
STATE TAXATION



Constitutional Law

• A discussion about state taxes begins with the United States Constitution.

• A federal income tax was first enacted in 1861 to help fund the Civil War at a rate of 
income of 3% on income above $800.  

• That tax was later repealed in 1872. 

A.  Historical Analysis



Constitutional Law
• Federal corporate and individual income taxes were then next enacted in 1894. 

These taxes were declared unconstitutional in Pollack v. Farmer’s Loan & Trust 
Company, 158 U.S. 601 (1895). 
• In Pollack the Court treated the tax on income from property as a direct tax then said 

that such direct taxes were required to be apportioned among the several states in 
proportion to their representation in Congress otherwise the tax violated the Commerce 
Clause. The corporate and individual taxes in question had not been apportioned and so 
were deemed in violation of the Commerce Clause and unconstitutional

• In 1913 the United States ratified the 16th Amendment to the United States 
Constitution which authorized the federal income tax in use today which in turn 
inspired states to enact similar taxes.  At this point modern constitutional case law 
begins to develop. 



Constitutional Law

1) Commerce Clause---Congress shall have power to regulate commerce with foreign 
nations, and among the several states, and with the Indian Tribes.
• At one time in the U.S. Supreme Court’s history, the Commerce Clause was interpreted as creating 

a zone of commerce entirely immune from taxation by the states. A state tax on the “privilege” of 
doing business in a state was unconstitutional if applied against what was exclusively interstate 
commerce.

• Dormant Commerce Clause. The U.S. Supreme Court has consistently interpreted this power to 
also contain a negative command, which prohibits states from discriminating against, or unduly 
burdening, interstate commerce in the absence of Congressional approval.

• In an Iowa case Kassel v. Consolidated Freightways Corp., 450 U.S. 662 (1981) the Court struck 
down an Iowa statute requiring shorter truck trailers for safety reasons because it burden interstate 
commerce.  

• The Commerce Clause is the most litigated restraint imposed upon taxation

B.  Eight Restraints Imposed Upon Taxation by the Unites States Constitution



Constitutional Law
• The Court developed the “unitary business principle” to permit states to tax businesses on an 

apportionable share of their multistate business.  Allied-Signal, Inc. v. Director, Div. of 
Taxation, 504 U.S. 768 (1992) contains a brief history of the unitary business principle. 
• This principle rests on two grounds: 

• A state need not isolate a unitary business’s in-state activities from the rest of the business, but may tax 
an apportioned share of the entire unitary business.

• The state may not tax an out-of-state corporation’s income that is derived from an “unrelated business 
activity” which constitutes a “discrete business enterprise.”

• For Iowa tax purposes, a unitary business is one carried on partly inside Iowa and partly 
outside Iowa, where the portion carried on in Iowa depends on or contributes to the business 
outside Iowa. In determining whether a unitary business exists, the overriding consideration is 
whether there has been an exchange or transfer of value, which may be evidenced by 
“functional integration, centralization of management, and economies of scale.”
• Super Valu Stores, Inc. v. Iowa Dep’t. of Revenue and Finance, 479 N.W.2d 255 (Iowa 1991) the 

Court held a subsidiary corporation to be part of unitary business because the relationship 
produced “economies of scale and transfers of value,” thus the sale of a subsidiary was 
apportionable business income.



Constitutional Law
• In a case with Iowa ties Northwestern States Portland Cement Co. v. Minnesota, 

358 U.S. 450 (1959) the Supreme Court held that a state could constitutionally 
impose a nondiscriminatory, fairly apportioned net income tax on an out-of-state 
corporation engaged exclusively in interstate commerce in the taxing state. For 
the first time outside the context of property taxation, the Court explicitly 
recognized that an exclusively interstate business could be subjected to the 
taxation powers of the state. 
• In the years following Northwestern States there were inconsistent rulings that turned 

almost completely upon the use of or failure to use “magic words” by the drafters of 
legislation. That is, it was constitutional for the states to tax a corporation’s net 
income, properly apportioned to the taxing state, as in Northwestern States, but no 
state could levy a tax on a out-of-state corporation for the privilege of doing business 
in the state, a difference without a distinction.



Constitutional Law
• The next important case was Complete Auto Transit Inc. v. Brady, 30 U.S. 274, 97 

S.Ct. 1076 (1977).  In Complete Auto the United States Supreme Court repudiated 
the doctrine that the privilege of doing interstate business was immune from 
state taxation and established a four part test that is the starting point for 
Commerce Clause analysis.
• (a) Nexus

• Quill Corp. v. North Dakota, 504 U.S. 298, 310, 112 S.Ct. 1904 (1992).  
• Company not obligated to collect use tax where there is no physical presence in state 

because no substantial nexus—think Amazon.  
• South Dakota v Wayfair, Inc. 585 U.S.___ (2018).

• Physical presence test was a false constitutional premise of the Court’s own creation and 
not necessary to satisfy the Commerce Clause.

• How much physical presence is required—Court suggests a sensitive case-by-case analysis.  



Constitutional Law
• (b) Fair apportionment

• The states must develop apportionment formulas to claim a share of a multistate 
business’ tax base for the taxing state, when the business carries on a single 
integrated enterprise both in and out of the state.

• Two concepts at play—is the income apportionable to the state for purposes of 
taxation and is the apportionment formula fair. 

• In Goldberg v. Sweet, 488 U.S. 252 (1989) we determine whether a tax is fairly 
apportioned by examining whether it is internally and externally consistent. To be 
internally consistent, a tax must be structured so that if every state were to impose 
an identical tax, no multiple taxation would result. The external consistency test 
asks whether the state has taxed only that portion of the revenues from the 
interstate activity which reasonably reflects the in-state component of the activity 
being taxed



Constitutional Law
• (c) Discrimination 
• A state shall not impose a tax which discriminates against interstate 

commerce  by providing a direct commercial advantage to local business.
• In Bacchus Imports, Ltd. v. Dias, 468 U.S. 263 (1984) it was a violation of the 

Commerce Clause when an excise tax was placed on beverages but locally-
produced beverages were exempt.  

• (d) Fair relation between tax and services
• In Commonwealth Edison Co. v. Montanan, 453 U.S. 609 (1981) the Court 

upheld a 30 percent coal severance tax against a challenge that the value of 
services provided by the state were not quantitatively related to the tax 
paid. 



Constitutional Law
2) Due Process Clause

• There are usually two issues that arise
• State seeks to tax an out-of-state taxpayer whose connections with the state are insubstantial 

(nexus)
• Nexus exists but the measure of the tax does not fairly reflect the taxpayer’s activities in the state
• In Quill Corp. v. North Dakota, 504 U.S. 298 (1992) Court for the first time stated that use tax 

collection permissible under the due process clause if the out-of-state vendor purposefully 
directits solicitation efforts to the taxing state.  However, in this case Court stated requiring the 
collection of the tax violated the Commerce Clause but not the Due Process Clause. 

3) Equal Protection
• In Allegheny Pittsburgh Coal Co. v. County Commissioner of Webster County, 488 U.S. 336 

(1989)  the Court struck down West Virginia Assessor’s welcome stranger property tax 
practice.

• In an Iowa case Fitzgerald v. Racing Association of Iowa, 648 N.W. 2d 555 (Iowa 2002), 539 
U.S. 103 (2003) the United States Supreme Court held unanimously that a rational basis 
exists for the differential tax rates enacted by the Legislature; on remand the Iowa Supreme 
Court reaffirms original holding based on Iowa’s Equal Protection Clause. 



Constitutional Law
4)  Import-Export Clause and Duty Tonnage Prohibition

• City of Valdez v. Polar Tankers, 129 S. Ct. 2277 (2009)  property tax struck down 
because tax applied to oil tankers and not other personal property and therefore was a 
tax for entering or trading in or lying in port in violation of duty of tonnage clause.

5)  Supremacy Clause
• McCulloch v. Maryland, 17 U.S. (4 Wheat.) 316, 407 (1819) tax on federal bank struck 

down because the power to tax involves the power to destroy.  
• Davis v. Michigan Department of Treasury, 489 U.S. 803 (1989) invalidated Michigan 

personal income tax on retired federal employees where state exempted retirement 
benefits paid to state employees. 



Constitutional Law
6)  First Amendment

• In Minneapolis Star & Tribune v. Minnesota Comm’r of Rev., 460 U.S. 575 (1983), First 
Amendment bars sales tax on paper and ink purchased by newspapers because they are 
singled out for tax on intermediate purchases and thus discriminated against.  

• In Jimmy Swaggart Ministries v. Board of Equalization of California, 493 U.S. 378 (1990), 
generally applicable tax applied to sales by religious organization upheld. 

7)  Privileges and Immunities Clause
• Prevents a state from treating citizens of other states in a discriminatory manner.
• No cases.

8)  Full Faith and Credit Clause
• Franchise Tax Board of California v. Hyatt, 123 S. Ct. 1683 (2003) State of Nevada not 

required to defer to rules in California involving allegations of intentional torts committed 
by Franchise Tax Board of California auditors in conducting a residency audit over a 
taxpayer living in Nevada. 



Constitutional Law

• Special additional principles [of statutory construction] apply in tax cases." Iowa Auto 
Dealers Ass'n v. Iowa Dep't of Revenue, 784 N.W.2d 772, 776 (Iowa 2010). 

• When a statute imposes a tax, it "is construed liberally in favor of the taxpayer." Scott Cnty. 
Conservation Bd. v. Briggs, 229 N.W.2d 126, 127 (Iowa 1975).

• "However, when the taxpayer relies on a statutory exemption, the exemption is construed 
strictly against the taxpayer and liberally in favor of the taxing body." Iowa Auto Dealers 
Ass'n v. Iowa Dep't of Revenue, 301 N.W.2d 760, 761 (Iowa 1981). 

• Construed strictly against taxpayer because exemptions from taxation are generally 
disfavored as contrary to the democratic notions of equality and fairness, and exist solely 
due to legislative grace." Van Buren Cnty. Hosp. & Clinics v. Bd. of Review of Van Buren Cnty., 
650 N.W.2d 580, 586 (Iowa 2002). 

C.  Statutory Construction



Individual Income Tax

• A tax is imposed upon every resident and nonresident of the state which tax shall 
be levied on taxable income, collected, and paid annually.
• The tax imposed upon the taxable income of a nonresident shall be computed by 

reducing the amount of taxable income by the amounts of nonrefundable credits and by 
multiplying this resulting amount by a fraction of which the nonresident’s net income 
allocated to Iowa, is the numerator, and the denominator is the nonresident’s total net 
income. 
• This provision also applies to individuals who are residents of Iowa for less than the entire tax 

year.

A.  Iowa Individual Income Tax



Individual Income Tax

• The tax shall not be imposed on the net income of the following:
• $13,500 for persons filing jointly or filing separately on a combined return, heads 

of household, and surviving spouses 
• $9,000 in the case of all other persons, except older persons or estates or trusts. 
• In the event that the payment of tax would reduce the net income to less than 

$13,500 or $9,000 as applicable, then the tax shall be reduced to that amount 
which would result in allowing the taxpayer to retain a net income of $13,500 or 
$9,000 as applicable.

• A person who is claimed as a dependent by another person shall not receive the 
minimum tax exclusion benefit of $13,500 or $9,000 respectively, if the person 
claiming the dependent has net income exceeding $13,500 or $9,000 as 
applicable.
• The individual is claimed as a dependent on another person’s return and has net 

income of $5,000 or more for the tax year must file a return. 

B.  Who Must File a Tax Return



Individual Income Tax

• The tax shall not be imposed a person who is at least 65 years old on December 
31 of the tax year and whose net income is $32,000 or less in the case of 
married persons filing jointly or filing separately on a combined return, heads 
of household, and surviving spouses, or $24,000 thousand dollars or less in the 
case of all other persons

• A nonresident must file if net income from Iowa sources was $1,000 or more, 
unless the nonresident’s entire income is below the income thresholds of 
$13,500 and $9,000, respectively.

• A nonresident must file an Iowa return if you are subject to Iowa lump-sum tax 
or Iowa alternative minimum tax.

• An individual tax return usually is due on April 30 

C.  Who Must File a Tax Return—Older Persons And Nonresidents



Individual Income Tax

• $2,210 for single filers.

• $2,210 for taxpayers filing separately.

• $5,450 for married filing jointly. 

D.  Standard Deduction for 2022 (indexed to inflation)



Individual Income Tax

• Returns shall be in the form the Director of Revenue prescribes and filed with the 
Department of Revenue.

• Returns shall be filed before the last day of the fourth month after expiration of the 
tax year.

D.  Form and time of return



Individual Income Tax

INCOME OVER BUT NOT OVER TAX RATE

$0 $1,743 0.33%

$1,743 $3,486 0.67%

$3,486 $6,972 2.25%

$6,972 $15,687 4.14%

$15,687 $26,145 5.63%

$26,145 $34,860 5.96%

$34,860 $52,290 6.25%

$52,290 $78,435 7.44%

$78,435 8.53%

E. Individual Income Tax Rates for Tax Year 2022 (indexed to inflation) 



Individual Income Tax

INCOME OVER BUT NOT OVER TAX RATE

$0 $6,000 4.4%

$6,000 $30,000 4.82%

$30,000 $75,000 5.70%

$75,000 6.5%

F. Future Tax Changes
• SF 2417 enacted during the 2018 legislative session.  
• There are future changes to the individual and corporate income tax and franchise tax 

beginning in tax year 2023.
• The number of individual income tax brackets are reduced from 9 to 4, and the taxable 

income amounts are modified and indexed to inflation and the tax rates are reduced.

Contingent Individual Income Tax Rates for single filers (double for married filers)



Future Tax Changes

• SF 619 in 2021 repealed the “trigger” which was a future contingent effective date.

• The trigger was the following: beginning on or after January 1, 2023, if net General 
Fund revenues for the fiscal year ending June 30, 2022, equal or exceed 
$8,314,600,000, and;

• Also equal or exceed 104 percent of the net General Fund revenues for the 
previous fiscal year—the trigger occurs and the future tax changes go into effect.

• The Department of Management was charged with calculating net General Fund 
revenues each fiscal year beginning on or after July 1, 2020.  

• By striking the contingency the “trigger” provisions take effect January 1, 2023.  

A.  What Was The Trigger?



Future Tax Changes

• As previously stated, individual income tax rates and tax brackets change after 
January 1, 2023.  The brackets will be indexed to inflation in future tax years.

• The starting point for computing the individual income tax changes from 
federal adjusted gross income to federal taxable income, which includes all 
deductions and adjustments taken at the federal level in computing tax

• Because the starting point will now be federal taxable income, and federal law 
does not provide for the filing status of married persons filing separately on a 
combined return, the future changes repeal that filing status option for Iowa 
tax purpose.

• Most Iowa-specific deductions, exemptions, and adjustments currently 
available when computing net income and taxable income under Iowa law are 
repealed upon the occurrence of the changes, including the ability to deduct 
federal income taxes.

B. Future Tax Changes  



Future Tax Changes

• The Iowa individual alternative minimum tax (AMT) is repealed.
• The starting point for calculating the corporate income tax and franchise 

tax also changes to federal taxable income before the net operating loss 
deduction.  

• The separate calculation of net operating loss (NOL) is repealed at the 
state level and taxpayers are required to add back federal NOL
deductions carried over but allows a deduction for remaining Iowa NOL
from a prior taxable year. 

• Additionally, currently available Iowa-specific deductions, exemptions, and 
adjustments when computing net income and taxable income under current 
Iowa law are repealed when the future changes go into effect.

C.  Future Tax Changes Continued



Corporate Income Tax

• The corporate income tax is not imposed on 
• Financial institutions
• Insurance companies
• Nonprofit organizations exempt from federal income tax.

• However, such exempt nonprofit organizations are subject to Iowa corporate income tax on 
unrelated business income

• The starting point for computing income for Iowa purposes is a corporation’s 
federal taxable income before the deduction for net operating loss. Certain Iowa 
statutory adjustments are made to federal taxable income in order to arrive at a 
corporation’s “net income” for Iowa tax purposes.

• Corporate tax rates are not indexed to inflation each year.  

A.  Iowa Corporate Income Tax



Corporate Income Tax
• Subtractions
• Interest and dividends from federal securities.  
• 50 percent of the federal income taxes paid during the tax year or, for accrual-basis 

corporations, 50 percent of the income tax liability for the tax year, reduced by any refund 
received.  

• 65 percent of wages paid to individuals who were hired for the first time by the taxpayer and 
who had been convicted of a felony or who were on parole, probation, or work release and, in 
the case of a small business, who are individuals with a mental or physical disability. 

• Many other subtractions

• Additions
• Iowa income tax deducted. 
• Interest and dividends from securities of foreign, state, and political subdivisions and 

regulated investment companies to the extent they are exempt from federal income tax and 
not otherwise exempt from state income tax.

• Many other additions



Corporate Income Tax

INCOME OVER BUT NOT OVER TAX RATE

$0 $25,000 6.00%

$25,000 $100,000 8.00%

$100,000 $250,000 10%

$250,000 12%

B.  Corporate Income Tax Rates Prior To January 1, 2021



Corporate Income Tax

INCOME OVER BUT NOT OVER TAX RATE

$0 $25,000 5.5%

$100,000 $250,000 9%

$250,000 9.8%

C.  Corporate Income Tax Rates After January 1, 2021 (not indexed to inflation)



Corporate Income Tax

• If the trade or business of the corporation is carried on entirely within the state, 
the tax shall be imposed on the entire net income.

• If the trade or business is carried on partly within and partly without the state or if 
income is derived from sources partly within and partly without the state, or if 
income is derived from trade or business and sources, all of which are not entirely 
in the state, the tax shall be imposed only on the portion of the net income 
reasonably attributable to the trade or business or sources within the state using 
the business activity ratio.

D.  Trade or business within state and partly outside of state.



Corporate Income Tax

• Business income is apportioned to Iowa using a business activity ratio (BAR). The 
BAR is calculated using a single-factor sales formula, i.e., the amount of gross sales 
that are made within Iowa if the business involves the manufacture or sale of 
products, or the amount of gross receipts earned within Iowa if the business 
involves something other than the manufacture or sale of products, such as the 
provision of services.

E.  Apportionment



Corporate Income Tax

• Iowa’s single–factor sales formula. 
• Iowa’s single-factor sales formula was challenged in Moorman Manufacturing Co. v. Bair, 

437 U.S. 267 (1978), but was upheld by the U.S. Supreme Court as not violating the Due 
Process and Commerce Clauses.  
• If a corporation believes the Iowa method of allocation and apportionment would subject it to 

taxation on a greater portion of net income than is reasonably attributable to Iowa, it may file 
an objection with the Department of Revenue and propose an alternative method.

F.  Single-Factor Sales Formula



Corporate Income Tax

• The BAR is found in §422.33(2) and is derived by comparing the corporation’s 
business income attributable to Iowa, to the corporation’s total business income 
except its investment business income that is properly excluded pursuant to an 
election. The ratio, stated as a percentage, is multiplied by the corporation’s total 
business income, and that product is then added to Iowa nonbusiness income to 
arrive at Iowa taxable income.

• Many states use a three-factor formula based on an average of a specified 
percentage of total sales, property, and payroll that are made or located in the 
state.  
• Alaska, Hawaii, and Kansas use a three-factor formula. 
• Minnesota, Illinois, Missouri, and Nebraska use a single-factor sales formula similar to 

Iowa.  

G.  Business Activity Ratio (BAR)



Corporate Income Tax

• Nonbusiness income is allocated, means the process of specifically assigning 
income to the proper state. 

• Nonbusiness income or capital gain from intangible property is generally 
allocated to Iowa if the corporation’s commercial domicile is in Iowa. 

• Nonbusiness income or capital gain from real property is generally allocated 
to Iowa if the real property is located in Iowa. 

• Nonbusiness income from tangible personal property is generally allocated 
to Iowa to the extent it is utilized in Iowa, but it is entirely allocated to Iowa 
if the corporation’s commercial domicile is in Iowa and the corporation is 
not taxable in the other state where the property is utilized. 

H.  Allocation



Corporate Income Tax
• Nonbusiness capital gain from the sale of tangible personal property is 

allocated to Iowa if the property had a situs in Iowa at the time of sale or if 
the corporation’s commercial domicile is in Iowa and the corporation was 
taxed in the state where the property had situs. 

• Federal income taxes and other related expenses attributable to the 
nonbusiness income must also be allocated with the nonbusiness income.
• In Myra Holdings & Subs. v. Iowa Department of Revenue 892 N.W.2d 343 (2017) a 

complex case relating to consolidated tax returns by affiliated group of corporations 
that share common ownership.  The parent corporation (Myra) did not established a 
taxable nexus with Iowa. As a result, Myra could not join in a consolidated Iowa 
income tax return to report their loss and thus reduce Iowa income tax liability for 
the affiliates with Iowa taxable income. 



Corporate Income Tax

•Nonprofit organizations and corporations exempt from the 
regular Iowa corporate income tax by way of being exempt 
from federal income tax under IRC §501, are subject to the 
Iowa corporate income tax on the state’s apportioned share of 
the unrelated business income as computed for federal tax 
purposes. 
•Unrelated business income generally includes income from any 

trade or business that is not substantially related to an 
organization’s exempt purpose or function.

I.  Non-profit organizations – unrelated business income 



Corporate Income Tax

• Corporation tax returns must be filed by the last day of the fourth month 
after the close of the corporation’s tax year. 

• Cooperatives must file a return on or before the 15th day of the ninth 
month following the close of the cooperative’s tax year. 

• Nonprofit corporation returns with unrelated business income are due on 
the 15th day of the fifth month following the close of the nonprofit 
corporation’s tax year. 

• Corporation returns covering a short tax year are due 45 days after the due 
date of the federal tax return.

J.  Corporation Tax Returns—Due Date



Franchise Tax

• The franchise tax is imposed on financial institutions.  The franchise tax is in lieu of 
the corporate income tax.  

• A financial institution is defined to mean a banking institution but not a credit 
union. 

• The franchise tax is a flat tax imposed at a rate of 5% on net income.  

• Net income is first calculated under the same code section as corporate net income 
in Code section 422.35 with additional adjustments.

• Most of the adjustments relate to the treatment of income from government 
securities.

A.  Iowa franchise tax



Franchise Tax

• If a financial institution’s entire business is carried on in Iowa then the total net 
income is subject to tax. A financial institution is presumed to be carrying on its 
business entirely within Iowa if its activities are carried on only within Iowa. A 
financial institution will be considered to also be conducting business outside Iowa 
if it engages in regular and continuing activities in another state that would 
constitutionally permit the state to impose a tax, regardless of whether or not it 
does.



Franchise Tax

• If business is also conducted outside Iowa, net income must be allocated and 
apportioned to Iowa in much the same manner as is done for the corporate income 
tax.  A financial institution first distinguishes business from nonbusiness income 
and specifically allocates its nonbusiness income to Iowa. Business income is then 
apportioned using the business activity ratio (BAR), but the following rules also 
apply to the calculation because of the unique nature of a financial institution’s 
business:
• Interest and other receipts from loans are attributable to Iowa if the borrower is located 

in Iowa. 
• Service charges and fees from credit cards are attributable to Iowa if the individual holder 

resides in Iowa or if the corporate holder has its commercial domicile in Iowa. 

B.  Allocation and Apportionment



Franchise Tax
• Merchant discount income from credit card transactions with a merchant are 

attributable to Iowa if the merchant is located in Iowa. 
• Receipts for the performance of fiduciary services are attributable to Iowa if the 

services are principally performed in Iowa. 
• Income from securities are normally attributable to Iowa if the financial 

institution’s commercial domicile is in Iowa, with a few exceptions. If the income 
is used to maintain federal and state reserve deposit requirements, it is 
attributable to Iowa based on the ratio that total deposits in Iowa bear to total 
deposits everywhere. If the income is held by a state treasurer or other public 
official or pledged to secure public or trust funds in a bank, it is attributable to 
Iowa if the banking office where the secured deposit is maintained is in Iowa. 



Franchise Tax

• Receipts from traveler’s checks and money orders are attributable to Iowa if the 
office that issued them is located in Iowa. 

• Fees for financial services are attributable to Iowa if the customer is located in 
Iowa or the account is maintained in Iowa. 

• Receipts from management services are attributable to Iowa if the recipient of 
the services is located in Iowa. 



Franchise Tax
• The BAR is derived by comparing the financial institution’s business income 

attributable to Iowa to the financial institution’s total business income except its 
investment business income that is properly excluded pursuant to an election. 

• The ratio, stated as a percentage, is multiplied by the financial institution’s total 
business income and that product is then added to Iowa nonbusiness income to 
arrive at Iowa taxable income. 

• Franchise tax must be paid, and franchise tax returns must be filed, on or before 
the last day of the fourth month following the end of the financial institution’s 
taxable year or on or before the 45th day after the federal return is due, whichever 
date is later. 



Insurance Premium Tax

• The insurance companies tax is neither an income tax nor a tax measured by income. Since 
it is generally imposed on the value of premiums received, the tax is due regardless of 
whether the insurance company realizes a profit. 

• The insurance premium tax is in lieu of the state corporate income tax.

• In this respect, the tax resembles a gross receipts tax, or even a sales tax, more so than an 
income tax. The insurance companies tax is imposed on “every insurance company or 
association of whatever kind or character” except fraternal benefit associations, nonprofit 
hospital and medical service corporations, and mutual service corporations. 

• For life insurance companies or associations, the tax is equal to 1% of the gross premiums 
received on risks resident in Iowa, excluding premiums from certain policies, contracts, or 
annuities

A.  Iowa Insurance Premium Tax



Insurance Premium Tax
• For other insurance companies and associations, the tax is equal to 1% of the 

gross premiums written, and assessments and fees received, for business done in 
Iowa, including insurance on property situated in Iowa or, in the case of surplus 
lines insurance, for policies where the home state of the insured is Iowa. Excluded 
are amounts returned on canceled or rejected policies, and amounts received in 
connection with ocean marine insurance subject to the marine insurance tax. 

• For mutual service corporations, the tax is equal to 1% of the gross amount of 
payments received for subscriber contracts covering Iowa residents, excluding 
amounts returned upon canceled or rejected contracts.

• For county mutual insurance associations, the tax is equal to 1% of the gross 
premiums received, excluding amounts returned for canceled or rejected policies, 
and excluding premiums paid for windstorm or hail reinsurance on property 
specifically reinsured, but not excluding reinsurance premiums received by a 
reinsurer upon such risks. 



Insurance Premium Tax
• For state mutual insurance associations, the tax is equal to 1% of gross property 

situated in Iowa, but excluding amounts received or paid for reinsurance. However, 
a state mutual insurance association is required to include amounts for reinsurance 
of windstorm or hail risks written by county mutual insurance associations after 
deducting amounts returned as dividends or on canceled or rejected policies on 
property situated in Iowa.

• Exemptions
• Premiums collected by participating insurers under the Hawk-i Program and for benefits 

acquired on behalf of state employees by the Department of Administrative Services or 
the state Board of Regents are exempt from the insurance premium tax.



Moneys and Credits Tax

• The moneys and credits tax is a tax on real estate and the moneys and 
credits of a state credit union.

• The moneys and credits tax on state credit unions is imposed at a rate of ½ 
cent on each dollar of the legal and special reserves that are required to be 
maintained by the state credit union.

• Exemption in the amount of $40,000.
• The tax collected from a credit union within a city is apportioned as follows: 

20% to the county, 30% to the city general fund, and 50% to the state 
general fund.

• Tax collected from a credit union outside a city is apportioned as follows:  
50% to the county and 50% to the state general fund.  



Tax Credits
• A tax credit generally is a dollar for dollar reduction in tax after the tax has 

been calculated.  
• More valuable than a tax deduction. 
• There are approximately 38 tax credits in the Iowa Code.  Some qualify for 

multiple types of tax credits.  
• 5 withholding tax credits (employer in targeted areas keeps the Iowa 

income taxes withholdings of their employees paychecks)
• 4 sales and use tax refund credits.
• Most tax credits are available against either individual, corporate, 

franchise, insurance premium, or moneys and credits taxes, or a 
combination thereof.  

• Iowa Code §15.119 places a limitation on certain tax credit programs. 



Sales Tax

•A sales tax is basically a tax on the privilege of selling at 
retail. The buyer generally pays the tax.
• Iowa imposes a sales tax of 6% upon the sales price of all 
sales of tangible personal property, consisting of goods, 
wares, or merchandise.
•The sales tax is reduced to 5% on January 1, 2051 (SAVE)
•A local option sales tax of 1% may also be imposed depending 

upon the jurisdiction.

A.  Iowa sales tax rate.  



Sales Tax

• The sales price of many services are subject to the 6% sales tax 
• There are approximately 75 services that are subject to sales tax.
• Barbering
• Photography
• Towing
• Many more services are not subject to tax (accounting services)

• By operation of Code section 423.6, an item exempt from the 
imposition of the sales tax is also exempt from the use tax imposed 
in Code section 423.5.
• There are approximately 106 sales and use tax exemptions

B.  Iowa Sales Tax Applies to Certain Services.  



Sales Tax

• A tax of 6% is imposed on the sales price from sales of bundled 
transactions.  Exceptions in 423.2(8)(d).  
• A “bundled transaction” is the retail sale of two or more distinct and 

identifiable products, which are sold for one nonitemized price. 
• “Distinct and identifiable products” does not include packaging or 

other material that accompany a retail sale and are incidental to the 
product provided free of charge and purchase price does not vary on 
the inclusion of free product

• “One nonitemized price” does not include a price that is separately 
identified by product on binding sales or other supporting sales-
related documentation made available to the customer in paper or 
electronic form.

C.  Bundled Transactions.



Sales Tax

• In the landmark case South Dakota v. Wayfair states were permitted to require 
remote sellers to collect and remit sales or use tax to states on goods and services 
purchased by their citizens from companies located wholly out of the state.  

• In 2018, Iowa began to require a remote seller or an agent of the remote seller 
making sales in Iowa equal to or in excess of $100,000 subject to Iowa sales or use 
tax collection and remittance requirements.  

D.  Remote Sellers



Natural  Resources Trust Fund—Sales Tax 

• An amendment to the Iowa Constitution was ratified which created a natural 
resources and outdoor recreation trust fund and dedicated a portion of state 
revenues to the fund for the purposes of protecting and enhancing water quality 
and natural areas in the state including parks, trails, and fish and wildlife habitat, 
and conserving agricultural soils. 

• The amount credited to the fund will be equal to the amount generated by an 
increase in the state sales tax rate, but shall not exceed the amount that a state 
sales tax rate of 0.375 percent would generate. 

• The sales tax has not been increased since ratification of the amendment to the 
Iowa Constitution.



Use Tax
• A use tax generally is a tax on a taxable item or service where no sales tax has been paid.  

Use tax is a complementary to the sales tax and does not apply if the sales tax was charged.

• An use tax at the rate of 6% of the purchase price or installed purchase price is imposed on 
the following:
• The use in this state of tangible personal property including aircraft subject to registration under 

section 328.20, purchased for use in this state. 
• Purchases of tangible personal property or specified digital products made or services from the 

government of the United States or any of its agencies by ultimate consumers shall be subject to the 
tax imposed by this section. 

• The use of taxable services in this state that are enumerated in § 423.2. 

• The use in this state of specified digital products. The tax applies whether the purchaser 
obtains permanent use or less than permanent use of the specified digital product, whether 
the use is conditioned or not conditioned upon continued payment from the purchaser, and 
whether the use is on a subscription basis or is not on a subscription basis



Use Tax

• An excise tax of 5% on the use of vehicles subject only to the issuance of a certificate of title and 
the use of manufactured housing, and on the use of leased vehicles, if the lease transaction does 
not require titling or registration of the vehicle.

• Motor vehicles purchases used to be subject to the use tax but now subject to a one-time fee for 
new vehicle registration imposed in the amount of 5% of the purchase price.

• The use tax is reduced to 5% on January 1, 2051. 

• The use in this state of services enumerated in section 423.2. This tax is applicable where the 
service is first used in this state.

• An excise tax at the rate of 5% is imposed on the use of vehicles subject only to the issuance of a 
certificate of title and the use of manufactured housing, and on the use of leased vehicles, if the 
lease transaction does not require titling or registration of the vehicle, on the amount subject to 
tax as calculated pursuant to section 423.26, subsection 2.



Streamlined Sales and Use Tax Agreement
• Streamlined sales and use tax.
• Uniform state rate.
• Limiting the number of state rates.
• Limiting the application of maximums on the amount of state tax 

that is due on a transaction.
• Limiting the application of thresholds on the application of state tax.

•Uniform standards. 
•Uniform definitions. 
• Central registration.  
• The agreement must provide a central, electronic registration system 

that allows a seller to register to collect and remit sales and use 
taxes for all member states.



Equipment Tax
• A tax of 5% is imposed on the sales price or purchase price of all equipment 

sold or used in the state of Iowa.

• Equipment means- a self-propelled building equipment, pile drivers, and 
motorized scaffolding, including auxiliary attachments which improve the 
performance, safety, operation, or efficiency of the equipment, and 
replacement parts and are directly and primarily used by contractors, 
subcontractors, and builders for new construction, reconstruction, 
alterations, expansion, or remodeling of real property or structures.



Automobile Rental Excise Tax

•A tax of 5 % is imposed upon the rental price of an 
automobile if the rental transaction is subject to sales tax 
or the use tax.  
•Tax is in addition to sales or use tax.  



Hotel and Motel Tax

• State-imposed hotel-motel tax
• A tax of 5% is imposed upon the sales price for the renting of any lodging if the lodging is 

located in this state.

• Locally-imposed hotel-motel tax
• A city, a county, or a land use district may impose, by ordinance of the city council or by 

resolution of the board of supervisors or by ordinance of the board of trustees, a hotel and 
motel tax, at a rate not to exceed 7% in addition to the state-imposed tax.

• Exemptions
• Rentals in excess of 31 days and rentals to transient guests in excess of 90 days
• Dormitories, religious institutions, and non-profits providing rentals to the family of 

hospital patients.  



Local Option Sales Tax
• Iowa allows a local jurisdiction to impose a local option tax of 1% on the sales 

price of all sales of tangible personal property, consisting of goods, wares, or 
merchandise.

• A local jurisdiction cannot impose the local option tax any property or service not 
subject to state sales tax.

• However, any jurisdiction that imposes a local option sales tax, there is also a 1% 
local excise tax on certain residential energy services that are not subject to state 
sales tax.

• The local option tax is not imposed against the property subject to use tax.  

• Local option tax does apply to metered gas, electricity,  and fuel, where sales tax 
does not apply.  



Water Service Excise Tax

• An excise tax at the rate of 6% is imposed on the sales price from the sale or furnishing by a 
water utility of a water service in the state to consumers or users.

• Future repeal—whichever is earlier.
• The enactment date that the tax rate for the sales tax imposed upon the retail sales price of 

tangible personal property and the furnishing of enumerated services sold in this state in effect on 
July 1, 2016, is increased.

• July 1, 2039.
• Why call it an excise tax?

• The Streamlined Sales Tax Agreement requires uniformity in sales and use tax rates.  Iowa is has 
entered the Streamlined Sales Tax Agreement.  



Fee For New Registration

• In addition to the annual registration fee required under section 321.105, a 
“fee for new registration” is imposed in the amount of 5 % of the purchase 
price for each vehicle subject to registration. 

• The fee for new registration shall be paid by the owner of the vehicle to the 
county treasurer at the time application is made for a new registration and 
certificate of title, if applicable.

• “Purchase price” shall be determined in the same manner as “sales price” is 
determined for purposes of computing sales tax under chapter 423, pursuant to 
the definition of sales price in section 423.1, except under certain circumstances.

• Consequence of Streamlined Sales Tax Agreement. 

A.  Motor Vehicles



Fee For New Registration

• Trades between lineal family members.

• Vehicle traded to a retailer intended by the retailer to be sold at retail.

• Replacement vehicles owned by a motor vehicle dealer.

• Vehicles transferred within business entities.  

• Vehicles transferred as a gift where no consideration is provided.  

• Vehicles leased for 6 months or less.  

B.  Exemptions from fee



Real Estate Transfer Tax

• Imposed on the grantor of each deed or instrument, or writing by which and lands, 
tenements, or other realty is transferred or otherwise conveyed.

• Tax not imposed when not consideration is given.

• When consideration is given and market value of the real property transferred is in 
excess of $500, the tax is 80 cents for each $500 or fractional part of $500.

• Exceptions
• Mortgage instrument.
• Lease.
• Deeds for cemetery lots.
• Deeds to US or state government.  
• Tax deeds.



Inheritance Tax

•Not to be confused with an estate tax.  Iowa repealed estate tax 
in 2014.  

• Tax gradually being phased out after the enactment of SF 619 in 2021.

• In lieu of each rate of tax imposed in Code chapter 450, for property passing from 
the estate of a decedent there is a reduction in the applicable tax rate as follows: 
• For decedents dying on or after January 1, 2021, 20%
• For decedents dying on or after January 1, 2022, 40%
• For decedents dying on or after January 1, 2023, 60%
• For decedents dying on or after January 1, 2024, 80%
• For decedents dying on or after January 1, 2025, no inheritance tax due.  

A.  Iowa Inheritance Tax



Inheritance Tax
• The estate and property and any interest in or income from any 

estate or property which pass from a decedent domiciled in this 
state are subject to an inheritance tax under certain 
circumstances.
• Real estate and tangible personal property located in this state regardless 

of whether the decedent was a resident of this state at death.
• Intangible personal property owned by a decedent domiciled in this state



Inheritance Tax

• The tax imposed under this chapter shall be collected upon the net 
market value of any property passing as follows:
• By will or under the statutes of inheritance of this or any other state or 

country.
• By deed, grant, sale, gift, or transfer made within three years of the death 

of the grantor or donor, which is not a bona fide sale for an adequate and 
full consideration in money or money’s worth and which is in excess of the 
annual gift tax exclusion. 

• By deed, grant, sale, gift, or transfer made or intended to take effect in 
possession or enjoyment after the death of the grantor or donor.

B.  Gross Value Of Estate



Inheritance Tax

• Property which is held in joint tenancy by the decedent and any other person or 
persons or any deposit in banks, or other institution in their joint names and 
payable to either or to the survivor, except such part as may be proven to have 
belonged to the survivor

• When the decedent shall have disposed of the decedent’s estate in any manner to 
take effect at the decedent’s death with a request secret or otherwise that the 
beneficiary give, pay to, or share the property or any interest therein received from 
the decedent, with other person or persons

• Which qualifies as a qualified terminable interest property as defined in section 
2056(b)(7)(B) of the Internal Revenue Code, shall, if an election is made, be treated 
and considered as passing in fee, or its equivalent, to the surviving spouse in the 
estate of the donor-grantor. Property on which the election is made shall be 
included in the gross estate of the surviving spouse and shall be deemed to have 
passed in fee from the surviving spouse to the persons succeeding to the 
remainder interest, unless the property was sold, distributed, or otherwise 
disposed of prior to the death of the surviving spouse.



Inheritance Tax

• The inheritance tax shall not be imposed upon:
• Estates that do not exceed $25,000
• When the property passes for a charitable, educational, or religious purpose as 

defined in sections 170(c) and 2055 of the Internal Revenue Code.
• When the property passes to public libraries or public art galleries within this 

state.
• On bequests for the care and maintenance of the cemetery or burial lot of the 

decedent or the decedent’s family.
• On that portion of the decedent’s interest in an employer-provided or employer-

sponsored retirement plan or on that portion of the decedent’s individual 
retirement account that will be subject to federal income tax when paid to the 
beneficiary.

C.  Exemptions



Inheritance Tax

• On property in an individual development account in the name of the 
decedent that passes to another individual development account. 
• On the value of tangible personal property as defined in section 633.276 

(separate identification request)bwhich is distributed in kind from the 
estate if the aggregate of all tangible personal property in the estate does 
not exceed $5,000.

• On the value of any interest in a 529 plan.
• On the value of any interest in the Iowa ABLE savings plan trust.



Inheritance Tax

• The entire amount of property, interest in property, and income passing to 
the surviving spouse, lineal ascendants, lineal descendants, and stepchildren 
and their lineal descendants are exempt from tax. “Lineal descendants” 
includes descendants by adoption.

D.  Individual Exemptions



Inheritance Tax

• When the property or any interest in property, or income from 
property, passes to the brother or sister, son-in-law, or daughter-in-
law, the rate of tax imposed on the individual share so passing shall be 
as follows (tax rate prior to reduction of rates in SF 619):
• 5% on any amount up to $12,500.
• 6% on any amount in excess of $12,500 and up to $25,000.
• 7% on any amount in excess of $25,000 and up to $75,000.
• 8% on any amount in excess of $75,000 and up to $100,000.
• 9% on any amount in excess of $100,000 and up to $150,000.
• 10% on all sums in excess of $150,000

E.  Tax Rates—Other Family Members



Inheritance Tax

•When the property or interest in property or income from 
property, taxable under this chapter, passes to any other 
person the rate of tax imposed on the individual share so 
passing shall be as follows (tax rate prior to reduction of rates in SF 
619) :
• 10% on any amount up to $50,000.
• 12% percent on any amount in excess of $50,000 and up to 

$100,000.
• 15% on all sums in excess of $100,000.

• Persons defined to mean artificial as well as natural persons.

F.  Tax Rates—All other Persons 



Inheritance Tax

• A 10% tax rate (prior to reduction of rates in SF 619) is imposed on income 
and property passing to the following:
• Societies, institutions or associations incorporated or organized under the laws of 

any other state, territory, province or country other than this state, for charitable, 
educational, or religious purposes.

• Cemetery Associations
• Humane Societies not organized under the laws of this state.

• A 15% (prior to reduction of rates in SF 619) tax rate is imposed on income 
or property passing to a corporation or society organized for profit, including 
fraternal and social organizations which do not qualify as a charity.

G.  Tax Rates Other Entities.  



Inheritance Tax

• When the property passes to any person who is exempt from inheritance 
tax, there shall be credited an amount equal to the tax imposed in this state 
on the decedent, which can be identified as having been received by the 
decedent as a share in the estate of any person who died within 2 years 
prior to the death of the decedent. 

H.  Credit For Inheritance Tax Paid In Previous Estate.



Inheritance Tax

•There shall be deducted from the gross value of the 
estate only the liabilities defined as follows:
• The debts owing by the decedent at the time of death, 
• The local and state taxes accrued before the decedent’s death.
• The federal estate tax and federal taxes owing by the decedent, 
• A reasonable sum for funeral expenses.
• An allowance for surviving spouse and minor children granted by 

the probate court or its judge, court costs, and any other 
administration expenses

I. Deductions From Gross Value Of Estate



Inheritance Tax

•A liability shall not be deducted unless the personal 
representative or other person filing the inheritance tax 
return certifies that it has been paid.
• If the decedent’s gross estate includes property with a situs 

outside of Iowa, the liabilities shall be prorated on the basis 
that the gross value of property with a situs in Iowa bears to 
the total gross estate. 
•Only the Iowa portion of the liabilities shall be deductible in 

computing the tax imposed by this chapter. However, a liability 
secured by a lien on property shall be allocated to the state 
where the property has a situs and shall not be prorated except 
to the extent the liability exceeds the value of the property.



Penalties

• For individuals—5 percent of the remaining tax due.

• For businesses—the specified business shall pay the greater of the following 
penalty amounts:
• $200
• An amount equal to 5% of the imputed Iowa liability of the specified business, not to 

exceed $25,000.

A.  Failure To Timely File Return or Deposit Form



Penalties

• A penalty of 5% of the unpaid tax. The penalty may be waived under the following 
circumstances:
• At least 90% of the tax required to be shown due has been paid by the due date.
• Taxpayer voluntarily files an amended return and pays all tax shown to be due on the 

return prior to any contact by the department.
• Taxpayer voluntarily files an amended return and pays all tax shown due on the return 

prior to any contact by department.  
• Taxpayer pays the tax due within 180 days of federal audit.

B.  Failure To Pay Tax Due



Penalties

• A penalty of 5% of the tax due is assessed if the Revenue discovers the deficiency. 
The penalty may be waived under the following circumstances:
• At least 90% of the tax required to be shown due has been paid by the due date.
• The taxpayer presents proof that the taxpayer relied upon applicable, documented, 

written advice specifically made to the taxpayer or taxpayer’s preparer.  
• 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.
• Taxpayer relied upon documented proof of substantial authority.

C.  Audit Deficiencies



Penalties

• In lieu of the penalties otherwise provided, a penalty of 75% shall be added to the 
unpaid tax.

• In case of a specified business the penalty shall be the greater of the following:
• $1,500
• An amount equal to seventy-five percent of the imputed Iowa liability of the specified 

business.

• The penalties imposed under this slide are not subject to waiver.

D.  Willful Failure To File Or Pay



Penalties

• Failure to remit and extension--if a person fails to remit at least 90% of the tax by the time 
an extension, there shall be added a penalty of 10% of the unpaid tax due.

• Fraudulent practice--a person who makes an erroneous application for refund, credit, 
reimbursement, rebate, or other payments is liable for a penalty equal to 75% of the 
benefit being claimed in addition to any criminal penalty.

• Failure to use required form--if a person fails to remit payment of taxes in the form 
required by the rules of the director, there shall be added to the amount of the tax a 
penalty of 5 % of the amount of tax shown due or required to be shown due

• Additional penalty--in addition to the penalties imposed, if a taxpayer fails to file a return 
within 90 days of written notice by the department that the taxpayer is required to do so, 
there shall be added to the amount shown due or required to be shown due a penalty in 
the amount of $1,000.

E.  Other Penalties
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