organizations or
associations of retailers may provide uniform methods for passing state and local option sales and use
tax to the consumer with the cooperation of the department.

Pursuant to the foregoing provisions, the department has adopted the following bracket system for
the application of state sales and service tax:
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TAX SCHEDULE

TAX TAX
FROM TO AMOUNT FROM TO AMOUNT
$0.00 - $0.09 = $0.00 $2.90 - $3.09 = $0.15
0.10 - 029 = 0.01 310 - 329 = 0.16
030 - 049 = 0.02 330 - 349 = 0.17
050 - 069 = 0.03 350 - 3.69 = 0.18
070 - 089 = 0.04 370 - 389 = 0.19
090 - 1.09 = 0.05 390 - 4.09 = 0.20
.10 - 129 = 0.06 410 - 429 = 0.21
1.30 - 149 = 0.07 430 - 449 = 0.22
1.50 - 1.69 = 0.08 450 - 469 = 0.23
.70 - 189 = 0.09 470 - 489 = 0.24
1.90 - 209 = 0.10 490 - 509 = 0.25
2.10 - 229 = 0.11 510 - 529 = 0.26
230 - 249 = 0.12 530 - 549 = 0.27
250 - 269 = 0.13 550 - 569 = 0.28
270 - 289 = 0.14 570 - 589 = 0.29

For sales larger than $5.89, tax is to be computed at straight 5 percent; one-half cent or more should
be treated as one cent.

The department has adopted the following combined bracket system for state and local option sales
and service tax, assuming the existence of a 5 percent state and 1 percent local option sales and service
tax.

COMBINED TAX SCHEDULE

TAX TAX
FROM TO AMOUNT FROM TO AMOUNT

$0.00 - $0.08 = $0.00 $2.92 - $3.08 = $0.18
0.09 - 024 = 0.01 3.09 - 324 = 0.19
025 - 041 = 0.02 325 - 341 = 0.20
042 - 058 = 0.03 342 - 358 = 0.21
059 - 074 = 0.04 359 - 374 = 0.22
075 - 091 = 0.05 375 - 391 = 0.23
092 - 108 = 0.06 392 - 408 = 0.24
1.09 - 124 = 0.07 4.09 - 424 = 0.25
125 - 141 = 0.08 425 - 441 = 0.26
142 - 158 = 0.09 442 - 458 = 0.27
1.59 - 174 = 0.10 459 - 474 = 0.28
L.75 - 191 = 0.11 475 - 491 = 0.29
192 - 208 = 0.12 492 - 508 = 0.30
209 - 224 = 0.13 509 - 524 = 0.31
225 - 241 = 0.14 525 - 541 = 0.32
242 - 258 = 0.15 542 - 558 = 0.33
259 - 274 = 0.16 559 - 574 = 0.34

275 - 291 = 0.17 575 - 591 = 0.35
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For sales larger than $5.91, tax is to be computed at straight 6 percent; one-half cent or more should
be treated as one cent.

When practicable, the department will cooperate with retailers in applying either of the tax schedules
set out in this rule. In no event will the schedules be administered in any manner that will result in the
collection of substantially more than 5 percent of the amount on which state sales and service tax is to be
computed or substantially more than 6 percent of the amount on which one state and local option sales
and service tax is to be computed, or 7 percent if a jurisdiction imposes local option sales and service
tax pursuant to lowa Code chapter 422B and the local option school infrastructure sales and services tax
pursuant to Jowa Code chapter 422E in addition to the state sales tax.

The department has adopted the following combined 7 percent bracket system for state and both
previously mentioned local option sales and service taxes, assuming the existence of a 5 percent state
sales tax rate and local option tax rates of 1 percent each.

COMBINED 7 PERCENT TAX SCHEDULE

TAX TAX
FROM TO AMOUNT FROM TO AMOUNT
$0.00 - $0.07 = $0.00 $2.93 - $3.07 = $0.21
008 - 021 = 0.01 3.08 - 321 = 0.22
022 - 035 = 0.02 322 - 335 = 0.23
036 - 049 = 0.03 336 - 349 = 0.24
050 - 064 = 0.04 350 - 364 = 0.25
0.65 - 078 = 0.05 365 - 378 = 0.26
079 - 092 = 0.06 379 - 392 = 0.27
093 - 107 = 0.07 393 - 407 = 0.28
1.08 - 121 = 0.08 4.08 - 421 = 0.29
122 - 135 = 0.09 422 - 435 = 0.30
136 - 149 = 0.10 435 - 449 = 0.31
1.50 - 164 = 0.11 450 - 464 = 0.32
1.65 - 178 = 0.12 465 - 478 = 0.33
.79 - 192 = 0.13 479 - 492 = 0.34
193 - 207 = 0.14 493 - 507 = 0.35
208 - 221 = 0.15 5.08 - 521 = 0.36
222 - 235 = 0.16 522 - 535 = 0.37
236 - 249 = 0.17 536 - 549 = 0.38
250 - 264 = 0.18 550 - 564 = 0.39
265 - 278 = 0.19 565 - 578 = 0.40
279 - 292 = 0.20 579 - 592 = 0.41

For sales larger than $5.92, tax is to be computed at straight 7 percent; one-half cent or more should
be treated as one cent.

This rule is intended to implement lowa Code chapters 422 and 423 as amended by 1998 Iowa Acts,
chapter 1130.

701—14.3(422,423) Taxation of transactions due to rate change. The following provisions shall apply
in determining whether or not a transaction is subject to an existing rate of sales or use tax or to a new
rate of sales or use tax. In the examples contained in the rest of this rule, assume that a bill has been
enacted into law which increases the sales and use tax rate from 4 to 5 percent and that the effective date
of this bill is July 1.

14.3(1) General principles. A change in the sales tax rate applies to a sale of tangible personal
property if delivery of the property under a contract of sale occurs on or after the effective date of
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the legislation which changes the rate of taxation. Harold D. Sturtz v. lowa Department of Revenue,
373 N.W.2d 131 (Iowa 1985). See also Crown Iron Works v. Commissioner of Taxation, 214 N.W.2d
462 (Minn. 1974). The intent of the parties to the contract for sale determines when delivery occurs.
However, in the event the intent is not readily established from the contract, the rules set out in the
Uniform Commercial Code (Iowa Code chapter 554) shall apply in order to determine the place of
delivery.

In the examples below, so long as delivery under a contract for sale occurs on or after July 1, the 5
percent sales tax rate applies. It is not necessary that any other aspects of the sale, such as payment for
the delivered property, occur on or after that date.

In the three examples immediately below, “delivery” is physical transfer of possession of the tangible
personal property directly from the seller to the purchaser. However, see subrule 14.3(2) for examples
of delivery which do not involve transfer of possession directly from the buyer to the seller, and subrule
14.3(3) which explains a type of delivery which does not involve any physical transfer of possession of
property.

EXAMPLE A: A enters into a sales contract to purchase a riding lawn mower from B. This contract
(offer and acceptance) is entered into on June 20. B delivers the lawn mower to A on June 28, and A
pays B for the lawn mower on July 3. Since delivery, under the contract for sale, occurred prior to July
1, the sales tax in this example is computed at the rate of 4 percent.

EXAMPLE B: A wants to purchase a home computer from B. On June 28, A orders the computer
from B and the parties agree that the contract of sale is made if and when B makes delivery of the home
computer to A. B delivers the computer on July 10. In this example, the sales tax is at the rate of 5
percent because delivery was not made until July 10. It is the delivery after July 1, rather than the lack
of the valid contract of sale prior to that date, which determines that the rate of tax shall be 5 rather than
4 percent.

EXAMPLE C: On May 1, A enters into a conditional sales contract with B to purchase a television set.
The contract requires A to make monthly installment payments for 36 months, beginning June 1. The
contract also requires B to deliver the television to A on or before July 15. B retains title to the television
set solely for the purpose of securing payment from A. A makes the first monthly payment to B on June
1. B delivers the television to A on the last day allowable, July 15. The 5 percent rate will apply. See
subrule 14.3(4) for more material regarding conditional sales.

14.3(2) Shipment by carrier. The following principles shall be used to determine the conditions
under which delivery is made pursuant to a contract for sale when the retailer utilizes a carrier to ship
tangible personal property to a purchaser. If the contract for sale makes no reference of an F.O.B. (free
on board) or F.A.S. (free along side) point or of any other point at which title and risk of loss with regard
to the tangible personal property are transferred from the retailer to the purchaser and contains no other
indication of a delivery point, it shall be presumed that delivery of the property occurs when the seller
transfers possession of the property to the carrier. If property is sold under a C.L.F. (cost, insurance and
freight) or a C. & F. (cost and freight) contract it shall also be presumed that delivery occurs when the
retailer transfers possession of the property to the carrier. If a contract for sale makes mention of an
F.O.B. or F.A.S. point, it shall be presumed that the parties intended delivery of the property at the time
the property reaches that point.

14.3(3) Constructive delivery. “Constructive delivery” has occurred if the retailer and the purchaser
agree that title, risk of loss, and right of possession to tangible personal property have passed from the
retailer to the purchaser; that is, the parties agree that a sale has occurred, but actual physical possession
of the property remains with the retailer or someone other than the buyer after the sale. If parties to
a contract of sale have agreed upon constructive delivery, the sale occurs at the time of constructive
delivery and not at the time of transfer of physical possession of the property from buyer to seller or at
an F.O.B., F.A.S., or similar type of point.

EXAMPLE: A owns an art gallery in Des Moines. Art collector B from Cedar Rapids visits the gallery.
Collector B wishes to purchase a painting that is very large. However, collector B cannot immediately
transport the painting back to Cedar Rapids. On June 1, A and B sign a contract for the sale of the
painting. Title to the painting, risk of loss, and the right to take possession of the painting immediately
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pass to B. However, the parties also agree that B can store the painting with A in return for a small
monthly charge. B inquires of various parties whether or not they would be willing to transport the
painting from Des Moines to Cedar Rapids. B finds no one satisfactory to do this and eventually signs
a separate contract for transport with A in which A agrees to do the transporting. The transport of the
painting is accomplished on September 1. The painting was delivered from A to B in Des Moines on
June 1. Thus, its sale occurred on that date rather than September 1. Delivery was accomplished with
the “constructive” delivery which occurred on June 1 rather than by the physical transfer of possession
from A to B which occurred on September 1. Because of this, the rate of tax is 4 and not 5 percent.

14.3(4) Conditional sales. A “conditional sale” is no different from an absolute sale, except in
the matter of payment. Hansen v. Kuhn, 284 N.W. 249, 226 Towa 794 (1939). A conditional sale has
not occurred until delivery under a contract of conditional sale has occurred. Greenlease-Lied Motors
v. Sadler, 249 N.W. 383, 216 lowa 302 (1933); Universal Credit Co. v. Mamminga, 243 N.W. 513, 214
lowa 1135 (1932); and Firestone Tire & Rubber Co. v. Anderson, 180 N.W. 273, 190 Iowa 439 (1920).
See Example C in subrule 14.3(1) for an example of a conditional sales contract in which delivery of the
property under the contract occurred long after the making of the contract and after the buyer had made
several payments under the contract. As soon as delivery has occurred, tax on all gross receipts of the
sale is due to the department. See rules 701—15.1(422) and 701—16.47(422) for additional material on
conditional sales.

14.3(5) Use tax—changed rate of taxation on the use of tangible personal property. A changed use
tax rate applies to the use of tangible personal property in lowa when the first taxable use occurs on or
after the effective date of the legislation which changes the rate of tax. In the following example, assume
that the change in the use tax rate is from 4 to 5 percent and that the legislation which enacts this change
is effective as of July 1.

EXAMPLE: On May 24, A and B enter into a contract for A’s purchase of a machine from B. Under
the contract, delivery of the machine to A is to occur outside the state of lowa, F.O.B., Minneapolis,
Minnesota. On June 27, A takes delivery of the machine in Minneapolis. A then transports the machine
into Towa on July 2. A’s transport of the machine into lowa constitutes a use of the machine by A in
Iowa for the first time. Under these circumstances, the machine is subject to the 5 percent rate since the
tax rate in effect at the time of first use, July 2, governs if property is purchased outside of lowa. City of
Ames v. State Tax Commission, 246 Towa 1016, 71 N.W.2d 15 (1955).

14.3(6) Changed rate for the sales tax on enumerated services. A changed sales tax rate on
enumerated services applies if services are rendered, furnished, or performed in Iowa on or after the
effective date of the legislation which changes the rate. The date upon which the parties enter into a
service contract is not of importance in determining whether the old rate or new rate is applicable. Nor,
for the purpose of computing the sales tax, is it important to know when the product or result of the
service is used by the ultimate user. This situation must be distinguished from the application of use
tax to services. For use tax purposes, the date when the product or result of the service is used may be
important. See subrule 14.3(7). For the purposes of this subrule and subrules 14.3(7), 14.3(8), 14.3(9)
and 14.3(10), assume that the rate of tax is being raised from 4 to 5 percent and that the effective date
of the legislation which increases the rate is July 1.

EXAMPLE A: On June 1, A and B enter into a service contract in which B agrees to provide testing
laboratory services to A. B performs these services in lowa on June 26. The results of these services are
forwarded to A on July 8, and A observes those results and makes use of them on that latter day. Under
these circumstances, the testing laboratory services were subject to service tax at the rate of 4 percent
because B rendered, furnished, or performed the services on June 26, which is prior to July 1.

EXAMPLE B: On June 1, B offers to perform testing laboratory services for A. A and B agree that the
offer is not accepted until B actually performs the test laboratory services. The services are performed
on July 5 and the results forwarded to A on July 8. Under these circumstances, the testing laboratory
services are subject to tax at the 5 percent rate. The services are subject to that rate because the services
were rendered on July 5, and not because the parties entered into the contract for services on July 5. As
in Example A above, if a contract had been entered into before July 1, and the services performed after
that date, service tax at the 5 percent rate would still have been applicable.
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EXAMPLE C: On June 7, A enters into a service contract with B for the repair of A’s automobile.
The contract provides that A shall make installment payments for 12 months. The automotive repairs
are extensive. B begins repair of the automobile on June 9 and completes repair on June 27. Since sales
tax is due when the service is rendered, furnished, or performed, the tax is 4 percent of the contract
price. Installment payments made on and after July 1 do not accrue any greater rate of tax. This situation
is different from a service contract entered into prior to July 1, which requires periodic payments for
continuous services, as set forth under subrule 14.3(8).

EXAMPLE D: A, a civic center, contracts with B, an orchestra, to perform on July 10. The contract
is made on May 26. A sells tickets of admission for B’s July 10 concert. The tickets are sold in the
month of June and from July 1 to and including July 9. All ticket sales in June are subject to tax at the
4 percent rate and all ticket sales in July are subject to tax at the 5 percent rate. In this example, the
contract between A and B is not a taxable service contract. The taxable events are the sales of admission
tickets between A and the purchasers of the tickets. The date when a ticket is delivered to a purchaser
controls whether the tax rate is 4 or 5 percent.

14.3(7) Changed rate of use tax on services. If the product or result of a taxable service rendered,
furnished, or performed outside of this state is first used in this state on or after July 1, the 5 percent use
tax rate applies.

EXAMPLE: On June 14, A and B enter into a contract for repair of A’s machine, the repair to be done
outside of Jowa. On June 28, the machine is delivered to B who performs the taxable service of machine
repair and returns the machine to A in lowa on July 1. Under these circumstances, the product or result
of the taxable machine repair service is first used by A on July 1; therefore, the 5 percent tax rate applies.

14.3(8) Service contracts requiring periodic payments. 1f parties enter into a service contract prior
to July 1, and the contract requires periodic payments, payments made on or after July 1 under the
contract are subject to the 5 percent sales or use tax rate.

EXAMPLE A: A and B enter into an agreement for the lease of equipment on April 1. The lease is
for a term of five years and requires monthly payments. A is the lessee and B is the lessor. For all rental
payments made on or after July 1, the tax rate is 5 percent.

EXAMPLE B: On May 1, A joined a private club and paid membership fees for the privilege of
participating in athletic sports provided to club members. A must make periodic payments every three
months. These payments are made in January, April, July, and October. Under these circumstances, A’s
July payment and payments made subsequently are subject to tax at the rate of 5 percent.

14.39) Gas, electricity, water, heat, solid waste collection, sewer, pay television, and
communication services. Gross receipts from the sales, furnishing, or service of gas, electricity, water,
heat, and communication service are subject to the sales, services, and use tax at the 5 percent rate when
the date of billing the customer falls on or after July 1. The gross receipts from the services of solid
waste collection and disposal, sewer, and pay television are also treated in this manner.

EXAMPLE A: A is the customer of the B water utility. A receives a bill from B on July 5. The billing
date is July 1, and the bill is for water provided during the month of June. Under these circumstances,
sales tax should be billed at the rate of 5 percent, because the date of billing is July 1.

EXAMPLE B: A is the customer of the B electric utility company. A receives a bill from the B company
on July 2. There is no billing date set forth on the bill. The bill was mailed by the B company to A on
June 28. Under these circumstances, the billing date is June 28, and the sales tax should be billed at the
rate of 4 percent. Had B listed a billing date in its books and records as a receivable different than the
mailing date, i.e., June 26, this latter date (June 26) would be considered the billing date.

EXAMPLE C: A is the customer of the B rural electric cooperative (REC). A is responsible for reading
its meter and remitting the proper amount for electricity and sales tax to B. B, in its tariff filed with the
Interstate Commerce Commission (ICC), has set forth the first date of each month as the last day for
its customers to read their meters. B does not send a bill to A. Under these circumstances of customer
self-billing where no bill is sent by B to A, the first date of each month is the billing date and where that
date falls on July 1 and the first date of each month thereafter, the sales tax should be paid at the rate of
5 percent.
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If the date set forth in the tariff had been the last day of the month, then a self-billing attributable to
June 30 would require payment of sales tax at the 4 percent rate.

EXAMPLE D: A is the customer of B telephone company. A receives a bill from B company on July
3, covering intrastate long distance telephone calls in June and local service in July. The billing date
on the face of the bill is June 28. Under these circumstances, all telephone services, local and intrastate
long distance, should be billed sales tax at the rate of 4 percent.

If, in this example, the billing date on the bill had been July 1, the sales tax should be billed at the
rate of 5 percent for all telephone services, local and intrastate long distance.

14.3(10) Vehicles subject to registration. The 5 percent use tax rate applies to motor vehicles subject
to registration when the purchaser of the vehicle registers the vehicle on or after July 1.

EXAMPLE A: A purchases a motor vehicle from B and takes possession of the vehicle in Iowa on
June 28. On July 1, A drives to the office of the county treasurer, applies for registration of the vehicle,
and tenders the amount of lowa use tax. Under these circumstances, because A registered the vehicle in
Iowa on July 1, the use tax rate is 5 percent.

EXAMPLE B: A and B enter into a binding contract for A to purchase from B a motor vehicle on
June 26. The vehicle cannot be delivered to A until July 3, and A applies to the county treasurer for
registration of the vehicle on July 5. Under these circumstances, A first registered the vehicle on July 5
and Iowa use tax is imposed at the 5 percent rate.

This rule is intended to implement lowa Code sections 422.43 and 423.2.

[Filed December 12, 1974]

[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 7/1/78]
[Filed emergency 2/9/83—published 3/2/83, effective 3/1/83]
[Filed 4/22/83, Notices 3/2/83, 3/16/83—published 5/11/83, effective 6/15/83]
[Filed emergency 12/13/85—published 1/1/86, effective 1/1/86]
[Filed 2/7/86, Notice 1/1/86—published 2/26/86, effective 4/2/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 3/26/92, Notice 2/19/92—published 4/15/92, effective 3/20/92]
[Filed emergency 7/1/92—published 7/22/92, effective 7/1/92]
[Filed 8/28/92, Notice 7/22/92—published 9/16/92, effective 10/21/92]
[Filed 11/25/98, Notice 10/21/98—published 12/16/98, effective 1/29/99]
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CHAPTER 15
DETERMINATION OF A SALE AND SALE PRICE

[Prior to 12/17/86, Revenue Department[730]]

701—15.1(422) Conditional sales to be included in gross sales. When a conditional sale agreement
exists the seller shall bill the purchaser for the full amount of tax due. The purchaser is obligated to pay
sales tax upon delivery of the property which is the subject of the conditional sale agreement. Harold
D. Sturtz v. lowa Department of Revenue, 373 N.W.2d 131 (Iowa 1985). The gross receipts shall be
computed on the entire contract price except interest and finance charges when separately stated and
reasonable in amount, and the seller shall remit the tax to the department at the close of the period during
which delivery under the contract for the sale was made.
This rule is intended to implement lowa Code sections 422.42(2) and 422.42(3).

701—15.2(422,423) Repossessed goods. When tangible personal property which has been repossessed
either by the original seller or by a finance company is resold to final users or consumers, the gross
receipts from those sales are subject to tax.

A retailer repossessing previously sold merchandise shall be entitled to claim a credit on tax paid for
bad debts in the same fashion as any other retailer who has paid tax to the department upon gross receipts
which ultimately constitute bad debts. See rule 15.4(422,423) for a description of the circumstances
under which bad debts are and are not allowed as a credit on tax paid.

This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—15.3(422,423) Exemption certificates, direct pay permits, fuel used in processing, and beer
and wine wholesalers.

15.3(1) General provision. The gross receipts from the sale of tangible personal property to a
purchaser for any exempt purpose are not subject to tax as provided by the Iowa sales and use tax
statutes. In addition, a seller of tangible personal property need not collect lowa sales or use tax from a
purchaser that possesses a valid direct pay permit issued by the department of revenue. However, the
following are requirements for the exemption and noncollection of tax by a seller when a direct pay
permit is involved:

a. Prior to July 1, 2004, the sales tax liability for all sales of tangible personal property was upon
the seller unless the seller took in good faith from the purchaser a valid exemption certificate stating
that the purchase was for an exempt purpose or the tax would be remitted directly to the department by
the purchaser under a valid direct pay permit issued by the department. In addition to the provisions
and requirements set forth in subrule 15.3(2), to be valid an exemption certificate issued by a purchaser
to a seller in good faith under a direct pay permit must have included the purchaser’s name, direct pay
permit number, and date the direct pay permit was issued by the department. A seller who has taken a
valid exemption certificate under a direct pay permit must keep records of sales made in accordance with
rule 701—11.4(422,423). For more information regarding direct pay permits, see rule 701—12.3(422).
Where tangible personal property or services have been purchased tax-free pursuant to a valid exemption
certificate which was taken in good faith by the seller, and the tangible personal property or services were
used or disposed of by the purchaser in a nonexempt manner, or the purchaser failed to pay tax to the
department under a direct pay permit issued by the department, the purchaser was solely liable for the
taxes and must remit the taxes directly to the department.

When a processor or fabricator purchases tangible personal property exempt from the sales or use
tax and subsequently withdraws the tangible personal property from inventory for its own taxable use or
consumption, the tax shall be reported in the period when the tangible personal property was withdrawn
from inventory.

b.  As of July 1, 2004, the requirement of “good faith” on the part of a seller is replaced by a
different standard. For sales occurring on and after that date, the sales tax liability for all sales of tangible
personal property and all sales of services is upon the seller and the purchaser unless the seller takes
from the purchaser a valid exemption certificate stating under penalty of perjury that the purchase is for
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a nontaxable purpose and is not a retail sale, or the seller is not obligated to collect tax due, or unless
the seller takes a fuel exemption certificate. If the tangible personal property or services are purchased
tax-free pursuant to a valid exemption certificate and the tangible personal property or services are used
or disposed of by the purchaser in a nonexempt manner, the purchaser is solely liable for the taxes and
shall remit the taxes directly to the department. The protection afforded a seller by this paragraph does
not apply to a seller who fraudulently fails to collect tax or to a seller who solicits purchasers to participate
in the unlawful claiming of an exemption.

c. The director is required to provide exemption certificates to assist retailers in properly
accounting for nontaxable sales of tangible personal property or services to buyers for exempt purposes.
These exemption certificates must be completed as to the information required on the form in order to
be valid.

15.3(2) Retailer-provided exemption certificates. Retailers may provide their own exemption
certificates. Those exemption certificates must contain information required by the department,
including, but not limited to: the seller’s name, the buyer’s name and address, the buyer’s nature of
business (wholesaler, retailer, manufacturer, lessor, other), the reason for purchasing tax-exempt (e.g.,
resale or processing), the general description of the products purchased, and state sales tax or 1.D.
registration number. The certificate must be signed and dated by the buyer.

a.  Anexemption certificate or blanket exemption certificate as referred to in paragraph “b” cannot
be used to make a tax-free purchase of any tangible personal property or service not covered by the
certificate. For example, the certificate used to purchase a chemical consumed in processing cannot be
used to purchase a generator which is going to become an integral part of other tangible personal property
which will be ultimately sold at retail.

b.  Any person repeatedly selling the same type of property or service to the same purchaser for
resale, processing, or for any other exempt purpose may accept a blanket certificate covering more than
one transaction. A seller who accepts a blanket certificate is required periodically to inquire of the
purchaser to determine if the information on the blanket certificate is accurate and complete. Such an
inquiry by the seller shall be deemed evidence of good faith on the part of the seller.

¢. When due to extraordinary circumstances in the nature of fire, flood, or other cases of
destruction beyond the taxpayer’s control, a seller does not have an exemption certificate on file, the
seller may show by other evidence, such as a signed affidavit by the purchaser, that the property or
service was purchased for an exempt purpose.

d.  The liability for the tax does not shift from the seller to the purchaser if the seller has not
accepted a valid exemption certificate in good faith. If the seller has actual knowledge of information or
circumstances indicating that it is unlikely that the property or services will be used by the purchaser in
an exempt manner, then in order to act in good faith the seller must make further inquiry to determine the
facts supporting the exemption certificate. In addition, if the nature of the business of the purchaser, as
shown by the exemption certificate, indicates that it is unlikely that the property or services will be used
in an exempt manner, then in order to act in good faith the seller must make further inquiry to determine
the facts supporting the exemption certificate.

EXAMPLE 1. A seller is expected to inquire to discover the facts supporting the claimed exemption
if the seller knows that the property or services will not be, or it is unlikely that the property or services
will be, resold or used in processing by that purchaser. This further inquiry is expected even when there
is nothing in the nature of the business as shown on the valid exemption certificate to cause the seller to
make further inquiry.

EXAMPLE 2. A seller is expected to inquire to discover the facts supporting the claimed exemption
of the sale of sawdust or a tool chest purchased by a gas station since such items are rarely resold by a
gas station.

EXAMPLE 3. A seller is not expected to make further inquiry, in the absence of actual knowledge, to
determine which light bulbs bought by a hardware store are for use in the store or those purchased for
resale.



IAC 7/2/08 Revenue[701] Ch 15, p.3

If the seller has met the requirements set forth above in accepting a valid exemption certificate, the
seller shall be deemed to have acted in good faith and the liability for the tax shifts to the purchaser who
becomes solely liable for the taxes.

e. A seller is relieved from liability for sales tax if (1) a purchaser deletes the tax reimbursement
from the payment to the seller or if the purchaser makes a notation on an invoice such as “not subject
to tax” or “resale” and (2) if the seller can produce written evidence to show that an attempt was made
to obtain an exemption certificate to show that the transaction was exempt from tax but was unable to
obtain said certificate from the purchaser.

f The failure of a permit holder to act in good faith while giving or receiving exemption
certificates may result in the revocation of the sales tax permit. Revocation is authorized under the
provisions of lowa Code section 422.53(5).

g The purchase of tangible personal property or services which are specifically exempt from tax
under the Iowa Code need not be evidenced by an exemption certificate. However, if certificates are
given to support these transactions, they do not relieve the seller of the responsibility for tax if at some
later time the transaction is determined to be taxable.

h. A person who is selling tangible personal property or services, but who is not making taxable
sales at retail, shall not be required to hold a permit. When this person purchases tangible personal
property or services for resale, the person shall furnish a certificate in accordance with these rules to the
supplier stating that the property or services was purchased for the purpose of resale.

i.  For information regarding the use of exemption certificates for contractors, see 701—Chapter
19.

15.3(3) Fuel exemption certificates.

a.  Definitions.

“Fuel” includes, but is not limited to, heat, steam, electricity, gas, water, or any other tangible
personal property consumed in creating heat, power, or steam.

“Fuel consumed in processing” includes fuel used in grain drying, providing heat or cooling
for livestock buildings, fuel used for generating electric current, fuel consumed in implements of
husbandry engaged in agricultural production, as well as fuel used in “processing” as defined in rules
701—18.29(422,423) and 701—18.58(422,423). See rule 701—17.2(422) for a detailed description of
“fuel used in processing.” See rule 701—17.3(422,423) for extensive discussion regarding electricity
and steam used in processing.

“Fuel exemption certificate” is a certificate given by a purchaser and signed under penalty of
perjury to assist a seller in properly accounting for nontaxable sales of fuel consumed in processing.
The fuel exemption certificate must contain information required by the department, including, but not
limited to: the seller’s name and address; the purchaser’s name and address; the type of fuel purchased,
e.g., electricity, propane; a description of the purchaser’s business, e.g., farmer, manufacturer of
steel products, food processor; a general description of the type of processing in which the fuel is
consumed, e.g., grain drying, raising livestock, generating electricity, or manufacture of tangible
personal property; and the percentage exemption claimed. The fuel exemption certificate must be
signed under penalty of perjury by the purchaser and dated. The seller may demand from the purchaser
additional documentation attached to the fuel exemption certificate which is reasonably necessary to
support the claim of exemption for fuel consumed in processing. In the absence of separate metering,
documentation reasonably necessary to support a claim for exemption will consist of either an electrical
consultant’s survey or of a document prepared by the purchaser in accordance with the requirements
of subrule 15.3(4). Attachment of documentation is not necessary if the purchaser has furnished the
seller with documentation when filing an earlier exemption certificate and a substantial change in the
purchaser’s operation had not occurred since the documentation was furnished or if fuel consumed by
the purchaser in processing is separately metered and billed by the seller.

“Substantial change” means a change in the purchaser’s use or disposition of tangible personal
property and services such that the purchaser pays less than 90 percent of the purchaser’s actual sales
tax liability.
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b.  Iffuel is purchased tax-free pursuant to a fuel exemption certificate which has been accepted by
the seller and the purchaser uses or disposes of the fuel in a nonexempt manner, the purchaser is solely
liable for sales tax and shall remit that tax directly to the department. A seller can, however, rely upon
a fuel exemption certificate for sales occurring within five years subsequent to the date of the certificate
only. For later sales, the seller must secure a new certificate of exemption from the purchaser.

¢. A purchaser may apply to the department for review of any fuel exemption certificate. The
department shall review the certificate and determine the correct amount of exemption within 12
months from the date of application. The department shall notify a purchaser of any determination
that is different from the purchaser’s claim of exemption. Failure to determine the correct amount
of exemption within 12 months from the date of application shall constitute a determination on
the department’s part that the claim of exemption on the fuel certificate is correct as submitted. A
determination regarding an exemption certificate is final unless the purchaser appeals to the director for
a revision of the determination within 60 days from the date of the notice of determination. The director
shall grant a hearing and upon the hearing, the director shall determine the correct exemption and notify
the purchaser of the decision by mail. The decision is final unless the purchaser seeks judicial review
of the director’s decision under lowa Code section 422.55 within 60 days from the date of the notice of
the director’s decision. The purchaser must notify the seller of any change in percentage.

d. The effective date of the legislation allowing use of an exemption certificate for fuel used in
processing is January 1, 1988. However, a certificate which is complete and correct according to subrule
15.3(3), paragraph “a,” and any other requirement of the director, which is signed and dated prior to
January 1, 1988, shall, if accepted by a seller in good faith, protect the seller to the extent described in
subrule 15.3(3), paragraph “b,” for energy consumed on or after January 1, 1988. Exemption certificates
filed with the seller prior to January 1, 1988, also expire five years from date of acceptance.

15.3(4) Determining percentage of electricity used in processing. When electricity is purchased for
consumption both for processing and for taxable uses, and the use of the electricity is recorded on a
single meter, the purchaser must allocate the use of the electricity according to taxable and nontaxable
consumption if an exemption for nontaxable use is to be claimed. The calculations which support the
allocation, if properly performed, can serve as the documentation reasonably necessary to support a claim
of exemption for fuel used in processing. The following method with its alternative table may be used
to determine the percentage of electricity used on the farm or in a factory which is exempt by virtue of
its being used in processing. See subrule 15.3(4), paragraph “e, ” for alternative methods of computing
exempt use, including exempt use by a new business. First, the base period for the calculations must be
selected.

a.  Ordinarily, the 12 months previous to the date upon which the exemption is calculated are used
as the base period for determining the percentage of electricity exempt as used in processing. This
immediately previous 12-month period is used because it is a span of time which is (1) recent enough to
accurately reflect future electric usage; (2) extended enough to take into account variations in electrical
usage resulting from changes in temperature occurring with the seasons; and (3) is not so long as to
require unduly burdensome calculations. However, individual circumstances can dictate that a shorter
or longer period than 12 months will be used or that some 12-month period other than that immediately
previous to the date upon which the exemption certificate is filed, will be used.

EXAMPLE: Mr. Wilson is a farmer. He files an exemption certificate for the period beginning January
1, 1990. The year 1989 is one with a very mild winter, a relatively cool summer, and a very dry autumn.
Mr. Wilson uses no electricity for grain drying and substantially less electricity than usual for heating and
cooling his livestock buildings. Mr. Wilson must use a 12-month period which is more representative of
his usual exempt electrical consumption than that of January through December 1989.

EXAMPLE: Mr. Jackson is also a farmer. He files an exemption certificate for the period beginning
January 1, 1991. The year 1990 is one in which the summer is extraordinarily hot, the winter exceedingly
cold, and the autumn very wet. Mr. Jackson uses far more electricity than normal to dry his grain and heat
and cool his livestock buildings. He should use a 12-month period more representative of his customary
exempt use of electricity than the period January through December 1990.
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EXAMPLE: Company A manufactures its product in a factory which has no windows and is heavily
insulated. The factory always runs 40 hours per week, 52 weeks per year. Because of these and other
circumstances, Company A’s electrical usage does not vary significantly from month to month, and it
is easy enough to document this. Company A can calculate its percentage of exempt use of electricity
based on a one-month, rather than a 12-month, period.

EXAMPLE: Company B manufactures widgets. The “economic cycle” for widget production is, on
the average, 36 months long. During this economic cycle, there are times when, for months at a time,
the factory will operate three shifts. At other times, for weeks at a time, the entire factory will be shut
down and its personnel laid off. The only accurate way to determine exempt percentage of electricity
used is to calculate electrical use over the entire economic cycle. Therefore, 36 months, rather than 12
months, would be the base period.

b.  Calculating kilowatts used per hour by various electrical devices. The first step in computing
percentage of exemption is to determine the number of kilowatts used per hour for each device in farm or
factory. If kilowatts consumed per hour of a device’s use is not listed on the device or otherwise readily
obtainable, formulas can be used to determine this information.

Lights

For incandescent bulbs, add rated wattages and divide by 1,000. For fluorescent lights, add rated

wattages plus an additional 20 percent of rated wattages, then divide by 1,000.

Incandescent Lights:

Watts
1,000

= Kilowatts Per Hour

Fluorescent and Other High Intensity Lights:

Watts + .20 (Watts)
1,000

Kilowatts Per Hour

Devices Other Than Lights
For these devices, use the wattage rating given by the manufacturer and divide by 1,000 to obtain
approximate kilowatts used per hour of operation.

Watts
1,000

= Kilowatts Per Hour

If an appliance does not list a watt rating, tables provided by lowa State University Cooperative Extension
Service can be used especially by farmers who are attempting to compute their exempt percentage of
electricity used. Persons using a table are reminded to convert watts to kilowatts before proceeding to
further calculations.

c¢.  The average number of kilowatts consumed per hour of operation for any one device must next
be multiplied by the total number of hours which the device is operated during the base period. A person
may use intermediate calculations. For example, assume that a machine used in processing consumes
20 kilowatts per hour of operation. The machine is operated, during a 12-month base period, 40 hours
per week during 50 weeks. The machine is not placed in operation when the factory is closed for two
weeks vacation. Exempt use is calculated as follows:
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Weeks Operated in 12-Month

Kilowatts Hours Operated Period Equals Number of
Per Hour Per Week Exempt Kilowatt Hours
20 X 40 X 50 = 40000

Assume that a grain dryer uses 30 kilowatts per hour of operation. During a 12-month base period, the
grain dryer is used in processing 200 hours per month, for 3 months. The calculation for total number
of kilowatt hours of exempt use for the 12-month period is as follows:

Number of Months of Exempt

Kilowatts Hours of Exempt Use Equals Total Number of
Per Hour Use Per Month Exempt Kilowatt Hours
30 X 200 x 3 = 18000

d.  The following is a very simplified example of a worksheet for determining the percentage of
electricity qualifying for exemption when a single meter records both exempt and taxable use.

Average Hours Average
Kilowatts of Operation Kilowatt Hours Total
Per Hour of Per 12-Month Per 12-Month
Operation Base Period Base Period
All Exempt Usage
Production Machine #1 10 1000 10000
Production Machine #2 10 1000 10000
Other 10 1000 10000
Total Exempt Usage 30000(A)
All Taxable Usage
Air Conditioners 10 3000 30000
General Lighting 10 3000 30000
Office Equipment 10 3000 30000
Space Heaters 10 3000 30000
Other 10 3000 30000
Total Taxable Usage 150000(B)
Total—All Usages 180000(C)
30000 A . s .
W or ? = Percentage of Electricity Purchase Qualifying for Exemption = 16.60%

The number actually used in the base period can be determined by reference to billings for the base
period. If the number of kilowatt hours calculated to have been used does not approximate the number
actually used in the base period, the calculations are deficient and should be performed again. Once the
precise percentage of exemption has been calculated, that percentage must be applied during any period
for which a purchaser is requesting exemption. Any substantial and permanent change in the amount of
electricity consumed or in the proportion of exempt and nonexempt use of electricity is an occasion for
recomputing the exempt percentage and for filing a new exemption certificate.

e.  The following are nonexclusive alternatives to the above method of determining the percentage
of electricity which is exempt because it is used in processing. First, if currently only one meter exists to
measure both exempt and nonexempt use of electricity, the most accurate method of determining exempt
and nonexempt use may be separate metering of these two uses. This possibility is especially practical
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if all exempt use results from the activities of one machine, however large. If separate metering is
impossible or impractical, it may be useful to employ the services of an energy consultant. If using energy
consultant’s service is impractical, it may be possible to secure, from the manufacturer of a machine
used in processing, the number of kilowatts which a machine uses per hour of operation. Often, these
manufacturer’s studies give a more accurate measure of a machine’s use of electricity than the formulas
set out in paragraph 15.3(4) “b” above. This circumstance is especially true with regard to large electric
motors.

If a business is new, and no historical data exists for use in calculating exempt and nonexempt
percentages of electricity or other fuel consumed, any person calculating future exempt use must make
the best projections possible. If calculating future exempt use with no past historical data to serve as
a basis for the calculations, it is suggested that conservative estimates of exempt use be made. Using
these conservative estimates can avoid future liability for sales tax on the part of the purchaser of the
electricity. Possibly, in calculating exempt use of fuel for a new business, historical data from existing
similar businesses can be used if available from persons not in direct competition to the person claiming
the exemption.

Ordinarily any method of determining the percentage of electricity used in processing will involve
calculating both exempt and nonexempt usage. However, in certain instances it is acceptable to calculate
only exempt or nonexempt usage in one column and to list separately the equipment or devices making
the exempt or nonexempt use of the electricity separate. This practice can normally be followed where
electrical usage does not fluctuate dramatically and where usage is either predominantly exempt or
predominantly not exempt.

15.3(5) Applicability. The provisions of subrule 15.3(4) explaining the determination of the
percentage exemption for electricity also apply to other types of fuel such as natural gas, LP, etc., when
used for exempt purposes.

15.3(6) Special certificates of beer and wine wholesalers. Beer or wine purchased from a wholesaler
holding a Class A or F permit has been purchased for resale if the purchaser provides the wholesaler with
aretail beer or wine permit or liquor license number. A wholesaler’s record of account with an individual
retailer is a complete and correct exemption certificate for the purposes of beer or wine sales and provides
all the protection which the usual exemption certificate (see subrule 15.3(2)) provides if the record of
account contains the retailer’s beer or wine permit or liquor license number and all other information
concerning the account is taken in good faith by the wholesaler. The words “beer,” “permit,” “retailer,”
“wholesaler,” and “wine” have the same definitions for the purposes of this rule as the definitions given
them in Iowa Code section 123.3.

This rule is intended to implement lowa Code sections 422.42(3), 422.42(13), 422.42(16), 422.47,
422.53 as amended by 1997 lowa Acts, House File 266, and 423.1(1).

EENT3

701—15.4(422,423) Bad debts. Bad debts shall be allowed as a credit on tax when all the following
facts have been shown:

15.4(1) Tax has been previously paid on the gross receipts from the accounts on which the taxpayer
claims credit for tax.

15.4(2) The accounts have been found to be worthless.

15.4(3) The taxpayer has records to show that the accounts have actually been charged off for income
tax purposes.

Credit for bad debts shall not be allowed on merchandise which was exempt from tax when sold.

When credit on tax has been taken on account of bad debts and the debts are subsequently paid, the
proceeds from the collection of such accounts shall be included in the gross receipts for the period in
which payment is made.

Effective July 1, 1992, the sales and use tax rate increased from 4 percent to 5 percent.

Bad debts which occur prior to July 1, 1992, and are charged off on or after July 1, 1992, may be
charged off at the tax rate of 5 percent. Bad debts which have been charged off prior to July 1, 1992,
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and all or any part of the bad debt is recovered after July 1, 1992, will be subject to tax at the rate of 5
percent. All the provisions of this rule and rule 15.5(422,423) apply.
This rule is intended to implement lowa Code sections 422.42(16), 422.46, and 423.1(10).

701—15.5(422,423) Recovery of bad debts by collection agency or attorney. When bad debts have
been charged off and later recovered in whole, or in part, through the services of a collection agency or
an attorney, the full amount of the debt recovered shall be included with the gross sales for the period
which the collection was made. The services of an agency or attorney are services purchased by a retailer
and shall not reduce the gross amount collected for the retailer by the agency or attorney.

This rule is intended to implement lowa Code sections 422.42(16), 422.46, and 423.1(10).

701—15.6(422,423) Discounts, rebates and coupons.

15.6(1) Discounts. A discount is an abatement from the face of an account, with the remainder being
the actual purchase price of the goods charged in the account. The purchaser entitled to the discount will
never owe the face of the bill as a debt—this being the net of the bill after the agreed discount has been
deducted. The word “discount” means “to buy at a reduction.” Benner Tea Company v. lowa State Tax
Commission, 252 Towa 843, 109 N.W.2d 39 (1961).

Any discount allowed by a retailer and taken on taxable sales is a proper deduction when collecting
and reporting tax. This is not the case when the retailer offers a discount to a purchaser but bills and
collects tax on the gross charge rather than on the net charge. The customer must receive the benefit of
the discount, for sales tax purposes, in order for the retailer to exclude it from gross receipts.

Certain retailers bill their customers on a gross and net basis, with the difference considered to be
a discount for payment purposes. When a customer does not resolve the bill within the net payment
period, tax shall apply on the gross charge shown on the billing.

15.6(2) Rebates. A rebate is a return of part of an amount paid for a product. Manufacturers’ rebates
are not discounts and cannot be used to reduce the gross receipts received from a sale or reduce the
purchase price of a product. This rule applies even though the rebate is used by the seller to reduce
the selling price or is used by the purchaser as a down payment. The rebate is considered a transaction
between the manufacturer and the purchaser. See 1972 O.A.G. 332.

15.6(3) Coupons. Coupons issued by the producer of a product are not discounts and cannot be used
as an abatement from the face of the account. Coupons issued by the retailer which actually reduce the
price of the product to the purchaser are treated as a discount as per subrule 15.6(1). Saxon-Western
Corporation v. Mahin, 369 N.E.2d 1185 (111. 1979).

EXAMPLE: C acquires a 30¢ off coupon issued by manufacturer of A-B Bandaids for A-B Bandaids
which can be redeemed at a store which sells the product. C goes to store D and purchases a box of A-B
Bandaids which shows a price of $1.50. C pays $1.20 + the 30¢ coupon. D is reimbursed the 30¢ for
the coupon by the manufacturer. Tax is due on the $1.50 because C’s total gross receipts are $1.50. The
coupon is not used as a discount in this situation.

EXAMPLE: E offers a two for the price of one coupon for its super hamburger. Each hamburger
normally sells for $2.00 each. The coupon can only be redeemed at E’s retail store. F acquires the coupon
and redeems it at E’s store. The purchase price for F was $2.00 for both hamburgers. The tax is due on
the $2.00 because this amount is the gross receipts for E, even though the value of the two hamburgers
would normally be $4.00. In this situation, the sales price for the two hamburgers was $2.00.

This rule is intended to implement lowa Code sections 422.42(6) and 423.1(3).

701—15.7(422,423) Trading stamps are not a discount. Rescinded IAB 11/14/01, effective 12/19/01.

701—15.8(422,423) Returned merchandise. When merchandise is sold and returned by a customer
who secures an allowance or a return of the full purchase price, the seller may deduct the amount allowed
as full credit or refund, provided the merchandise is taxable merchandise and tax has been previously
paid on the gross receipts.



IAC 7/2/08 Revenue[701] Ch 15, p.9

An allowance shall not be made for the return of any merchandise which (1) is exempt from either
sales or use tax; or (2) has not been reported in the taxpayer’s gross receipts and tax previously paid.
This rule is intended to implement lowa Code sections 422.42(6) and 423.1(3).

701—15.9(422) Goods damaged in transit. If goods shipped by a retailer have been delivered under
a contract for sale to a consumer, and thereafter the goods are damaged in the course of transit to the
consumer, the retailer shall be liable for tax upon the full sale price of the goods, as the sale to the
consumer has been completed. Harold D. Sturtz v. lowa Department of Revenue, 373 N.W.2d 131 (Iowa
1985).

If the goods have not been delivered to the consumer, the sale to the consumer has not been
completed, and the retailer shall not be taxed for the amount agreed to be paid by the consumer.

EXAMPLE: A company in Chicago transports furniture in its own truck to customer B in Des Moines.
Under the contract of sale, delivery of the furniture would occur in Des Moines and sales tax would
ordinarily be due upon the gross receipts of the sale. However, in East Moline, Illinois, the furniture
truck is involved in an accident, and B’s furniture is destroyed. There was no delivery of the furniture to
B, thus no sale to B and thus no sales tax is due. Had the point of delivery been Chicago, Illinois, a sale
would have occurred outside this state, but no use tax would be due because B never made any “use” of
the furniture in lowa.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—15.10(422) Consignment sales. When a retailer receives tangible personal property on
consignment from others and the consigned merchandise is sold in the ordinary course of business with
other merchandise owned or services performed by the retailer, the retailer or consignee shall be making
sales at retail. In these cases, the consignee shall file a return and remit tax to the department along with
the returns and remittances of gross receipts from the sale of other merchandise.

Sale of tangible personal property by an agent or consignee for another person shall be exempt if the
sales meet the requirements of a casual sale or any other exemptions.

This rule is intended to implement lowa Code sections 422.42 and 423.43.

701—15.11(422,423) Leased departments. When a permit holder leases a part of the premises where
the permit holder’s retail business is conducted, the lessor shall immediately notify the department
and supply the following information: (1) name and home office address of the lessee; (2) type of
merchandise sold by the lessee or service performed; (3) date when the lessee began making sales or
performing services at retail in [owa on the leased premises; and (4) whether the lessee has secured a
permit to account directly to the department for tax due or if the lessee’s sales will be accounted for
in the lessor’s tax return. Upon request, the department shall furnish a form to the lessor on which to
report this information.

If the lessor fails to notify the department that a part of the premises has been leased and does not
furnish the requested information, the lessor shall be responsible for tax due as a result of sales by the
lessee, unless the lessee has properly remitted the tax due.

The lessor who has leased a part of the premises shall report to the department the names and
addresses of all lessees. If the lessor is accounting for the lessee’s sales, the lessor shall, after the name
of each lessee, show the amount of net taxable sales made by the lessee and which net taxable sales are
included in the lessor’s return. If the lessee is reporting the tax directly to the department, the lessor shall
show the permit number of the lessee.

When the lessee has terminated selling activities, the lessor shall immediately notify the department.

This rule is intended to implement lowa Code sections 422.68(1) and 423.23.

701—15.12(422,423) Excise tax included in and excluded from gross receipts.

15.12(1) An excise tax which is not an lowa sales or use tax may be excluded from the gross receipts
or purchase price of the sale or use of property or taxable services only if all of the following conditions
exist:



Ch 15, p.10 Revenue[701] IAC 7/2/08

a. The excise tax is imposed upon the identical sale which the Iowa sales tax is imposed upon or
upon the sale which measures the taxable use or upon a use identical to the lowa taxable use and not
upon some event or activity which precedes or occurs after the sale or use.

b.  The legal incidence of the excise tax falls upon the purchaser who is responsible for payment of
the Towa sales tax. The purchaser must be obligated to pay the excise tax either directly to the government
in question or to another person (e.g., the retailer) who acts as a collector of the tax. See Gurley v. Rhoden,
421 U.S. 200, 95 S. Ct. 1605, 44 L.Ed.2d 110 (1975) for a description of the circumstances under which
the legal, as opposed to the economic, burden of an excise tax falls upon the purchaser.

c¢.  The name of the tax is specifically stated and the amount of the tax separately set out on the
invoice, bill of sale, or upon another document which embodies a record of the sale.

EXAMPLE 1. The federal government imposes an excise tax upon the act of manufacturing tangible
personal property within the United States. The amount of the tax is measured as a percentage of the price
for the first sale of the property, which is usually to a wholesaler. However, one particular manufacturer
sells its manufactured goods at retail in Iowa. Even if this tax meets the requirements for exclusion
of paragraphs “b” and “c” above, it is not excludable because it does not meet the requirements of
paragraph “a.” The tax is not imposed upon the act of sale but upon the prior act of manufacture. The
tax is merely measured by the amount of the proceeds of the sale.

EXAMPLE 2. The federal government imposes an excise tax of 4 percent on a retailer’s gross receipts
from sales of tangible personal property. The law allows the retailer to separately identify and bill a
customer for the tax. However, if a retailer fails to pay the tax, the government cannot collect it from
a purchaser and if the government assesses tax against the retailer and secures a judgment requiring the
retailer to pay the tax, the retailer who has failed to collect the tax from a purchaser on the initial sale
has no right of reimbursement from the purchaser. This tax is not excludable from Iowa excise tax. Its
economic burden falls upon the purchaser. However, since neither the government nor the retailer has
any legal right to demand payment of the tax from a purchaser, the legal incidence of the tax is not upon
the purchaser; and the tax would not meet the requirements of paragraph “b”" above.

15.12(2) AsofJanuary 1, 1988, the following federal excise taxes are includable in the gross receipts
of lowa sales tax:

a. The federal gallonage taxes on distilled spirits, wines, and beer imposed by 26 U.S.C. Sections
5001, 5041, and 5051.

b.  The tax imposed by 26 U.S.C. Section 5701 with regard to cigars, cigarettes, and cigarette
papers and tubes.

c.  The federal tax on gasoline imposed under 26 U.S.C. Section 4081.

d. The federal tax on tires, inner tubes, and tread rubber imposed by 26 U.S.C. Section 4071.

e.  The federal manufacturer’s excise tax imposed by 26 U.S.C. Section 4061 has been repealed.

15.12(3) The following excise taxes are excluded from the amount of gross receipts:

a. The federal tax imposed by 26 U.S.C. Section 4251(a) on the communication services of local
telephone service, toll telephone service, and teletypewriter exchange service.

b.  The federal tax imposed by 26 U.S.C. Section 4051 upon the first retail sale of automobile and
truck chassis and bodies; truck trailer and semitrailer chassis and bodies and tractors of the kind chiefly
used for highway transportation in combination with trailers or semitrailers.

This rule is intended to implement lowa Code sections 422.42(6), 422.43, 423.1, and 423.2.

701—15.13(422,423) Freight, other transportation charges, and exclusions from the exemption
applicable to these services. The determination of whether freight and other transportation charges
shall be subject to sales or use tax is dependent upon the terms of the sale agreement.

When tangible personal property or a taxable service is sold at retail in Iowa or purchased for use
in lowa and under the terms of the sale agreement the seller is to deliver the property to the buyer or
the purchaser is responsible for delivery and such delivery charges are stated and agreed to in the sale
agreement or the charges are separate from the sale agreement, the gross receipts derived from the freight
or transportation charges shall not be subject to tax. As of May 20, 1999, this exemption does not apply
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to the service of transporting electrical energy. As of April 1, 2000, this exemption does not apply to the
service of transporting natural gas.

When freight and other transportation charges are not separately stated in the sale agreement or are
not separately sold, the gross receipts from the freight or transportation charges become a part of the
gross receipts from the sale of tangible personal property or a taxable service and are subject to tax.
Where a sales agreement exists, the freight and other transportation charges are subject to tax unless the
freight and other transportation charges are separately contracted. If the written contract contains no
provisions separately itemizing such charge, tax is due on the full contract price with no deduction for
transportation charge, regardless of whether or not such transportation charges are itemized separately
on the invoice. Clarion Ready Mixed Concrete Company v. lowa State Tax Commission, 252 Towa 500,
107 N.W.2d 553(1961); Schemmer v. lowa State Tax Commission, 254 lowa 315, 117 N.W.2d 420(1962);
City of Ames v. lowa State Tax Commission, 246 lowa 1016, 71 N.W.2d 15(1959); Dain Mfg. Company
v. lowa State Tax Commission, 237 lowa 531, 22 N.W.2d 786(1946).

Effective July 1, 2001, gross receipts from charges for delivery of electricity or natural gas are exempt
from tax to the extent that the gross receipts from the sale, furnishing, or service of electricity or natural
gas or its use are exempt from sales or use tax under lowa Code chapters 422 and 423.

The exclusions from this exemption relating to the transportation of natural gas and electricity are
applicable to all contracts for the performance of these transportation services. Below are examples
which explain some of the principal circumstances in which the transport of natural gas or electricity is
a service subject to tax.

Freight and transportation charges include, but are not limited to, the following charges or fees:
freight; transportation; shipping; delivery; or trip charges.

EXAMPLE 1. Consumer ABC, located in Des Moines, contracts with supplier DEF, located in
Waterloo, for DEF to sell gas and electricity to ABC. ABC then contracts with utility GHI to transport
the energy over GHI’s network (of pipes or wires) from Waterloo to ABC’s facility in Des Moines.
GHI’s transport of ABC’s energy is a taxable service. The transportation of natural gas and electricity
by a utility is a taxable service of furnishing natural gas or electricity whether or not that utility or some
other utility produces the natural gas or generates the electricity furnished. A utility’s transportation of
gas or electricity is a “transportation service” specifically excluded from the exemption set out in this
rule.

EXAMPLE 2. Consumer ABC contracts with utility DEF for DEF to provide electricity from DEF’s
generating plant in Mason City to ABC’s location in Cedar Rapids. Transport of the electricity is by way
of DEF’s network of long distance transmission lines. The contract between ABC and DEF states the
prices to be paid for the purchase of various amounts of electricity and also sets out the amounts to be paid
for transport of electricity as well and constitutes separate sales of electricity and transportation services.
In these circumstances, amounts which ABC pays DEF for transport of the electricity are taxable gross
receipts. This transportation service would ordinarily then be excluded from tax under the exemption set
out in this rule; however, separate transportation charges for transportation of electricity are excluded
from the exemption (as of May 20, 1999, and are thereafter taxable).

EXAMPLE 3. As in Example 2, consumer ABC contracts with utility DEF for the delivery of
electricity from DEF’s generating plant in Mason City to ABC’s location in Cedar Rapids, ownership
of the electricity to pass to ABC in Cedar Rapids. Also, as in Example 2, the contract between ABC
and DEF states varying prices to be paid for the purchase and transportation of varying amounts of
electricity and constitutes separate sales of electricity and transportation services. Transport of the
electricity will be by way of GHI’s transmission lines. DEF contracts with GHI for the transport of
the electricity to ABC’s plant in Cedar Rapids. At the time the contract is signed, GHI asks DEF for
an exemption certificate stating that DEF will resell GHI’s transportation service to ABC. GHI must
either secure the certificate or collect lowa sales tax from DEF. GHI is furnishing a taxable electricity
transportation service to DEF which DEF will in turn furnish to ABC. DEF must collect tax from ABC.

EXAMPLE 4. In this example, the same contract exists between ABC and DEF as exists in Example
3. However, in this example, a breakdown at DEF’s plant in Mason City prevents DEF from generating
the electricity which it is contractually obligated to provide to ABC. DEF is forced to purchase both
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electricity and its transport from JKL. The contract between DEF and JKL states the prices to be paid for
the purchase of various amounts of electricity and also sets out the amounts to be paid for the transport
of this electricity as well and constitutes separate sales of electricity and transportation services. JKL
asks DEF for an exemption certificate stating that DEF has purchased the electricity and its transport for
resale to ABC. In this case, JKL must secure an exemption certificate from DEF to avoid collecting tax
on its sale and transport of the electricity for DEF.

EXAMPLE 5. Again, ABC and DEF have contracted, as they did in Example 2, for DEF to sell
and transport electricity from Mason City to Cedar Rapids. However, their agreement mentions only
one combined price for sale and delivery of the electricity. There is no separately contracted price for
transport of the electricity, in contrast to the situation in Example 2. In this case, the entire amount which
ABC pays to DEF is taxable as the entire amount paid is for the sale of tangible personal property. See
Clarion Ready Mixed and Schemmer, generally, above.

EXAMPLE 6. Manufacturer EFG contracts with utility DEF for the purchase of natural gas with a
separate contract for its delivery. The gas is to be transported from DEF’s storage facility near Osceola
to EFG’s manufacturing plant in Fort Dodge by way of DEF’s pipeline. Ownership of the gas passes
from DEF to EFG in Fort Dodge. EFG uses 92 percent of the gas which is transported to its plant
in processing the goods manufactured there. The receipts which EFG pays DEF for the transport of
the gas are excluded from the transportation exemption, but they are not excluded from the processing
exemption. Ninety-two percent of those receipts are exempt from tax because that is the percentage of
gas used by EFG in processing. In addition, utility DEF charges manufacturer EFG $9.95 as a delivery
fee for the gas. Since the purchase of the gas has a 92 percent exemption from lowa sales tax because of
a 92 percent usage in processing, 92 percent of the delivery charge of $9.95 is also exempt from tax.

This rule is intended to implement lowa Code sections 422.43 and 423.2, and section 422.45 as
amended by 2001 Iowa Acts, House File 705.

701—15.14(422,423) Installation charges when tangible personal property is sold at retail. When
the sale of tangible personal property includes a charge for installation of the personal property sold, the
current rate of tax shall be measured on the entire gross receipts from the sale. The installation charges
would not be taxable if: (1) The installation service is not an enumerated service, and also (2) where a
sales agreement exists, the installation charges are separately contracted. If the written contract contains
no provisions separately itemizing such charges, tax is due on the full contract price with no deduction
for installation charges, regardless whether or not such installation charges are itemized separately on
the invoice.

If the installation services are enumerated services, the installation charges would not be taxable
if: (1) The services are exempt from tax, e.g., the services are performed on or connected with new
construction, reconstruction, alteration, expansion or remodeling of a building or structure; or, the
services are rendered in connection with the installation of new industrial machinery or equipment. See
rule 701—19.13(422, 423) and subrule 18.45(7), respectively. And also (2) where a sales agreement
exists, the installation charges are separately contracted. If the written contract contains no provisions
separately itemizing such charges, tax is due on the full contract price with no deduction for installation
charges, regardless whether or not such installation charges are itemized separately on the invoice. If
no written contract exists, the installation charges must be separately itemized on the invoice to be
exempt from tax.

This rule is intended to implement lowa Code sections 422.43 and 423.2.

701—15.15(422) Premiums and gifts. A person who gives away or donates tangible personal property
shall be deemed to be a consumer of such property for tax purposes. The gross receipts from the sale of
tangible personal property to such persons for such purposes shall be subject to tax.

When a retailer purchases tangible personal property, exclusive of tax, for the purpose of resale in
the regular course of business and later gives it away or donates it, the retailer shall include in the return
the value of the property at the retailer’s cost price.
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When a retailer sells tangible personal property and furnishes a premium with the property sold, the
retailer is considered to be the ultimate consumer or user of the premium furnished.
This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—15.16(422) Gift certificates. When a retailer sells gift certificates, tax shall be added at the time
the gift certificate is redeemed.
This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—15.17(422,423) Finance charge. Interest or other types of additional charges that result from
selling on credit or under installment contracts are not subject to sales tax when such charges are
separately stated and when such charges are in addition to an established cash selling price. However,
if a sale is made for a lump sum, the tax is due on the total selling price if finance charges are not
separately stated.

When interest and other types of additional charges are added as a condition of a sale in order to
obtain title rather than as a charge to obtain credit where title to goods has previously passed, such charges
will be subject to tax even though they may be separately stated. State ex. rel. Turner v. Younkers Bros.,
Inc., 210 N.W.2d 550 (Iowa 1973); Road Machinery Supplies of Minneapolis, Inc., v. The Commissioner
of Revenue, Minnesota Tax Court of Appeals, 1977, 2 Minn. CCH State Tax Reporter II 200-835. See
rule 701—16.47(422,423) relating to conditional sales contracts.

This rule is intended to implement lowa Code sections 422.42(2) and 423 .4.

701—15.18(422,423) Coins and other currency exchanged at greater than face value. Any
exchange, transfer, or barter of merchandise for a consideration paid in gold, silver, or other coins
or currency shall be subject to tax to the extent of the agreed-upon value of the coins or currency so
exchanged. This agreed-upon value constitutes the gross receipts or purchase price subject to tax. Coins
or currency becomes articles of tangible personal property having a value greater than face value when
they are exchanged for a price greater than face value. However, when a coin or other currency, in the
course of circulation, is exchanged at its face value, the sale shall be subject to tax for the face value
alone. Losana Corp. v. Porterfield, 14 Ohio St.2d 42, 236 N.E.2d 535 (1968).

EXAMPLE 1. Taxpayer operates a furniture store. The taxpayer offers to exchange furniture for silver
coins at ten times the face value of any coins dated prior to January 1, 1965. Upon any exchange pursuant
to the offer, the value of the coins for purposes of determining the tax on the exchange will be equivalent
to the value as agreed upon by the parties without regard to the face value of the coins.

EXAMPLE 2. Taxpayer operates a hardware store. In the regular course of business, the taxpayer
receives silver coins dated prior to January 1, 1965. Taxpayer has received the coins at face value for
the sales price and only that value is subject to tax.

Also see Attorney General Opinion Griger to Bair, Director of Revenue, May 15, 1980, #80-5-13.

This rule is intended to implement lowa Code section 422.42(6).

701—15.19(422,423) Trade-ins.

15.19(1) Trade-ins. When tangible personal property is traded toward the purchase price of other
tangible personal property, the gross receipts shall be only that portion of the purchase price which is
payable in money to the retailer if the following conditions are met:

a. Thetangible personal property is traded to a retailer, and the property traded is the type normally
sold in the regular course of the retailer’s business; and

b.  The tangible personal property traded to a retailer is intended by the retailer to be ultimately
sold at retail; or

c¢.  Thetangible personal property traded to a retailer is intended to be used by the retailer or another
in the remanufacturing of a like item.

EXAMPLE 1. A owns a car valued at $5,000. A trades his used car to XY car dealer for a used car
valued at $12,000. XY car dealer normally sells used cars. Use tax would be due on the $7,000 in money
A paid to XY used car dealer, as both conditions “a” and “b” have been met.
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EXAMPLE 2. John Doe has a pickup truck with a value of $2,000. John wants a boat so he offers
to trade his $2,000 pickup to ABC boat dealer for the purchase of a boat valued at $5,000. ABC boat
dealer is a new and used boat dealer. ABC boat dealer agrees to accept the $2,000 pickup and $3,000
cash in trade for the boat. In this example, the tax would be computed on $5,000. The trade-in provision
would not apply because condition “a” has not been met. The property traded is not the type of property
normally sold by ABC new and used boat dealer in the regular course of the boat dealer’s business.

ExampLE 3. ABC Corporation trades 500 bushels of corn and $500 cash to the local cooperative
elevator for the purchase of various hand tools. The local cooperative elevator normally sells grain in its
regular course of business for processing into bread. The trade-in provision in this example would not
apply because condition “b»” would not be met. The grain traded toward the purchase price of the hand
tools when ultimately sold by the cooperative elevator is sold for processing and not at retail.

EXAMPLE 4. Hometown Appliance store is in the business of selling stoves, refrigerators, and other
various appliances in lowa. Hometown Appliance has a refrigerator valued at $650. Customer A wishes
to trade a used refrigerator toward the purchase price of the new refrigerator. Hometown Appliance
agrees to accept A’s used refrigerator at a value of $150 toward the purchase price of the new refrigerator.
A pays Hometown Appliance $500 in money. The trade-in provision applies as both conditions “a” and
“b ’have been met and tax would be due on the $500.

Several months later, Hometown Appliance sells the used refrigerator it received from customer A
to the local school district which is exempt from sales tax on its purchase. The trade-in provision on the
original transaction is still applicable because both conditions “a” and “b” were met. The sale is “at
retail,” even if it is a retail sale exempt from tax.

ExXAMPLE 5. ABC Auto Supply is in the business of selling various types of automobile and farm
implement supplies. The normal selling price for a car generator is $80. ABC Auto Supply allows a $20
trade-in credit to any customer who wishes to trade in an unworkable generator. At the time ABC Auto
Supply accepts the unusable generator it knows that the generator will not be sold at retail; however,
ABC Auto Supply does know that the generator will be sold to XYZ Company which is in the business
of rebuilding generators by using existing parts plus new parts. In this example the trade-in provision
would apply since conditions “a” and “c” have been met.

15.19(2) All the provisions of subrule 15.19(1) apply to the trade-in of vehicles subject to registration
when the trade involves retailers of vehicles.

When vehicles subject to registration are traded among persons who are not retailers of vehicles
subject to registration, the conditions set forth in 15.19(1) “a” and “b” need not be met. The purchase
price is only that portion of the purchase price represented by the difference between the total purchase
price of the vehicle subject to registration acquired and the amount of the vehicle subject to registration
traded.

This rule applies only when a vehicle is traded for tangible personal property, regardless of whether
the transaction is between a retailer and a nonretailer or two nonretailers. The vehicle traded in must be
owned by the person(s) trading in the vehicle. It is presumed that the name or names indicated on the
title of the vehicle dictate ownership of the vehicle as set forth in lowa Code section 321.1.

ExAMPLE 1. John Doe has an automobile with a value of $2,000. John and his neighbor Bill Jones,
who has an automobile valued at $3,500, decide to trade automobiles. John pays Bill $1,500 cash.
Vehicles subject to registration are subject to use tax which is payable to the county treasurer at the time
of registration. In this example John would owe use tax on $1,500 since this is the amount John paid
Bill and tax is only due on the cash difference. Bill would not owe any use tax on the vehicle acquired
through the trade.

EXAMPLE 2. Joe has a Ford automobile with a value of $5,000. Joe and his friend Jim, who has
a Chevrolet automobile also valued at $5,000, decide to trade automobiles. Joe and Jim make an even
trade, automobile for automobile with no money changing hands. In this example there is no tax due on
either automobile because there is no exchange of money.

15.19(3) Trade for services. The trade-in provisions found in lowa Code sections 422.42(5) “b” and
423.1(8) do not apply to taxable enumerated services. When taxable enumerated services are traded, the
gross receipts would be determined based on the value of the service or other consideration.
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15.19(4) Three-way trade-in transactions. In a three-way transaction, the agreement provides that a
lessee sell to a third-party dealer a vehicle (or other tangible personal property) which the lessee owns.
The lessor then purchases another vehicle from the third-party dealer at a reduced price and leases the
vehicle to the lessee. The difference between the reduced sale price and retail price of the vehicle is not
allowed as a trade-in on the vehicle for use tax purposes.

EXAMPLE. “A” enters into a three-way agreement with “B,” the lessor. Under the terms of the
contract, “A” sells a 2000 Ford Taurus owned by “A” to “C,” a used-car dealer. The retail price for
the Ford Taurus is $30,000. “C” then sells the Ford Taurus to “B” for the reduced price of $25,000. “B”
then leases the Ford Taurus to “A” for a period of 12 months. The $5,000 difference between the reduced
sale price and the retail price of the vehicle is not allowed as a trade-in on the sale of the vehicle for use
tax purposes.

This rule is intended to implement lowa Code sections 422.42(5) “b " and 423.1(8). See also Reynolds
Motor Co. et al v. lowa Dep t. of Revenue, Equity 72050, Dist. Ct. of Scott Cty., lowa, August 28, 1987.

701—15.20(422,423) Corporate mergers which do not involve taxable sales of tangible personal
property or services. If title to or possession of tangible personal property or ownership of services is
transferred from one corporation to another pursuant to a statutory merger, the transfer is not a “sale”
subject to tax if all of the following circumstances exist: (1) the merger is pursuant to statute (for example,
Iowa Code section 490.1106); (2) by the terms of that statute, the title or possession of property or services
transferred passes from a merging corporation to a surviving corporation and not for any consideration;
and (3) the merging corporation is extinguished and dissolved the moment the merger occurs and, as
a result of this dissolution, cannot receive any benefit from the merger. Transactions which are not of
the type described above may involve taxable sales. See the following court cases relating to this area:
Nachazel v. Mira Co. Mfg., 466 N.W.2d 248 (Iowa 1991); D. Canale & Co. v. Celauro, 765 S.W.2d 736
(Tenn 1989); and Commissioner of Revenue v. SCA Disposal Services, 421 N.E.2d 766 (Mass 1981).

EXAMPLE A: Nonaffiliated Corporations A and C enter into a voluntary merger agreement governed
by Iowa Code section 490.1106. A and C are separate and independent, one from the other, and neither
is a subsidiary of another corporation. No officer of the one is an officer of the other. A and C voluntarily
negotiate an arms-length merger agreement which results in the transfer of A’s assets to C and the
dissolution of A. In return, A’s stockholders receive stock in C. A’s transfer of tangible personal property
to merged company C is not subject to sales or use tax.

EXAMPLE B: Corporations B, D, and E are independent entities. They enter into a merger agreement
governed by Iowa Code section 490.1106 and agree to merge into one surviving corporation which will
(after the dissolution of B and D) be E. They agree that the shares of merging corporations will be
converted into shares of E on an equal basis. The transfers of property by the corporations which are
parties to the merger are not sales subject to lowa tax.

EXAMPLE C: Corporation F receives all of Corporation G’s outstanding shares from G’s sole
stockholder. In return, G’s sole stockholder receives stock from F. Corporation G continues to exist
after the transaction as a subsidiary of Corporation F. This particular transaction involves a trade or
barter of the stock shares of F and G. There is a barter of the stocks and thus a “sale” as that term is
understood for the purposes of lowa sales tax law. However, because the sale involves only intangible
property (the stock shares), that sale is not taxable. The stock exchange transaction would not prevent
taxation of subsequent transfers of tangible personal property or services between F and G.

EXAMPLE D: Corporation H buys all the assets of Corporation [ which include machinery, equipment,
finished goods, and raw materials. Corporation H pays cash for these assets. This transaction does
involve the sale of tangible personal property and may be subject to lowa sales tax. However, see
701—subrule 18.28(2) concerning a casual sale exemption applicable to the liquidation of a business.

[Filed December 12, 1974]
[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 9/2/77, Notice 6/15/77—published 9/21/77, effective 10/26/77]
[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 7/1/78]
[Filed 1/5/79, Notice 11/29/78—published 1/24/79, effective 2/28/79]
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[Filed 3/15/79, Notice 2/7/79—published 4/4/79, effective 5/9/79]
[Filed 5/23/80, Notice 3/19/80—published 6/11/80, effective 7/16/80]
[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 8/13/82, Notice 7/7/82—published 9/1/82, effective 10/6/82]
[Filed emergency 2/9/83—published 3/2/83, effective 3/1/83]
[Filed 4/22/83, Notices 3/2/83, 3/16/83—published 5/11/83, effective 6/15/83]
[Filed 9/9/83, Notice 8/3/83—published 9/28/83, effective 11/2/83]
[Filed 10/3/86, Notice 8/13/86—published 10/22/86, effective 11/26/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 1/23/87, Notice 12/17/86—published 2/11/87, effective 3/18/87]
[Filed 11/25/87, Notice 10/21/87—published 12/16/87, effective 1/20/88]
[Filed 3/18/88, Notice 2/10/88—published 4/6/88, effective 5/11/88]
[Filed 4/28/88, Notice 3/23/88—published 5/18/88, effective 6/22/88]
[Filed 9/30/88, Notice 8/24/88—published 10/19/88, effective 11/23/88]
[Filed 11/23/88, Notice 9/21/88—published 12/14/88, effective 1/18/89]
[Filed 11/22/89, Notice 10/18/89—published 12/13/89, effective 1/17/90]
[Filed 3/26/92, Notice 2/19/92—published 4/15/92, effective 5/20/92]
[Filed emergency 7/1/92—published 7/22/92, effective 7/1/92]
[Filed 8/28/92, Notice 7/22/92—published 9/16/92, effective 10/21/92]
[File 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]
[Filed 1/12/96, Notice 12/6/95—published 1/31/96, effective 3/6/96]
[Filed 6/12/97, Notice 5/7/97—published 7/2/97, effective 8/7/97]
[Filed 11/14/97, Notice 10/8/97—published 12/3/97, effective 1/7/98]
[Filed 4/17/98, Notice 12/3/97—published 5/6/98, effective 6/10/98]
[Filed 12/10/99, Notice 11/3/99—published 12/29/99, effective 2/2/00]
[Filed 9/15/00, Notice 8/9/00—published 10/4/00, effective 11/8/00]
[Filed 10/26/01, Notice 9/19/01—published 11/14/01, effective 12/19/01]
[Filed 12/19/01, Notice 11/14/01—published 1/9/02, effective 2/13/02]
[Filed 6/21/02, Notice 5/15/02—published 7/10/02, effective 8/14/02]
[Filed 11/14/07, Notice 9/26/07—published 12/5/07, effective 1/9/08]
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CHAPTER 16
TAXABLE SALES

[Prior to 12/17/86, Revenue Department[730]]

701—16.1(422) Tax imposed. The lowa retail sales tax is imposed for periods prior to July 1, 1992, at
the rate of 4 percent and for periods on or after July 1, 1992, at the rate of 5 percent of the gross receipts
from the sale at retail of tangible personal property and certain enumerated services. However, see rule
701—14.3(422,423) for transition provisions to determine whether the 4 or 5 percent rate applies.

The remaining rules under this chapter deal with certain specific attributes of the Iowa retail sales
tax, but such rules are by no means exclusive in explaining what are taxable sales and are not exclusive
in explaining which transactions constitute taxable sales. There are other transactions which constitute
taxable sales under the law and which are not specifically dealt with in these rules.

This rule is intended to implement lowa Code section 422.43.

701—16.2(422) Used or secondhand tangible personal property. The sale of used or secondhand
tangible personal property in the form of goods, wares, or merchandise shall be taxable in the same
manner as new property. This condition eliminates any consideration for secondhand merchandise to be
treated differently than new merchandise when sold at retail for sales tax purposes.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.3(422,423) Tangible personal property used or consumed by the manufacturer
thereof. When a person who is primarily engaged in the manufacture of building materials, supplies,
or equipment for sale and not for the person’s own use or consumption, considering the totality of
the business, from time to time uses or consumes the building materials, supplies, or equipment for
construction purposes, the person is deemed to be making retail sales to one’s self and subject to tax on
the basis of the fabricated cost of the items so used or consumed for construction purposes. If building
materials, supplies, or equipment are used by a manufacturer in the performance of a construction
contract, a “sale” occurs only if the materials, supplies, or equipment are used in the performance of a
construction contract in lowa. For purposes of this rule, the term “fabricated cost” means and includes
the cost of all materials as well as the cost of labor, power, transportation to the plant, and other plant
expenses but not installation on the job site. Associated General Contractors of lowa v. State Tax
Commission, 255 lowa 673, 123 N.W.2d 922 (1963). Also see rule 701—19.4(422,423) relating to
contractors and rule 701—19.5(422) relating to materials, supplies, and equipment used in construction
contracts within and outside of lowa.
This rule is intended to implement lowa Code section 422.42(10).

701—16.4(422,423) Patterns, dies, jigs, tools, and manufacturing or printing aids.

16.4(1) Retail sales. Prior to July 1, 1997, a person engaged in the business of making and
selling patterns, dies, jigs, tools and manufacturing or printing aids to be used by other persons in the
manufacture of tangible personal property shall be deemed as selling such patterns, dies, jigs, tools and
manufacturing or printing aids at retail. If such items are sold by a vendor in lowa, the gross receipts
from these sales shall be subject to sales tax; and, if such items are purchased from a vendor outside
Iowa, the purchaser shall be subject to use tax. See 701—18.58 (422,423) for exemption for this type
of equipment on and after July 1, 1997.

Design charges that are not physically incorporated into a finished product are exempt from tax if
separately contracted. If no written contract exists, the design charge must be separately itemized on the
invoice to be exempt from tax.

When a manufacturer purchases or fabricates from raw materials purchased, dies, patterns, jigs, tools,
and manufacturing or printing aids for the account of customers who acquire title to the property upon
delivery thereof or upon the completion of the fabrication thereof by the manufacturer, the manufacturer
shall be regarded as purchasing the property either as an agent for, or resale to, customers. Tax shall
apply to either the manufacturer as an agent of the customer or to the sale by the manufacturer to the
customer.
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In determining whether the manufacturer purchases the property on behalf of, or for resale to, a
customer, the terms of the contract with the customer, the custom of usage of the trade and any other
pertinent factors shall be considered. For example, if the customer issues a purchase order for patterns,
dies, jigs, tools, and manufacturing or printing aids, or on the purchase order for the goods, itemizes or
otherwise specifies the particular patterns, dies, jigs, tools, and manufacturing or printing aids, which will
be required by the manufacturer to manufacture the goods desired by the customer and the manufacturer
obtains the item pursuant to the customer’s specific order, billing, itemizing or otherwise identifying it
to the customer separately from the billing for the article manufactured therefrom, and either delivers it
to the customer or holds it as bailee for the customer, it will be presumed that the manufacturer acquired
the property on behalf of the customer or for immediate resale to the customer.

16.4(2) Revisions and repairs. When a person takes existing patterns, dies, jigs, tools and
manufacturing or printing aids and revises them by changing or modifying such items in such a way
as to create a new pattern, die, jig, tool, and manufacturing or printing aid, such person shall not be
considered as making a retail sale since title never passes from the owner of the existing patterns, dies,
jigs, tools and manufacturing or printing aids, and such person shall be considered to be performing a
service. This service and any repair of any pattern, die, jig, tool and manufacturing or printing aid are
not services enumerated in lowa Code section 422.43. Any additional materials used and transferred to
the owner in addition to the existing patterns, dies, jigs, tools and manufacturing or printing aids, in the
revision or repair thereof would be taxable. Chicago, B. & Q. R. Co.v. lowa State Tax Commission,
295 lowa 178, 142 N.W.2d 407 (1966).

However, any service enumerated in lowa Code section 422.43, which is performed in connection
with this revision or repair would be subject to tax; such as when a die owner hires a welding firm to
weld a broken die part on a die. The charges for the labor and materials used in connection with this
service would be subject to the tax.

This rule is intended to implement lowa Code sections 422.42(3) and 422.43.

701—16.5(422,423) Explosives used in mines, quarries and elsewhere. A person engaged in the
business of selling explosives to miners, quarries or others shall be subject to sales tax on the gross
receipts from the sale of such property at retail in Iowa. The purchaser shall be liable for use tax
upon all purchases for use in lowa not subject to sales tax. Linwood Stone Products Company v. State
Department of Revenue, Towa, 175 N.W.2d 393 (1970).

This rule is intended to implement lowa Code sections 422.42, 422.43,423.1, and 423.2.

701—16.6(422,423) Electrotypes, types, zinc etchings, halftones, stereotypes, color process plates
and wood mounts. Electrotypes, types, zinc etchings, halftones, stereotypes, color process plates,
wood mounts and art productions shall be subject to tax when sold to users or consumers. (See rule
701—18.33(422,423) for sales to printers.) The mentioned articles do not become an integral or
component part of merchandise intended to be sold ultimately at retail. Long v. Roberts & Son, 234
Ala. 570 176 So. 213 (1937); People ex. rel. Walker Engraving Corporation v. Groves, 268 N.Y. 648,
193 N.E. 539 (1935).
This rule is intended to implement lowa Code sections 422.42(3), 422.43, 423.1(1), and 423.2.

701—16.7 Rescinded, effective 7/1/78.

701—16.8(422,423) Wholesalers and jobbers selling at retail. Sales made by a wholesaler or jobber to
a purchaser for use or consumption by the purchaser or in the purchaser’s business and not for resale are
considered retail sales and subject to tax, even though sold at wholesale prices or in wholesale quantities.

This rule is intended to implement lowa Code sections 422.42(3), 422.43, 423.1(1), 423.1(10), and
423.2.

701—16.9(422,423) Materials and supplies sold to retail stores. Receipts from the sale of materials
and supplies to retail stores for their use and not for resale shall be subject to tax. The retail store is the
final buyer and ultimate consumer of such items as fuel, cash registers, adding machines, typewriters,



IAC 7/2/08 Revenue[701] Ch 16, p.3

stationery, display fixtures and numerous other commodities which are not sold by the store to its
customers.
This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1(1), and 423.2.

701—16.10(422,423) Sales to certain corporations organized under federal statutes. The sale of
tangible personal property or taxable services at retail to the following corporations are sales for final
use or consumption to which tax shall apply:

1. Federal savings and loan associations.

2. Federal savings and trust companies.

3. National banks.

4.  Other organizations of like character.

This rule is intended to implement lowa Code sections 422.42, 422.43,423.1, and 423.2.

701—16.11(422,423) Paper plates, paper cups, paper dishes, paper napkins, paper, wooden or
plastic spoons and forks and straws. When paper, wooden or plastic cups, plates, dishes, napkins,
spoons and forks are sold with tangible personal property and expended by such use, the sale of such
properties to retailers shall be considered sales for resale. The gross receipts from the sale of such items
by retailers to consumers or users shall be subject to tax.

When these articles are sold in connection with service or for free distribution by retailers apart from
a retail sale, the transaction shall be deemed to be a retail sale to the retailer and shall be taxable.

Sales of reusable placemats to retailers who sell meals shall be subject to tax.

EXAMPLE 1. A retailer purchases napkins, disposable forks and knives for the retailer’s restaurant.
The retailer provides these items free of charge, apart from the retail sale of food at the retailer’s
restaurant. Sale of these items to the retailer is a retail sale and is subject to tax.

EXAMPLE 2. A retailer purchases napkins, disposable knives and forks for the retailer’s restaurant.
The retailer sells these items with tangible personal property to the retailer’s customers. The sale of
these items to the retailer is considered a sale for resale and is not subject to lowa sales tax at the time
of purchase.

This rule is intended to implement lowa Code sections 422.42(3), 422.43, 423.1(1), and 423.2.

701—16.12(422) Tangible personal property purchased for resale but incidentally consumed
by the purchaser. A retailer engaged in the business of selling tangible personal property who takes
merchandise from stock for personal use, consumption, or gifts shall report these items on the sales tax
return and remit tax on the purchase cost of the items.

This rule does not authorize purchase for resale of items intended to be used by the retailer.

This rule is intended to implement lowa Code sections 422.42(3), 422.43, and 422.51.

701—16.13(422) Property furnished without charge by employers to employees. When an employer
furnishes tangible personal property (including meals) to employees without charge or uses merchandise
for gifts or consumption, the cost to the employer of the tangible personal property or merchandise shall
be subject to tax and included on the employer’s return if the employer has not previously paid tax
to a retailer. However, the food purchased by the employer for meals prepared for employees is not
subject to tax. See In the Matter of the Petition of Cedar Rapids Country Club for Declaratory Ruling,
(Rev. Dkt. No. 91-30-6-0541, 12-23-91).
This rule is intended to implement Iowa Code sections 422.42, 422.43, and 422.51.

701—16.14(422) Sales in interstate commerce—goods delivered into this state. When parties
contract for the sale of tangible personal property in interstate commerce and the property is delivered
to users or consumers in lowa and the seller is engaged in the business of selling tangible personal
property in Iowa, the transaction shall be subject to sales tax. The tax shall apply, even though the
purchaser’s order may specify that the goods are to be manufactured or procured outside lowa and
shipped directly from the point of origin to the purchaser. The seller shall be required to collect and
remit sales tax on all such transactions.
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If the above conditions are met, and the property is delivered to the purchaser in Iowa, it shall be
immaterial if the contract of sale is closed by acceptance outside lowa, if the contract is made before the
property is brought into lowa or if any other aspect of the sale occurs outside this state. Harold D. Sturtz
v. lowa Department of Revenue, 373 N.W.2d 131 (Iowa 1985).

16.14(1) Delivery in state. Delivery is held to have taken place in lowa when physical possession of
the tangible personal property is actually transferred to the consumer or user or their agents, other than a
carrier, within the state. Dodgen Industries v. lowa State Tax Commission, 160 N.W.2d 289 (Iowa 1968).
For examples of delivery which do not involve physical transfer of possession to the user or consumer,
see 701—subrules 14.3(2) and 14.3(3).

16.14(2) Rescinded IAB 4/15/92, effective 5/20/92.

This rule is intended to implement lowa Code sections 422.42, 422.43, and 422.45(1).

701—16.15(422) Owners or operators of buildings. Owners or operators of buildings who purchase
items to be used by them in maintaining the building are the users or consumers and shall pay sales tax
to their suppliers.

16.15(1) When owners or operators of buildings remeter and bill their tenants for electric current,
gas, or any other taxable service consumed by the tenants, such owners or operators shall be considered
to be purchasing the electric current, gas, or other taxable service for resale. These owners or operators
shall hold permits and shall be liable for the tax upon the gross receipts from the sale of such service.
When the building owners or operators purchase all of the electric current, gas, or other services for
resale and consume a portion in the operation of the building, they shall be liable for tax on that portion
consumed, based upon the cost of the electric current or gas purchased for resale.

16.15(2) When the management of a building sells heat to other buildings or other persons and
charges for such service as a sale of heat, such transactions are considered sales at retail and shall be
subject to tax.

16.15(3) When heat is furnished to tenants as a service to them, incidental to the renting of the space,
there shall be no tax. When heat is sold separately and billed to the tenants separately, such service shall
be taxable.

16.15(4) When a building manager makes sales of tangible personal property or taxable services at
retail, the manager shall be required to procure a permit and collect and remit tax.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.16(422,423) Tangible personal property made to order. When a retailer contracts to

fabricate items of tangible personal property from materials available in stock or through placing orders

for materials which have been selected by customers, the total receipts from the sale of such fabricated

articles shall be included in the taxable receipts. The retailer shall not deduct fabrication or production

charges, even though such charges are separately billed. Hellerstein, The Scope of the Taxable Sale

Under Sales and Use Tax Acts: Sales as Distinguished From Services, 11 Tax L. Rev. 262, 269 (1956).
This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.17(422,423) Blacksmith and machine shops. When a blacksmith or machine shop operator
fabricates finished articles from raw materials and sells such articles at retail, tax shall apply on the total

charge which includes the fabrication labor.
This rule is intended to implement lowa Code sections 422.42, 422.43,423.1, and 423.2.

701—16.18(422,423) Sales of signs at retail. A person engaged in selling illuminated signs, bulletins,
or other stationary signs (whether manufactured by that person or by others) to users or consumers is
selling tangible personal property at retail. The gross receipts from the sales shall be taxable, even when
the purchase price of the sign includes a charge for maintenance or repair service, in addition to the
charge for the sign.

This rule is intended to implement lowa Code sections 422.42, 422.43,423.1, and 423.2.
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701—16.19(422,423) Products sold by cooperatives to members or patrons. Sales by cooperatives to
members or patrons shall be subject to tax. The gross receipts from the sale of tangible personal property
to stockholders or members of cooperative creameries or creamery associations shall be included in the
receipts on which tax is computed. See 1942 O.A.G. 101.

This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.20(422,423) Municipal utilities, investor-owned utilities, or municipal or rural
electrification cooperatives or associations. Municipal utilities, investor-owned utilities, or municipal
or rural electrification cooperatives or associations shall be required to collect and remit tax from the
sale of electric energy to consumers. Such municipal utilities, investor-owned utilities, or municipal
or rural electrification cooperatives or associations may execute resale exemption certificates to the
companies from whom they purchase electric energy and may obtain resale exemption certificates from
consumers to whom they sell electric energy for processing or resale.

Municipal utilities, investor-owned utilities, or municipal or rural electrification cooperatives or
associations shall be required to collect and remit tax on all sales of tangible personal property to users
and consumers and pay tax on the purchase of all tangible personal property which they do not resell,
except as provided herein. They need not pay tax on electricity which they generate and subsequently use
and consume in the operation of their facilities. lowa Public Service Company v. lowa State Department
of Revenue, D.Ct. of Woodbury Cty., lowa, No. 90018C Law (1984). Tax shall not apply to electricity
consumed in processing tangible personal property intended to be sold ultimately at retail.

Electricity loss through line loss or electricity provided to municipalities or other governmental units
which derive disbursable funds from appropriations or allotments of funds raised by the levying and
collection of taxes and used for public purpose shall not be subject to tax.

This rule is intended to implement lowa Code sections 422.42(5), 422.43, and 423.1.

701—16.21(422,423) Sale of pets. A retailer selling pets shall procure a permit and report tax on the
gross receipts from the sale of such pets.
This rule is intended to implement lowa Code sections 422.42, 422.43,423.1, and 423.2.

701—16.22(422,423) Sales on layaway. The gross receipts from sales on layaway are subject to tax.
A layaway sale involves two separate and distinct contracts. Under the first contract, the customer and
the retailer enter into an agreement to give the customer an option to purchase a certain item of tangible
personal property. Under the second contract, the sale of property takes place. During the period of
the option the item is placed aside “on layaway” and is not available for sale to the general public.
This option to purchase is exercised by the customer’s making one or more “layaway payments.” The
customer exercises the option to buy by completing the layaway payments. The last layaway payment
is also the tendered payment under the separate contract for sale of the property. The contract for sale
is complete when the seller delivers the property to the buyer. See Holland v. Brown, 15 Utah 2d 422,
394 P.2d 77 (1964) and Sturtz v. lowa Department of Revenue, 373 N.W.2d 131 (Iowa 1985). Tax must
be reported during the period (e.g., the quarter or month) in which delivery under the contract for sale
portion of the layaway occurs. This will nearly always be the reporting period in which physical transfer
of possession passes from the retailer to the buyer.

A sale on layaway should not be confused with a “conditional sale.” The differences are these: (1)
in a conditional sale physical transfer of property occurs before, rather than after, the buyer makes all
periodic payments necessary to purchase the property; (2) in a conditional sale physical possession of
and title to the property pass to the buyer at different times. First physical possession passes; then after all
periodic payments are made title (ownership) passes to the buyer. In a layaway sale both possession and
title pass at the same time after all payments are made; (3) the conditional sale is a much more common
commercial arrangement than the sale on layaway.

This rule is intended to implement lowa Code section 422.42(2).
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701—16.23(422) Meal tickets, coupon books, and merchandise cards. When meal tickets, coupon
books, or merchandise cards are sold by persons engaged exclusively in selling taxable commodities or
services, tax shall be levied at the time such items are redeemed by the customer. Tax shall not be added
at the time of actual purchase of the meal ticket, coupon book, or merchandise card.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.24(422,423) Truckers engaged in retail business. Truckers or haulers engaged in the sale of
tangible personal property to ultimate users or consumers shall be deemed as making taxable sales.
This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.25(422,423) Foreign truckers selling at retail in lowa. Foreign truckers or persons engaged
in the sale of tangible personal property at retail in lowa by means of hauling said property into the state
shall be required to collect and remit tax on a nonpermit basis. To ensure the remission of tax on lowa
sales, the department has the statutory authority to require a bond deposit from sellers classified in this
rule. This right shall be exercised when necessary.

This rule is intended to implement lowa Code sections 422.43, 422.52, 422.53(7), 423.2, and 423.9.

701—16.26(422) Admissions to amusements, athletic events, commercial amusement enterprises,
fairs, and games.

16.26(1) Taxable admissions. The gross receipts from amusements of every kind and character
and from games of every kind and character shall be taxable, unless exempt under rule 16.26(422),
16.39(422) or 701—17.1(422).

a. Taxable amusement shall include but not be limited to the following:

(1) Fortune telling, fortune tellers, and psychics.

(2) Concessions at a fair, carnival, or like place when the charge is made or a voluntary contribution
taken by the person operating the concession.

(3) Games of skill, games of chance, raffles, and bingo.

(4) Activities operated by private entities.

(5) Admissions to a fair not operated by a county or city.

(6) Athletic events occurring in lowa sponsored by educational institutions except when sponsored
by elementary and secondary educational institutions.

b.  Tax shall apply to both legal and illegal amusements. The collection of tax or the issuance of a
permit shall not be construed to condone or legalize any games of skill or chance or slot-operated device
prohibited by law.

c.  Gross receipts shall include all money taken in by the operator of any amusement, game, or
device in the state of lowa.

16.26(2) Nontaxable amusements. The following is a nonexclusive list of amusements, the gross
receipts of which are exempt from sales tax:

a. Amusements, fairs, and athletic events of elementary and secondary educational institutions.

b.  Certain fees paid to a city or county for participating in an athletic sport. See rule
701—18.39(422,423).

c¢.  Admissions to a fair operated by a county or a city.

d.  Forperiods beginning on or after July 1, 1996, the gross receipts from sales or services rendered,
furnished, or performed by the state fair organized under lowa Code chapter 173 or a county, district,
or fair society organized under lowa Code chapter 174. This exemption does not apply to individuals,
entities, or others that sell tangible personal property or provide taxable enumerated services at the state,
county, district fair, or fair societies organized under lowa Code chapters 173 and 174.

EXAMPLE 1. The state fair organization sells posters in honor of the state of lowa’s sesquicentennial
during the lowa state fair and other events. The gross receipts from the sales of these posters are exempt
from tax as a sale by a fair organized under Iowa Code chapter 173.

EXAMPLE 2. XYZ vendor sells children’s toys and other items of tangible personal property at a
booth on the fairgrounds during the lowa state fair. The gross receipts from sales by XYZ vendor are
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not exempt from lowa sales tax under this rule. XYZ vendor is a private entity and not a state, county,
district, city, or fair society organized under lowa Code chapters 173 and 174.

EXAMPLE 3. The Black Hawk county fair society rents tables and chairs to XYZ organization for
an event to be held by XYZ. The gross receipts from the rental of the tables and chairs are exempt from
sales tax since the county fair is organized pursuant to lowa Code chapter 174.

16.26(3) Fees for participation in games or other amusements.

Beginning July 1, 1993, an entry fee at a place of amusement, fair, or athletic event is not subject to
tax when the sales of tickets or admission charges for observing the activity are taxable. If there is no
admission but only an entry fee, the entry fee is subject to sales tax whether or not the entry fee is used for
prizes. A fee shall mean and include, but not be limited to, entry fees, registration fees, or other charges
made by the operator or sponsor of a game or other form of amusement for the right to participate in such
game or amusement. Game or other form of amusement shall mean and include, but not be limited to,
such events as golf tournaments, bowling tournaments, car races, motorcycle races, bridge tournaments,
rodeos, animal shows, fishing contests, balloon races, and trap shoots.

Prior to July 1, 1993, fees which are specifically designated as prize money, whether or not paid to
the operator or sponsor of the game or other form of amusement, and which are in fact returned to the
participants in the form of cash for merchandise prizes, are not subject to tax if the amount or percentage
designated as prize money is separately stated to the participant at the time the participation fee is
established and if sales or use tax is paid on the merchandise prizes to be distributed to the participants.
If the amount designated as prize money is not separately stated to the participant, the tax shall apply to
the total fee, even though some of the fee may be used for prizes. The tax applies whether the fee is to
cover a single event or numerous events.

Educational, religious, and charitable organizations may be exempt from the tax on the receipts from
the fees charged for participation in any game or other form of amusement if exempt pursuant to Iowa
Code section 422.45(3) and rule 701—17.1(422).

This rule is intended to implement Iowa Code sections 422.42, 422.43, 422.45(3) and lowa Code
section 422.45 as amended by 1996 lowa Acts, chapter 1124.

701—16.27(422) Amusements. Rescinded IAB 11/10/93, effective 12/15/93.

701—16.28(422) Fees for participation in games or other amusements. Rescinded IAB 11/10/93,
effective 12/15/93.

701—16.29(422) Rental of personal property in connection with the operation of
amusements. Gross receipts from equipment rental of personal property in connection with the
operation of amusements shall be taxable. Such rentals shall include all tangible personal property
or equipment used by patrons in connection with the operation of commercial amusements,
notwithstanding the fact that the rental of such personal property may be billed separately. See
701—26.18(422).

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.30(422) Commercial amusement enterprises—companies or persons which contract to
furnish show for fixed fee. Sales by commercial amusement enterprises occurring on or after May 31,
1984, shall not be subject to tax.

This rule is intended to implement lowa Code section 422.43.

701—16.31(422) Admissions to state, county, district and local fairs. Rescinded IAB 11/10/93,
effective 12/15/93.

701—16.32(422) River steamboats. River steamboats carrying passengers for pleasure rides on any
river within the state or which forms a boundary line between lowa and another state shall be an
amusement enterprise. Gross receipts from the sale of such tickets sold in Iowa shall be taxable. For
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an exception to this rule and an exemption applicable to tickets for admission to excursion gambling
boats, see rule 701—17.25 (422,423).
This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.33(422) Pawnbrokers. Pawnbrokers are primarily engaged in the business of lending money
for and accepting as security tangible personal property from the owner or pledger.

In case the pledger does not redeem the property pledged or pawned, such property is forfeited to
the pawnbroker, to whom the title passes.

When pawnbrokers thereafter sell such articles at retail, they are making sales and shall collect and
remit tax.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.34(422,423) Druggists and pharmacists. Persons licensed to practice pharmacy in lowa and
registered prescription druggists in lowa engaged in the business of selling drugs and medicines shall
not be liable for tax on the applicable exemptions prescribed under 701—Chapter 20.

Unless otherwise exempt from tax, the purchase of tangible personal property for individual use
or consumption by licensed pharmacists and registered prescription druggists shall be subject to tax.
Furthermore, such persons shall hold a retail sales tax permit and collect and report all tax due from
consumers and users in all transactions involving taxable retail sales.

This rule is intended to implement Iowa Code sections 422.42, 422 .43, 422.45(13), 423.1, 423.2,
and 423.4(4).

701—16.35(422,423) Memorial stones. Persons engaged in the business of selling memorial stones are
selling tangible personal property, the gross receipts from which shall be subject to tax. When the seller
of a memorial stone agrees to erect a stone upon a foundation, the total gross receipts from such sale
shall be taxable.

Any designs, lettering or engraving performed on a memorial stone or monument is also subject
to the tax. See rule 701—26.17(422,423) and In Re, Des Moines-Winterset Monuments, Inc., Docket
No. 79-228-6A-DR, March 13, 1980.

This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.36(422) Communication services furnished by hotel to its guests. As a common practice,
hotels in the state of Iowa purchase telephone communication service from telephone companies and
furnish said services to the guests of the hotel. The hotel makes a charge for this communication service
to its guests in an amount which exceeds the cost of such service to it from the telephone company. Tax
shall apply to the entire charges which the hotel makes to its guests for such communication service,
regardless of whether the guest’s calls are local or long-distance within the state.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.37(422) Private clubs. Private clubs, such as country clubs, athletic clubs, fraternal and other
similar social organizations, are retailers of tangible personal property sold by them, even though the
sales are made only to members. These organizations shall procure a permit and report and pay tax on
the gross receipts of all sales by such clubs.
When clubs operate amusements or amusement devices or coin-operated machines, the gross receipts
therefrom shall be included with the gross receipts from other taxable sales on which tax is computed.
This rule is intended to implement Iowa Code sections 422.42 and 422.43.

701—16.38(422,423) Aircraft sales. Rescinded IAB 10/13/93, effective 11/17/93.

701—16.39(422) Athletic events. The sale of tickets or admissions to athletic events occurring in the
state of lowa sponsored by educational institutions without regard to the use of the proceeds from such
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sales shall be subject to tax, except when sponsored by elementary and secondary educational institutions
as set forth in Iowa Code section 422.43.
This rule is intended to implement lowa Code section 422.43.

701—16.40(422,423) Iowa dental laboratories. lowa dental laboratories are engaged in selling tangible
personal property to lowa dentists. Such laboratories shall hold a retail sales tax permit and collect and
report all tax due from dentists in all transactions involving taxable retail sales.

Iowa dental laboratories shall not be subject to tax on those purchases of tangible personal property
which (1) form a component or integral part of new work or repair work being furnished to lowa dentists
or other dentists or (2) would be exempt if purchased directly by the dentist’s patient.

Iowa dental laboratories are deemed to be the final user or consumer of all tangible personal
property, including tools, office supplies, equipment and any other tangible personal property not
otherwise exempt. Sales tax shall be remitted to its lowa supplier when purchasing in this state, and
use tax shall be remitted directly to the department when such items are purchased from out-of-state
suppliers, unless the out-of-state supplier is registered with the department and authorized to collect use
tax for the state, in which case the use tax shall be paid to the registered supplier.

This rule is intended to implement lowa Code sections 422.42, 422.43, 422.45(15),423.1, and 423.2.

701—16.41(422,423) Dental supply houses. Dental supply houses are engaged in selling tangible
personal property to dentists and dental laboratories. Such dental supply houses shall collect and report
all tax due from purchasers in all transactions involving taxable retail sales. This shall not include sales
of tangible personal property which (1) will form a component or integral part of new work or repair
work being furnished to Iowa dentists or other dentists or (2) would be exempt if sold directly to an
individual.

This rule is intended to implement lowa Code sections 422.42, 422.43, 422.45(15),423.1, and 423.2.

701—16.42(422) News distributors and magazine distributors. News distributors and magazine
distributors engaged in intrastate sales of magazines and periodicals in lowa to vendors who are engaged
in part-time distribution of such magazines are deemed to be making sales at retail. The gross receipts
from such sales shall be subject to sales tax.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

701—16.43(422,423) Magazine subscriptions by independent dealers. The gross receipts from the

sale of subscription magazines or periodicals derived by independent distributors or dealers in the state

of Towa who secure such subscriptions as independent dealers or distributors shall be subject to tax.
This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.44(422,423) Sales by finance companies. A finance company who repossesses or acquires
tangible personal property in connection with its finance business and sells tangible personal property
at retail in Iowa shall be required to hold a permit and remit the current rate of tax on the gross receipts
from such sales at retail in lowa. S & M Finance Company Fort Dodge v. lowa State Tax Commission,
162 N.W.2d 505 (Iowa 1968).

This rule is intended to implement lowa Code sections 422.42, 422.43, 423.1, and 423.2.

701—16.45(422,423) Sale of baling wire and baling twine. Prior to July 1, 1996, the sale of baling
wire and baling twine to farmers may be taxable or exempt from tax, depending upon the use which the
farmer will make of the baling wire or twine. If a farmer purchases baling wire or twine for use in baling
hay or straw which will be used or consumed in that farmer’s own farming operation, the purchase of
the baling wire or twine is taxable. If a farmer purchases baling wire or twine for use in baling hay or
straw for sale to other persons, the farmer’s purchase of the wire or twine is exempt from tax. Purchase
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of wire or twine by commercial or custom balers employed to bale hay or straw owned by other persons
is taxable. For sales on or after July 1, 1996, see 701—subrule 18.48(4).

This rule is intended to implement lowa Code section 422.45(19) and lowa Code section 422.45 as
amended by 1996 Iowa Acts, chapter 1145.

701—16.46(422,423) Snowmobiles and motorboats. Snowmobiles and motorboats shall be subject to
tax when purchased and shall not be classified as vehicles subject to registration.
This rule is intended to implement lowa Code chapters 422 and 423.

701—16.47(422) Conditional sales contracts. lowa Code section 422.42(2) defines sales to include
“conditional sales.” A conditional sale is a sale in which the vendee receives the right to the use of the
goods which are the subject matter of the sale, but the transfer of title to the vendee is conditional on the
performance of some condition by the vendee, usually the full payment of the purchase price.

Conditional sales in most cases are evidenced by the facts supporting the nature of the vendor’s
business, intent of the parties, and the facts supporting the control over the tangible personal property by
the vendee. A conditional sales contract would exist where: the vendee/lessee has total control over the
property, is responsible for all losses or damages; the transfer of the property is complete except to title
which passes upon the condition of full payment; and where such full payment is performed under nearly
all the vendor’s “lease” arguments, except in cases of default; and, the vendor has no intent of retaining
control over the property except for purposes of selling or financing it for sale. In determining whether
an agreement constitutes a conditional sale or a true lease, substance shall prevail over form, and the
terminology of the written agreement will be considered only to the extent that it accurately represents
the true relationship of the parties.

When a conditional sale exists, sales tax is due on the full contract price at the time delivery of the
property which is the subject of the contract is made. No further tax is due on the periodic payments.
Interest and finance charges shall not be considered part of the selling price if they are separately stated
and reasonable in amount and are, therefore, not subject to tax. State ex rel Turner v. Younker Bros., Inc
210 N.W.2d 550, 562 (Iowa 1973). See rule 701—15.1(422).

This rule is intended to implement lowa Code sections 422.42(2), 422.42(3), and 422.43.

701—16.48(422,423) Carpeting and other floor coverings. The sale of carpeting and other floor
coverings to any person constitutes a sale at retail of tangible personal property and is subject to sales
or use tax, unless purchased for resale or otherwise exempt from tax.

Floor coverings which are shaped to fit a particular room or area and which are attached to the
supporting floor with cement, tacks, or by some other method making a permanent attachment with the
building or structure are considered to be building materials and shall be taxable in the same manner as
building materials which are used or consumed in the performance of a construction contract. See rule
701—19.2(422,423) and 701—subrule 19.3(3) for tax treatment. On and after July 1, 1992, the sale of
carpeting is not to be treated as the sale of a “building material.” Prior to July 1, 1992, carpeting was
treated the same as floor coverings. The sale of other types of floor covering continues to be the sale of a
building material. See the following paragraph for sales and use tax treatment of carpeting on and after
July 1, 1992. The gross receipts for the sale of rugs, mats, linoleum, and other types of floor coverings
which are not attached but which are simply laid on finished floors, are not considered building materials
and are subject to tax, unless purchased for resale or otherwise exempt from tax.

On and after July 1, 1992, the sale of “carpeting” to owners, contractors, subcontractors or builders
is not the sale of a building material, but the sale of ordinary tangible personal property, which can be
purchased for resale by owners, contractors, subcontractors or builders. “Carpeting” is any floor covering
made of fabric, usually wool or synthetic fibers. For purposes of this rule, “carpeting” also includes any
pads, tack strips, adhesive, and other materials other than subflooring necessary for installation of the
carpeting. On and after July 1, 1992, sellers of carpeting should continue to charge purchasers sales tax
unless the carpeting is purchased for resale or some other exempt purpose, in which case the purchaser
must provide the seller with an exemption certificate upon demand.
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On and after July 1, 1992, sales of carpeting, with installation, are taxable in the following manner:

1. If separate contracts exist for the sale of the carpeting and for the installation, only the gross
receipts from the sale of the carpeting are subject to tax.

2. Ifthe selling price of the carpeting and the installation charge are stated as one charge or lump
sum, the entire charge is subject to sales tax.

3. If the invoice itemizes the installation charge separately from the selling price of the carpet,
only the selling price of the carpet is subject to sales tax if the installer and the purchaser of the carpet
intend that a sale of the carpet shall occur. See 701—subrule 18.31(1) for more information.

In the following examples assume that contractor A purchases carpeting from supplier B for
installation in customer C’s home. Whether or not A will purchase the carpeting from B for A’s own
consumption (and thus, A will pay the tax to B) or A will purchase the property from B for resale to C
(and thus, C will pay the tax to A) depends upon any contracts existing between A, the contractor, and
C, the customer.

EXAMPLE A: A contracts with C to install carpeting in C’s home. Separate contracts exist between
A and C for the sale of the carpeting and for its installation. Under these circumstances, A purchases the
carpeting from B for resale to C. No tax is due upon the transaction between A and B; tax is due upon
A’s resale of the carpet to C, but not upon A’s charges for carpet installation, a nontaxable service.

EXAMPLE B: A charges C one lump sum for the carpeting and installation. In this case, A collects
sales tax from C on the entire lump sum. The lump sum is treated, for sales tax purposes, as the gross
receipts from the sale of tangible personal property; so A purchases the carpet from B for resale and
without tax.

EXAMPLE C: A and C contract for the sale of the carpet separate from its installation. A sends C
one invoice for the installation and sale of the carpet with the installation charge listed on the invoice
separate from the selling price of the carpet. Under these circumstances, only the selling price of the
carpet listed on the invoice is subject to sales tax and A purchases the carpet from B for resale and thus,
without obligation to pay sales tax to B. See 701—subrule 18.31(1) for more information.

This rule is intended to implement Iowa Code sections 422.42(9) and 423.1.

701—16.49(422,423) Bowling. The rental of automatic pinsetters by bowling alley operators is subject
to the imposition of sales or use tax as they are not resold to patrons. Therefore, the operator of the alley
is considered the consumer of the pinsetter rental.

The rental of bowling shoes is subject to the imposition of sales or use tax as equipment rental.

The sales of bowling score sheets to operators of bowling establishments are subject to the imposition
of sales or use tax as the operators are the consumers of such score sheets.

This rule is intended to implement lowa Code sections 422.42 and 423.1.

701—16.50(422,423) Various special problems relating to public utilities. The amount of any charge,
commonly called a “late payment charge,” imposed by a public utility on its customers, shall not be
subject to tax if the charge is in addition to any charge for the utility’s sale of its commodity or service
and is imposed solely for the privilege of deferring payment of the purchase price of the commodity or
service and furthermore is separately stated and reasonable in amount.

The date of the billing of charges for a public utility’s sales shall be used to determine the period
in which the utility shall remit tax upon the amount charged. The utility shall remit tax upon the gross
receipts of any bill during the period which includes the billing date. Thus, if the date of a billing is
March 31 and the due date for payment of the bill without penalty is April 20, tax upon the gross receipts
contained in the bill shall be included in the return for the first quarter of the year. The same principle
shall be used to determine when tax will be included in payment of a deposit.

In general, the amount of any “franchise fee” which a public utility pays to a city for the privilege
of operating and which is directly or indirectly passed on to the utility’s customers shall be included in
gross receipts subject to tax. This will be true even if the amount of the franchise fee is computed as a
percentage of other gross receipts subject to tax and is separately stated and separately charged to the
immediate consumer of the commodity or service. However, if, in the future, it becomes lawful for a city
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to impose a sales or use tax and such tax is imposed upon the customers of public utilities in the guise of
a franchise fee, the amount of this city excise tax shall not be subject to Iowa tax if the tax imposed by
the city is separately stated and separately billed. See Chartair, Inc. v. State Tax Commission, 411 N.Y.2d
41, 44 (N.Y. App. Div. 1978), Ferrara v. Director, Division of Taxation, 317 A.2d 80, 84-85 (N.J. Super.
Ct. App. Div. 1974) and 730—subrule 15.12(2).

This rule is intended to implement Iowa Code sections 422.42(6), 422.43, 422.45, 423.1(3), and
423.2.

701—16.51(422,423) Sales of services treated as sales of tangible personal property.

16.51(1) Effective July 1, 1984, the sale of engraving, photography, retouching, printing and binding
services is no longer the sale of enumerated services but the sale of tangible personal property. For the
purposes of this subrule these services will be referred to as “property.”

a. Definitions and characterizations.

(1) “Binding.” Persons engaged in the business of binding any printed matter, other than for the
purpose of ultimate sale at retail, are engaged in the sale of property, the gross receipts of which are
subject to tax.

(2) “Engraving” includes the business of engraving on wood, metal, stone, or any other material.

(3) “Photography” is the art or process of producing images or objects upon a photosensitive
surface by the chemical action of light or other radiant energy.

(4) “Printing” includes, but is not limited to, any type of printing, lithographing, mimeographing,
photocopying and similar reproduction. The following activities are nonexclusive examples of property
which are subject to tax: printing of pamphlets, leaflets, stationery, envelopes, folders, bond and stock
certificates, abstracts, law briefs, business cards, matchbook covers, campaign posters and banners for
the users thereof.

(5) “Retouching” includes the renovation or retouching of an existing likeness or design.

b.  Reserved.

16.51(2) Effective May 18, 1984, the sale of vulcanizing, recapping and retreading services is no
longer the sale of enumerated services, but is the sale of tangible personal property. For the purposes of
this subrule these services will also be referred to as “property.”

a. “Vulcanizing” means the act or process of treating crude rubber, synthetic rubber, or other
rubber-like material with a chemical and subjecting it to heat in order to increase its strength and elasticity.

b.  The effective date of the statute mandating change in the treatment of vulcanizing, recapping
and retreading is May 18, 1984. However, the change in the treatment of this property is retroactive to
January 1, 1979. The statute provides that no tax may be assessed for a retailer’s treatment of the sale of
this property as the sale of tangible personal property between the dates January 1, 1979, and May 17,
1984, inclusive. However, no refund may be claimed on any tax collected prior to May 18, 1984, if the
basis for the refund claim is the argument that the sale of vulcanizing, recapping and retreading services
is the sale of tangible personal property.

16.51(3) Effective July 1, 1997, sales of prepaid telephone calling cards and prepaid authorization
numbers which furnish the holder with communication service are taxable as sales of tangible personal
property. See rule 16.52(422,423) below for an explanation of the sales tax treatment of other types of
prepaid merchandise cards.

This rule is intended to implement lowa Code sections 422.43 and 423.1.

701—16.52(422,423) Sales of prepaid merchandise cards. Sales of prepaid merchandise cards (other
than prepaid telephone calling cards, see 16.51(3) above) are not sales of tangible personal property and
are not sales which are subject to lowa tax. If a purchaser uses a prepaid merchandise card to purchase
taxable tangible personal property or taxable services, sales tax is computed on the gross receipts at the
time of the sale and deducted from the prepaid amount remaining on the merchandise card.
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EXAMPLE: Customer A purchases a prepaid merchandise card from ABC Clothing Company in the
amount of $200.00. A purchases a sweater for $50.00 from ABC Clothing. ABC Clothing Company
will debit A’s card $52.50 ($50.00 x 1.05) or $53.00 ($50.00 x 1.06) if local option tax is applicable.

This rule is intended to implement lowa Code sections 422.42 and 422.43.

[Filed December 12, 1974]
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CHAPTER 17
EXEMPT SALES

[Prior to 12/17/86, Revenue Department[730]]

701—17.1(422,423) Gross receipts expended for educational, religious, and charitable
purposes. Prior to July 1, 2001, net proceeds of an organization are exempt to the extent such proceeds
are expended for educational, religious, or charitable purposes, except receipts from games of skill,
games of chance, raffles, and bingo. ITowa Code section 422.45(3) requires that the activity from which
the proceeds are derived must be from sales of educational, religious, or charitable activities and that
the net proceeds be expended on these types of qualifying activities to be exempt from sales tax. For
the purposes of determining if net proceeds are exempt from tax under this rule, subsequent to the sales
event, the department analyzes the activities and the extent to which the net proceeds are expended
on such activities. Net proceeds are exempt from sales tax to the extent that they are expended on
educational, religious, or charitable activities.

17.1(1) Evaluation. For purposes of this rule, educational, religious, and charitable activities will be
evaluated as follows:

a. Educational. The acquisition of knowledge tending to develop and train the individual. An
activity that has as its primary purpose to educate by teaching. An activity that has as its primary objective
to give educational instruction. An activity where the educational process is not merely incidental. An
activity where the purpose is systematic instruction. The term educational purpose is synonymous with
educational undertaking, and therefore, it can also include recreational activities as well as an activity
designed to offer culture to the public. Activities which are directly related to the educational process
of such as intramural sports and tests given to students or prospective students to measure intelligence,
ability, or aptitude are considered educational for purposes of the exemption found in lowa Code section
422.45(3). Municipal or civic art and science centers and libraries are also considered educational for
purposes of the exemption.

ExXAMPLE 1: Little Folks, a local preschool, has a chili supper to raise money for playground
equipment, educational materials, and classroom furniture. The net proceeds from the supper are
exempt from sales tax because the total amount of the net proceeds from the chili supper will be
used for educational purposes. In addition, purchases made by the preschool may be exempt from
tax if the preschool can meet the qualifications to be classified as an educational institution. See
701—17.11(422,423) for additional information regarding this exemption.

EXAMPLE 2: A local ballet company promotes the arts, provides classes and instruction on various
types of dance, and sponsors and performs at numerous recitals that are free to the public. At its location,
the ballet company has a gift shop in which patrons can purchase T-shirts, dance wear, and costumes.
All proceeds are utilized by the ballet company to pay for its operational expenses and to perform the
activities previously mentioned. The proceeds from this gift shop are exempt from Iowa sales tax to the
extent they are utilized to pay for the stated educational activities.

b.  Religious. The words “religious purpose” are analogous to religious worship. In the broadest of
terms, it includes all forms of belief in the existence of superior beings capable of exercising power over
the human race. As commonly accepted, it means the final recognition of God. It encompasses forms
of worship, reference to one’s views about God, or the relationship to one’s creator. It also includes the
use of property by a religious society or by a body of persons as a place for public worship.

EXAMPLE 1: A local church has a bake sale. All the net proceeds are returned to the church for
religious purposes. Bake sales are generally exempt from sales tax unless the product is sold for
“on-premises consumption” (see 701—20.5(422,423)), but the net proceeds are exempt from tax in any
event because they are going to be used for religious purposes. However, any purchases made by the
church that are not for resale are subject to sales tax. See 701—subrule 17.1(3).

EXAMPLE 2: Another local church conducts bingo games every Thursday. The net proceeds from
the bingo activities will be used for religious purposes. However, bingo and other gambling activities are
subject to sales tax regardless of the manner in which the proceeds are going to be used. See 17.1(5) “¢.”
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c¢.  Charitable. The term “charitable” may be applied to almost anything that tends to promote
well-doing and well-being for public good or public welfare with no pecuniary profit to the one
performing the service or the giving of gifts by persons kindly disposed toward others, without
obligation. An activity for the benefit of the public at large which includes relief of poverty, advancement
of education or religion, promotion of health, providing a government or municipal service, and other
activities, the purpose of which is to benefit the community, is considered charitable. Maintenance of
public parks is a valid charitable purpose. Schools, Red Cross, Boy Scouts, and relief agencies are
charitable. Profit-making organizations are not charitable, but may engage in charitable activities. An
activity where net earnings go to the benefit of any private shareholder or individual sponsoring the
activity is not charitable.

EXAMPLE 1: A local, nonprofit animal shelter that provides shelter, medical care, socialization, and
adoption services for homeless animals sells T-shirts and sweatshirts depicting rescued animals as a
fund-raiser. All the net proceeds from the sales will go to and be used by the animal shelter to defray
the costs it incurs. Sales of the T-shirts and sweatshirts would be exempt from sales tax since the net
proceeds would be expended on a charitable purpose. Items purchased by the shelter for resale would
also be exempt from sales tax. Items purchased by the shelter that are not for resale, such as dog or cat
food that will be used by the shelter, would be subject to sales tax.

EXAMPLE 2: An American Legion post conducts a pancake supper as a fund-raiser for disabled
veterans. Some of the net proceeds are used to benefit disabled veterans and the remainder will be used
by the American Legion post to pay rent and utilities at its location. Pursuant to subrule 17.1(2), when
a portion of the net proceeds are intended to be expended for a qualifying exempt activity, then sales
tax should not be collected from the consumer. In turn, the sponsoring organization of the activity, in
this case the American Legion post, would not need to remit sales tax on the portion of the net proceeds
that is expended for the charitable activity. However, the portion of net proceeds used by the American
Legion post to pay rent and utilities is subject to sales tax due to the fact that the net proceeds were not
used for a qualifying activity.

EXAMPLE 3: A nonprofit hospital operates a gift shop. All of the proceeds are used to defray costs of
hospital care for indigent patients who are unable to pay for such care. Due to the fact that all of the net
proceeds are used for a charitable purpose, the proceeds are exempt from sales tax. In addition, effective
July 1, 1998, purchases made by the nonprofit hospital are also exempt from sales tax.

17.1(2) Entire proceeds. An Attorney General’s Opinion issued on November 2, 1967, indirectly
offers a test of whether the gross receipts from an educational, charitable, or religious activity are entirely
spent for such purpose. The test is whether all expenditures are so related to the activity so that the
expenditure itself is for an educational, charitable, or religious purpose. The term “entire proceeds” is
defined as those proceeds remaining after direct expenses have been deducted from the gross receipts
derived from the activity or event. In addition to this definition, the expenses should be necessary and
have an immediate bearing or relationship to the fulfillment of the activity. For example, the cost of food
for a fund-raising meal would be a direct expense. However, the cost of a victory celebration because the
fund-raising dinner was a success would not be a direct expense. Another example of where the direct
expense rule would be violated would be where an educational institution invested proceeds from an art
show into income-producing property and the remainder to purchase books for the library.

Examples of where cost of items would be a valid direct expense include, but are not limited to: 1.
Cost of food, if for a fund-raising meal or the selling of food items. 2. Cost of tickets, if the receipts
from the tickets are the principal receipts for the activity or event, or 3. Cost of entertainment, if the
entertainment is the principal proceeds for the activity or event, such as a fund-raising dance.

For sales made on or after July 1, 1993, an exemption from sales tax shall be allowed even though
the entire proceeds are not used for educational, religious, or charitable purposes. The exemption shall
apply only to that portion of the proceeds used for educational, religious, or charitable purposes.

At the time of the selling event a presumption is made that sales tax will not be charged and collected
from the consumer on the property or service sold. This particular exemption is dependent upon how the
entire proceeds from the sale are expended, which follows the selling event. If after the event a portion
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of the proceeds is expended for a noneducational, nonreligious, or noncharitable purpose, tax is due on
that portion of the proceeds in the quarterly period in which that portion was expended.

17.1(3) Purchases by organizations. Organizations engaged in educational, religious, or charitable
activities which sell tangible personal property or render, furnish or perform taxable services at retail
in Iowa in connection with such activities shall be exempt from the payment of sales tax on their
gross receipts derived from such sales, provided two requirements are met: (1) The activity must be
educational, religious, or charitable and (2) the entire proceeds must be used for educational, religious,
or charitable purposes.

Organizations that qualify for an exemption shall be entitled to purchase tangible personal property
which they resell in connection with such activities without being charged tax on the property. They may
give their suppliers a proper certificate of resale, indicating they are using the property for the exempt
purpose as outlined and explaining that they do not hold a permit for the reason that their receipts from
the sale of tangible personal property in connection with the activities are exempt from tax. Purchases
by educational, religious, or charitable organizations which are not for resale, cannot be purchased free
of sales tax. Nonprofit educational institutions should see rule 17.11(422,423) for taxable status of their
purchases.

17.1(4) General information. The following is general information, important to organizations
involved in educational, religious, or charitable activities:

a.  There is no authority in the lowa Code to grant a nonprofit corporation any type of blanket sales
or use tax exemption on its purchases because the organization is exempted from federal or state income
taxes.

b.  Nonprofit corporations and educational, religious, or charitable organizations are subject to
audit and should keep financial records for five years which meet acceptable accounting procedures.

c.  Nonprofit corporations and educational, religious, or charitable organizations can be held
responsible for the payment of sales and use taxes as would any other individual, retailer, or corporation.

d.  Nonprofit corporations and educational, religious, or charitable organizations are not required
to obtain a sales tax permit or any type of registration number if they are not making taxable sales. There
is no provision in the lowa Code which requires that such organizations have a special sales tax number
or registration number and none are issued by the department of revenue. However, if such organizations
are making sales which are subject to tax, then a sales tax permit must be obtained.

e. There is no statutory authority to require an organization or an individual to acquire an
exemption letter or special certificate in order to claim an exemption under Iowa Code section 422.45(3).
However, the burden of proof that an organization is entitled to an exemption lies with the organization.
If an organization or individual wishes to notify the department of revenue of an upcoming event, or
if an organization or individual wishes to inquire about the tax status of an activity, the department
encourages contact with its main office in Des Moines, lowa. Inquiries should be made in writing
explaining in detail the event and how the proceeds therefrom are going to be used, and the time and
place of the event. All inquiries should be made in advance of the event.

Under Iowa Code section 422.54, the department does have statutory authority to verify whether
an individual or an organization which is making retail sales is required to file a return. Therefore,
organizations or individuals may be asked to provide written information regarding the retail sales in a
manner or form required by the department and return it to the nearest department of revenue field office
within 30 days from the date the information was requested by the department.

Failure to complete and remit the requested information as required may result in a formal audit of
the organization’s or individual’s records.

Inquiries regarding an individual’s or an organization’s sales tax exemption status relating to its
fund-raising activities should be made to the department’s taxpayer services section in Des Moines. Any
decisions reached by the department of revenue are conditional pending an audit and verification of how
the proceeds from the event were used.

£~ Even though an activity or an organization has been recognized as one which could avail itself
to the exemption provided by Iowa Code section 422.45(3), it can still be held responsible for sales tax
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on gross receipts if the department finds, upon additional investigation, that the proceeds expended by
the organization were not for educational, religious, or charitable purposes.

17.1(5) Specific information. Listed below are some common situations in which the sales tax
exemption provided by section 422.45(3) may or may not be applicable:

a. QGross receipts from the sale of food and tangible personal property by individuals and
organizations at bazaars, sporting events, fairs, carnivals, and centennial organizations, where the entire
proceeds are expended for educational, religious, or charitable purposes, are exempt.

b.  Gross receipts from sales by students where the gross receipts therefrom are expended for
educational, religious, or charitable purposes or school-related functions, are exempt.

c.  Gross receipts from the sales of food and tangible personal property by the Boy Scouts, Girl
Scouts, YMCA, 4-H and their satellite organizations, where the entire proceeds therefrom are expended
for educational, religious, or charitable purposes, are exempt.

d.  Gross receipts from tickets or admissions, except to athletic events of educational institutions,
to the extent net proceeds therefrom are expended for educational, religious, or charitable purposes, are
exempt.

e.  Gross receipts from church-related functions, such as the ladies’ auxiliary, except gambling
activities, where the entire proceeds are expended for educational, religious, or charitable purposes, are
exempt.

1 Gross receipts from activities or events where the entire proceeds therefrom are donated to
support governmental or municipal services are considered charitable, and therefore, are exempt. Also,
entire proceeds expended for civic projects are exempt. An example would be proceeds from activities
of the Junior Chamber of Commerce, Lions Clubs, or Kiwanis which are expended on a civic project.

g Sales to organization members, primarily for the purpose of the selling organization, are
exempt if the selling organization is educational, religious, or charitable. Examples are sales of
uniforms, insignias, and equipment by Scout organizations to their members, sales of Bibles by a church
to its members, and sales of choir robes by a church to its members.

h. A summer camp or ranch is generally considered a form of amusement which provides
recreation to those who attend. If it is operated for profit, it is a form of commercial recreation and the
gross receipts therefrom would be subject to sales tax. If it is not operated for profit, but is operated
to help underprivileged children, or any child, and educates the child in some manner, the sales tax
exemption would apply.

i.  Rescinded IAB 11/20/96, effective 12/25/96.

j. Admissions to athletic events of educational institutions (except athletic events of elementary
and secondary educational institutions) are taxable under lowa Code section 422.43 regardless of how
the proceeds are expended. Educational institutions having proceeds from athletic events should obtain
an lowa sales tax permit. See 701—subrule 16.26(2).

k. The gross receipts from admissions to and the sale of tangible personal property at centennial
events are exempt from sales tax only if the entire proceeds from such sales are used for educational,
religious, or charitable purposes. Whether a centennial is educational rather than a commercial
amusement depends on the activities and events held at the centennial.

I Aprofessional golf tournament or any similar event where spectators view professional athletics
is not an educational activity.

m. Generally, organizations which produce plays and concerts are not conducting educational
activities unless there is evidence that the organization has as its primary objective to give educational
instruction to the members of its organization, and the plays and concerts are a means to practice what
is learned through the organization. However, each situation is factual and must be evaluated on its
own merits.

n.  The mere renting of facilities to be used by another person or organization for educational,
religious, or charitable purposes is not an educational, religious or charitable activity.

0.  Where proceeds are used to reimburse individuals for the cost of transporting their automobiles
to an antique car show, the proceeds are not considered to be expended for educational purposes, and the
gross receipts from the car show are subject to tax.
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p. Activities to raise funds to send members of educational, religious, or charitable organizations
to conventions and other similar events which are directly related to the purposes of the educational,
religious, or charitable organization are within the exemption requirements provided in lowa Code
section 422.45(3).

q. Organizations whose function is to promote by advertising the use of a particular product which
can be purchased at retail, even though educating the public, do not qualify for the exemption provided
by Iowa Code section 422.45(3).

r. Sales of tangible personal property by civic and municipal art and science centers are of
an educational value and the gross receipts therefrom are exempt from tax if the entire proceeds are
expended for educational, religious, or charitable purposes.

5. Organizations such as the Big Ten Conference, Big Eight Conference, and the Missouri Valley
Conference are, themselves, educational institutions since they are made up of member schools which
are educational institutions. Any other public body made up of educational institutions could be entitled
to the exemptions found in lowa Code sections 422.45(5) and 422.45(8).

t.  All proceeds from games of skill, games of chance, raffles, and bingo games as defined in lowa
Code chapter 99B are subject to sales tax regardless of who is operating the game and regardless of how
the proceeds therefrom are expended except that those games operated by a county or a city are exempt
from collecting the sales tax. See rule 701—18.39(422). When organizations operate such games, they
are required to have a sales tax permit and a gambling license. See 195—Chapters 20 to 25 of the rules.

17.1(6) Taxability of profits on or after July 1, 2001. Effective July 1, 2001, gross receipts from
the sale or rental of tangible personal property or services in which the profits are used by or donated
to a qualifying nonprofit entity are exempt from lowa sales or use tax. The profits must be expended
on educational, religious, or charitable activities in order for the sales transactions to be exempt from
sales tax. For the purposes of determining if sales transactions are exempt from tax under this rule, the
department determines the extent to which the profits are expended. Sales transactions are exempt from
sales tax to the extent that profits are expended on educational, religious, or charitable purposes.

This exemption does not apply to the gross receipts from games of skill, games of chance, raffies,
and bingo games as defined in lowa Code chapter 99B.

a.  To qualify for exemption from tax, all of the following criteria must be met:

(1) The gross receipts and profits must be from a retail sale of tangible personal property or taxable
services;

(2) The profits from the sale must be used by or donated to one of the following:

1. An entity that is exempt from federal income tax under Internal Revenue Code Section
501(c)(3);

2. A government entity; or

3. A private nonprofit educational institution;

(3) The exemption is allowed to the extent that the profits are expended for any of the following
purposes:

1. Educational. For purposes of this rule, “educational” means any of the following:

e  The acquisition of knowledge tending to develop and train the individual.

e  An activity that has as its primary purpose to educate by teaching.

e  An activity that has as its primary objective to give educational instruction.

e  An activity for which the educational process is not merely incidental. An activity where the
purpose is systematic instruction.

The term “educational purpose” is synonymous with “educational undertaking” and, therefore, it
can include recreational activities as well as an activity designed to offer culture to the public. Activities
which are directly related to the educational process such as intramural sports and tests given to students
or prospective students to measure intelligence, ability, or aptitude are considered educational for
purposes of the exemption found in lowa Code section 422.45(3). Municipal or civic science centers
and libraries are also considered educational for purposes of the exemption.

ExXAMPLE 1: Little Folks, a local nonprofit preschool that is exempt from federal tax under IRC
Section 501(c)(3), has a chili supper to raise money for playground equipment, educational materials,
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and classroom furniture. The sales transactions from the supper are exempt from sales tax because the
total amount of the profits from the chili supper will be used for educational purposes. In addition,
purchases made by the preschool may be exempt from tax if the preschool can meet the qualifications
to be classified as a private nonprofit educational institution. See 701—17.11(422,423) for additional
information regarding this exemption.

EXAMPLE 2: A local nonprofit ballet company, which is exempt from federal income tax under IRC
Section 501(c)(3), promotes the arts, provides classes and instruction on various types of dance, and
sponsors and performs at numerous recitals that are free to the public. At its location, the ballet company
has a gift shop in which patrons can purchase T-shirts, dance wear, and costumes. All profits are utilized
by the ballet company to pay for its operational expenses and to perform the activities pre
viously mentioned. The gross receipts from this gift shop are exempt from Iowa sales tax to the extent
that the profits therefrom are utilized to pay for the stated educational activities.

2. Religious. The phrase “religious purpose” is analogous to “religious worship.” In the broadest of
terms, it includes all forms of belief in the existence of superior beings or things capable of exercising
power over the human race. It also includes the use of property by a religious society or by a body of
persons as a place for public worship.

EXAMPLE 1: A local church, which is exempt from federal income tax under IRC Section 501(c)(3),
has a bake sale. All of the bake sale profits are returned to the church for religious purposes. Bake
sales are generally exempt from sales tax unless the product is sold for “on-premises consumption” (see
701—20.5(422,423)), but the bake sale profits are exempt from tax in any event because they are to be
used for religious purposes. However, generally, any purchases made by the church that are not for resale
are subject to sales tax. See 701—subrule 17.1(3).

EXAMPLE 2: Another local church, exempt from federal income tax under IRC Section 501(c)(3),
conducts bingo games every Thursday. The profits from the bingo activities will be used for religious
purposes. However, bingo and other gambling activities are subject to sales tax regardless of the manner
in which the profits are going to be used. See 17.1(5)“%.”

3. Charitable. A charitable act is an act done out of goodwill, benevolence, and a desire to add or
improve the good of humankind in general or any class or portion of humankind, with no pecuniary profit
inuring to the person performing the service or giving the gift. The term “charitable” may be applied
to almost anything that tends to promote well-doing and well-being for public good or public welfare
with no pecuniary profit inuring to the one performing the service or the giving of gifts by persons
kindly disposed toward others, without obligation. An activity for the benefit of the public at large
which includes relief of poverty, advancement of education or religion, promotion of health, providing a
government or municipal service, and other activities, the purpose of which is to benefit the community,
is considered charitable. Maintenance of public parks is a valid charitable purpose. Schools, the Red
Cross, the Boy Scouts, and relief agencies are charitable. Profit-making organizations are not charitable,
but may donate to a qualifying organization that is a charitable organization or that engages in charitable
activities. An activity from which the profits go to the benefit of any private shareholder or individual
sponsoring the activity is not charitable. However, the casual sale exemption may apply to this type of
situation. See 701—18.28(422,423) for information regarding the casual sale exemption.

EXAMPLE 1: A local, nonprofit animal shelter that is exempt from federal income tax under IRC
Section 501(c)(3) provides shelter, medical care, socialization, and adoption services for homeless
animals and, as a fund-raiser, sells T-shirts and sweatshirts depicting rescued animals. All of the profits
from the sales will go to and be used by the animal shelter to defray the costs it incurs. Sales of the
T-shirts and sweatshirts would be exempt from sales tax since the profits from the sales would be
expended on a charitable purpose. Items purchased by the shelter for resale would also be exempt from
sales tax. Items purchased by the shelter that are not for resale, such as dog or cat food that will be used
by the shelter, would be subject to sales tax.

EXAMPLE 2: A nonprofit hospital, which has received exemption from federal income tax under
IRC Section 501(c)(3), operates a gift shop. All of the profits are used to defray costs of hospital care for
indigent patients who are unable to pay for such care. Due to the fact that all of the profits from the gift
shop are used for a charitable purpose, the gross receipts would be exempt from sales tax. In addition,
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effective July 1, 1998, purchases made by the nonprofit hospital would also be exempt from sales tax.
See Towa Code section 422.45(54).

b.  Profits. Gross receipts are exempt from sales tax to the extent that the profits are used by or
donated to a qualifying organization and used for a qualifying activity. Profits are the gross receipts
minus qualifying expenditures. The test of what is a qualifying expenditure is whether all expenditures
are so related to the activity so that the expenditure itself is for an educational, charitable, or religious
purpose. The term “profits” is defined as those proceeds remaining after direct expenses have been
deducted from the gross receipts derived from the activity or event. In addition to this definition, the
expenses should be necessary and have an immediate bearing or relationship to the fulfillment of the
activity. For example, the cost of food for a fundraising meal would be a direct expense. However, the
cost of a victory celebration because the fundraising dinner was a success would not be a direct expense.
Another example of when the direct expense rule would be violated is a situation in which an educational
institution invests profits from an art show into income-producing property and uses the remainder of
the profits to purchase books for the library.

Examples of when the cost of items would be a valid direct expense include, but are not limited to:
(1) cost of food, if for a fundraising meal or the selling of food items; (2) cost of tickets, if the receipts
from the tickets are the principal receipts for the activity or event; or (3) cost of entertainment, if the
entertainment is the principal source of proceeds for the activity or event, such as a fundraising dance.

At the time of the selling event, a presumption is made that sales tax will not be charged to and
collected from the consumer on the property or service sold. This particular exemption is dependent
upon how the profits from the sale are expended, which follows the selling event. If after the event a
portion of the profits is expended for a noneducational, nonreligious, or noncharitable purpose, tax is
due on that portion of the gross receipts in the quarterly period in which that portion was expended.

c¢.  Purchases. Any organization that purchases tangible personal property or services for resale, the
profits from the sales of which will be used by or donated to a qualifying organization, shall not pay tax on
the property or services purchased for resale. Organizations that purchase tangible personal property or
services for resale may give their suppliers a proper certificate of resale, indicating that the organizations
are using the property for the exempt purpose as outlined and explaining that they do not hold a permit for
the reason that their receipts from the sale of tangible personal property in connection with the activities
are exempt from tax. Purchases by qualifying organizations which are not for resale cannot be purchased
free of sales tax. Nonprofit private educational institutions should see rule 17.11(422,423) for taxable
status of their purchases.

d.  General information. The following is general information that is important to organizations
involved in educational, religious, or charitable activities:

(1) There is no authority in the lowa Code to grant a nonprofit corporation any type of blanket sales
or use tax exemption on its purchases because the organization is exempted from federal or state income
taxes.

(2) Nonprofit corporations and educational, religious, or charitable organizations are subject to
audit and should keep for three years financial records which meet acceptable accounting procedures.

(3) Nonprofit corporations and educational, religious, or charitable organizations can be held
responsible for the payment of sales and use taxes as would any other individual, retailer, or corporation.

(4) Nonprofit corporations and educational, religious, or charitable organizations are not required
to obtain a sales tax permit or any type of registration number if they are not making taxable sales. There
is no provision in the lowa Code which requires that such organizations have a special sales tax number
or registration number and none are issued by the department of revenue. However, if such organizations
are making sales that are subject to tax, then a sales tax permit must be obtained.

(5) There is no statutory authority to require an organization or an individual to acquire an
exemption letter or special certificate in order to claim an exemption under Iowa Code section 422.45(3).
However, the burden of proof that an organization is entitled to an exemption lies with the organization.
If an organization or individual wishes to notify the department of revenue of an upcoming event, or
if an organization or individual wishes to inquire about the tax status of an activity, the department
encourages contact with its main office in Des Moines, lowa. Inquiries should be made in writing
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explaining in detail the event, how the profits therefrom are going to be used, and the time and place of
the event. All inquiries should be made in advance of the event.

Under Iowa Code section 422.54, the department does have statutory authority to verify whether
an individual or an organization which is making retail sales is required to file a return. Therefore,
organizations or individuals may be asked to provide written information regarding the retail sales in a
manner or form required by the department and return it to the nearest department of revenue field office
within 30 days from the date the information was requested by the department.

Failure to complete and remit the requested information as required may result in a formal audit of
the records of the organization or individual.

Inquiries regarding an individual’s or an organization’s sales tax exemption status relating to its
fundraising activities should be made to the department’s taxpayer services section in Des Moines. Any
decisions reached by the department of revenue are conditional pending an audit and verification of how
the profits from the event were used.

(6) Even though an activity or an organization has been recognized as one which could avail itself
to the exemption provided by lowa Code section 422.45(3), it can still be held responsible for sales tax
on gross receipts if the department finds, upon additional investigation, that the proceeds expended by
the organization were not for educational, religious, or charitable purposes.

(7) The gross receipts from sales made by a nonprofit organization that engages in the sale of any
tangible personal property or enumerated services will be presumed to be taxable, unless the taxpayer
can present proof that the profits are expended for an educational, religious, or charitable purpose.
For example, XYZ is a certified nonprofit organization by the Internal Revenue Service under Section
501(c)(3) of the Internal Revenue Code. XYZ has an ice-skating facility and charges all patrons to use
the facility. lowa does not presume that the gross receipts from sales by XYZ are exempt just because
XYZ is a nonprofit organization. Instead, there is a presumption that the gross receipts received by
XYZ from its patrons would be subject to tax, unless XYZ can show that the profits are expended for
a qualifying educational, religious, or charitable purpose or that XYZ qualifies for another exemption
as set forth in Iowa Code section 422.45.

e. Specific information. Listed below are some common situations in which the sales tax
exemption provided by lowa Code section 422.45(3) may or may not be applicable:

(1) Gross receipts from the sales of food and tangible personal property by individuals and
organizations at bazaars, sporting events, fairs, carnivals, and centennial celebrations are exempt to the
extent the profits are used by or donated to a qualifying organization and are expended for educational,
religious, or charitable purposes.

(2) Gross receipts from sales by students are exempt to the extent the profits therefrom are donated
to a qualifying organization and are expended for educational, religious, or charitable purposes.

(3) Gross receipts from the sales of food and tangible personal property by the Boy Scouts, Girl
Scouts, YMCA, 4-H and their satellite organizations are exempt to the extent that the profits are expended
for educational, religious, or charitable purposes.

(4) Gross receipts from tickets or admissions, except for gross receipts from tickets or admissions
to athletic events of educational institutions, which are used or donated to a qualifying organization are
exempt to the extent the profits therefrom are expended for educational, religious, or charitable purposes.

(5) Gross receipts from church-related functions, such as the ladies’ auxiliary, except gambling
activities, are exempt to the extent the profits therefrom are donated to or used by a qualifying
organization and are expended for educational, religious, or charitable purposes.

(6) Gross receipts from activities or events to the extent the profits therefrom are donated and
expended to support governmental or municipal services are considered charitable and, therefore, are
exempt. Also, profits from these activities, to the extent they are expended for civic projects, are exempt.
An example would be profits from activities of the Junior Chamber of Commerce, Lions Club, or Kiwanis
which are expended on a civic project.

(7) Sales to organization members, primarily for the purpose of the selling organization, are
exempt if the selling organization is a qualifying organization to the extent the profits are expended for
educational, religious, or charitable purposes. Examples are sales of uniforms, insignias, and equipment
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by Scout organizations to their members, sales of Bibles by a church to its members, and sales of choir
robes by a church to its members.

(8) A summer camp or ranch is generally considered a form of amusement which provides
recreation to those who attend. If it is operated for profit, it is a form of commercial recreation and
the gross receipts therefrom would be subject to sales tax. If it is not operated for profit, has received
exemption from federal income tax under IRC Section 501(c)(3), and the profits are expended for a
qualifying purpose, such as to help underprivileged children or to educate a child in some manner, the
sales tax exemption would apply.

(9) Admissions to athletic events of educational institutions (except athletic events of elementary
and secondary educational institutions) are taxable under lowa Code section 422.43 regardless of how the
proceeds are expended. Educational institutions receiving proceeds from athletic events should obtain
an lowa sales tax permit. See 701—subrule 16.26(2).

(10) The gross receipts from admissions to and the sale of tangible personal property at centennial
events are exempt from sales tax if the organization sponsoring the event is a qualifying organization
or the profits are donated to a qualifying organization and to the extent the profits from such sales are
expended for educational, religious, or charitable purposes. Whether a centennial is educational rather
than a commercial amusement depends on the activities and events held at the centennial.

(11) A professional golf tournament or any similar event at which spectators view professional
athletics is not an educational activity. However, if the profits from the golf tournament are donated
to a qualifying organization and expended for educational, religious, or charitable purposes, the sales are
exempt from tax.

(12) Generally, qualifying nonprofit organizations which produce plays and concerts are not
conducting educational activities unless there is evidence that the organization has as its primary
objective to give educational instruction to the members of its organization, and the plays and concerts
are a means to practice what is learned through the organization. However, each situation is factual and
must be evaluated on its own merits.

(13) The mere renting of facilities to be used by another person or organization for educational,
religious, or charitable purposes is not an educational, religious, or charitable activity.

(14) When profits from an activity are used to reimburse individuals for the cost of transporting
their automobiles to an antique car show, the profits are not considered to be expended for educational
purposes, and the gross receipts from the car show are subject to tax.

(15) Activities to raise funds to send members of qualifying educational, religious, or charitable
organizations to conventions and other similar events which are directly related to the purposes of the
qualifying educational, religious, or charitable organization are within the exemption requirements
provided in Iowa Code section 422.45(3).

(16) An organization whose function is to promote by advertising the use of a particular product
which can be purchased at retail does not qualify for the exemption provided by lowa Code section
422.45(3), even though promotion by advertising may educate the public.

(17) Sales of tangible personal property by civic and municipal art and science centers are of an
educational value and the gross receipts therefrom are exempt to the extent the profits are expended for
educational, religious, or charitable purposes.

(18) Organizations such as the Big Ten Conference, Big 12 Conference, and the Missouri Valley
Conference are, themselves, educational institutions since they are made up of member schools which
are educational institutions. Any other public body made up of educational institutions could be entitled
to the exemptions found in Iowa Code sections 422.45(5) and 422.45(8).

(19) All proceeds from games of skill, games of chance, raffles, and bingo games as defined in lowa
Code chapter 99B are subject to sales tax regardless of who is operating the game and regardless of how
the proceeds therefrom are expended, except that those games operated by a county or a city are exempt
from collecting the sales tax. See rule 701—18.39(422). When organizations operate such games, they
are required to have a sales tax permit and a gambling license. See 481—Chapter 100.

This rule is intended to implement 2001 Iowa Acts, House File 736, section 2, and Iowa Code
sections 422.45(5), 422.45(8), and 423.1.
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701—17.2(422) Fuel used in processing—when exempt. Receipts from the sale of tangible personal
property which is to be consumed as fuel in creating power, heat or steam for processing, including grain
drying or for generating electric current, shall be exempt from sales tax.

The exemption provided in the case of tangible personal property consumed as fuel in creating heat
applies only when such heat is directly applied in the actual processing of tangible personal property
intended to be sold ultimately at retail, as distinguished from heat which is used for the purpose of
heating buildings, whether such buildings be manufacturing or processing plants, warehouses or offices.
Chicago, B. & Q. R. Co. v. lowa State Tax Commission, 259 lowa 178, 142 N.W.2d 407 (1966).

Fuel used in processing is exempt to creameries, dairies or ice cream factories only to the extent that
the fuel is used in the actual processing of the finished product. This does not include combustible fuel
used for storage after the manufacturing process is completed. For the treatment of electricity or steam
used as a fuel or for any other purposes in processing by creameries, dairies, ice cream factories or other
processors before, on or after July 1, 1985, see rule 17.3(422,423).

This rule is intended to implement lowa Code section 422.42(3).

701—17.3(422,423) Processing exemptions. Carbon dioxide in a liquid, solid or gaseous form,
electricity, steam, or other taxable services to be used in the processing of tangible personal property
intended to be sold ultimately at retail are exempt from sales tax.

17.3(1) Services used in processing. Electricity, steam, or any other taxable service is used in
processing only if the taxable service is used in any operation which subjects raw material to some
special treatment which changes, by artificial or natural means, the form, context, or condition of the
raw material and results in a change of the raw material into marketable tangible personal property
intended to be sold ultimately at retail. The following are nonexclusive examples of what would and
would not be considered electricity, steam or other taxable services used in processing:

a.  The gross receipts from the sale of electricity or steam consumed as power or used in the actual
processing of tangible personal property intended to be sold ultimately at retail would be exempt from tax.
The gross receipts are to be distinguished from those of electricity or steam consumed for the purpose of
lighting, ventilating, or heating manufacturing plants, warchouses, or offices. These latter gross receipts
would be taxable.

b.  The gross receipts from electricity used in the freezing of tangible personal property, ultimately
to be sold at retail, to make the property marketable would be exempt from sales tax, Fischer Artificial
Ice & Cold Storage Co. v. lowa State Tax Commission, 81 N.W.2d 437 (Iowa 1957).

c.  Electricity used merely in the refrigeration or the holding of tangible personal property for the
purpose of preventing spoilage or to preserve the property in its present state would not be “used in
processing” and, therefore, its gross receipts would be subject to tax, Fischer Artificial Ice, supra.

d.  Priorto July 1, 1995, electricity or other fuel used by greenhouses and their related facilities for
the purposes of growing plants is not under any circumstances fuel which is used in processing, and the
gross receipts from its sales would be subject to tax. On and after July 1, 1995, electricity or other fuel
used for heating or cooling of a building used in the commercial production of flowering, ornamental,
or vegetable plants, is exempt from tax. See 701—subrule 18.57(2) for more information.

17.3(2) Carbon dioxide in a liquid, solid, or gaseous form, electricity, steam, and other taxable
services used in processing. An expanded definition of “processing” is allowed to manufacturers
of food products for human consumption using carbon dioxide in a liquid, solid, or gaseous form,
electricity, steam, and other taxable services. The definition of processing applicable to persons who
are not manufacturers of food products but who are using taxable services is found in subrule 17.3(1).

a. “Manufacturer” characterized. A manufacturer is a person or entity different from a merchant,
dealer, or retailer. See Commonwealth v. Thackara Mfg. Co., 27 A. 13 (Pa. 1893). In order for a business
to be a manufacturer the principal business of that business must be manufacturing. See Associated
General Contractors v. State Tax Commission, 123 N.W.2d 922 (Iowa 1963). Another distinction is
that a merchant or retailer sells in order to earn a profit and a manufacturer sells to take profits already
earned from prior activity. See State v. Coastal Petrol Inc., 198 So. 610 (Ala. 1940). A person primarily
engaged in selling tangible personal property in order to earn a profit and only incidentally engaged
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in creating products suitable for use from raw materials is not a manufacturer. A retail grocery store,
incidentally and not primarily engaged in manufacturing activities such as meat cutting or production
and packaging of baked goods, is not a “manufacturer of food products for human consumption” and
not entitled to claim the special processing exemption allowed to those manufacturers. Retail food
stores, restaurants, and other persons incidentally engaged in food manufacturing activities can, however,
continue to claim on their incidental processing activities the processing exemption allowed to persons
who are not manufacturers of food products for human consumption. See subrule 17.3(1).

b.  For sales occurring on and after July 1, 1985, the following activities constitute processing
when performed by a manufacturer to create food products for human consumption. Any carbon dioxide
in a liquid, solid, or gaseous form, electricity, steam, or other taxable services primarily used in the
performance of these activities is exempt from tax.

(1) Treatment of material that changes its form, context, or condition in order to produce a
marketable food product for human consumption. “Special” treatment of the material to change its
form, context, or condition is not necessary. Examples of “treatment” which would not be “special” are
the following: washing, sorting and grading of fruits or vegetables; the washing, sorting, and grading
of eggs; and the mixing or agitation of liquids. By way of contrast, sterilization would be “special
treatment.”

(2) Maintenance of quality or integrity of the food product and the maintenance or the changing of
temperature levels necessary to avoid spoilage or to hold the food in marketable condition. Any carbon
dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service used in freezers,
heaters, coolers, refrigerators, or evaporators used in cooling or heating which holds the food product at
a temperature necessary to maintain quality or integrity or avoid spoilage of the food or to hold the food
product in marketable condition is exempt from tax. It is not necessary that the taxable service be used
to raise or lower the temperature of the food. Also, processing of food products for human consumption
does not cease when the food product is in marketable form. Any carbon dioxide in liquid, solid, or
gaseous form, electricity, steam, or other taxable service used to maintain or to change a temperature
necessary to keep the product marketable is exempt from tax.

(3) Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
primarily used in the maintenance of environmental conditions necessary for the safe or efficient use of
machinery or material used to produce the food product is exempt from tax. For example, electricity used
to air-condition a room in which meat is stored is exempt from tax if the purpose of the air conditioning is
to maintain the meat in a condition in which it is easy to slice rather than for the comfort of the employees
who work in the room.

(4) Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
primarily used in sanitation and quality control activities is exempt from tax. Nonexclusive examples
exempt from tax include taxable services used in pH meters, microbiology counters and incubators used
to test the purity or sanitary nature of a food product. For example, electricity used in egg-candling
lights would be exempt from tax. Also, electricity, steam, or any other taxable service used to power
equipment which cleans and sterilizes food production equipment would be exempt from tax. Electricity
used to power refrigerators used to store food samples for testing would be exempt from tax. Finally,
electricity used to power “bug lights” or other insect killing equipment used in areas where food products
are manufactured or stored would be exempt from tax.

(5) Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
used in the formation of packaging for marketable food products for human consumption is exempt
from tax. For example, electricity used by a food manufacturer in plastic bottle forming machines is
exempt from tax if the plastic bottles will be used to hold a marketable food product, such as milk. Any
electricity, steam or other taxable service used in the heating, compounding, liquefying and forming of
plastic pellets into these plastic bottles is exempt.

(6) Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
used in placement of the food product into shipping containers is exempt from tax. For example,
electricity used by a food manufacturer to place food products into packing cases, pallets, crates,
shipping cases, or other similar receptacles is exempt.
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(7) Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
used to move material which will become a marketable food product or used to move the marketable
food product itself until shipment from the building of manufacture is exempt from tax. This includes,
but is not limited to, taxable services used in pumps, conveyors, forklifts, and freight elevators moving
the material or food product and taxable services used in door openers which open doors for forklifts
or other devices moving the material or product. Any loading dock which is attached to a building of
manufacture is a part of that building. Any electricity, steam, or other taxable service used to move any
food products to a loading dock is exempt from tax. If a food product is carried outside its building of
manufacture by any conveyor belt system, electricity used by any portion of the system located outside
the building is taxable.

17.3(3) Measurement of taxable and nontaxable use of electricity and steam. The exemption
provided in the case of electricity or steam applies only upon the gross receipts from the sale of electricity
or steam when the energy is consumed as power or is used in the processing of food products or other
tangible personal property intended to be sold ultimately at retail, as distinguished from electricity
or steam which is consumed for taxable purposes. When practical, electricity or steam consumed as
power or used directly in processing must be separately metered and separately billed by the supplier
thereof to clearly distinguish energy so consumed from electricity or steam which is consumed for
purposes or under conditions where the exemption would not apply. If it is impractical to separately
meter electricity or steam which is exempt from that electricity or steam upon which tax will apply,
the purchaser must furnish an exemption certificate to the supplier with respect to what percentage of
electricity or steam in the case of each purchaser is subject to the exemption. See 701—subrule 15.3(2).
The exemption certificate must be supported by a study showing how the percentage was developed.
When a certificate and study are accepted by the supplier as a basis for determining exemption, any
changes in the processing method, changes in equipment or alterations in plant size or capacity affecting
the percentage of exemption will necessitate the filing of a new and revised statement by the purchaser.
When the electric or steam energy is separately metered, enabling the supplier to accurately apply the
exemption in the case of processing energy, the purchaser need only file an exemption certificate since
the supplier, under such conditions, will separately record and compute the consumption of energy
which is exempt from tax apart from that energy which is subject to tax.

This rule is intended to implement lowa Code sections 422.42(3) and 423.1.

701—17.4(422,423) Commercial fertilizer and agricultural limestone. Prior to July 1, 1987, sales
of all commercial fertilizer and agricultural limestone were exempt from tax. On and subsequent to
that date, sales of commercial fertilizer and agricultural limestone are exempt from tax only if the
purchaser will utilize the fertilizer or limestone for the health promotion of plants which are produced
as part of agricultural production for market. See subrule 17.9(3) for characterizations of “Agricultural
production” and “Plants” respectively. Plant hormones are considered to be commercial fertilizer. By
way of nonexclusive example, commercial fertilizer sold for application on a lawn, golf course, or
cemetery would be taxable.
This rule is intended to implement Iowa Code section 422.42(3).

701—17.5(422,423) Sales to the American Red Cross, the Coast Guard Auxiliary, Navy-Marine
Corps Relief Society, and U.S.O. Receipts from the sale of tangible personal property or from
rendering, furnishing, or providing taxable services to the American Red Cross, Coast Guard Auxiliary,
Navy-Marine Corps Relief Society, and U.S.O. shall be exempt from sales tax.

Purchases made by the Red Cross, Coast Guard Auxiliary, Navy-Marine Corps Relief Society or
U.S.O. outside of Iowa for use in lowa shall be exempt from use tax.

Department of Employment v. United States, 1966, 385 U.S. 355, 87 S.Ct. 464, 17L.Ed.2d 414.

This rule is intended to implement lowa Code sections 422.45(1), 422.45(5), and 423.4(4).

701—17.6(422,423) Sales of vehicles subject to registration—new and used—by dealers. Receipts
derived from the sale at retail in Iowa of new and used vehicles subject to registration under the motor
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vehicle laws of lowa shall be exempt from sales tax. When the vehicles are registered at the office of the
county treasurer or the motor vehicle registration division, lowa department of transportation, the tax is
collected as use tax. Vehicle dealers selling tangible personal property or taxable services in lowa, in
addition to new or used vehicles, shall be required to hold a permit. Upon filing their quarterly returns,
dealers shall show the amount of their gross receipts derived from the sale of new and used vehicles
subject to registration and shall take appropriate deductions.

The purchaser of a new or used vehicle subject to registration shall be required to pay use tax when
the vehicle is registered in [owa under the lowa motor vehicle law; and, the county treasurer or the motor
vehicle registration division, department of transportation (whichever issues the registration) shall collect
use tax.

This rule is intended to implement Iowa Code sections 422.45(4), 423.7 and 423.8.

701—17.7(422,423) Sales to certain federal corporations. The department holds that the following
are some of the federal corporations immune from the imposition of sales and use tax in connection with
their purchases:

1. Central Bank for Cooperatives and Banks for Cooperatives

2. Commodity Credit Corporation

3. Farm Credit Banks

4. Farmers Home Administration

5. Federal Credit Unions

6. Federal Crop Insurance Corporation

7.  Federal Deposit Insurance Corporation

8.  Federal Financing Bank

9. Federal Home Loan Banks

10. Federal Intermediate Credit Banks

11. Federal Land Banks and Federal Land Bank Associations

12. Federal National Mortgage Association

13. Federal Reserve Bank

14. Federal Savings & Loan Insurance Corporation

15. Production Credit Association

16. Student Loan Marketing Association

17. Tennessee Valley Authority

The federal statutes creating the above corporations contain provisions substantially identical with
Section 26 of the Federal Farm Loan Act which has been construed as barring the imposition of state
and local sales taxes.

This rule is intended to implement lowa Code sections 422.45(1), 422.45(5), and 423.4(4).

701—17.8(422) Sales in interstate commerce—goods transported or shipped from this state. When
tangible personal property is sold within the state and it is transported to a point outside the state, or it is
transferred to a common carrier, to the mails, or to parcel post for shipment to a point without the state,
sales tax shall not apply, provided the property is not returned to a point within the state except solely
in the course of interstate commerce or transportation. See 701—subrule 26.2(3) for a description of an
exemption applicable to services performed on the above-described property on or after May 22, 1999.

EXAMPLE: Company A sells point-of-sale computer equipment. The company is located in Des
Moines, lowa. Company A enters into a contract with company B to sell the latter company a large
number of point-of-sale computers. Company B is located in Little Rock, Arkansas. A transfers
possession of the computers to a common carrier in Des Moines, lowa, for shipment to B in Little Rock.
Sale of the computers is exempt from lowa sales tax.

17.8(1) Proof of transportation. The most acceptable proof of transportation outside the state shall
be:

a. A waybill or bill of lading made out to the retailer’s order calling for transport; or
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b.  An insurance or registry receipt issued by the United States postal department, or a post office
department’s receipts; or

c. A trip sheet signed by the retailer’s transport agency which shows the signature and address of
the person outside the state who received the transported goods.

17.8(2) Certificate of out-of-state delivery. lowa retailers making delivery and therefore sales out of
state shall use a certificate in lieu of trip sheets. The certificate shall be completed at the time of sale,
identifying the merchandise delivered and signed by the purchaser upon delivery.

17.8(3) Exemption not applicable. Sales tax shall apply when tangible personal property is delivered
in the state to the buyer or the buyer’s agent, even though the buyer may subsequently transport that
property out of the state and, also, when tangible personal property is sold in Iowa to a carrier and then
delivered by the purchasing carrier to a point outside of lowa for the carrier’s use.

This rule is intended to implement lowa Code section 422.45(46).

701—17.9(422,423) Sales of breeding livestock, fowl and certain other property used in agricultural
production. The gross receipts from the sales of the following tangible personal property relating to
agricultural production is exempt from tax.

17.9(1) Sales of agricultural breeding livestock. “Livestock” means domestic animals which are
raised on a farm as a source of food or clothing, Van Clief v. Comptroller of State of Md., 126 A.2d
865 (Md. 1956) and In the Matter of Simonsen Mill Inc., Declaratory Ruling of the State Board, Docket
No. 211, April 24, 1980. The term includes cattle, sheep, hogs, and goats. On and after July 1, 1995,
ostriches, rheas, and emus are livestock and their sales are also exempt from tax. On and after July 1,
1997, fish and any other animals which are products of aquaculture are considered to be livestock as
well. Effective March 6, 2002, and retroactively to April 1, 1995, farm deer and bison are also included
in the term “livestock.” “Farm deer” are defined as set forth in lowa Code section 189A.2 and commonly
include animals belonging to the cervidae family, such as fallow deer, red deer or elk and sika. However,
“farm deer” does not include unmarked free-ranging elk. Sales of the foregoing are exempt from tax.
Excluded from the term are horses, mules, other draft animals, dogs, cats, and other pets. Also excluded
from the term are mink, fish (prior to July 1, 1997), bees, or other nondomesticated animals even if raised
in captivity and even if raised as a source of food or clothing. Also excluded is any animal raised for
racing. Effective May 23, 2003, the definition of “livestock” includes whitetail deer and mule deer, but
not free-ranging whitetail deer and mule deer.

The sale of agricultural livestock is exempt from tax under this subrule only if the purchaser intends
to use the livestock primarily for breeding at the time of purchase. The sale of agricultural livestock
which is capable of, but will not be used for breeding or primarily for breeding, is not exempt from tax
under this subrule. However, sales of most nonbreeding agricultural livestock to farmers would be a sale
for resale and exempt from tax.

EXAMPLE 1: A breeding service purchases a prize bull from a farmer. At the time of sale the intent is
to use the bull for breeding other cattle. The sale of the bull is exempt from tax even though three years
later the breeding service sells the bull to a meat packer.

EXAMPLE 2: A farmer purchases dairy cows. To ensure production of milk over a sustained period
of time, dairy cows must be bred to produce calves. If a farmer purchases dairy cows for the primary
purpose of using them to produce milk and incidentally breeds them to ensure that this milk will be
produced, the sale of the dairy cows to the farmer is not exempt from tax under this subrule. If the
farmer purchases the dairy cows for the primary purpose of using them to produce calves and, incidental
to that purpose, at times sells the milk which the cows produce, the sale of the dairy cows to the farmer
is exempt from tax under this subrule.

17.9(2) Sales of domesticated fowl. “Domesticated fowl” means any domesticated bird raised as a
source of food, either eggs or meat. The word includes, but is not limited to, chickens, ducks, turkeys,
and pigeons raised for meat rather than for racing or as pets. On and after July 1, 1995, the word includes
ostriches, rheas, and emus. Excluded from the meaning of the word are nondomesticated birds, such as
pheasants, raised for meat or any other purpose. The purchase of any domesticated fowl for the purpose
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of providing eggs or meat is exempt from tax, whether purchased by a person engaged in agricultural
production or not.

17.9(3) Sales of herbicides, pesticides, insecticides, food, medication, and agricultural drainage tile
(including gross receipts from the installation of agricultural drainage tile) which are to be used in
disease, weed, or insect control or health promotion of plants or livestock produced as part of agricultural
production for market are exempt from tax. On and after April 1, 1990, sales of adjuvants, surfactants,
and other products which enhance the effects of herbicides, pesticides, or insecticides used for the reasons
listed above are also exempt from tax. As used in this subrule:

a. “Adjuvant” is any substance which is added to a herbicide, pesticide, or insecticide to increase
its potency.
b.  “Agricultural production” is limited to what would ordinarily be considered a farming

operation undertaken for profit. The term refers to the raising of crops or livestock for market on an
acreage. See Bezdek's Inc. v. lowa Department of Revenue(Linn Cty. Dist. Ct., May 14, 1984). Included
within the meaning of the phrase “agricultural production” is any feedlot operation whether or not
the land upon which a feedlot operation is located is used to grow crops to feed the livestock in the
feedlot, and regardless of whether or not the livestock fed are owned by persons conducting the feedlot
operation; operations growing and raising hybrid seed corn or other seed for sale to farmers; and
nurseries, ranches, orchards, and dairies. On and after July 1, 1995, “agricultural production” includes
the raising of flowering, ornamental, or vegetable plants in commercial greenhouse or elsewhere for
sale in the ordinary course of business. On and after July 1, 1997, the phrase also includes any kind of
aquaculture. The following are excluded from the meaning of “agricultural production”: commercial
greenhouses (prior to July 1, 1995); logging; catfish raising (prior to July 1, 1997); production of
Christmas trees; beekeeping; and the raising of mink, other nondomesticated furbearing animals,
and nondomesticated fowl (other than ostriches, rheas, and emus). The above list of exclusions and
inclusions within the term “agricultural production” is not exhaustive.

c¢.  “Food” includes vitamins, minerals, other nutritional food supplements, and hormones sold to
promote the growth of livestock.
d.  “Herbicide” means any substance intended to prevent, destroy, or retard the growth of plants

including fungi. The term shall include preemergence, postemergence, lay-by, pasture, defoliant,
desiccant herbicides and fungicides.

e.  ‘“Insecticide” means any substance used to kill insects. Any substance used merely to repel
insects is not an insecticide. Mechanical devices which are used to kill insects are not insecticides.

f- “Livestock.” See subrule 17.9(1) for the definition of this term. In addition, for the purposes
of this subrule, the word “livestock” includes domestica